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Subject to Completion
Preliminary Prospectus dated [ 1, 2011

PRELIMINARY PROSPECTUS

Shares

PennantPark Senior Floating Rate Fund Inc.

Common Stock
$[ ] per Share

PennantPark Senior Floating Rate Fund Inc., or the Fund, is a newly organized, non-diversified, closed-end management investment company.

The Fund’s primary investment objective is to seek high current income, with a secondary objective to seek preservation of capital, consistent with its
primary goal of high current income. The Fund can offer no assurance that it will achieve its investment objectives or be able to structure its investment
portfolio as anticipated. The Fund will seek to achieve its investment objectives by investing primarily in senior, secured floating rate loans made to companies
whose debt is rated below investment grade, or Senior Loans, and investments with similar economic characteristics.

Under normal market conditions, the Fund will invest at least 80% of the Fund’s Managed Assets in Senior Loans (as those terms are defined in this
prospectus), and investments with similar economic characteristics. Senior Loans typically pay interest at rates which are determined periodically on the basis
of a floating base lending rate, primarily the London-Interbank Offered Rate, plus a premium. Senior Loans are typically made to U.S. and, to a limited extent,
non-U.S. corporations, partnerships and other business entities which operate in various industries and geographical regions. Senior Loans typically are rated
below investment grade. Securities rated below investment grade are often referred to as “leveraged loans” or “high yield” securities or “junk bonds.”
Securities of this type are often high risk and have speculative characteristics.

This prospectus relates to the offering of the common stock of the Fund, for which the Fund has applied for listing on [ ] under the ticker symbol
[« ”]. Shares of closed-end investment companies that are listed on an exchange, such as those of the Fund, frequently trade at prices that reflect
a discount from their net asset values. If you purchase the Fund’s shares in its initial public offering or otherwise and sell the shares on [ lor

otherwise, you may receive an amount that is less than (1) the amount you paid for the shares and/or (2) the net asset value of the Fund’s shares at the
time of sale. The Fund is a newly formed entity and has no previous operating or trading history upon which you can evaluate its performance.

This prospectus provides information that you should know about the Fund before investing. Please read this prospectus carefully and keep it for future
reference. Information required to be in the Fund’s Statement of Additional Information is found in this prospectus. The Securities and Exchange Commission,
or the SEC, maintains a website (http://www.sec.gov) that contains the annual and semiannual reports and other information regarding registrants that file
electronically with the SEC. Additional information about the Fund has been filed with the SEC and is available upon written or oral request and without
charge. For a free copy of the Fund’s annual or semiannual report (following the Fund’s completion of an annual or semi-annual period, as applicable) or to
request other information or ask questions about the Fund please write to us at 590 Madison Avenue, 15th Floor, New York, New York 10022, call us at
(212) 905-1000 or visit the Fund’s website at www.pennantpark.com. This reference to the Fund’s website does not incorporate the contents of the website into
this prospectus.

Investing in the Fund’s common shares involves certain risks. See “Risk Factors” beginning on page 25 of this
prospectus.

Per
Share Total())
Public offering price $ $
Sales load $ $
Proceeds, after expenses, to the Fund $ $

(1) The Fund has granted the underwriters an option to purchase up to additional shares of common stock at the public offering price, less the sales load,
within 45 days of the date of this prospectus solely to cover overallotments, if any. If such option is exercised in full, the total public offering price, sales
load, estimated offering expenses and proceeds, after expenses, to the Fund will be $ ,$ ,$ and $ , respectively. See
“Underwriters.”

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

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

The underwriters expect to deliver the common shares to purchasers on or about , 2011.

The date of this prospectus is , 2011.
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You should rely only on the information contained or incorporated by reference in this prospectus. We have not, and the underwriters have not,
authorized any other person to provide you with different information. If anyone provides you with different or inconsistent information, you should
not rely on it. We are not, and the underwriters are not, making an offer to sell these securities in any jurisdiction where the offer or sale is not
permitted. You should assume that the information in this prospectus is accurate only as of the date of this prospectus. The Fund’s business, financial
condition and prospects may have changed since the date of this prospectus.

Information about the Fund can be reviewed and copied at the SEC’s Public Reference Room in Washington, D.C. Call 1-202-551-8090 for information
on the operation of the public reference room. This information also is available on the SEC’s Internet site at http://www.sec.gov and copies may be obtained
upon payment of a duplicating fee by writing the Public Reference Section of the SEC, 100 F Street, N.E., Washington, D.C. 20549-0102.
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PROSPECTUS SUMMARY

This summary highlights some of the information in this prospectus. It is not complete and may not contain all of the information that you may want to
consider. You should read carefully the more detailed information set forth under “Risk Factors” and the other information included elsewhere in this
prospectus. The information below is qualified in all respects by the more detailed information included elsewhere in this prospectus and in the related
Registration Statements filed with the SEC.

The Fund PennantPark Senior Floating Rate Fund Inc., or the Fund, is a corporation organized under the
laws of the State of Maryland and registered with the SEC under the Investment Company Act of
1940, or the Investment Company Act, as a closed-end, non-diversified management investment
company. PennantPark Investment Advisers LLC, or the Adviser, serves as the Fund’s investment
adviser.

The Offering The Fund is offering shares of its common stock at an initial offering price of $[ 1
per share, which price includes a sales load of [ 1% per share. These shares have been
registered for sale with the SEC under the Securities Act of 1933, or the Securities Act, and will be
offered through a group of underwriters led by [ ]. An investor buying shares of common
stock (often referred to as “shares™ in this prospectus) during the Fund’s initial public offering
generally must purchase at least 100 shares. The underwriters have an option to purchase up to an
additional shares of the Fund within 45 days of the date of this prospectus to cover any
overallotments. See “Underwriters.”

Who May Want to Invest The Fund may be an appropriate investment for investors who are seeking a closed-end fund that
will invest primarily in leveraged loans and securities with similar characteristics selected by a
professional investment adviser. Investors should consider their investment goals, time horizons
and risk tolerance before investing in the Fund. An investment in the Fund is not appropriate for
all investors, and the Fund is not intended to be a complete investment program. The Fund is
designed as a long-term investment and not as a trading vehicle.

Investment Objectives The Fund’s primary investment objective is to seek high current income, with a secondary
objective to seek preservation of capital, consistent with its primary goal of high current income.
The Fund can offer no assurance that it will achieve its investment objectives or be able to
structure its investment portfolio as anticipated.

The Fund may change its investment objectives on 60 days’ prior notice to stockholders.

Investment Strategies The Fund will seek to achieve its investment objectives by investing primarily in senior, secured
floating rate loans and other instruments made to companies whose debt is rated below investment
grade and investments with similar economic characteristics. We refer to such loans, instruments
and other investments in this prospectus as the “Senior Loans.” In focusing on senior secured
floating rate instruments, the Fund’s primary investment focus differs from that of PennantPark
Investment Corporation, a business development company for which the Adviser also acts as
investment adviser, although there may be limited overlap in terms of targeted investments for the
Fund and such other entity. Senior Loans will hold “first” lien security interests in the collateral of
the Borrowers (as defined below) ranking prior to any other liens on such collateral and will
typically pay interest at rates which are determined periodically on the basis of a floating base
lending rate, primarily the London-Interbank Offered Rate, or LIBOR, plus a premium. Senior
Loans and investments with similar economic characteristics are typically made to U.S. and, to a
limited extent, non-U.S. corporations, partnerships and other business entities (collectively,
“Borrowers”) which operate in various industries and geographical regions. Borrowers may obtain
Senior Loans to, among other reasons, refinance existing debt and for acquisitions, dividends,
leveraged buyouts and general corporate purposes.

Senior Loans typically are rated below investment grade. Securities and other instruments rated
below investment grade (including Senior Loans) are those that, at the time of investment, are
rated Bal or lower by Moody’s Investors Service, Inc. (“Moody’s”) and BB+ or lower by
Standard & Poor’s Corporation Ratings Group (“S&P”) or Fitch Ratings, Inc. (“Fitch”). If unrated,
Senior Loans must be determined by the Adviser to be of comparable quality to securities
generally
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receiving such ratings. Below investment grade securities often are regarded as having
predominately speculative characteristics with respect to an issuer’s capacity to pay interest and
repay principal. Although many of the Fund’s investment securities may be rated below
investment grade, the Fund reserves the right to invest in debt securities, including Senior Loans,
of any credit quality, maturity and duration. The Fund may invest in U.S. dollar and non-U.S.
dollar denominated securities of issuers located anywhere in the world, and of issuers that operate
in any industry.

The Fund may invest in subordinated loans and corporate bonds. Subordinated loans and corporate
bonds generally have the same characteristics as Senior Loans except that such loans and bonds
are subordinated in payment and/or hold liens on collateral that rank lower in priority than first
liens. A corporate bond issuer generally pays investors a fixed or variable rate of interest and
normally must repay the amount borrowed on or before maturity. Some corporate bonds are
“perpetual,” in that they have no maturity date.

In addition to the types of securities and investments listed above, the Fund also may invest in:

(1) loan interests and corporate bonds that are not secured by any collateral interest in the assets or
securities of the Borrower; (2) other income producing securities (including U.S. Government debt
securities and investment and non-investment grade, subordinated and unsubordinated corporate
debt securities); (3) rights, warrants and equity securities issued by a Borrower or its affiliates as
part of a package of investments in the Borrower or its affiliates; and (4) structured products. The
Fund may also invest in collateralized loan obligations (“CLOs”) or collateralized debt obligations
(“CDOs”) (including synthetic CLOs or CDOs), asset-backed securities, repurchase agreements,
reverse repurchase agreements, cash and cash equivalents, options, futures contracts, options on
futures contracts, options on forward contracts or other derivatives or financial instruments
(including credit-linked notes, commodity-linked notes, indexed and inverse floating rate
securities, convertible instruments and preferred stocks), shares of money market mutual funds or
other investment companies or other pooled investment vehicles. The Fund may also seek to gain
exposure to Senior Loans by investing in swaps, including single-name credit default swaps,
single-name loan credit default swaps and total return swaps and other similar transactions.

The Fund expects to use derivative instruments, if at all, generally to hedge its exposure (i.e., limit
its downside risk) through the use of interest rate swaps, currency swaps and credit default swaps.
The Fund may also use options, futures and forward contracts or options on futures contracts for
the same purpose. Likewise, the Fund may make judicious use of these instruments, as well as
investments in collateralized debt and loan obligations and total return swaps, to obtain exposure
to classes of assets which may not be easily obtained through direct market purchases of the
underlying instruments, as well as to boost expected returns on investments in specific asset
classes. In addition, the Fund may from time to time enter into total return swaps, securitization
transactions and other forms of derivative securities to finance its operations.

In seeking to achieve the Fund’s investment objectives, the Adviser intends to construct and
actively manage a portfolio of Senior Loans and other investments utilizing the strategies
discussed below. The Adviser will seek to utilize a disciplined approach to its credit analysis and
investment selection process in which the credit ratings of each Borrower are evaluated but are not
considered to be the sole or determinative factor of selection. The criteria used by the Adviser in
credit selection may include an evaluation of whether a Senior Loan is adequately collateralized or
over-collateralized and whether it is covered by sufficient earnings and cash flow to service a
Borrower’s indebtedness on a timely basis. The Adviser expects to gain exposure to Borrowers
across a broad range of industries and of varying characteristics and return profiles.

When identifying prospective investment opportunities, the Adviser currently intends to focus
primarily on the following attributes:

*  Leading, defensible market positions. The Adviser intends to invest in Borrowers that it
believes have developed strong positions within their markets and exhibit the potential to
maintain sufficient cash flows and profitability to service their obligations in a range of
economic environments. The Adviser will seek Borrowers that it believes possess
advantages in scale, scope, customer loyalty, product pricing or product quality as
compared to their competitors.

2
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* Investing in stable Borrowers with positive cash flow. The Adviser intends to invest in
Borrowers believed to be stable and well established, with strong cash flows and
profitability. The Adviser believes these attributes indicate Borrowers that may be well-
positioned to maintain consistent cash flow to service and repay their liabilities and
maintain growth in their businesses or their relative market share. The Adviser currently
does not expect to invest significantly in start-up companies, companies in turnaround
situations or companies with speculative business plans, although the Fund is permitted
to do so.

*  Proven management teams. The Adviser intends to focus on investments in which the
Borrower has an experienced management team with an established track record of
success. The Adviser typically will require that Borrowers have in place proper
incentives to align management’s goals with the Fund’s goals.

*  Private equity sponsorship. The Adviser may seek to cause the Fund to participate in
transactions sponsored by what it believes to be high-quality private equity firms. The
Adviser believes that a private equity sponsor’s willingness to invest significant sums of
equity capital in a company is an implicit endorsement of the quality of that company.
Further, private equity sponsors of Borrowers with significant investments at risk may
have an ability, and a strong incentive, to contribute additional capital in difficult
economic times should operational issues arise so as to maintain their ownership
position.

*  Investments in different Borrowers and industries. The Adviser will seek to invest the
Fund’s assets broadly among Borrowers and industries. The Adviser believes that this
diversified approach will potentially reduce the risk that a downturn in any one company
or industry will have a disproportionate impact on the value of the Fund’s portfolio.

In managing the Fund’s portfolio, the Adviser intends to monitor credit risk regularly and
periodically with a goal toward identifying early, and selling, Senior Loans and other investments
with potential credit problems. This monitoring process may include reviewing (1) a Borrower’s
financial resources and operating history; (2) comparing a Borrower’s current operating results
with the Adviser’s initial thesis for the investment and its expectations for the performance of the
investment; (3) a Borrower’s sensitivity to economic conditions; (4) the performance of a
Borrower’s management; (5) a Borrower’s debt maturities and borrowing requirements; (6) a
Borrower’s interest and asset coverage; and (7) the relative value of an investment based on a
Borrower’s anticipated cash flow.

Under normal market conditions, at least 80% of the Fund’s Managed Assets will be invested in
Senior Loans and investments with similar economic characteristics. This policy is not
fundamental and may be changed by the board of directors of the Fund with at least 60 days’ prior
notice provided to stockholders. In this prospectus, “Managed Assets” means the total assets of the
Fund (including any assets attributable to shares of preferred stock of the Fund that may be issued
or to money borrowed from banks or financial institutions or notes issued by the Fund for
investment purposes) minus the sum of the Fund’s accrued liabilities (other than Fund liabilities
incurred for the express purpose of creating leverage).

The secondary investment objective of the Fund is to seek preservation of capital, consistent with
its primary goal of high current income. The ability of the Fund to achieve its secondary
investment objective is limited due to the Fund’s investment policy of investing primarily in
Senior Loans and investments with similar economic characteristics, which may be speculative.
The Adviser will seek to achieve its secondary investment objective through a disciplined
approach to the selection of credit investments and its evaluation of Borrowers. The Adviser also
expects to gain exposure to Borrowers across a broad range of industries and of varying operating
and financial characteristics and return profiles, as well as active management of such investments
in light of economic developments and trends. However, the Fund is classified as “non-
diversified” under the Investment Company Act, and its investment portfolio may be more
concentrated than the portfolios of other issuers. The Fund may take certain actions if short-term
interest rates increase or market conditions otherwise change (or the Fund anticipates such an
increase or change) and the Fund’s use of leverage, if any, begins (or is expected) to adversely
affect common stockholders. To offset any potentially

3
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Leverage

Risk Factors

negative impact of leverage on common shareholders, the Fund may shorten the average maturity
of its investment portfolio (by investing in short-term securities) or may reduce its indebtedness or
unwind other leveraged transactions. The Fund may also attempt to reduce its use of leverage by
redeeming or otherwise purchasing outstanding preferred stock, if any.

For a more complete discussion of the Fund’s portfolio composition, see “The Fund’s
Investments.”

The Fund currently anticipates utilizing leverage. In order to buy additional securities, the Fund
may incur in leverage in an aggregate amount of up to 33 1/3% of its Managed Assets at the time
such leverage is incurred (which would be equivalent to 50% of the Fund’s net assets). The Fund
may issue preferred stock and/or notes, enter into total return swaps, and borrow funds from banks
and other financial institutions.

All costs and expenses related to any form of leverage used by the Fund will be borne entirely by
common stockholders. The use of debt to leverage the Fund’s common stock can create risks.
Increases or decreases in the value of the Fund’s portfolio will be magnified if the Fund uses
leverage. Changes in the value of the Fund’s portfolio, including securities bought with the
proceeds of leverage, will be borne entirely by the holders of common stock. During periods when
the Fund is using leverage, the fees paid to the Adviser for advisory services will be higher than if
the Fund did not use leverage because the fees paid will be calculated on the basis of the Fund’s
Managed Assets, which includes assets purchased using leverage. As such, the Adviser may have
a financial incentive to increase the Fund’s use of leverage, which constitutes an inherent conflict
of interest. In addition, the fees paid to the Adviser are borne exclusively by common
stockholders. It is expected that preferred stockholders, noteholders and any lenders to the Fund
will not bear any expenses of the Fund. The Fund’s leveraging strategy, if utilized, may not be
successful.

The Fund may negotiate with one or more large commercial banks to arrange a floating rate credit
facility, which we refer to in this prospectus as a “Credit Facility,” pursuant to which the Fund
would be entitled to borrow an amount equal to approximately 33 1/3% of the Fund’s Managed
Assets less any amounts of existing leverage, including from the issuance of preferred stock and/or
notes. Any such borrowings would constitute financial leverage. The Fund may choose not to enter
into a Credit Facility. See “Leverage.”

General. Investing in the Fund involves certain risks, and the Fund may not be able to achieve its
intended results for a variety of reasons, including, among others, the possibility that the Fund may
not be able to structure its investments as anticipated. Because the value of your investment in the
Fund will fluctuate, there is a risk that you will lose money. Your investment will decline in value
if, among other things, the value of the Fund’s investments decreases. The value of your stock also
will be impacted by the Fund’s ability to implement its investment strategy successfully, as well as
by market, economic and other conditions. As with any security, complete loss of your investment
is possible.

Investment and Market Risk. An investment in the Fund’s common stock is subject to investment
risk, including the possible loss of the entire principal amount invested. An investment in the
Fund’s common stock represents an indirect investment in the portfolio of Senior Loans and other
securities owned by the Fund, and the value of these securities may fluctuate, sometimes rapidly
and unpredictably. At any point in time an investment in the Fund’s common stock may be worth
less than the original amount invested, even after taking into account distributions paid by the
Fund and the ability of stockholders to reinvest dividends. The Fund anticipates using leverage,
which will magnify the Fund’s risks.

Senior Loans Risk. Senior Loans are usually rated below investment grade or may also be
unrated. As a result, the risks associated with Senior Loans are similar to the risks of below
investment grade fixed income instruments, although Senior Loans are senior and secured in
contrast to other below investment grade fixed income instruments, which are often subordinated
or unsecured. Investments in Senior Loans rated below investment grade are considered
speculative because of the credit risk of their issuers. Such companies are more likely than
investment grade issuers to default on their payments of interest and principal owed to the Fund,
and such defaults could reduce the Fund’s net asset value and income distributions. An economic
downturn would generally lead to a higher non-payment rate by Borrowers, and a Senior Loan
may lose significant market value before a default occurs. Moreover, any specific
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collateral used to secure a Senior Loan may decline in value or become illiquid, which would
adversely affect the Senior Loan’s value. Senior Loans are subject to a number of risks described
elsewhere in this prospectus, including liquidity risk and the risk of investing in below investment-
grade, fixed income instruments.

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 net asset value of the Fund. There can be no assurance
that the liquidation of any collateral securing a Senior Loan would satisfy the Borrower’s
obligation in the event of non-payment of scheduled interest or principal payments, or that the
collateral could be readily liquidated. In the event of bankruptcy or insolvency of a Borrower, the
Fund could experience delays or limitations with respect to its ability to realize the benefits of the
collateral securing a Senior Loan. The collateral securing a Senior Loan may lose all or
substantially all of its value in the event of the bankruptcy or insolvency of a Borrower. Some
Senior Loans are subject to the risk that a court, pursuant to fraudulent conveyance or other similar
laws, could subordinate the rights in collateral of such Senior Loans to presently existing or future
indebtedness of the Borrower or take other action detrimental to the holders of Senior Loans
including, in certain circumstances, invalidating such Senior Loans or causing interest previously
paid to be refunded to the Borrower. Either such step would negatively affect the Fund’s
performance.

There may be less readily available and reliable information about most Senior Loans than is the
case for many other types of securities, including securities issued in transactions registered under
the Securities Act, or registered under the Securities Exchange Act of 1934, as amended, or the
Exchange Act. As a result, the Adviser will rely primarily on its own evaluation of a Borrower’s
credit quality rather than on any available independent sources. Therefore, the Fund will be
particularly dependent on the analytical abilities of the Adviser.

In general, the secondary trading market for Senior Loans is not well developed. No active trading
market may exist for some Senior Loans, which may make it difficult to value them. Illiquidity
and adverse market conditions may mean that the Fund will not be able to sell Senior Loans
quickly or at a fair price. To the extent that a secondary market does exist for some Senior Loans,
the market for them may be subject to irregular trading activity, wide bid/ask spreads and extended
trade settlement periods.

The Fund may acquire Senior Loans through assignments or participations of interests in a Senior
Loan. The purchaser of an assignment typically succeeds to all the rights and obligations of the
assigning institution and becomes a lender under the credit agreement with respect to such debt
obligation. However, the purchaser’s rights can be more restricted than those of the assigning
institution, and the Fund may not be able to unilaterally enforce all rights and remedies under an
assigned debt obligation and with regard to any associated collateral. A participation typically
results in a contractual relationship only with the institution participating out the interest and not
directly with the Borrower. Sellers of participations typically include banks, broker-dealers, other
financial institutions and lending institutions. In purchasing participations, the Fund generally will
have no right to enforce compliance by the Borrower with the terms of the loan agreement against
the Borrower, and the Fund may not directly benefit from the collateral supporting the debt
obligation in which it has purchased the participation. As a result, the Fund will be exposed to the
credit risk of both the Borrower and the institution selling the participation. Further, in purchasing
participations in lending syndicates, the Fund will not be able to conduct the same level of due
diligence on a Borrower or the quality of the Senior Loan with respect to which it is buying a
participation as it would conduct if it were investing directly in the Senior Loan. This difference
may result in the Fund being exposed to greater credit or fraud risk with respect to such Borrower
or Senior Loan than the Fund expected when initially purchasing the participation.

Subordinated Loans Risk. Subordinated loans generally are subject to similar risks as those
associated with investments in Senior Loans except that such loans are subordinated to the general
obligations of a Borrower in priority of payment and/or rank lower in lien priority to the first lien
holders. In the event of default on a subordinated loan, the first priority lien holder has first claim
to the underlying collateral of the loan. subordinated loans are subject to the additional risk that the
cash flow of the Borrower and property securing the loan or debt, if any, may be insufficient to
meet scheduled payments after giving effect to the unsecured senior or
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senior secured obligations of the Borrower. This risk is generally higher for subordinated
unsecured loans or debt, which are not backed by a security interest in any specific collateral.
Subordinated loans generally have greater price volatility than Senior Loans and may be less
liquid.

Below Investment Grade Securities Risk. The Fund anticipates that it will invest the majority of
its assets in Senior Loans, subordinated loans and other debt instruments that are rated below
investment grade. Non-investment grade or “high yield” fixed income or convertible securities,
often referred to as “leveraged loans,” are debt securities that are rated below investment grade by
the major rating agencies or are unrated securities that the Adviser believes are of comparable
quality. While generally providing greater income and opportunity for gain, non-investment grade
debt securities and similar debt instruments may be subject to greater risks than securities or
instruments which have higher credit ratings, including a high risk of default. The credit rating of a
high yield security does not necessarily address its market value risk, and ratings may from time to
time change, positively or negatively, to reflect developments regarding the issuer’s financial
condition. High yield securities and similar instruments often are considered to be speculative with
respect to the capacity of the issuer to timely repay principal and pay interest or dividends in
accordance with the terms of the obligation and may have more credit risk than higher rated
securities. Lower grade securities and similar debt instruments may be particularly susceptible to
economic downturns. It is likely that a prolonged or deepening economic recession could
adversely affect the ability of Borrowers issuing such securities and similar debt instruments to
repay principal and pay interest on such securities, increase the incidence of default and severely
disrupt the market value of the securities and similar debt instruments.

Credit Risk. Credit risk is the risk that one or more debt securities 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. While a senior position in the capital structure of a
Borrower may provide some protection with respect to the Fund’s investments in Senior Loans,
losses may still occur because the market value of Senior Loans is affected by such Borrower’s
creditworthiness and by general economic and specific industry conditions. To the extent the Fund
invests in below investment grade securities, it will be exposed to a greater amount of credit risk
than a fund which invests in investment grade securities. The prices of lower grade securities are
more sensitive to negative developments, such as a decline in the issuer’s revenues or a general
economic downturn, than are the prices of higher grade securities. In addition, the Fund may use
credit derivatives, which may expose it to additional risk in the event that the securities underlying
the derivatives default.

Prepayment Risk. The degree to which Borrowers prepay Senior Loans, whether as a contractual
requirement or at their election, may be affected by general business conditions, the financial
condition of the Borrower and competitive conditions among loan investors. During periods of
declining interest rates, Borrowers may exercise their option to prepay principal earlier than
scheduled. For fixed rate securities, such payments often occur during periods of declining interest
rates, forcing the Fund to reinvest in lower yielding securities, resulting in a possible decline in the
Fund’s income and distributions to stockholders. Prepayments cannot be predicted with accuracy.
This is known as prepayment or “call” risk. Below investment grade securities frequently have call
features that allow the issuer to redeem the security at dates prior to its stated maturity at a
specified price (typically greater than par) only if certain prescribed conditions are met (“call
protection”). An issuer may redeem a below investment grade security if, for example, 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. Senior Loans and subordinated loans typically do not have call
protection. For premium bonds (bonds acquired at prices that exceed their par or principal value)
purchased by the Fund, prepayment risk may be enhanced. Upon a prepayment, either in part or in
full, the actual outstanding debt on which the Fund derives interest income will be reduced. The
Fund may not be able to reinvest the proceeds received on terms as favorable as the prepaid loan.

Interest Rate Risk. Because Senior Loans with floating or variable rates reset their interest rates
periodically, changes in prevailing interest rates can be expected to cause some fluctuations in the
Fund’s net asset value. Similarly, a sudden and significant increase in market interest rates may
cause a decline in the Fund’s net asset value. In addition, Senior Loans or similar securities may
allow the Borrower to opt between LIBOR-based interest rates and interest rates based on bank
prime rates, which may have an impact on the Fund’s net asset value.
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Liquidity Risk. The Fund generally considers “illiquid securities” to be securities that cannot be
sold within seven days in the ordinary course of business at approximately the value used by the
Fund in determining its net asset value. The Fund may not be able to readily dispose of such
securities at prices that approximate those at which the Fund could sell the securities if they were
more widely traded. As a result of such illiquidity, the Fund may have to sell other investments or
engage in borrowing transactions to raise cash to meet its obligations. Limited liquidity can also
affect the market price of securities, thereby adversely affecting the Fund’s net asset value and
ability to make dividend distributions.

Some Senior Loans are not readily marketable and may be subject to restrictions on resale. Senior
Loans generally are not listed on any national securities exchange and no active trading market
may exist for the Senior Loans in which the Fund may invest. Where a secondary market exists, if
at all, the market for some Senior Loans may be subject to irregular trading activity, wide bid/ask
spreads and extended trade settlement