STATEMENT OF ADDITIONAL INFORMATION

The Gabelli Utility Trust (the "Fund") is a non-diversified, closed-end management investment
company that seeks long-term growth of capital and income by investing primarily in a portfolio of
equity securities selected by Gabelli Funds, LLC, the investment adviser to the Fund (the "Adviser"). It
isthe policy of the Fund, under normal market conditions, to inves at least 80% of itstotal assetsin
common stock and debt and equity securities of foreign and domestic companies involved to a substantial
extent (e.g., at least 50% of the assets, gross income or net profits of a company is committed to or
derived from) in providing products, services or equipment for (i) the generation or distribution of
electricity, gas and water and (ii) telecommunications services or infrastructure operations, such as
airports, toll roads and municipal services.

This Statement of Additiona Information ("SAI") isnot a prospectus, but should be read in
conjunction with the Prospectus for the Fund dated August 20, 2003 (the "Prospectus’). This SAl does
not include any information that a prospective investor should consider before purchasing shares of the
Fund, and investors should obtain and read the Prospectus prior to purchasing shares. A copy of the
Prospectus may be obtained without charge, by calling the Fund a 800-GABELL | (800-422-3554) or
(914) 921-5070. This SAl incorporates by reference the entire Prospectus.

The Prospectus and this SAl omit certain of the information contained in the registration
statement filed with the Securities and Exchange Commission, Washington, D.C. The registration
statement may be obtained from the Securities and Exchange Commission (the "Commission™) upon
payment of the fee prescribed, or inspected at the Commission's office or viaits website (www.sec.gov)
at no charge.

This Statement of Additional Information is dated August 20, 2003.
INVESTMENT OBJECTIVES AND POLICIES
Investment Objectives

The Fund's primary investment objectives are long-term growth of capital and income. Under
normal market conditions, the Fund will invest at least 80% of its total assetsin common stock and debt
and equity securities of foreign and domestic companies involved to a substantial extent (e.g., at least
50% of the assets, grossincome or net profits of a company is committed to or derived from) in
providing products, services or equipment for (i) the generation or distribution of electricity, gas and
water and (ii) telecommunications services or infrastructure operations, such as airports, toll roads and
municipal services. See "Investment Objectives and Policies’ in the Prospectus.

Investment Practices

Securities Subject to Reorganization. The Fund may invest without limit in securities of
companies for which atender or exchange offer has been made or announced and in securities of
companies for which a merger, consolidation, liquidation or reorganization proposal has been announced
if, in the judgment of the Investment Adviser, there is areasonable progpect of high total return
significantly greater than the brokerage and other transaction expenses involved.



In general, securities which are the subject of such an offer or proposal sell at apremium to their
historic market price immediately prior to the announcement of the offer or may also discount what the
stated or appraised value of the security would be if the contemplated transaction were approved or
consummated. Such investments may be advantageous when the discount significantly overstates the
risk of the contingencies involved; significantly undervalues the securities, assets or cash to be received
by shareholders of the prospective portfolio company as a result of the contemplated transaction; or fails
adequately to recognize the possibility that the offer or proposal may be replaced or superseded by an
offer or proposal of greater value. The evaluation of such contingencies requires unusually broad
knowledge and experience on the part of the Adviser which must appraise not only the value of the issuer
and its component businesses as well asthe assets or securities to be received as a result of the contem-
plated transaction but also the financial resources and business motivation of the offer and/or the
dynamics and business climate when the offer or proposal isin process. Since such investments are
ordinarily short-term in nature, they will tend to increase the turnover ratio of the Fund, thereby
increasing its brokerage and other transaction expenses. The Adviser intends to select investments of the
type described which, in its view, have a reasonable prospect of capital appreciation which is significant
in relation to both risk involved and the potential of available aternative investments.

Temporary Investments. Although under normal market conditions at least 80% of the Fund's
total assets will consist of common stock and other securities of foreign and domestic companies
involved inthe utility industry, when atemporary defensive posture is believed by the Adviser to be
warranted ("temporary defensve periods'), the Fund may without limitation hold cash or invest its assets
in money market instruments and repurchase agreements in respect of those instruments. The money
market instrumentsin which the Fund may invest are obligations of the United States government, its
agencies or instrumentalities ("U.S. Government Securities'); commercial paper rated A-1 or higher by
Standard & Poor's Corporation ("S&P") or Prime-1 by Moody's Investors Service, Inc. ("Moody's"); and
certificates of deposit and bankers' acceptances issued by domestic branches of U.S. banks that are
members of the Federal Deposit Insurance Corporation. During temporary defensive periods, the Fund
may also invest to the extent permitted by applicable law in shares of money market mutual funds.
Money market mutual funds are investment companies and the investments in those companies in some
cases by the Fund are subject to certain fundamental investment restrictions and applicable law. See
"Investment Restrictions." As ashareholder in a mutual fund, the Fund will bear its ratable share of its
expenses, including management fees, and will remain subject to payment of the fees to the Adviser, with
respect to assets so invested. See "Management of the Fund-Investment Advisory and Administration
Arrangements.”

Lower-Rated Securities. The Fund may invest up to 25% of itstotal assets in fixed-income
securities rated in the lower rating categories of recognized gatistical rating agencies, such as securities
rated "CCC" or lower by S&P or "Caa" or lower by Moody's, or hon-rated securities of comparable
quality. These debt securities are predominantly speculative and involve major risk exposure to adverse
conditions. Debt securities that are rated lower than "BBB" by S&P or "Baa' by Moody's are often
referred to in the financial pressas "junk bonds."

Generally, such lower-rated securities and unrated securities of comparable quality offer a higher
current yield than is offered by higher-rated securities, but also (i) will likely have some quality and
protective characteristics that, in the judgment of the rating organi zations, are outweighed by large
uncertainties or major risk exposures to adverse conditionsand (ii) are predominantly speculative with
respect to the issuer's capacity to pay interest and repay principal in accordance with the terms of the
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obligation. The market values of certain of these securities also tend to be more sensitive to individual
corporate devel opments and changesin economic conditions than higher-quality bonds. In addition, such
lower-rated securities and comparable unrated securities generally present a higher degree of credit risk.
Therisk of loss due to default by these issuersis significantly greater because such lower-rated securities
and unrated securities of comparable quality generally are unsecured and frequently are subordinated to
the prior payment of senior indebtedness. In light of these risks, the Adviser, in evaluating the credit-
worthiness 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, the perceived ability and
integrity of theissuer's management and regulatory matters.

In addition, the market value of securitiesin lower-rated categories is more volatile than that of
higher-quality securities, and the marketsin which such lower-rated or unrated securities are traded are
more limited than those in which higher-rated securities are traded. The existence of limited markets
may make it more difficult for the Fund to obtain accurate market quotations for purposes of valuingits
portfolio and calculating its net asset value. Moreover, the lack of aliquid trading market may restrict
the availability of securities for the Fund to purchase and may also have the effect of limiting the ability
of the Fund to sell securities at their fair value to respond to changes in the economy or the financial
markets.

Lower-rated debt obligations dso present risks based on payment expectations. If an issuer calls
the obligation for redemption (often afeature of fixed income securities), the Fund may have to replace
the security with alower-yielding security, resulting in a decreased return for investors. Also, asthe
principal value of bonds moves inversely with movements in interest rates, in the event of rising interest
rates the value of the securities held by the Fund may decline proportionately more than a portfolio
consisting of higher-rated securities. Investmentsin zero coupon bonds may be more speculative and
subject to greater fluctuations in value due to changes in interest rates than bonds that pay interest
currently. Interest rates have recently been at the lowest levels in many years and, therefore, itislikdy
that they will rise in the future.

The Fund may invest up to 10% of its total assetsin securities of issuers in default. The Fund
will make an investment in securities of issuers in default only when the Adviser believes that such
issuers will honor their obligations or emerge from bankruptcy protection and the value of these
securitieswill appreciate. By investing in securities of issuersin default, the Fund bearsthe risk that
these issuers will not continue to honor their obligations or emerge from bankruptcy protection or that the
value of the securitieswill not appreciate.

In addition to using recognized rating agencies and other sources, the Adviser also performsits
own analysis of issues in seeking investments that it believes to be underrated (and thus higher-yiel ding)
in light of the financial condition of the issuer. Itsanalysis of issuers may include, among other things,
current and anticipated cash flow and borrowing requirements, value of assets in relation to historical
cost, strength of management, responsiveness to business conditions, credit standing and current
anticipated results of operations. In selecting investmentsfor the Fund, the Adviser may also consider
general business conditions, anticipated changes in interest rates and the outlook for specific industries.

Subsequent to its purchase by the Fund, an issue of securities may cease to be rated or its rating
may be reduced. In addition, it is possible that datistica rating agencies might change their ratingsof a
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particular issue or reflect subsequent events on atimely basis. Moreover, such ratings do not assessthe
risk of decline in market value. None of these events will require the sale of the securities by the Fund,
although the Adviser will consider these events in determining whether the Fund should continue to hold
the securities.

Fixed-income securities, including lower-rated securities and comparable unrated securities,
frequently have call or buy-back features that permit their issuersto call or repurchase the securities from
their holders, such asthe Fund. If an issuer exercises these rights during periods of declining interest
rates, the Fund may have to replace the security with alower-yielding security, thus resulting in a
decreased return for the Fund.

The market for certain lower-rated and comparable unrated securities severa years ago
experienced a mgor economic recession. Past recessions have adversely affected the value of such
securities as well as the ability of certain issuers of such securities to repay principal and pay interest
thereon. The market for those securities could react in asimilar fashion in the event of any future
€economic recession.

Options. A call option isa contract that, in return for a premium, gives the holder of the option
the right to buy from the writer of the call option the security or currency underlying the option at a
specified exercise price at any time during the term of the option. The writer of the call option has the
obligation, upon exercise of the option, to deliver the underlying security or currency upon payment of
the exercise price during the option period. A put option is the reverse of a call option, giving the holder
the right to sdl the security to the writer and obligating the writer to purchase the underlying security
from the holder.

A written call optionis "covered" if the writer ownsthe underlying security covered by the call
or has an absolute and immediate right to acquire that security without additional cash consideration (or
for additional cash consideration held in a segregated account by its custodian) upon conversion or
exchange of other securities held in its portfolio. A call option is also covered if the Fund holds acall on
the same security as the call written where the exercise price of thecall held is (1) equal to or lessthan
the exercise price of the call written or (2) greater than the exercise price of the call written if the
difference is maintained by the Fund in cash, U.S. Government Securities or other high grade short-term
obligations in a segregated account held with its custodian. A written put option is "covered" if the Fund
maintains cash or other high grade short-term obligations with avalue equal to the exercise pricein a
segregated account held with its custodian, or else holds a put on the same security as the put written
where the exercise price of the put held is equal to or greater than the exercise price of the put written.

If the Fund has written an option, it may terminate its obligation by effecting a closing purchase
transaction. Thisisaccomplished by purchasing an option of the same series as the option previoudy
written. However, once the Fund has been assigned an exercise notice, the Fund will be unable to effect
aclosing purchase transaction. Similarly, if the Fund is the holder of an option it may liquidate its
position by effecting aclosing sa e transaction. Thisis accomplished by selling an option of the same
series as the option previously purchased. There can be no assurance that either a closing purchase or
sale transaction can be effected when the Fund so desires.

The Fund will realize aprofit from a closng transaction if the price of the transaction is lessthan
the premium received from writing the option or is more than the premium paid to purchase the option;
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the Fund will realize aloss from aclosing transaction if the price of the transaction is more than the
premium received from writing the option or is less than the premium paid to purchase the option. Since
call option prices generally reflect increases in the price of the underlying security, any loss resulting
from the repurchase of a call option may also be whally or partially offset by unrealized appreciation of
the underlying security. Other principal factors affecting the market value of a put or a call option
include supply and demand, interes rates, the current market price and price volatility of the underlying
security and the time remaining until the expiration date. Gains and |osses on investments in options
depend, in part, on the ability of the Adviser to predict correctly the effect of these factors. The use of
options cannot serve as a compl ete hedge since the price movement of securities underlying the options
will not necessarily follow the price movements of the portfolio securities subject to the hedge.

An option position may be closed out only on an exchange which provides a secondary market
for an option of the same series or in a private transaction. Although the Fund will generally purchase or
write only those options for which there appears to be an active secondary market, there is no assurance
that aliquid secondary market on an exchange will exist for any particular option. In such event, it might
not be possibleto effect closing transactions in particular options, so that the Fund would have to
exercise its optionsin order to realize any profit and would incur brokerage commissions upon the
exercise of call options and upon the subsequent disposition of underlying securities for the exercise of
put options. If the Fund, as a covered call option writer, is unable to effect a dosing purchase transaction
in a secondary market, it will not be able to sell the underlying security until the option expires or it
delivers the underlying security upon exercise or otherwise covers the position.

In addition to options on individual securities, the Fund may also purchase and sell call and put
options on securitiesindices. A stock index reflectsin a single number the market value of many
different stocks. Relative values are assigned to the socks included in an index and the index fluctuates
with changes in the market values of the stocks. The options give the holder the right to receive a cash
settlement during the term of the option based on the difference between the exercise price and the vaue
of theindex. By writing a put or call option on a securities index, the Fund is abligated, in return for the
premium received, to make delivery of thisamount. The Fund may offset its position in stock index
options prior to expiration by entering into a closing transaction on an exchange or it may let the option
expire unexercised.

The Fund also may buy or sell put and call options on foreign currencies. A put option ona
foreign currency gives the purchaser of the option theright to sell aforeign currency at the exercise price
until the option expires. A cdl option on aforeign currency gives the purchaser of the option the right to
purchase the currency at the exercise price until the option expires. Currency options traded on U.S. or
other exchanges may be subject to position limits which may limit the ability of the Fund to reduce
foreign currency risk using such options. Over-the-counter options differ from exchange-traded options
in that they are two-party contracts with price and other terms negotiated between buyer and seller and
generally do not have as much market liquidity as exchange-traded options. Over-the-counter options are
illiquid securities.

Use of options on securities indices entails the risk that trading in the options may be interrupted
if trading in certain securities included in the index is interrupted. The Fund will not purchase these
options unless the Adviser is satisfied with the development, depth and liquidity of the market and the
Adviser believes the options can be closed out.
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Price movements in the portfolio of the Fund are unlikely to correlate precisdy with movements
in the level of anindex and, therefore, the use of options on indices cannot serve as a complete hedge and
will depend, in part, on the ability of the Adviser to predict correctly movements in the direction of the
stock market generally or of aparticular industry. Because options on securities indices require
settlement in cash, the Adviser may be forced to liquidate portfolio securities to meet settlement
obligations. The staff of the SEC considers over-the-counter options such as options on indicesilliquid
securities.

Although the Adviser will attempt to take appropriate measures to minimize the risks relating to
the Fund'swriting of put and call options, there can be no assurance that the Fund will succeed in any
option-writing program it undertakes.

Futures Contracts and Options on Futures. The Fund will not enter into futures contracts or
options on futures contracts unless (i) the aggregate initial margins and premiums do not exceed 5% of
the fair market value of its assetsand (ii) the aggregate market value of its outstanding futures contracts
and the market value of the currencies and futures contracts subject to outstanding options written by the
Fund do not exceed 50% of the market value of its total assets. It isanticipated that these investments, if
any, will be made by the Fund solely for the purpose of hedging against changes in the value of its
portfolio securities and in the value of securitiesit intends to purchase. Such investments will only be
made if they are economically appropriate to the reduction of risksinvolved in the management of the
Fund. In thisregard, the Fund may enter into futures contracts or options on futures for the purchase or
sale of securitiesindices or other financial instrumentsincluding but not limited to U.S. Government
Securities.

A "sale" of afutures contract (or a"short" futures position) means the assumption of a contrac-
tual obligation to deliver the securities underlying the contract at a specified price at a specified future
time. A "purchaser" of afutures contract (or a"long" futures position) means the assumption of a
contractual obligation to acquire the securities underlying the contract at a specified future time. Certain
futures contracts, including stock and bond index futures, are settled on a net cash payment basis rather
than by the sale and delivery of the securities underlying the futures contracts.

No consideration will be paid or received by the Fund upon the purchase or sde of afutures
contract. Initially, the Fund will berequired to deposit with the broker an amount of cash or cash
equival ents equal to approxi mately 1% to 10% of the contract amount (this amount is subject to change
by the exchange or board of trade on which the contract istraded and brokers or members of such board
of trade may charge a higher amount). This amount isknown as "initial margin” and isin the nature of a
performance bond or good faith deposit on the contract. Subseguent payments, known as "variation
margin," to and from the broker will be made daily as the price of the index or security underlying the
futures contract fluctuates. At any time prior to the expiration of the futures contract, the Fund may elect
to close the position by taking an opposite position, which will operate to terminate its existing position
in the contract.

An option on afutures contract gives the purchaser the right, in return for the premium paid, to
assume a positionin a futures contract at a specified exercise price at any time to the expiration of the
option. Upon exercise of an option, the delivery of the futures position by the writer of the option to the
holder of the option will be accompanied by delivery of the accumulated balance in the writer's futures
margin account attributable to that contract, which represents the amount by which the market price of
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the futures contract exceeds, in the case of acall, or isless than, in the case of a put, the exercise price of
the option on the futures contract. The potential loss related to the purchase of an option on futures on
contractsis limited to the premium paid for the option (plus transaction costs). Because the value of the
option purchased is fixed at the point of sale, there are no daily cash payments by the purchaser to reflect
changesin the value of the underlying contract; however, the value of the option does change daily and
that change would be reflected in the net assets of the Fund.

Futures and options on futures entail certain risks, including but not limited to the following: no
assurance that futures contracts or options on futures can be offset at favorable prices, possible reduction
of the yield of the Fund due to the use of hedging, possible reduction in value of both the securities
hedged and the hedging instrument, possible lack of liquidity due to daily limits on price fluctuations,
imperfect correl ation between the contracts and the securities being hedged, losses from investing in
futures transactions that are potentially unlimited and the segregati on requirements described below.

In the event the Fund sells a put option or enters into long futures contracts, under current
interpretations of the 1940 Act, an amount of cash, obligations of the U.S. government and its agencies
and instrumentalities or other liquid securities equal to the market value of the contract must be deposited
and maintained in a segregated account with the custodian of the Fund to collateralize the positions, in
order for the Fund to avoid being treated as having issued a senior security in the amount of its obliga-
tions. For short positions in futures contracts and sales of call options, the Fund may establish a
segregated account (not with a futures commission merchant or broker) with cash obligations of the U.S.
government and its agencies and instrumentalities or other high grade debt securities that, when added to
amounts deposited with a futures commission merchant or a broker as margin, equal the market value of
the instruments or currency underlying the futures contracts or call options, respectively (but are no less
than the stock price of the call option or the market price at which the short positions were established).

Forward Currency Transactions. The Fund may hold currencies to meet settlement requirements
for foreign securities and may engage in currency exchange transactions to protect against uncertainty in
the level of future exchange rates between a particular foreign currency and the U.S. dollar or between
foreign currencies in which its securities are or may be denominated. Forward currency contractsare
agreements to exchange one currency for another at afuture date. The date (which may be any agreed-
upon fixed number of daysin thefuture), the amount of currency to be exchanged and the price at which
the exchange takes place will be negotiated and fixed for the term of the contract at the time that the
Fund enters into the contract. Forward currency contracts (1) are traded in amarket conducted directly
between currency traders (typically, commercial banks or other financid institutions) and their custom-
ers, (2) generally have no deposit requirements and (3) are typically consummated without payment of
any commissions. The Fund, however, may enter into forward currency contracts requiring deposits or
involving the payment of commissions. To assure that its forward currency contracts are not used to
achieve investment leverage, the Fund will segregate liquid assets consisting of cash, U.S. Government
Securities or other liquid securities with its custodian, or adesignated sub-custodian, in an amount at all
times equal to or exceeding its commitment with respect to the contracts.

The dealings of the Fund in forward foreign exchange are limited to hedging involving either
specific transactions or portfolio positions. Transaction hedging isthe purchase or sale of one forward
foreign currency for another currency with respect to specific recevables or payables of the Fund
accruing in connection with the purchase and sale of its portfolio securitiesor its payment of dividends
and distributions. Position hedging isthe purchase or sale of one forward foreign currency for another
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currency with respect to portfolio security positions denominated or quoted in the foreign currency to
offset the effect of an anticipated substantial appreciation or depreciation, respectively, in the value of
the currency relative to the U.S. dollar. In thissituation, the Fund also may, for example, enter into a
forward contract to sell or purchase a different foreign currency for afixed U.S. dollar anount whereit is
believed that the U.S. dollar value of the currency to be sold or bought pursuant to the forward contract
will fall or rise, as the case may be, whenever there is a decline or increase, respectively, in the U.S.
dollar value of the currency in whichits portfolio securities are denominated (this practice being referred
to as a"cross-hedge").

In hedging a specific transaction, the Fund may enter into a forward contract with respect to
either the currency in which the transaction is denominated or another currency deemed appropriate by
the Adviser. The amount the Fund may invest in forward currency contractsis limited to the amount of
its aggregate investments in foreign currencies.

The use of forward currency contracts may involve certain risks, including the failure of the
counterparty to perform its obligations under the contract, and such use may not serve as a complete
hedge because of an imperfect correlation between movements in the prices of the contracts and the
prices of the currencies hedged or used for cover. The Fund will only enter into forward currency
contracts with parties which it believes to be creditworthy institutions.

When Issued, Delayed Delivery Securities and Forward Commitments. The Fund may enter into
forward commitments for the purchase or sale of securities, including on a"when issued" or "delayed
delivery" basis, in excess of customary settlement periods for the type of security involved. In some
cases, aforward commitment may be conditioned upon the occurrence of a subsequent event, such as
approval and consummation of a merger, corporate reorganization or debt restructuring, i.e., awhen, as
and if issued security. When such transactions are negotiated, the price is fixed at the time of the
commitment, with payment and delivery taking placein the future, generally a month or more after the
date of the commitment. While it will only enter into aforward commitment with the intention of
actually acquiring the security, the Fund may sell the security before the settlement dateif it is deemed
advisable.

Securities purchased under aforward commitment are subject to market fluctuation, and no
interest (or dividends) accruesto the Fund prior to the settlement date. The Fund will segregate with its
custodian cash or liquid securities in an aggregate amount at least equal to the amount of its outstanding
forward commitments.

Short Sales. The Fund may make short sales of securities. A short sale is atransaction inwhich
the Fund sells a security it does not own in anticipation that the market price of that security will decline.
The market value of the securities sold short of any oneissuer will not exceed either 5% of the Fund's
total assets or 5% of such issuer's voting securities. The Fund also will not make a short sale, if, after
giving effect to such sale, the market value of all securities sold short exceeds 25% of the value of its
assets or the Fund's aggregate short sales of a particular class of securities exceeds 25% of the outstand-
ing securities of that class. The Fund may also make short sales "against the box" without respect to such
limitations. In thistype of short sale, at the time of the sale, the Fund owns, or has the immediate and
unconditional right to acquire at no additional cost, the identical security.

B-8



The Fund expects to make short sales both to obtain capital gainsfrom anticipated declinesin
securities and as aform of hedging to offset potential declinesinlong positionsinthe same or similar
securities. The short sale of asecurity is considered a speculative investment technique. Short sales
"against the box" may be subject to special tax rules, one of the effects of which may be to accelerate
income to the Fund.

When the Fund makes a short sale, it must borrow the security sold short and deliver it to the
broker-dealer through which it made the short salein order to satisfy itsobligation to deliver the security
upon conclusion of thesale. The Fund may have to pay afee to borrow particular securities and is often
obligated to pay over any payments received on such borrowed securities.

The Fund's obligation to replace the borrowed security will be secured by collateral deposited
with the broker-dealer, usually cash, U.S. Government Securities or other highly liquid debt securities.
The Fund will also be required to deposit similar collateral with its custodian, State Street Bank and
Trust Company ("State Street"), and, to the extent, if any, necessary so that the value of both collateral
depositsin the aggregateis at all times equal to the greater of the price at which the security is sold short
or 100% of the current market value of the security sold short. Depending on arrangements made with
the broker-dealer from which it borrowed the security regarding payment over of any payments received
by the Fund on such security, the Fund may not receive any payments (including interest) on its collateral
deposited with such broker-dealer. If the price of the security sold short increases between the time of
the short sale and the time the Fund replaces the borrowed security, the Fund will incur aloss; con-
versely, if the price declines, the Fund will realize a capital gain. Any gain will be decreased, any loss
increased, by the transaction costs described above. Although the Fund's gain is limited to the price at
which it sold the security short, its potential loss istheoretically unlimited.

To secureits abligations to deliver the securities sold short, the Fund will deposit in escrow in a
separate account with the custodian, an amount at least equal to the securities sold short or securities
convertible into, or exchangeabl e for, the securities. The Fund may close out a short position by
purchasing and delivering an equal amount of securities sold short, rather than by delivering securities
aready held by the Fund, because the Fund may want to continue to receive interest and dividend
payments on securities in its portfolio that are convertible into the securities sold short.

Repurchase Agreements. The Fund may engage in repurchase agreement transactions involving
money market instruments with banks, registered broker-dealers and government securities dealers
approved by the Adviser. The Fund will not enter into repurchase agreements with the Adviser or any of
its affiliates. Under the terms of a typical repurchase agreement, the Fund would acquire an underlying
debt obligation for arelatively short period (usually not more than one week) subject to an obligation of
the seller to repurchase, and the Fund to resell, the obligation at an agreed price and time, thereby
determining the yield during its holding period. Thus, repurchase agreements may be seen to be loans by
the Fund collateralized by the underlying debt obligation. This arrangement results in afixed rate of
return that is not subject to market fluctuations during the holding period. The value of the underlying
securities will be at least equd to at all times to the total amount of the repurchase obligation, including
interest. The Fund bears arisk of lossin the event that the other party to a repurchase agreement defaults
on its abligations and the Fund is delayed in or prevented from exercising its rights to dispose of the
collateral securities, including the risk of a possible decline in the value of the underlying securities
during the period in which it seeksto assert these rights. The Adviser, acting under the supervision of
the Board of Trustees of the Fund, reviews the creditworthiness of those banks and dealerswith which
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the Fund enters into repurchase agreements to eval uate these risks and monitors on an ongoing basis the
value of the securities subject to repurchase agreements to ensure that the value is maintained at the
required level.

INVESTMENT RESTRICTIONS

The Fund operates under the following restrictions that constitute fundamental policies that,
except as otherwise noted, cannot be changed without the affirmative vote of the holders of a mgjority of
the outstanding voting securities of the Fund along with the affirmative vote of a mgjority of the votes
entitled to be cast by holders of outstanding preferred shares (including the Series A Preferred Shares
and/or Series B Preferred Shares), voting together asa singleclass. For purposes of the preferred share
voting rights described in the foregoing sentence, except as otherwise required under the 1940 Act, the
majority of the outstanding preferred shares means, in accordance with Section 2(a)(42) of the 1940 Act,
the vote of (i) of 67% or more of the preferred shares present at the shareholders meeting called for such
vote, if the holders of more than 50% of the outstanding preferred shares are present or represented by
proxy or (ii) more than 50% of the outstanding preferred shares, whichever isless. Except as otherwise
noted, all percentage limitations set forth below apply immediately after a purchase or initia investment
and any subsequent change in any applicable percentage resulting from market fluctuations does not
requireany action. The Fund may not:

D invest 25% or more of its total assets, taken at market value at the time of each investment, in the
securities of issuersin any particular industry other than the Utility Industry. This restriction
does not apply toinvestmentsin U.S. Government Securities.

(2 purchase or sell commodities or commodity contracts except that the Fund may purchase or sdl
futures contracts and related options thereon if immediately thereafter (i) no more than 5% of its
total assets areinvesed in marginsand premiums and (ii) the aggregate market value of its
outstanding futures contracts and market value of the currencies and futures contracts subject to
outstanding options written by the Fund do not exceed 50% of the market value of itstotal assets.
The Fund may not purchase or sell real estate, provided that the Fund may invest in securities
secured by real estate or interests therein or issued by companies which invest inreal estate or
interests therein.

3 make loans of money, except by the purchase of a portion of private or publicly distributed debt
obligations or the entering into of repurchase agreements. The Fund reserves the authority to
make loans of its portfolio securities to financial intermediaries in an aggregate amount not
exceeding 20% of itstotal assets. Any such loans will only be made upon approval of, and
subject to any conditionsimposed by, the Board of Trustees of the Fund. Because these loans
are required to be fully collateralized at all times, the risk of lossin the event of default of the
borrower should be slight.

(@) borrow money except to the extent permitted by goplicable law. The 1940 Act currently requires
that the Fund have 300% asset coverage with respect to al borrowings other than temporary
borrowings of up to 5% of the value of its total assets.

5) issue senior securities, except to the extent permitted by applicable law.
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(6) underwrite securities of other issuers except insofar as the Fund may be deemed an underwriter
under the Securities Act 1933, (the "1933 Act") in selling portfolio securities; provided,
however, this restriction shall not apply to securities of any investment company organized by
the Fund that are to be distributed pro rata as adividend to its shareholders.
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MANAGEMENT OF THE FUND

Trustees and Officers

Overall responsibility for management and supervision of the Fund rests with its Board of
Trustees. The Board of Trustees approves all significant agreements between the Fund and the
companies that furnish the Fund with services, including agreements with the Adviser, the Fund's
custodian and the Fund's transfer agent. The day-to-day operations of the Fund are delegated to the

Adviser.

The names and business addresses of the trustees and principal officers of the Fund are set forth
in the following table, together with their positions and their principal occupati ons during the past five
years and, in the case of the trustees, their positions with certain other organizations and companies.
Trustees who are "interested persons’ of the Fund, as defined by the 1940 Act, are indicated by an

asterisk.

Trustees

Name (And Age), Position

with the Fund and
Business Address'

Term of Office
and Length of
Time Served?

INTERESTED
TRUSTEES:

*Mario J. Gabelli (61)" Since 1999
Trustee and Chief Invest-

ment Officer

*John D. Gabelli (58)" Since 1999

Trustee

*Karl Otto Pohl (73) Since 1999

Trustee

Number of
Portfolios in
Fund Complex
Overseen by
Trustee

Principal
Occupation During
Past Five Years

Chairman of the Board, 23
Chief Executive Officer

of Gabelli Asset Man-

agement Inc. and Chief

Investment Officer of the
Investment Adviser and

GAM CO Investors, Inc.

Senior Vice President of 10
Gabelli & Company, Inc.

and Director of Gabelli

Advisers, Inc.

Member of the Share- 32
holder Committee of Sal
Oppenheim Jr. & Cie,

Zurich (private invest-

ment bank); Former

President of the Deut-

sche Bundesbank and

Chairman of its Central

Bank Council from 1980

through 1991.
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Other
Directorships
Held by
Trustee

Director of Morgan
Group Holdings, Inc.
(transportation ser-
vices); Vice Chairman
of Lynch Corporation
(diversified manufac-
turing company) and
Lynch Interactive Cor-
poration (multimedia).

Director of Gabelli
Asset Management
Inc.; Chairman, Incen-
tive Capital and Incen-
tive Asset Manage-
ment (Zurich); Direc-
tor at Sal Oppenheim
Jr. & Cie, Zurich



Name (And Age), Position

with the Fund and
Business Address’

DISINTERESTED
TRUSTEES:

Dr. Thomas E. Bratter (63)
Trustee

Anthony J. Colavita (67)
Trustee

James P. Conn (65)
Trustee

Vincent D. Enright (59)
Trustee

Frank J. Fahrenkopf, Jr.
(63)
Trustee

Robert J. Morrissey (63)
Trustee

Anthony R. Pustorino (77)
Trustee

Term of Office
and Length of
Time Served?

Since 1999

Since 1999

Since 1999

Since 1999

Since 1999

Since 1999

Since 1999

Principal
Occupation During
Past Five Years

Director, President and
Founder, The John
Dewey Academy (resi-
dentia college prepara-
tory therapeutic high
school).

President and Attorney at
law in the law firm of
Anthony J. Colavita, P.C.
since 1961.

Former Managing Direc-
tor and Chief Investment
Officer of Financial Se-
curity Assurance Hold-
ingsLtd., 1992-1998.

Former Senior Vice
President and Chief Fi-
nancial Officer of
KeySpan Energy Corpo-
ration through 1998.

President and CEO of the
American Gaming Asso-
ciation since June 1995;
Partner in the law firm of
Hogan & Hartson; Chair-
man of International
Trade Practice Group;
Co-Chairman of the
Commission on Presi-
dentia Debates; Former
Chairman of the Republi-
can National Committee.

Partner in the law firm of
Morrissey, Hawkins &
Lynch.

Certified Public Accoun-
tant; Professor Emeritus,
Pace University.
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Number of
Portfolios in
Fund Complex
Overseen by
Trustee

34

11

12

10

17

Other
Directorships
Held by
Trustee

Director of LaQuinta

Corp. (hotels) and
First Republic Bank



Number of
Portfolios in Other

Name (And Age), Position  Term of Office Principal Fund Complex Directorships
with the Fund and and Length of Occupation During Overseen by Held by
Business Address' Time Served’ Past Five Years Trustee Trustee

Salvatore J. Zizza (57) Since 1999 Chairman of Hallmark 10 Director of Hollis

Trustee Electrical Supplies Eden Pharmaceuticals

Corp.; Former Executive
VicePresdent of FMG
Group (a healthcare pro-

vider).

Officers

Name (And Age), Position
with the Fund and
Business Address®

Term of Office
and Length of
Time Served

Bruce N. Alpert (51)
President

Since 2003

Gus A. Coutsouros (40)
Vice President and Treasurer

Since 2003

David I. Schachter (50)
Vice President

Since 1999

James E. M cKee (40)
Secretary

Since 1999

Principal
Occupation During
Past Five Years

Executive Vice President and Chief Operating
Officer of the Adviser since June 1988; Director
and President of Gabelli Advisers, Inc.; Officer of
all other registered investment companiesin the
Gabelli fund complex

Vice President and Chief Financial Officer of the
Adviser since 1998; Officer of all other registered
investment companies in the Gabelli fund com-
plex. Chief Financial Officer of Gabelli Advisers,
Inc. Prior to 1998, Treasurer of Lazard Funds.

Vice President of the Fund since 1999; Research
Analyst of Gabelli & Company Inc. from October
1998 to July 1999; Prior to October, 1998, Vice
President of Thomas J. Herzfeld Advisers, Inc., a
registered investment adviser and noted closed-
end fund authority.

Vice President, General Counsel and Secretary of
Gabelli Asset Management Inc. (since 1999) and
GAM CO Investors, Inc. (since 1993); Secretary
of all other registered investment companies in
the Gabelli fund complex.

* "Interested person” of the Fund, as defined in the 1940 Act. Mr. Mario Gabelli isan "interested
person" of the Fund asaresult of his employment as an officer of the Fund and the Adviser.
Messrs. John and Mario Gabelli are registered representatives of an affiliated broker-dealer. Mr.
Pohl is adirector of the parent company of the Adviser.

T Mr. Mario Gabelli and Mr. John Gabelli are brothers.

i
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The Fund's Board of Trusteesis divided into three classes, each class having aterm of three
years. Each year the term of office of one class expires and the successor of successors el ected

to such class servefor athree year term. The three year term for each class expires asfollows:
“-- Term expires a the Fund's 2004 Annual Meeting of Shareholders and until their successors
are duly elected and qualified.

"-- Term expires a the Fund's 2005 Annual Meeting of Shareholders and until their successors
are duly elected and qualified.

"’-- Term expires & the Fund's 2006 Annual Meeting of Shareholders and until their successors
are duly elected and qualified.

The Board of Trustees of the Fund is divided into three classes, with each class having a term of

three years. The terms of Mesg's. Brater, Enright and Mario Gabelli as trustees of the Fund expirein
2004; the terms of Mesg's. Colavita, Fahrenkopf, Morrissey and Zizza astrustees of the Fund expirein
2005; the terms of Messrs. Conn, John Gabelli, Pohl and Pustorino as trustees of the Fund expire in 2006.

Name of Trustee

Dollar Range of Equity
Securities in the Fund

Aggregate Dollar Range of Eq-
uity Securities in all Registered
Investment Companies Overseen
by Trustees in Family of Invest-
ment Companies

Interested Trustees

Mario J. Gabelli Over $100,000 Over $100,000

John D. Gabelli None Over $100,000

Karl Otto Pohl None None
Disinterested Trustees

Dr. Thomas E. Bratter None Over $100,000

Anthony J. Colavita

$10,001-$50,000

Over $100,000

James P. Conn

$10,001 - $50,000

Over $100,000

Vincent D. Enright None Over $100,000
Frank J. Fahrenkopf, Jr. None $1 - $10,000
Robert J. Morrissey None $10,001 - $50,000

Anthony R. Pustonino

$10,001 - $50,000

Over $100,000

Salvatore J. Zizza

$50,001 - $100,000

Over $100,000

All shares were valued as of December 31, 2002.
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The Trustees serving on the Fund's Nominating Committee are Messrs. Zizza (Chairman) and
Colavita. The Nominating Committeeis responsible for recommending qualified candidates to the Board
in the event that aposition is vacated or created. The Nominating Committee would consider recommen-
dations by shareholders if avacancy were to exist. Such recommendations should be forwarded to the
Secretary of the Fund. The Nominating Committee did not meet during the year ended December 31,
2002. The Fund does not have a standing compensation committee.

Messrs. Pustorino (Chairman), Colavita and Enright serve on the Fund's Audit Committee and
these Trustees are not "interested persons' of the Fund as defined in the 1940 Act. The Audit Committee
generally isresponsible for reviewing and evaluating issues related to the accounting and financial
reporting policies and, as appropriate, internal controls of the Fund and the internal controls of certain
service providers, overseeng the quality and objectivity of the Fund'sfinancial statements and the audit
thereof and to act as aliaison between the Board of Trustees and the Fund's independent accountants.
During the year ended December 31, 2002, the Audit Committee met twice.

As of June 30, 2003, the trustees and officers of the Fund as a group beneficially owned
approximately 1.55% of the outstanding shares of the Fund's Common Shares.

Remuneration of Trustees and Officers

The Fund pays each trustee who is not affiliated with the Adviser or its affiliates a fee of $3,000
per year plus $500 per meeting attended, together with each trustee's actual out-of-pocket expenses
relating to attendance a such meetings.

The following table shows certain compensation information for the trustees and officers of the
Fund for the fiscal year ended December 31, 2002. Mr. Schachter is employed by the Fund and his
compensation is evaluated and approved by thetrustees. Other officers who are employed by the Adviser
receive no compensation or expense reimbursement from the Fund.

COMPENSATION TABLE
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2002

TOTAL COMPENSATION
FROM THE FUND AND
FUND COMPLEX PAID

NAME OF PERSON AND AGGREGATE COMPEN- TO TRUSTEES
POSITION SATION FROM THE FUND OFFICERS*

MARIO J. GABELL| Chairman of the Board $0 $0 (22)

DR. THOMASE. BRATTER Trustee $5,000 $31,000 (3)

ANTHONY J. COLAVITA Trustee $6,000 $152,286 (33)

JAMES P. CONN Trustee $5,000 $53,500 (11)

VINCENT D. ENRIGHT Trustee $6,000 $54,536 (11)

FRANK J. FAHRENKOPF, JR. Trustee $5,000 $31,000 (3)

JOHN D. GABELLI Trustee $0 $0(9)

ROBERT J. MORRISSEY Trustee $5,000 $45,500 (9)

KARL OTTO POHL Trustee $0 $0 (31)

ANTHONY R. PUSTORINO Trustee $6,000 $132,286 (17)

SALVATORE J. ZIZZA Trustee $5,000 $73,750 (9)

*

Represents the total compensati on paid to such persons duri ng the calendar year ended December 31, 2002 by investment companies
(including the Fund) or portfolios thereof from which such person receives compensation that are considered part of the same fund
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complex as the Fund because they have common or affiliated investment advisers. The number in parenthesis represents the number
of such investment companies and portfolios.

For his services as Vice President of the Fund, Mr. Schachter received compensation in 2002 of
$130,000.

Limitation of Officers' and Trustees' Liability

The Governing Documents of the Fund provide that the Fund will indemnify its trusees and
officers and may indemnify its employees or agents against liabilities and expenses incurred in connec-
tion with litigation in which they may be involved because of their positions with the Fund, to the fullest
extent permitted by law. However, nothing in the Governing Documents of the Fund protects or
indemnifies a trustee, officer, employee or agent of the Fund against any liability to which such person
would otherwise be subject in the event of such person's willful misfeasance, bad faith, gross negligence
or reckless disregard of the duties involved in the conduct of his or her position.

Investment Advisory and Administrative Arrangements

Gabelli Funds, LLC acts as the Fund's investment adviser pursuant to an advisory agreement with
the Fund (the "Advisory Agreement”). The Adviser isaNew Y ork corporation with principal offices
located at One Corporae Center, Rye, New Y ork 10580-1422. The Adviser was organized in 1999 and
is the successor to Gabeli Funds, Inc., which was organized in 1980. As of June 30, 2003, the Adviser
acted asregigtered investment adviser to 19 management investment companies with aggregate net assets
of $9.3 billion. The Adviser, together with other affiliated investment advisers set forth below, had
assets under management totaling approximately $21.9 billion, as of June 30, 2003. GAMCO Investors,
Inc., an affiliate of the Adviser, acts as investment adviser for individuals, pension trusts, prafit sharing
trusts and endowments and as a sub-adviser to management investment companies, having aggregate
assets of $10.8 billion under management as of June 30, 2003. Gabelli Fixed Income LLC, an affiliate of
the Adviser, acts as investment adviser for The Treasurer's Fund and separate accounts having aggregate
assets of $1.2 billion under management as of June 30, 2003. Gabelli Advisers, Inc., an affiliate of the
Adviser, acts asinvestment manager to the Gabelli Westwood Funds, having aggregate assets of $493
million under management as of June 30, 2003.

The Adviser is awholly-owned subsidiary of Gabelli Asset Management Inc., a New Y ork
corporation, whose Class A Common Stock is traded on the New Y ork Stock Exchange under the symbol
"GBL." Mr. Mario J. Gabelli may be deemed a"controlling person" of the Adviser on the basis of his
ownership of amajority of the stock of Gabelli Group Capital Partners, Inc., which owns amajority of
the capital stock of Gabelli Asset Management Inc.

Under the terms of the Advisory Agreement, the Adviser manages the portfolio of the Fund in
accordance with its stated investment objective and policies, makes investment decisions for the Fund,
places orders to purchase and sell securities on behalf of the Fund and manages its other busness and
affairs, al subject to the supervision and direction of the Fund's Board of Trustees. In addition, under the
Advisory Agreement, the Adviser oversees the administration of all aspects of the Fund's businessand
affairs and provides, or arranges for othersto provide, at the Adviser's expense, certain enumerated
services, including maintaining the Fund's books and records, preparing reportsto the Fund's sharehold-
ers and supervising the calculation of the net asset value of its shares. All expenses of computing the net
asset value of the Fund, including any equipment or services obtained solely for the purpose of pricing
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shares or valuing its investment portfolio, will be an expense of the Fund under its Advisory Agreement
unless the Adviser voluntarily assumes responsibility for such expense.

The economic terms of the Advisory Agreement between the Fund and its Adviser were
unanimously approved by the Fund's Board of Trustees at its February 19, 2003 meeting. The Board's
approval included amajority of the Trustees who are not parties to the Advisory Agreement or interested
persons of any such party (as such term is defined in the 1940 Act). In considering whether to approve
the Advisory Agreement, the Fund's non-interested trustees considered, among other factors, (i) the
services provided to the Fund by the Adviser and the sub-administrator, (ii) the Fund's absolute and
comparative investment performance, (iii) the Fund's fee and expense data as compared to various
benchmarks and a peer group of closed-end funds in the same asset range as the Fund, and (iv) the
Adviser'sprofitability with respect to its management of the Fund. The non-interested trustees indicated
that the primary factors in their determination to approve the Advisory Agreement were the high quality
of service provided by the Adviser, including the experience of the Fund's portfolio manager, and the
Fund's comparative investment performance.

The Advisory Agreement combines investment advisory and administrative responsibilitiesin
one agreement. For services rendered by the Adviser on behalf of the Fund under the Advisory
Agreement, the Fund pays the Adviser afee computed daily and paid monthly at the annual rate of 1.00%
of the average weekly net assets of the Fund. The Adviser has voluntarily agreed to waive the portion of
its investment advisory fee dtributable to an amount of assets of the Fund equal to the aggregate stated
value of the applicable series of its preferred sharesfor any calendar year in which the net asset value
total return of the Fund allocable to the Common Shares, including distributions and the advisory fee
subject to potential waiver, isless than the stated annual dividend rate of such series, prorated during the
year such seriesisissued and the final year such seriesis outstanding. Thiswaiver will apply separately
to the portion of the Fund's assets attributabl e to the Series A Preferred Shares and Series B Preferred
Shares, respectively, for so long as any shares of such series remain outstanding.

For each of the years ended December 31, 2000, December 31, 2001 and December 31, 2002, the
Adviser was paid $861,678, $855,435 and $878,549, respectively, for advisory and admini strative
services rendered to the Fund.

The Advisory Agreement provides that in the absence of willful misfeasance, bad faith, gross
negligence or reckless disregard for its obligations and duties thereunder, the Adviser is not liable for any
error or judgment or mistake of law or for any loss suffered by the Fund. As part of the Advisory
Agreement, the Fund has agreed that the name "Gabelli" is the Adviser's property, and that in the event
the Adviser ceasesto act as an investment adviser to the Fund, the Fund will change its name to one not
including " Gabelli."

Pursuant to itsterms, the Advisory Agreement will remain in effect with respect to the Fund until
the second anniversary of shareholder approval of such Agreement, and from year to year thereafter if
approved annually (i) by the Fund's Board of Trustees or by the holders of a mgjority of its outstanding
voting securitiesand (ii) by amajority of the Trustees who are not "interested persons’ (as defined in the
1940 Act) of any party to the Advisory Agreement, by vote cast in person at a meeting called for the
purpose of voting on such approval. The Advisory Agreement terminates automatically on its assign-
ment and may be terminated without penalty on 60 days' written notice at the option of either party
thereto or by avote of amajority (as defined in the 1940 Act) of the Fund's outstanding shares.
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Code of Ethics

The Fund and the Adviser have adopted a code of ethics (the "Caode of Ethics") under Rule 17j-1
of the 1940 Act. The Code of Ethics permits personnel, subject to the Code of Ethics and itsrestrictive
provisions, to invest in securities, including securities that may be purchased or held by the Fund. The
Code of Ethics can be reviewed and copied at the United States Securities and Exchange Commission's
Public Reference Roomin Washington, D.C. Information on the operations of the Reference Room may
be obtained by calling the Securities and Exchange Commission at (202) 942-8090. The Code of Ethics
is also available on the EDGAR database on the Securities and Exchange Commission's web site at
http://www.sec.gov. Copiesof the Code of Ethics may also be obtained, after paying a duplicating fee,
by electronic request a the following e-mail address: publicinfo@sec.gov, or by writing the Securities
and Exchange Commission's Public Reference Room Section, Washington, D.C. 20549- 0102.
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PORTFOLIO TRANSACTIONS

Subject to policies established by the Board of Trustees of the Fund, the Adviser is responsible
for placing purchase and sale orders and the allocation of brokerage on behalf of the Fund. Transactions
in equity securities arein most cases effected on U.S. stock exchanges and involve the payment of
negotiated brokerage commissions. In general, there may be no stated commission in the case of
securities traded in over-the-counter markets, but the prices of thase securities may include undisclosed
commissions or mark-ups. Principal transactionsare not entered into with affiliates of the Fund.
However, Gabelli & Company may execute transactions in the over-the-counter markets on an agency
basis and receive a stated commission therefrom. To the extent consistent with gpplicable provisions of
the 1940 Act and the rules and exemptions adopted by the SEC thereunder, as well as other regulatory
requirements, the Fund's Board of Trustees have determined that portfolio transactions may be executed
through Gabelli & Company and its broker-dealer affiliatesif, in the judgment of the Adviser, the use of
those broker-dealersis likely to result in price and execution at |east as favorable as those of other
qualified broker-dealers, and if, in particular transactions, those broker-deal ers charge the Fund arate
consistent with that charged to comparable unaffiliated customersin similar transactions. The Fund has
no obligations to ded with any broker or group of brokers in executing transactions in portfolio
securities. In executing transactions, the Adviser seeks to obtain the best price and execution for the
Fund, taking into account such factorsas price, size of order, difficulty of execution and operational
facilities of the firm involved and the firm's risk in positioning a block of securities. While the Adviser
generally seeks reasonably competitive commission rates, the Fund does not necessarily pay the lowest
commission available.

Subject to obtaining the best price and execution, brokers who provide supplemental research,
market and statistical information to the Adviser or its affiliates may receive orders for transactions by
the Fund. The term "research, market and statistical information" includes advice as to the value of
securities, and advisability of investing in, purchasing or selling securities, and the availability of
securities or purchasers or sellers of securities, and furnishing analyses and reports concerning issues,
industries, securities, economic factors and trends, portfolio strategy and the performance of accounts.
Information so received will be in addition to and not in lieu of the services required to be performed by
the Adviser under the Advisory Agreement and the expenses of the Adviser will not necessarily be
reduced as aresult of the receipt of such supplemental information. Such information may be useful to
the Adviser and its affiliates in providing services to clients other than the Fund, and not all such
information is used by the Adviser in connection with the Fund. Conversely, such information provided
to the Adviser and its affiliates by brokers and deal ers through whom other dients of the Adviser and its
affiliates effect securities transactions may be useful to the Adviser in providing services to the Fund.

Although investment decisions for the Fund are made independently from those of the other
accounts managed by the Adviser and its affiliates, investments of the kind made by the Fund may also
be made by those other accounts. When the same securities are purchased for or sold by the Fund and
any of such other accounts, it is the policy of the Adviser and its affiliates to allocate such purchases and
sales in the manner deemed fair and equitable to al of the accounts, including the Fund.

For the fiscal years ended December 31, 2000, December 31, 2001 and December 31, 2002, the
Fund paid atotal of $125,729, $81,313, and $140,917, respectively, in brokerage commissions, of which
Gabelli & Company, Inc. and its affiliates received $116,973, $70,203, and $123,636, respectively. The
amount received by Gabelli & Company, Inc. and its affiliates from the Fund in respect of brokerage
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commissions for the fiscal year ended December 31, 2002 represented approximately 87.74% of the
aggregate dollar anount of brokerage commissions paid by the Fund for such period and approximately
75.29% of the aggregate dollar amount of transactions by the Fund for such period. The brokerage
commissionsin 2002 reflect, in part, the Fund's investment of proceeds from its rights offering,
completed in June, 2002. The variance between the percentage of brokerage commissions received by
Gabelli & Company, Inc. and the percentage of transactions executed by Gabelli & Company, Inc.
reflects the Fund's practice of generally directing bulk trades to unaffiliated broker-dealers.

Repurchase of Shares

The Fund is a closed-end, non-diversified, management investment company and as such its
shareholders do not, and will not, have the right to redeem their shares. The Fund, however, may
repurchase its shares from time to time as and when it deems such a repurchase advisable. Such
repurchases will be made when the Fund's shares are trading at a discount of 10% or more (or such other
percentage as the Board of Trustees of the Fund may determine from time to time) from the net asset
value of the shares. Pursuant to the 1940 Act, the Fund may repurchase its shares on a securities
exchange (provided tha the Fund hasinformed its shareholders within the preceding six months of its
intention to repurchase such shares) or as otherwise permitted in accordance with Rule 23c-1 under the
1940 Act. Under that Rule, certain conditions must be met regarding, among other things, distribution of
net income for the preceding fiscal year, status of the seller, price paid, brokerage commissions, prior
notice to shareholders of an intention to purchase shares and purchasing in a manner and on abasis
which does not discriminate unfairly against the other shareholders through their interest in the Fund.
When the Fund repurchases its shares for a price bd ow their net asset value, the net asset value of those
shares that remain outstanding will be enhanced, but this does not necessarily mean that the market price
of those outstanding shares will be affected, either positively or negatively.

Portfolio Turnover

The portfolio turnover rates of the Fund for the fisca years ending December 31, 2002 and 2001
were 29% and 41%, respectively. Portfolio turnover rate is cdculated by dividing the lesser of an
investment company's annual sales or purchases of portfolio securities by the monthly average val ue of
securities in its portfolio during the year, excluding portfolio securities the maturities of which at thetime
of acquisition were oneyear or less. A high rate of portfalio turnover involves correspondingly greater
brokerage commission expense than alower rate, which expense must be borne by the Fund and,
indirectly, by its shareholders. A higher rate of portfolio turnover may also result in taxable gains being
passed to shareholders sooner than would otherwise be the case.

AUTOMATIC DIVIDEND REINVESTMENT
AND VOLUNTARY CASH PURCHASE PLAN

Under the Automatic Dividend Reinvestment and Voluntary Cash Purchase Plan adopted by the
Fund ( the "Plan"), a shareholder whase Common Shares are registered in his own name, including al
Shares issued pursuant to the Rights Offering and all shares held by a shareholder participating in the
Rights Offering, will have all distributions reinvested automatically by Equiserve Trust Company
("Equiserve™), which is agent under the Plan, unless the shareholder electsto receive cash. Distributions
with respect to shares registered in the name of a broker-dealer or other nominee (that is, in "street
name") will be reinvested by the broker or nominee in additional shares under the Plan, unless the service
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is not provided by the broker or nominee or the shareholder elects to receive distributionsin cash.
Investors who own Common Shares registered in street name should consult their broker-dealers for
details regarding reinvestment. All distributions to investors who do not participate in the Plan will be
paid by check mailed directly to the record holder by Equiserve asdividend disbursing agent.

Under the Plan, whenever the market price of the Common Sharesis equal to or exceeds net
asset value at the time shares are valued for purposes of determining the number of shares equivalent to
the cash dividend or capital gains distribution, participantsin such plan are issued Common Shares,
valued at the greater of (i) the net asset value as most recently determined or (ii) 95% of the then current
market price of the Common Shares. The valuation date is the dividend or distribution payment date or,
if that date is not a New Y ork Stock Exchange trading day, the next preceding trading day. If the net
asset value of the Common Shares at the time of valuation exceeds the market price of the Common
Shares, participants will receive sharesfrom the Fund, or acquired by the Plan agent in the open market,
valued at market price. If the Fund should declare a dividend or capital gains distribution payable only in
cash, Equiserve will buy the Fund's Common Shares for the Plan in the open market, on the New Y ork
Stock Exchange or el sewhere, for the participants accounts, except that Equiserve will endeavor to
terminate purchases in the open market and cause the Fund to issue shares at the greater of (i) net asset
value or (ii) 95% of the market price of the Common Shares if, following the commencement of such
purchases, the market value of its Common Shares exceeds net asset value.

Participants in the Plan have the option of making additiona cash payments to Equiserve, twice
per month for the Fund, for investment in the shares. Such payments may be made in any amount from
$250 to $10,000. Equiserve will use all funds received from participants to purchase shares of the Fund
in the open market on the 1st and 15th of each month. It issuggested that participants send voluntary
cash payments to Equiserve in a manner that ensures that Equiserve will receive these payments
approximately 10 days before the investment date. A participant may without charge withdraw a
voluntary cash payment by written natice, if the notice is received by Equiserve at least 48 hours before
such payment isto be invested. Equiserve maintains all shareholder accountsin the Plan and furnishes
written confirmations of all transactions in the account, including information needed by shareholders for
personal and tax records. Common Sharesin the account of each Plan participant will be held by
Equiserve in noncertificated form in the name of the participant, and each shareholder's proxy will
include those shares purchased pursuant to the Plan. A Plan participant may send his share certificatesto
Equiserve so that the shares represented by such certificates will be held by Equiserve in the participant's
shareholder account under the Plan.

In the case of shareholders such as banks, brokers or nominees, which hold shares for others who
are the beneficial owners, Equiserve will administer the Plan on the basis of the number of shares
certified from time to time by the shareholder as representing the total amount registered in the
shareholder's name and held for the account of beneficial ownerswho participate in the Plan. Thereisno
charge to participants for reinvesting dividends or capital gains distributions payablein either stock or
cash.

Equiserve's fees for handling the reinvestment of such dividends and capital gainsdistributions
are paid by the Fund. There are no brokerage chargeswith respect to shares issued directly by the Fund
as aresult of dividends or capital gains distributions payable in stock or in cash. However, each
participant bears a pro rata share of brokerage commissions incurred with respect to Equiserve's open
market purchases in connection with the reinvestment of dividends or capital gains distributions.
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With respect to purchases from voluntary cash payments, Equiserve will charge $0.75 for each
such purchase for a participant, plus a pro rata share of the brokerage commissions. Brokerage charges
for purchasing small amounts of stock for individual accounts through the Plan are expected to be less
than the usual brokerage charges for such transactions, as Equiserve will be purchasng shares for all
participants in blocks and prorating the lower commission thus attainable. The automatic reinvestment of
dividends and distributions will not relieve participants of any income tax which may be payable on such
dividends or distributions.

Experience under the Plan may indicate that changes are desirable. Accordingly, the Fund
reserves the right to amend or terminate its Plan as applied to any voluntary cash payments made and any
dividend or distribution paid subsequent to written notice of the change sent to the members of such Plan
at least 90 days before the record date for such dividend or distribution. The Plan also may be amended
or terminated by Equiserve on at least 90 days' written noticeto the participants in such Plan. All
correspondence concerning the Plan should be directed to Equiserve at P.O. Box 43025, Providence, R.I.
02940-3025.

TAXATION

The following discussionis a brief summary of certain United States federal income tax
considerations affecting the Fund and its shareholders. No attempt is made to present a detailed
explanation of all federal, state, locd and foreign tax concerns affecting the Fund and its Shareholders
(including Shareholders who own large positionsin the Fund), and the discussions set forth here and in
the Prospectus do not constitute tax advice. Investors are urged to consult their own tax advisers with
any specific questions relating to federal, Sate, local and foreign taxes. The discussion reflects
applicable tax laws of the United States as of the date of this SAI, which tax laws may be changed or
subject to new interpretations by the courts or the Internal Revenue Service (the "IRS") retroactively or
prospectively.

Taxation of the Fund

The Fund has qualified asand intends to continue to qualify as a regulated investment company
(a"RIC") under Subchapter M of the Internal Revenue Code of 1986, as amended (the "Code"). If it so
qualifies, the Fund will not be subject to U.S. federal income tax on the portion of its net investment
income (i.e., its investment company taxable income as defined in the Code without regard to the
deduction for dividends paid) and on its net capital gain (i.e., the excess of itsnet redized long-term
capital gain over itsnet redized short-term capital 10ss), if any, which it distributes to its shareholders in
each taxable year, provided that an amount equa to at least 90% of the sum of its net investment income
and any net tax-exempt income for the taxable year is distributed to its shareholders.

Qualification as a RIC requires, among other things, that the Fund: (i) derive at least 90% of its
gross income in each taxable year from dividends, interest, payments with respect to securities |oans,
gainsfrom the sale or other disposition of stock, securities or forei gn currencies or other income
(including gainsfrom options, futures or forward contracts) derived with respect to its business of
investing in stock, securities or currencies and (ii) diversify its holdings so that, at the end of each quarter
of each taxabl e year, subject to certain exceptions, (a) at least 50% of the market vaue of the Fund's
assetsis represented by cash, cash items, U.S. government securities, securities of other RICs and other
securities with such other securities limited, in respect of any one issuer, to an amount not greater than
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5% of the value of the Fund's assets and 10% of the outstanding voting securities of such issuer, and (b)
not more than 25% of the value of its assets is invested in the securities (other than U.S. government
securities or the securities of other RICs) of any one issuer or any two or more issuers that the Fund
controls and which are determined to be engaged in the same or related trades or businesses. If the Fund
were unable to satisfy the 90% distribution requirement or otherwise were to fail to qualify asaRIC in
any year, it would be taxed in the same manner as an ordinary corporation with no deduction for
dividends paid. In addition, distributions would be taxed to its shareholders as ordinary income.

The IRS hastaken the position that if aregulated investment company has two classes of shares,
it may designate distributions made to each classin any year as consisting of no more than such class's
proportionate share of particular types of income, such as long-term capital gain. A class's proportionate
share of a particular type of income isdetermined according to the percentage of total dividends paid by
the regulated investment company during such year that was paid to such class. Consequently, the Fund
will designate distributions made to the common shareholders and preferred shareholders as consisting of
particular types of income in accordance with the classes proportionate shares of such income. Because
of thisrule, the Fund is required to allocate a portion of its net capital gain, qualified dividend income
and dividends qualifying for the dividends received deduction to common shareholders and preferred
shareholders. The amount of net capital gain and qualified dividend income and dividends qualifying for
the dividends received deduction allocable among common shareholders and the preferred shareholders
will depend upon the amount of such net capital gain and qualified dividend income and dividends
qualifying for the dividends received deduction realized by the Fund and the total dividends paid by the
Fund on the Common Shares and the Preferred Shares during a taxable year.

Under the Code, amounts not distributed by a RIC on atimely basis in accordance with a
calendar year distribution requirement are subject to a 4% excise tax. To avoid the tax, the Fund must
distribute during each calendar year, an amount at least equal to the sum of (i) 98% of itsordinary
income for the caendar year, (ii) 98% of its capital gain net income (both long-term and short-term) for
the one year period ending on October 31 of such year, (unless an election is made to use the Fund's
fiscal year), and (iii) all ordinary income and capital gain net income for previous yearsthat were not
previously distributed or subject to tax under Subchapter M. A distribution will be treated as paid during
the calendar year if itis paid during the calendar year or declared by the Fund in October, November or
December of the year, payable to shareholders of record on a date during such a month and paid by the
Fund during January of the following year. Any such distributions paid during January of the following
year will be deemed to be received on December 31 of the year the distributions are declared, rather than
when the distributions are received. While the Fund intends to distribute its ordinary income and capital
gain net income in the manner necessary to minimize imposition of the 4% excise tax, there can be no
assurance that sufficient amounts of the Fund's ordinary income and capital gain net income will be
distributed to avoid entirely the imposition of the tax. In such event, the Fund will be liablefor the tax
only on the amount by which it does not meet the foregoing distribution requirements.

Gain or loss on the sales of securities by the Fund will be long-term capital gain or loss if the
securities have been held by the Fund for more than one year. Gain or loss on the sale of securities held
for one year or lesswill be short-term capital gain or loss.

Foreign currency gain or loss on non-U.S. dollar denominated bonds and other similar debt
instruments and on any non-U.S. dollar denominated futures contracts, options and forward contracts that
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are not section 1256 contracts (as defined below) generally will be treated as net investment income and
loss.

Investments by the Fund in certain "passiveforeign investment companies” ("PFICs") could
subject the Fund to federal income tax (including interest charges) on certain distributions or dispositions
with respect to those investments which cannot be eliminated by making distributions to stockholders.
An election may be available to the Fund to mitigate the effect of this provision but the election generally
accel erates the recognition of income without the receipt of cash. Dividends paid by PFICswill not
qualify for the reduced tax rates discussed below under "Taxation of Shareholders.”

The Fund may invest in debt obligations purchased at a discount with the result that the Fund
may berequired to accrue income for federal income tax purposes before amounts due under the
obligations are paid. The Fund may also invest in securities rated in the medium to lower rating
categories of nationally recognized rating organizations, and in unrated securities ("high yield securi-
ties'). A portion of theinterest payments on such high yield securities may be treated as dividends for
federal income tax purposes.

Asaresult of investing in stock of PFICs or securities purchased at a discount or any other
investment that produces income that is not matched by a corresponding cash distribution to the Fund,
the Fund could be required to include in current income, income it has not yet received. Any such income
would be treated as income earned by the Fund and therefore would be subject to the distribution
requirements of the Code. This might prevent the Fund from distributing 90% of its net invesment
income asisrequired in order to avoid Fund-level federal income taxation on all of itsincome, or might
prevent the Fund from distributing enough ordinary income and capital gain net income to avoid
completely the imposition of the excise tax. To avoid this result, the Fund may be required to borrow
money or dispose of other securitiesto be able to make distributions to its shareholders.

If the Fund does not meet the asset coverage requirements of the 1940 Act and the Statements of
Preferences, the Fund will be required to suspend digtributions to the holders of the Common Shares until
the asset coverage is restored. Such a sugpension of distributions might prevent the Fund from distribut-
ing 90% of its net investment income as is required in order to avoid Fund-level federal income taxation
on al of itsincome, or might prevent the Fund from distributing enough income and capital gain net
income to avoid completel y imposition of the excise tax. Upon any failure to meet the asset coverage
requirements of the 1940 Act or the Statements of Preferences, the Fund may, and in certain circum-
stances will, be required to partially redeem Preferred Shares in order to restore the requisite asset
coverage and avoid the adverse consequences to the Fund and its shareholders of failing to qualify asa
RIC. If asset coverage were restored, the Fund would again be able to pay dividends and would generally
be able to avoid Fund-level federal income taxation on the income that it distributes.

Hedging Transactions

Certain options, futures contracts and options on futures contracts are "section 1256 contracts."
Any gainsor losses on section 1256 contracts are generdly considered 60% long-term and 40%
short-term capital gains or losses ("60/40"). Also, section 1256 contracts held by the Fund a the end of
each taxable year are "marked-to-market" with the result that unrealized gains or losses are treated as
though they were realized and the resulting gain or loss is treated as 60/40 gain or loss.
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Hedging transactions undertaken by the Fund may result in "straddles" for federal income tax
purposes. The straddle rules may affect the character of gains (or |osses) realized by the Fund. In
addition, losses redlized by the Fund on positions that are part of a straddle may be deferred under the
straddle rules, rather than being taken into account in calculating the taxable income for the taxable year
in which such losses are realized. Further, the Fund may be required to capitalize, rather than deduct
currently, any interest expense on indebtedness incurred or continued to purchase or carry any positions
that are part of astraddle.

The Fund may make one or more of the elections available under the Code which are applicable
to straddles. If the Fund makes any of the elections, the amount, character and timing of the recognition
of gains or losses from the affected straddl e positions may be determined under rules that vary according
to the election(s) made. The rules applicable under certain of the elections accderate the recognition of
gain or loss from the affected straddle positions.

Because application of the straddle rules may affect the character and timing of the Fund's gains,
losses and deductions, the amount which must be distributed to shareholders, and which will betaxed to
shareholders as ordinary income or long-term capital gain, may be increased or decreased substantially as
compared to afund that did not engage in such hedging transactions.

Foreign Taxes

Since the Fund may invedt in foreign securities, itsincome from such securities may be subject to
non-U.S. taxes. The Fund historically has invested |ess than 50% of its total assetsin foreign securities.
As long as the Fund continues to invest less than 50% of its assetsin foreign securities it will not be
eligible to elect to "pass-through” to shareholders of the Fund the ability to use the foreign tax deduction
or foreign tax credit for foreign taxes paid with respect to qualifying taxes.

Taxation of Shareholders

The Fund will determine either to distribute or to retain for reinvestment al or part of its net
capital gain. If any such gains are retained, the Fund will be subject to atax of 35% of such amount. In
that event, the Fund expectsto designate the retained amount as undistributed capital gainsinanoticeto
its shareholders, each of whom (i) will be required to include in income for tax purposes as long-term
capital gainsits share of such undistributed amounts, (ii) will be entitled to credit its proportionate share
of the tax paid by the Fund against its federal incometax liability and to claim refunds to the extent that
the credit exceeds such liability and (iii) will increaseits basisin its shares of the Fund by an amount
equal to 65% of the amount of undistributed capital gains included in such shareholder's gross income.

Distributions of ordinary income are taxableto a U.S. shareholder as ordinary income, whether
paid in cash or shares. Such dividends (if designated by the Fund) may qualify (provided holding periods
and other requirements are met) (i) for the dividends received deduction available to corporations, but
only to the extent that the Fund's income consists of qualified dividendsreceived from U.S. corporations
and (ii) under the recently enacted Jobs and Growth Tax Relief Reconciliation Act of 2003 (effective for
taxable years after December 31, 2002 through December 31, 2008) (2003 Tax Act"), as qualified
dividend income eligible for the reduced maximum rate to individuals of generally 15% (5% for
individualsin lower tax brackets) to the extent that the Fund receives qualified dividend income.
Qualified dividend income is, in general, dividend income from taxable domestic corporations and
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certain foreign corporations (e.g., generaly, foreign corporations incorporated in a possession of the
United States or in certain countries with a comprehensive tax treaty with the United States, or the stock
of which is readily tradable on an established securities market in the United States). Distributions of net
capital gain designated as capital gain dividends, if any, are taxable to shareholders & rates gpplicable to
long-term capital gains, whether paid in cash or in shares, regardless of how long the shareholder has
held the Fund's shares, and are not digible fo the dividends received deduction. Under the 2003 Tax Act,
the maximum tax rate on net long-term capital gan of individualsis reduced generally from 20% to 15%
(5% for individualsin lower brackets) for such gain realized after May 6, 2003 and before January 1,
2009. Distributions in excess of the Fund's earnings and profits will first reduce the adjusted tax basis of
a holder's shares and, after such adjusted tax basisis reduced to zero, will constitute capital gain to such
holder (assuming the shares are held as a capital asset). For non-corporate taxpayers, under the 2003 Tax
Act, net investment income (other than qualified dividend income) will currently be taxed at a maximum
rate of 35%, while net capital gain generally will betaxed a a maximum rate of 15%. For corporate
taxpayers, both net investment income and net capital gain are taxed at a maximum rate of 35%.

Shareholders may be entitled to offset their capital gain dividends with capital losses. There are
anumber of statutory provisions affecting when capital losses may be offset against capital gains, and
limiting the use of losses from certain investments and activities. Accordingly, shareholders with capital
losses are urged to consult their tax advisers.

The price of shares purchased at any time may reflect the amount of aforthcoming distribution.
Those purchasing shares just prior to adistribution will receive a distribution which will be taxable to
them even though it represents in part a return of invested capital.

Upon a sale or exchange of shares, ashareholder will realize ataxable gain or 1oss depending
upon his or her basis in the shares. Such gain or loss will be treated as long-term capital gain or loss if
the shares have been held for more than one year. Any loss realized on a sale or exchange will be
disallowed to the extent the shares disposed of are replaced within a 61-day period beginning 30 days
before and ending 30 days after the date that the shares are disposed of. In such a case, the basis of the
shares acquired will be adjusted to reflect the disallowed loss.

Any loss realized by a shareholder on the sale of Fund shares held by the shareholder for six
months or less will be treated for tax purposes as along-term capital loss to the extent of any capital gain
dividends received by the shareholder (or amounts credited to the shareholder as an undistributed capital
gain) with respect to such shares.

Ordinary income dividends and capital gain dividends also may be subject to state and local
taxes. Shareholders are urged to consult their own tax advisers regarding specific questions about the
U.S. federal (including the application of the alternative minimum tax rules), state, local or foreign tax
conseguences to them of investing in the Fund.

Ordinary income dividends (but not capital gain dividends) paid to shareholders who are
non-resident aliens or foreign entities will be subject to a 30% United Sates withholding tax under
existing provisions of the Code applicable to foreign individual s and entities unless areduced rate of
withholding or awithholding exemption is provided under applicable treaty law. Non-resident
shareholders are urged to consult their own tax advisers concerning the applicability of the United States
withholding tax.
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Backup Withholding

The Fund may be required to withhold federal income tax on all taxable distributions and
redemption proceeds payabl e to non-corporate shareholders who fail to provide the Fund with their
correct taxpayer identification number or to make required certifications, or who have been notified by
the IRS that they are subject to backup withholding. Backup withholding is not an additional tax. Any
amounts withheld may be refunded or credited against such shareholder's federal incometax liability, if
any, provided that the required information is furnished to the IRS.

The foregoing is a general and abbreviated summary of the applicable provisions of the
Code and Treasury regulations presently in effect. For the complete provisions, reference should
be made to the pertinent Code sections and the Treasury regulations promulgated thereunder.
The Code and the Treasury regulations are subject to change by legislative, judicial or administra-
tive action, either prospectively or retroactively. Persons considering an investment in Common
Shares of the Fund should consult their own tax advisers regarding the purchase, ownership and
disposition of Common Shares of the Fund.

NET ASSET VALUE

The net asset value of the Fund's shares will be computed, based on the market value of the
securities it holds and determined daily as of the close of regular trading on the New Y ork Stock
Exchange.

Portfolio instruments of the Fund which aretraded in a market subject to government regulation
on which trades are reported contemporaneously generally will be valued at the last sale price on the
principal market for such instruments as of the close of regular trading on the day the ingruments are
being valued, or lacking any sales, at the average of the bid and asked price on the principal market for
such instruments on the most recent date on which bid and asked prices are available. Other readily
marketable assets will be valued at the average of quotations provided by dea ers maintaining an active
market in such instruments. Securities and other assets for which market quotations are not readily
available will be valued at fair value as determined in good faith by or under the direction of the Board of
Trustees. Short-term investmentsthat mature in more than 60 days are valued at the highest bid price
obtained from adealer maintaining an active market in that security or on the basis of prices obtained
from a pricing service approved as reliable by the Board of Trustees. Short-term investments that mature
in 60 days or fewer are valued at amortized cod, unless the Board of Trustees determines that such
valuation does not constitute fair value. The Fund may employ recognized pricing servicesfromtimeto
time for the purpose of pricing portfolio instruments.

Trading takes placein various foreign markets on days which are not Business Days and
theref ore the Fund's respective net asset val ue per shareis not calculated. The calculation of the Fund's
net asset value may not take place contemporaneously with the determination of the prices of portfolio
securities held by the Fund. Events affecting the values of portfolio securities that occur between the
time their prices are determined and the close of the NY SE will not be reflected in the Fund's calculaion
of net asset value unless the Board of Trustees deems that the particular event would materially affect the
net asset value, inwhich case the fair value of those securities will be determined by consideration of
other factors by or under the direction of the Board of Trustees.
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Net asset value per share is calculated by dividing the value of the securitiesheld plus any cash
or other assets minus all liabilities, including accrued expenses, by the total number of shares outstanding
at such time.

GENERAL INFORMATION
COUNSEL AND INDEPENDENT ACCOUNTANTS

Skadden, Arps, Slate, Meagher & Hom LLP, Four Times Square, New Y ork, New Y ork 10036 is
specia counsdl to the Fund in connection with the rights offering.

PricewaterhouseCoopers LLP, independent accountants, 1177 Avenue of the Americas, New
Y ork, New Y ork 10036, serve as auditors of the Fund and will annually render an opinion on the
financial statements of the Fund.

BENEFICIAL OWNERS

As of July 31, 2003, there are no persons known to the Fund who may be deemed beneficial
owners of 5% or more of shares of the Fund's Common Shares because they possessed or shared voting
or investment power with respect to the Fund's Common Shares.

FINANCIAL STATEMENTS

The audited financial statements included in the Annual Report to the Fund's Shareholders for
the fiscal year ended December 31, 2002, together with the report of PricewaterhouseCoopers LLP
thereon, are also incorporated herein by reference from the Fund's Annual Report to Shareholders. All
other portions of the Annual Report to Shareholders and Semi-Annual Report to Shareholders are not
incorporated herein by reference and are not part of the Registration Statement. A copy of the Annual
Report to Shareholders may be obtained without charge by writing to the Fund at its address at One
Corporate Center, Rye, New Y ork 10580-1422 or by calling the Fund toll-free at 800-GABELLI (422-
3554). The unaudited financia statements for the six months ended June 30, 2003, follow.
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20,000

60,000

220,000
20,000
55,000
20,000

80,0000
19,000
90,000

160,000
22,000
44,000
55,000

170,000
55,000

118,000
22,000
20,000

162,000
13,000
75,000

150,000

500
18,000

48,000
165,000
75,000

2,000
180,000
150,000
100,000
13,000
32,000
5,000
8,979
83,666
20,000
30,000
110,000

5,000

FINANCIAL STATEMENTS

PORTFOLIO OF INVESTMENTS
June 30, 2003 (Unaudited)

Market
Cost Value
COMMON STOCKS - 87.9%
Agriculture — 0.0%
Cadizlnct .............. $ 3000 _$ 2700
Communications Equipment — 0.2%
Furukawa Electric Co. Ltd. . . 419,016 195,877
Energy and Utilities: Electric —21.0%
AESCorp.t ...l 1,072,514 1,397,000
Calpine Corp.t 52,600 132,000
Cinergy Corp. ............ 1,727,502 2,023,450
ClecoCorp..........c..... 364,947 346,400
DPL Inc. 1,547,470 1,275,200
DTEEnergyCo. .......... 807,570 734,160
Edison International T ... .. 1,037,120 1,478,700
El Paso ElectricCo.t ...... 1,462,191 1,972,800
FPL GroupInc. ........... 1,192,215 1,470,700
Great Plains Energy Inc. . . .. 919,607 1,270,720
Maine Public Service Co. ... 1,750,455 1,788,050
Northeast Utilities......... 3,354,147 2,845,800
SCANAComp. ........... 1,694,645 1,885,400
TECO EnergyInc. ........ 1,863,891 1,414,820
UIL HoldingsCorp. ....... 966,711 892,100
Unisource Energy Corp. .. .. 236,625 376,00
20,050,210 21,303,300

Energy and Utilities: Integrated — 35.6%
Allegheny Energy Inc. .. ... 1,462,197 1,368,900
ALLETEInc. ............ 222,463 345,150
Alliant Energy Corp.. .. .. .. 1,256,310 1,427,250
Aquilalnc. .............. 423,832 387,000
AvigaCorp. ............. 5,575 7,075
Central Vermont Public

ServiceCorp. ......... 327,361 351,900
CH Energy Group Inc. ... .. 2,186,400 2,160,000
CMSEnergy Cop. ........ 1,334,352 1,336,500
Constellation Energy
GroupInc................ 2,109,100 2,572,500
Dominion Resources Inc. . .. 80,310 128,540
DQEINC................. 3,128,555 2,712,600
Duke Energy Corp. . ....... 2,884,145 2,992,500
ElPaoCorp. ............ 1,049,809 808,000
Empire District Electric Co. . 259,961 282,750
Energy Eas Corp.......... 595,433 664,320
Entergy Corp. ............ 140,415 263,900
FirgEntergy Corp. . ....... 287,099 345,243
Florida Public Utilities Co. . . 1,051,557 1,367,939
Green Mountain Power Corp. 416,731 400,000
MGE Energy Inc. ......... 816,100 941,400
Mirant Corp.t............ 900,482 319,000
NiSourcelnc. ............ 103,120 95,000

Shares

45,000
64,000
6,000
50,000
10,000
45,000
40,000
12,000
30,000
30,000
10,000
10,000
215,000
10,000
7,000
175,000

33,000
3,000
13,800
3,000
29,800
40,000
1,000
38,000
90,000
15,000
65,000
19,000
20,000
3,000
115,000
102,566
145,000

12,000
11,000
20,500
20,520

7,500

38,500
20,066
12,000
18,300

Market

Cost Value
NiSource Inc. (Sailg)t........ $ 90,000 $ 99,900
NSTAR ..., 2,729,958 2,915,200
Otter TailCorp. ............ 167,121 161,880
PG&EComp.t ... 625,746 1,057,500
PNM ResourcesiInc. ......... 185,900 267,500
Progress Energy Inc. 1,959,850 1,975,500
Progress Energy Inc., CVOfY . .. 20,800 4,200
Puget Energy Inc. . .......... 266,242 286,440
Sierra Pacific Resourcest . . . .. 227,798 178,200
TXUCOP. i 483,015 673,500
UnitilCorp. ............... 271,147 241,000
VectrenCorp. .............. 245,531 250,500
Westar Energy Inc. .......... 3,192,547 3,489,450
Wisconsin Energy Corp. . . . ... 257,794 290,000
WPS Resources Corp. .. ...... 204,319 281,400
Xcel Energy Inc. . ........... 3,004,875 2,632,000

34,973,950 36,081,637
Energy and Utilities: Natural Gas — 14.9%
AGL ResourcesInc. ......... 805,954 839,520
Atmos Energy Corp. . ........ 66,880 74,400
Cascade Natural Gas Corp. . . . . 295,987 263,580
Chesapeake Utilities Corp. . . . . 55,515 67,800
Delta Natural Gas Co. Inc. . .. 496,324 700,002
Dynegy Inc.,CLAT ......... 250,000 168,000
EnergySouthInc. ........... 26,780 32,800
National Fuel GasCo. ....... 890,728 989,900
NicoriInc. ................. 1,982,877 3,339,900
NUICorp. ... 174,468 232,800
ONEOK InC. ............... 1,121,404 1,275,950
Peoples Energy Corp. ........ 665,481 814,910
Piedmont Natural Gas Co. Inc. . 588,123 776,200
RGC Resources, Inc. ........ 59,164 70,020
SEMCO EnergyInc.......... 1,528,444 669,300
Southern Union Co.t ........ 1,458,095 1,737,468
Southwest GasCorp. ........ 3,596,118 3,071,100

14,062,342 15,123,650
Energy and Utilites: Water —5.3%
American States Water Co. . . . . 266,173 327,600
Artesian Resources Corp., Cl. A 257,250 395,989
BIWLHD. .................. 385,069 372,075
California Water

ServiceGroup . ......... 566,928 577,022
Connecticut Water
Servicelnc. ............ 146,455 191,625

Middlesex Water Co. ........ 801,886 948,640
Pennichuck Corp. ........... 489,727 495,630
Philadd phia Suburban Corp. .. 183,101 292,560
SIWCOP. .o 1,768,527 1,560,075

See accompanying notes to financial statements.
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Shares

5,512
6,000

18,000

10,000

28,000

6,168

19,532

50,000

45,000
30,000
24,000
140,000
18,000

2,000

19,788
9,000
2,000

40,000

49,000
2,045

39,000
35,000

PORTFOLIO OF INVESTMENTS (Continued)
June 30, 2003 (Unaudited)

Cost

COMMON STOCKS (Continued)
Energy and Utilities: Water (Continued)
Southwest Water Co.

$ 52,058 $ 77,003

York Water Co. ........... 108,629
5,025,983
Environmental Services — 0.1%
Catalytica Energy
Systemsinc.t.......... 179,986
Equipment and Supplies — 0.0%
Capstone Turbine Carp.T .. .. 13,980
Exchange Traded Funds - 2.1%
UtilitiesHOLDRs Trust . . ... 2,015,370
Metals and Mining — 0.5%
Fording Canadian Coal
Trust (New York) ....... 132,561
Fording Canadian Coal
Trust (Toronto) ........ 389,730
522,291
Satellite — 0.6%
Genera Motors Corp., Cl. HT 870,553
Telecommunications — 6.6%
BellSouthCorp. ........... 1,411,141
BT Groupplc, ADR ........ 1,094,015
CenturyTd Inc. ............ 910,440
Cincinnati Bell Inc.t 953,620
Citizens Communications
Cot v 132,130
Commonwedth Tdephone
Enterprisesinc.t ....... 65,002
D& E Communications Inc. 231,091
Deutsche Tdekom AG, ADR T 162,149
France Telecom SA, ADR ... 22,799
Touch AmericaHoldings Inc.t 38,488
Verizon Communications Inc. 1,876,164
WilTd Communications Inc.t 53,526
6,950,295
Wireless Communications — 1.0%
mmO2 plc, ADRT .......... 405,354
Nextel Communications Inc.,
CLAT ... o il 460,343
865,697
TOTAL COMMON
STOCKS .............

85,952,673 88,969,043

See accompanying notes to financial statements.
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Market Market
Value Shares Cost Value
PREFERRED STOCKS - 1.2%
Telecommunications — 1.2%
23,000 Citizens Communications Co.,
98,520 5.00% Cv.Pfd.......... $ 1,094,616 $ 1,219,000
5,336,739 Principal
Amount
CORPORATE BONDS - 0.8%
Energy and Utilities: Integrated — 0.8%
48,600 $ 1,100,000 Mirant Corp., Sub. Deb. Cv.,
2.500%, 06/15/211 ..... 833,029 825,000
10.900 REPURCHASE AGREEMENT - 10.0%
: 10,089,000 Agreement with State Street
Bank and Trust Co.,
1.080%, dated 06/30/03,
2,088,800 due 07/01/03, proceeds at
maturity, $10,089,303(a) 10,089,000 10,089,00
TOTAL INVESTMENTS - 99.9% ...... $ 97,969,318 $ 101,102,043
111,764 Other Assets in Excess of Liabilities—0.1% ........... 150,362
350,750  NET ASSETS - 100.0%
462,514 (15,282,735 sharesoutstanding) ... ..............ouu... 101,252,405
640,500 NET ASSET VALUE
($101,252,405 + 15,282,735 shares outstanding) ......... $6.63
1,198,350 For Federal tax purposes:
Aggregatecost ... ... $ 97,227,406
1,009,800 =
836,400 . L.
938,000 Gross unrealized appreciation . ............ $ 10,072,345
' Gross unrealized depreciation . ... ......... (6,197,708)
232,020
Net unrealized appreciation .............. $ 3,874,637
87,940
226,573 (€)] Collaterdized by U.S. Treasury Note, 3.375%, due
04/30/04, market value $10,293,821.
136,800 . . -
T Non-income producing security.
49,300 ADR — American Depository Receipt.
2,680 CVO - Contingent Value Obligation.
1,933,050
30,143
6,681,056
359,970
632,800
992,770



THE GABELLI UTILITY TRUST

STATEMENT OF ASSETS AND LIABILITIES STATEMENT OF OPERATIONS
June 30, 2003 (Unaudited) For the Six Months Ended June 30, 2003 (Unaudited)
Assets: Investment Income:
Investments, at value (Cost $97,969,318) .. .. $101,102,043 Dividends (net of foreign taxes $4,647) ... ... .. $1,582,099
Cash . 757 Interest ... 106,091
Dividends and interest receivable .......... 308,141
Receivable for investmentssold .. .......... 489,920 Total Investment Income .. ................ 1,688,190
Otherassets ............ccooviiiiiinnn.. 3,465  Expenses:
- Investment advisory fees ................... 462,568
Total Assets ...............ccvvuvunn.. 101,904,326
Shareholder communicationsexpenses ........ 146,113
Liabilities: Shareholder servicesfees . .................. 123,155
Payable for investmentspurchased ......... 182,918 Payroll ...... ... 66,335
Payable for investment advisory fees . . ... ... 83,812 Trustees fees .......... ...t 22,582
Payable for audit and legal fees ............ 19,118 Lega andauditfees ....................... 17,718
Other accrued expenses . ................. 366,073 Custodianfees ..., 7,448
Total Liabilities . . . ...\ 651,921 Miscellaneousexpenses . ...t 48,770
Net Assets applicable to 15,282,735 shares Total EXpenses . .............ooviuueenn. 894,689
outstanding .. ... $101,252,405 —
Less: Custodian fee credit ................ (147)
Net Assets consist of:
Shares of beneficial interest, at par value. . . . . $15,283 Net EXPEnses .............cooueuuenin... 894,542
Additional paid-incapital ................ 103,846,628 -
Accumulated net investment loss . . ......... (4,686,805) Net Investment Income ................... 793,648
Accumulated net realized loss on investments (1,055,344) -
Net unrealized appreciation on investments. . . 3,132,643  Net Realized and Unrealized Gain (Loss) on Invest-
Total Net Assets .. ............c.coouuun.. $101,252,405 ments ) o
Net Asset Value - Net reallzed_lossm |r_1vestments [EERERRPR RS (1,635,388)
($101,252,405 + 15,282,735 shares out- Net change in unrealized appreciation on
invesments . .......... ... ... 11,593,255

standing; unlimited number of shares

authorized of $0.001 par value) ... ... $6.63 . . .
_— Net Realized and Unrealized Gain (Loss) on

Investments .......................... 9,957,867

Net Increase in Net Assets Resulting
from Operations ...................... $10,751,515

STATEMENT OF CHANGES IN NET ASSETS

Six Months Ended

June 30, 2003 Year Ended
(Unaudited) December 31, 2002

Operations:

Net investment iNCOME . . ... ..ot e $ 793,648 $ 1,448,624

Net realized |0SSON INVESIMENTS . . . ..ot et a e (1,635,388) 3,644,126

Net change in unrealized gppreciations/depreciation on invegments. . ......... 11,593,255 (11,989,550)

Net Increase (Decrease) in Net Assets resulting from operations . .......... 10,751,515 (6,896,800)
Distributions to Common Stock Shareholders:

Net investment iNCOMe . . ... ...ttt (793,648) (1,475,143)

Net realized gainoONiNVeStMENtS . ....... ... .ot — (4,760,629)

Returnof capital .. ... ... (4,686,805) (3,261,058)

Total Distributions to Common Stock Shareholders ..................... (5,480,453) (9,496,830)
Trust Share Transactions:

Net increasein net assets from common sharesissued in rights offering . .. ... .. — 27,737,238

Net increase in net assets from common sharesissued upon

reinvestment of dividends and distributions. . ........... ... ... ... .. 870,263 1,570,082

Net Increase in Net Assets from Trust Share Transactions ............... 870,263 29,307,320

Net Increase in Net ASSetS . ... ...t 6,141,325 12,913,690
Net Assets:

Beginning of period .. ....... ... 95,111,080 82,197,390

Endof period ...........ii $101,252,405 $95,111,080

See accompanying notes to financial statements.
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NOTES TO FINANCIAL STATEMENTS (Unaudited)

1. Organization. The Gabelli Utility Trust (the"Utility Trust") isaclosed-end, non-diversified management
investment company organized asa Delaware businesstrust on February 25, 1999 and registered under the
Investment Company Act of 1940, as amended (the "1940 Act"), whose primary objective is long-term
growth of capital and income. The Utility Trust had no operations prior to July 9, 1999, other than the sale
of 10,000 shares of beneficial interest for $100,000to The Gabelli Equity Trust Inc. (the "Equity Trust") at
$10.00 per share. On July 9, 1999, the Utility Trust had a 4 for 3 stock split making the balance of Utility
Trust sharesheld by the Equity Trust as 13,333. On July 9, 1999, the Equity Trust contributed $79,487,260
in cash and securitiesin exchangefor shares of the Utility Trust, and on the same date distributed such shares
to Equity Trust shareholders of record on July 1, 1999 at the rate of one share of the Utility Trust for every
ten shares of the Equity Trust. Investment operations commenced on July 9, 1999.

Effective August 1, 2002, the Fund modified its non-fundamental investment policy (the"80% Padlicy") to
increase, from 65% to 80%, the portion of itsassets that it will invest, under normal market conditions, in
common stocks and other securities of foreign and domestic companies involved in providing products,
servicesor equipment for (i) the generation or distribution of electricity, gasand water and (ii) telecommuni-
cations services or infrastructure operations (the "Utility Industry").

The 80% Policy may be changed without shareholder approval. However, the Fund has adopted a policy to
provide shareholders with at least 60 days notice of the implementation of any change in the 80% Policy.

2. Significant Accounting Policies. The preparation of financial statements in accordance with generally
accepted accounting principles requires management to make estimates and assumptions that affect the
reported amountsanddisclosuresinthefinancial statements. Actual resultscoulddiffer from those estimates.
Thefollowingisasummary of significant accounting policiesfollowed by theUtility Trustinthe preparation
of itsfinancial statements.

Security Valuation. Portfolio securities listed or traded on a nationally recognized securities exchange,
quoted by the National Association of Securities Dealers Automated Quotations, Inc. ("Nasdaq") or traded
in the U.S. over-the-counter market for which market quotations are readily available are valued at the last
quoted sale price on that exchange or market as of the close of business on the day the securitiesare being
valued. If there were no sales that day, the security is valued at the average of the closing bid and asked
pricesor, if therewere no asked prices quoted on that day, then the security isvalued at the closing bid price
on that day. If no bid or asked prices are quoted on such day, the security is valued at the most recently
available price or, if the Board of Trustees so determines, by such other method as the Board of Trustees
shall determine in good faith, to reflect its fair market value. Portfolio securities traded on more than one
national securities exchange or market are valued according to the broadest and most representative market,
asdetermined by Gabelli Funds, LLC (the"Adviser"). Portfolio securities primarily traded inforeign markets
are generally valued at the preceding closng values of such securities on their respective exchanges or
markets. Securities and assets for which market quotations are not readily available arevalued at their fair
value as determined in good faith under procedures established by and under the general supervision of the
Board of Trustees. Short term debt securities with remaining maturities of 60 days or less are valued at
amortized cost, unless the Board of Trustees determines such does not reflect the securities fair value, in
which case these securities will be vaued at their fair value as determined by the Board of Trustees. Debt
instruments having a maturity greater than 60 days for which market quotations are readily available are
valued at thel atest average of the bid and asked prices. If there were no asked prices quoted on such day, the

B-33



NOTES TO FINANCIAL STATEMENTS (Continued) (Unaudited)

security is valued using the closing bid price on that day. Options are valued at the last sale price on the
exchange on which they arelisted. If no sales of such options have taken place that day, they will be valued
at the mean between their closing bid and asked prices.

Repurchase Agreements. The Utility Trust may enter into repurchase agreementswith primary government
securities deal ers recognized by the Federal Reserve Bank of New Y ork, with member banks of the Federal
Reserve System or with other brokersor dealers that meet credit guidelines established by the Adviser and
reviewed by the Board of Trustees. Under thetermsof atypical repurchase agreement, the Utility Trust takes
possession of an underlyingdebt obligation subject to an obligation of the seller torepurchase, and the Utility
Trust to resell, the obligation at an agreed-upon price and time, thereby determining the yield during the
Utility Trust's holding period. The Utility Trust will always receive and maintain securities as collatera
whose market value, including accrued interest, will beat least equal to 102% of the dollar amount invested
by the Utility Trust in each agreement. The Utility Trust will make payment for such securities only upon
physical delivery or upon evidence of book entry transfer of the collateral to the account of the custodian.
Totheextent that any repurchase transacti on exceeds one business day, thevalue of the collaterd ismarked-
to-market on adaily basisto maintain the adequacy of the collateral. If the seller defaults and the value of
the collateral declinesor if bankruptcy proceedings are commenced with respect to the seller of the security,
realization of the collateral by the Utility Trust may be delayed or limited.

Securities Sold Short. A short sale involves selling a security which the Utility Trust does not own. The
proceeds received for short sales are recorded as liabilities and the Utility Trust records an unrealized gain
or lossto the extent of thedifference between the proceeds received and the value of the open short position
ontheday of determination. The Utility Trust recordsarealized gain or losswhen the short positionisclosed
out. By enteringinto ashort sale, the Utility Trust bearsthemarket risk of an unfavorable changeintheprice
of the security sold short. Dividends on short sales are recorded as an expense by the Utility Trust ontheex-
dividend date and interest expense is recorded on the accrual basis.

Foreign Currency Translation. The booksand records of the Utility Trust aremaintained in United States
(U.S.) dollars Foreign currencies, investmentsand other assetsand liabilitiesaretrand ated into U.S. dollars
at the exchange rates prevailing at the end of the period, and purchases and sales of investment securities,
income and expenses are trandated at the exchange rate prevailing on the respective dates of such
transactions. Unrealized gains and losses, which result from changes in foreign exchange rates and/or
changes in market prices of securities, have been included in unrealized appreciation/depreciation on
investmentsand foreign currency transactions. Net reali zed foreign currency gains and losses resulting from
changesin exchangeratesinclude foreign currency gains and losses between trade date and settlement date
on investment securities transactions, foreign currency transactionsand the difference between the amounts
of interest and dividends recorded on the books of the Utility Trust and the amounts actually received. The
portion of foreign currency gains and lossesrel ated to fluctuation in exchange rates between theinitial trade
date and subsequent saletrade date isincluded in redized gain/(loss) on investments.

Securities Transactions and Investment Income. Securities transactions are accounted for as of the trade
date with realized gain or loss on investments determined by using the identified cost method. Interest
income (including amortization of premium and accretion of discount) is recorded as earned. Dividend
income is recorded on the ex-dividend date.
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NOTES TO FINANCIAL STATEMENTS (Continued) (Unaudited)

Dividends and Distributions to Shareholders. Distributions to shareholders are recorded on the ex-
dividend date. Income distributions and capital gain distributions are determined in accordance with Federal
incometax regulations, whichmay differ from accounting principlesgenerally acceptedinthe United States.

Provision for Income Taxes. The Utility Trust intends to continue to qualify as a regulated investment
company under Subchapter M of the Internal Revenue Code of 1986, as amended. As a result, a Federal
income tax provision is not required.

Dividends and interest from non-U.S. sources received by the Utility Trust are generally subject to non-
U.S. withholding taxes at rates ranging up to 30%. Such withholding taxes may be reduced or eliminated
under the terms of applicable U.S. income tax treaties, and the Utility Trust intends to undertake any
procedural steps required to claim the benefits of such treaties.

3. Agreements and Transactions with Affiliates. TheUtility Trust hasenteredinto aninvestment advisory
agreement (the "Advisory Agreement™) with the Adviser which providesthat the Utility Trust will pay the
Adviser on the first business day of each month a fee for the previous month equal on an annual basis to
1.00% of the vaue of the Utility Trust's average daly net assets. In accordance with the Advisory
Agreement, the Adviser provides a continuous investment program for the Utility Trust's portfolio and
oversees the administration of all aspects of the Utility Trust's business and affairs.

During the six months ended June 30, 2003, Gabelli & Company, Inc. and its affiliates received $26,975
in brokerage commissionsasaresult of executingagency transactionsin portfolio securitieson behalf of the
Utility Trust.

The cost of calculating the Trust's net asset value per shareisa Trust expense pursuant to the Investment
Advisory Agreement between the Trust and the Adviser. During the six months ended June 30, 2003, the
Gabelli Utility Trust reimbursed the Adviser $17,400 in connection with the cost of computing the Trust's
net asset value.

4. Portfolio Securities. Cost of purchases and proceeds from sales of securities, other than short-term
securities, for the six months ended June 30, 2003 aggregated $13,736,614 and $2,710,040, respectively.

5. Capital. TheBoard of Trusteesof the Utility Trust has authorized the repurchase of itsshares onthe open
market when the shares are trading at a discount of 10% or more (or such other percentage as the Board of
Trustees may determine from time to time) from the net asset value of the shares. During the six months
ended June 30, 2003, theUtility Trust did not repurchase any shares of beneficial interest in the open market.

On May 22, 2002, the Utility Trust distributed onetransferable right for each of the 11,294,893 common
shares outstanding to shareholders of record on that date. Three rights were required to purchase one
additional common share at the subscription price of $7.50 per share. The subscription period expired on
June 27, 2002. Therightsofferingwasfully subscribedresulting intheissuance of 3,764,965 commonshares
and proceeds of $28,237,239 to the Utility Trust, prior to the deduction of estimated expenses of $500,000.
Thenet asset val ue per share of the Utility Trust common sharehol derswas enhanced by approximately $0.15
per share as aresult of the issuance of shares above net asset value.

Transactions in shares of beneficia interest were as follows:
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NOTES TO FINANCIAL STATEMENTS (Continued) (Unaudited)

Six Months Ended

June 30, 2003 Year Ended
(Unaudited) December 31, 2002
Shares Amount Shares Amount
Sharesissued inrightsoffering ............. ... ... ...... — — 3,764,965 $27,737,239
Shares issued upon reinvestment
of dividends and distributions ......................... 102,243 $870,263 185,730 1,570,081
NELINCIEASE .. oottt e e et 102,243 $870,263 3,950,695 $29,307,320

6. Industry Concentration. Because the Utility Trust primarily invests in common stocks and other
securities of foreign and domestic companiesin the Utility Industry, its portfolio may be subject to greater
risk and market fluctuations than aportfolio of securities representing a broad range of investments.
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APPENDIX A

CORPORATE BOND RATINGS

MOODY'S INVESTORS SERVICE, INC.

Aaa

Bonds that are rated Aaa are judged to be of the best quality. They carry the smallest degree
of investment risk and are generally referred to as "gilt edge." Interest payments are protected
by alarge or exceptionally stable margin and principal issecure. While the various protec-
tive dements are likely to change, such changes as can be visuadized are most unlikely to
impair the fundamentally strong position of such issues.

Aa

Bonds that are rated Aa are judged to be of high quality by all standards. Together with the
Aaa group they comprise what are generally known as high grade bonds. They are rated
lower than the best bonds because margins of protection may not be aslarge asin Aaa
securities or fluctuation of protective elements may be of greater amplitude or there may be
other elements present which make the long-term risk appear somewhat larger than in Aaa
Securities.

Bonds that are rated A possess many favorable investment attributes and are to be considered
as upper-medium-grade obligations. Factors giving security to principal and interest are
considered adequate, but elements may be present which suggest a susceptibility to impair-
ment some time in the future.

Baa

Bonds that are rated Baa are considered as medium-grade obligationsi.e., they are neither
highly protected nor poorly secured. Interest payments and principal security appear
adequate for the present, but certain protective elements may be lacking or may be character-
istically unreliable over any great length of time. Such bonds lack outstanding investment
characteristics and in fact have speculative characteristics as well.

Ba

Bonds that are rated Ba are judged to have speculative elements; their future cannot be
considered as well assured. Often the protection of interest and principal payments may be
very moderate and thereby not well safeguarded during both good and bad times over the
future. Uncertainty of position characterizesbondsin this class.

Bondsthat are rated B generally lack characteristics of the desirable investment. Assurance
of interest and principal payments or of maintenance of other terms of the contract over any
long period of time may be small. Moody's applies numerical modifiers (1, 2, and 3) with
respect to the bonds rated "Aa" through "B." The maodifier 1 indicates that the company ranks
in the higher end of its generic rating category; the modifier 2 indicates a mid-range ranking;
and the modifier 3 indicates that the company ranksin the lower end of itsgeneric rating
category.

Caa

Bonds that are rated Caa are of poor standing. These issues may be in default or there may
be present elements of danger with respect to principal or interest.

Ca

Bonds that are rated Ca represent obligations which are speculativein a high degree. Such
issues are often in default or have other marked shortcomings.
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C Bonds that are rated C are the lowest rated class of bonds and issues so rated can be regarded
as having extremel y poor prospects of ever attaining any rea investment standing.

STANDARD & POOR'S RATINGS SERVICES

AAA Thisis the highest rating assigned by S&P to a debt obligation and indicates an extremely
strong capacity to pay interest and repay principal.

AA Debt rated AA has a very strong capacity to pay interest and repay principal and differs
from AAA issuesonly in small degree. Principal and interest payments on bondsin this
category are regarded as safe.

A Debt rated A has a strong capacity to pay interest and repay principal although they are

somewhat more susceptible to the adverse effects of changesin circumstances and eco-
nomic conditionsthan debt in higher rated categories.

BBB Thisisthe lowest investment grade. Debt rated BBB has an adequate capacity to pay
interest and repay principal. Whereas it normally exhibits adequate protection parameters,
adverse economic conditions or changing circumstances are more likely to lead to a
weakened capacity to pay interest and repay principal for debt in this category than in
higher rated categories.

Speculative Grade

Debt rated BB, CCC, CC and C are regarded, on balance, as predominantly speculative with respect to
capacity to pay interest and repay principa in accordance with theterms of the obligation. BB indicatesthe
lowest degree of speculation, and C the highest degree of speculation. Whilesuch debt will likely have some
quality and protective characteristics, these are outweighed by large uncertainties or major exposures to
adverse conditions. Debt rated C1 isreserved for income bonds onwhich no interest isbeing paid and debt
rated D isin payment default.

InJuly 1994, S& Pinitiated an"'r" symbol toitsratings. The"r" symbol isattached to derivatives, hybrids
and certain other obligations that S& P believes may experience high variability in expected returns due to
non-credit risks created by the terms of the obligations.

"AA" to"CCC" may be modified by the addition of aplus or minussignto show relative standing within
the major categories.

"NR" indicates that no public rating has been requested, that there is insufficient information on which
to base arating, or that S& P does not rate a particular type of obligation as a matter of policy.
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