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                NEUBERGER BERMAN INTERMEDIATE MUNICIPAL FUND INC.
                       STATEMENT OF ADDITIONAL INFORMATION
                         AUCTION MARKET PREFERRED SHARES

     Neuberger Berman Intermediate Municipal Fund Inc. (the "Fund") is a
recently organized, diversified, closed-end management investment company.

     This Statement of Additional Information relating to Series A auction
market preferred shares and Series B auction market preferred shares
(collectively, "AMPS") is not a prospectus, and should be read in conjunction
with the Fund's prospectus relating to AMPS dated December 12, 2002. This
Statement of Additional Information does not include all information that a
prospective investor should consider before purchasing AMPS, and investors
should obtain and read the prospectus prior to purchasing such shares. You can
get a free copy of the prospectus from Neuberger Berman Management Inc. ("NB
Management"), 605 Third Avenue, 2nd Floor, New York, New York 10158-0180 or by
calling 877-461-1899. You may also obtain a copy of the prospectus (and other
information regarding the Fund) from the Securities and Exchange Commission's
("SEC") web site (http://www.sec.gov). Capitalized terms used but not defined in
this Statement of Additional Information have the meanings ascribed to them in
the prospectus.

     No person has been authorized to give any information or to make any
representations not contained in the prospectus or in this Statement of
Additional Information in connection with the offering made by the prospectus,
and, if given or made, such information or representations must not be relied
upon as having been authorized by the Fund. The prospectus and this Statement of
Additional Information do not constitute an offering by the Fund in any
jurisdiction in which such offering may not lawfully be made.

     The "Neuberger Berman" name and logo are service marks of Neuberger Berman,
LLC. "Neuberger Berman Management Inc." and the name of the Fund are either
service marks or registered trademarks of Neuberger Berman Management
Inc.(C)2002 Neuberger Berman Management Inc. All rights reserved.

      This Statement of Additional Information is dated December 12, 2002.
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                                 USE OF PROCEEDS

     The net proceeds of the offering of AMPS of the Fund will be approximately
$177,261,000 after payment of offering costs. Pending investment in municipal
bonds (as described below) that meet the Fund's investment objective and
policies, it is anticipated that the net proceeds of the offering will be
invested in high quality, short-term, tax-exempt securities. If necessary to
invest fully the net proceeds of the offering immediately, the Fund may also
purchase high quality, short-term securities, including mortgage-backed and
corporate debt securities, the income on which is subject to federal income tax.

                        INVESTMENT OBJECTIVE AND POLICIES

     The investment objective and general investment policies of the Fund are
described in the prospectus. Additional information concerning the
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characteristics of certain of the Fund's investments is set forth below.

     The Fund's investment objective is to provide holders of common stock
("Common Stockholders") a high level of current income exempt from federal
income tax. This income, if any, will be distributed to Common Stockholders
after the satisfaction of the obligation to pay dividends on AMPS. The
investment objective and, unless otherwise specified, the investment policies
and limitations of the Fund are not fundamental. Any investment objective,
policy or limitation that is not fundamental may be changed by the Board of
Directors of the Fund (the "Board") without stockholder approval. The
fundamental investment policies and limitations of the Fund may not be changed
without the approval of the holders of a majority of the outstanding common
stock ("Common Shares") and AMPS voting as a single class, as well as by the
vote of a majority of the outstanding AMPS tabulated separately. A "majority of
the outstanding" shares means (i) 67% or more of the shares present at a
meeting, if the holders of more than 50% of the shares are present or
represented by proxy, or (ii) more than 50% of the shares, whichever of (i) or
(ii) is less. These percentages are required by the Investment Company Act of
1940, as amended ("1940 Act").

     All or a portion of the interest paid on the municipal obligations the Fund
holds may be an item of tax preference for purposes of the federal alternative
minimum tax ("AMT") ("Tax Preference Item"), with the result that all or a
portion of the dividends paid to Fund stockholders also would be such an item.
AMPS thus may not be a suitable investment for investors who are subject to the
AMT or would become subject thereto by investing in AMPS. The suitability of an
investment in AMPS will depend upon a comparison of the after-tax yield likely
to be provided from the Fund with that from comparable tax-exempt investments
not subject to the AMT, and from comparable fully taxable investments, in light
of each such investor's tax position. Special considerations apply to corporate
investors. See "Tax Matters."

     Under normal market conditions, the Fund will invest at least 80% of its
total assets in municipal bonds (as described below) rated, at the time of
investment, within the four highest categories by a nationally recognized
statistical rating organization ("NRSRO") (or, if unrated, judged by NB
Management to be of comparable quality). The Fund's policies on the credit
quality of its investments apply only at the time of the purchase of a security,
and the Fund is not required to dispose of securities if Standard & Poor's
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Ratings Services, a division of The McGraw-Hill Companies, Inc. ("S&P"), Moody's
Investors Service, Inc. ("Moody's") or any other NRSRO downgrades its assessment
of the credit characteristics of a particular issuer or if NB Management
reassesses its view with respect to the credit quality of the issuer thereof.

     The Fund may invest up to 20% of its total assets in municipal bonds that,
at the time of investment, are rated Ba/BB or B by Moody's, S&P or Fitch Ratings
("Fitch") or that are unrated but judged to be of comparable quality by NB
Management. Bonds of below-investment grade quality (Ba/BB or below) are
commonly referred to as "junk bonds." For a description of the risks associated
with lower-quality securities, see "High Yield Securities (`Junk Bonds')" below.

                             INVESTMENT RESTRICTIONS

     The following investment restrictions of the Fund are fundamental and
cannot be changed without the approval of the holders of a majority of the
Fund's outstanding voting securities as defined in the 1940 Act. The Fund may
not:
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     1.   DIVERSIFICATION. Purchase securities (other than obligations issued or
guaranteed by the U.S. Government or its agencies or instrumentalities or
securities of other investment companies) of any issuer if as a result of the
purchase, more than 5% of the value of the Fund's total assets would be invested
in the securities of the issuer, except that up to 25% of the value of the
Fund's total assets may be invested without regard to this 5% limitation.

     2.   CONCENTRATION. Invest 25% or more of its total assets in issuers
having their principal business activities in the same industry.

     3.   SENIOR SECURITIES. Issue senior securities if such issuance is
specifically prohibited by the 1940 Act or the rules or regulations thereunder.

     4.   BORROWING. Borrow money in excess of 33 1/3% of its total assets
(including the amount of money borrowed) minus liabilities (other than the
amount borrowed), except that the Fund may borrow up to an additional 5% of its
total assets for temporary purposes.

     5.   LENDING. Make loans of money or property to any person, except to the
extent that the securities in which the Fund may invest are considered to be
loans and except that the Fund may lend money or property in connection with the
maintenance of the value of or the Fund's interest with respect to the municipal
securities it owns and may lend portfolio securities.

     6.   UNDERWRITING. Engage in the business of underwriting the securities of
other issuers, except to the extent that the Fund may be deemed an underwriter
in connection with the sale of securities in its portfolio.

     7.   REAL ESTATE. Purchase or sell real estate unless acquired as a result
of ownership of securities or other instruments. This policy does not prevent
the Fund from investing in issuers that invest, deal, or otherwise engage in
transactions in or hold real estate or interests therein, investing in
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instruments that are secured by real estate or interests therein, or exercising
rights under agreements relating to such securities, including the right to
enforce security interests.

     8.   COMMODITIES. Purchase or sell physical commodities unless acquired as
a result of ownership of securities or other instruments. This policy does not
prevent the Fund from engaging in transactions involving futures contracts and
options, forward contracts, swaps, caps, floors, collars, securities purchased
or sold on a forward-commitment or delayed-delivery basis or other financial
instruments, or investing in securities or other instruments that are secured by
physical commodities.

     As a fundamental policy, the Fund will invest at least 80% of its total
assets in Municipal Bonds. If because of market action, the Fund falls out of
compliance with this policy, it will make future investments in such a manner as
to bring the Fund back into compliance with the policy.

     The following investment policies and limitations of the Fund are
non-fundamental. The Fund may not:

     1.   MARGIN TRANSACTIONS. Buy any securities on "margin." Neither the
deposit of initial or variation margin in connection with hedging and risk
management transactions nor short-term credits as may be necessary for the
clearance of transactions is considered the purchase of a security on margin.

     2.   SHORT SALES, PUTS AND CALLS. Sell securities short (unless it owns or
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has the right to obtain securities equivalent in kind and amount to the
securities sold short). This policy does not prevent the Fund from entering into
short positions in futures contracts, options, forward contracts, swaps, caps,
floors, collars, securities purchased or sold on a forward-commitment or delayed
delivery basis or other financial instruments.

     Unless otherwise indicated, all limitations applicable to the Fund's
investments (as stated above and elsewhere in this Statement of Additional
Information) are applied only at the time a transaction is entered into. If
because of changes in the value of the Fund's portfolio, the asset coverage for
any borrowings were to fall below 300%, this would limit the Fund's ability to
pay dividends and therefore, the Fund intends to restore the 300% asset coverage
as soon as practical in light of the circumstances. Any subsequent change in a
rating assigned by any NRSRO to a security (or, if unrated, any change in the
judgment of NB Management as to comparable quality), or change in the percentage
of the Fund's total assets invested in certain securities or other instruments,
or change in the average duration of the Fund's investment portfolio, resulting
from market fluctuations or other changes in the Fund's total assets, will not
require the Fund to dispose of an investment unless and until NB Management
determines that it is appropriate and practicable to sell or close out the
investment without undue market or tax consequences to the Fund. If rating
agencies assign different ratings to the same security, NB Management will
determine which rating it believes best reflects the security's quality and risk
at that time, which may be the higher of the several assigned ratings.

                                       3

     Under the 1940 Act, a "senior security" does not include any promissory
note or evidence of indebtedness where such loan is for temporary purposes only
and in an amount not exceeding 5% of the value of the total assets of the issuer
at the time the loan is made. A loan is presumed to be for temporary purposes if
it is repaid within sixty days and is not extended or renewed.

     The Fund would be deemed to "concentrate" in a particular industry if it
invested 25% or more of its total assets in that industry. The Fund's industry
concentration policy does not preclude it from focusing investments in issuers
in a group of related industrial sectors (such as different types of utilities).

     To the extent the Fund covers its commitment under a derivative instrument
by the segregation of assets determined by NB Management to be liquid in
accordance with procedures adopted by the Board, and/or by holding instruments
representing offsetting commitments, such instrument will not be considered a
"senior security" for purposes of the asset coverage requirements otherwise
applicable to borrowings by the Fund or the Fund's issuance of AMPS.

     The Fund interprets its policies with respect to borrowing and lending to
permit such activities as may be lawful for the Fund, to the full extent
permitted by the 1940 Act or by exemption from the provisions therefrom pursuant
to exemptive order of the SEC.

     It is a condition of closing the offering of AMPS that the AMPS be offered
with a rating of "AAA" from Fitch and of "Aaa" from Moody's. In order to obtain
and maintain the required ratings, the Fund is required to comply with
investment quality, diversification and other guidelines established by Moody's
and Fitch. Such guidelines will likely be more restrictive than the restrictions
set forth above. The Fund does not anticipate that such guidelines would have a
material adverse effect on the Fund's stockholders or its ability to achieve its
investment objective. Moody's and Fitch receive fees in connection with their
ratings issuances.

     CASH MANAGEMENT AND TEMPORARY DEFENSIVE POSITIONS. For temporary defensive
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purposes, or to manage cash pending investment or payout, the Fund may invest up
to 100% of its total assets in cash and cash equivalents, U.S. Government and
Agency Securities, commercial paper and certain other money market instruments,
as well as repurchase agreements collateralized by the foregoing.

     Pursuant to an exemptive order received from the SEC, the Fund also may
invest up to 25% of its total assets in shares of a money market fund managed by
NB Management to manage uninvested cash and cash collateral received in
connection with securities lending.

     FURTHER INVESTMENT POLICIES AND INVESTMENT TECHNIQUES

     The following information supplements the discussion of the Fund's
investment objective, policies, and techniques that are described in the
prospectus.

     The Fund's policy is to invest, under normal conditions, at least 80% of
its total assets in municipal bonds with remaining maturities of less than 15
years and to maintain a dollar-weighted average duration of the entire portfolio
between 3 and 8 years. For this purpose, any scheduled principal prepayments
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will be reflected in the calculation of dollar-weighted average duration. The
Fund may invest up to 20% of its total assets in municipal bonds that, at the
time of investment, are rated Ba/BB or B by Moody's, S&P or Fitch or unrated but
judged to be of comparable quality by NB Management.

Investment In Municipal Bonds
-----------------------------

     Municipal bonds are issued by or on behalf of states, territories and
possessions of the United States and the District of Columbia and their
political subdivisions, agencies and instrumentalities, the interest on which,
in the opinion of special bond counsel or other counsel to the issuer of such
securities is, at the time of issuance, not includable in gross income for
federal income tax purposes. Under normal market conditions, at least 80% of the
Fund's total assets will be invested in municipal bonds with remaining
maturities of less than 15 years.

     The "issuer" of municipal bonds is generally deemed to be the governmental
agency, authority, instrumentality or other political subdivision, or the
non-governmental user of a revenue bond-financed facility, the assets and
revenues of which will be used to meet the payment obligations, or the guarantee
of such payment obligations, of the municipal bonds.

     Municipal bonds may have fixed or variable interest rates. The Fund may
purchase floating and variable rate demand notes, which are municipal
obligations normally having a stated maturity in excess of one year, but which
permit the holder to tender the notes for purchase at the principal amount
thereof at shorter intervals. The interest rate on a floating rate demand note
is based on a known lending rate, such as a bank's prime rate, and is adjusted
each time such rate is adjusted. The interest rate on a variable rate demand
note is adjusted at known intervals, on the basis of a specific benchmark. There
generally is no secondary market for these notes, although they may be tendered
for redemption or remarketing at face value and thus may be determined to be
liquid. Each such note purchased by the Fund will meet the criteria established
for the purchase of municipal bonds.

     Municipal bonds that have fixed rates of interest are sensitive to changes
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in market interest rates. Generally, when interest rates are rising, the value
of the Fund's municipal bond holdings can be expected to decrease. When interest
rates are declining, the value of the Fund's municipal bond holdings can be
expected to increase. The Fund's net asset value may fluctuate in response to
the increasing or decreasing value of its municipal bond holdings. Generally,
the longer the maturity of a fixed-rate instrument, the greater the change in
value in response to a given change in market interest rates.

     The issuer of a municipal obligation might declare bankruptcy, which could
cause the Fund to experience delays collecting interest and principal. To
enforce its rights, the Fund might be required to take possession of and manage
the assets securing the issuer's obligation, which may increase the Fund's
expenses and reduce its net asset value. If the Fund took possession of a
bankrupt issuer's assets, income derived from the Fund's ownership and
management of the assets might not be tax exempt and more of the Fund's total
distributions to its stockholders thus would be taxable. The Fund might not be
able to take possession of the assets of a bankrupt issuer because of laws
protecting state and local institutions, limits on the investments the Fund is
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permitted to make and limits on the nature of the income the Fund is permitted
to receive imposed on it by the Internal Revenue Code of 1986, as amended (the
"Code"). If the Fund cannot take possession of a bankrupt issuer's assets and
enforce its rights, the value of the issuer's security may be greatly
diminished. This could reduce the Fund's net asset value.

     The U.S. Government has enacted laws that have restricted or diminished the
income tax exemption on some municipal bonds, and it may do so again in the
future. If this were to happen, more of the Fund's distributions to its
stockholders would be taxable. The issuer of a municipal bond may be obligated
to redeem the bond at face value, but if the Fund paid more than face value for
the bond, it may lose money when it sells the bond. Market rates of interest may
be lower for municipal bonds than for taxable securities, but this may be offset
by the federal income tax on income derived from taxable securities. There may
be less extensive information available about the financial condition of issuers
of municipal bonds than for corporate issuers with publicly traded securities.

     The Fund's investments in municipal bonds are subject to certain risks. In
addition to those discussed in the prospectus, they include the following:

     GENERAL OBLIGATION BONDS. A general obligation bond is backed by the
governmental issuer's pledge of its full faith and credit and power to raise
taxes for payment of principal and interest under the bond. The taxes or special
assessments that can be levied for the payment of debt service may be limited or
unlimited as to rate or amount. Many jurisdictions face political and economic
constraints on their ability to raise taxes. These limitations and constraints
may adversely affect the ability of the governmental issuer to meet its
obligations under the bonds in a timely manner.

     REVENUE BONDS OR SPECIAL OBLIGATION BONDS. Revenue bonds are backed by the
income from a specific project, facility or tax. Revenue bonds are issued to
finance a wide variety of public projects, including (1) housing, (2) electric,
gas, water, and sewer systems, (3) highways, bridges, and tunnels, (4) port and
airport facilities, (5) colleges and universities, and (6) hospitals. In some
cases, repayment of these bonds depends upon annual legislative appropriations;
in other cases, if the issuer is unable to meet its legal obligation to repay
the bond, repayment becomes an unenforceable "moral commitment" of a related
governmental unit (subject, however, to appropriations). Revenue bonds issued by
housing finance authorities are backed by a wider range of security, including
partially or fully insured mortgages, rent subsidized and/or collateralized
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mortgages, and net revenues from housing projects.

     Most private activity bonds are revenue bonds, in that principal and
interest are payable only from the net revenues of the facility financed by the
bonds. These bonds generally do not constitute a pledge of the general credit of
the public or private operator or user of the facility. In some cases, however,
payment may be secured by a pledge of real and personal property constituting
the facility.

     RESOURCE RECOVERY BONDS. Resource recovery bonds are a type of revenue bond
issued to build facilities such as solid waste incinerators or waste-to-energy
plants. Typically, a private corporation will be involved on a temporary basis
during the construction of the facility, and the revenue stream will be secured
by fees or rents paid by municipalities for use of the facilities. The credit
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and quality of resource recovery bonds may be affected by the viability of the
project itself, tax incentives for the project, and changing environmental
regulations or interpretations thereof.

     TENDER OPTION BONDS. Tender option bonds are created by coupling an
intermediate- or long-term fixed rate tax-exempt bond (generally held pursuant
to a custodial arrangement) with a tender agreement that gives the holder the
option to tender the bond at its face value. As consideration for providing the
tender option, the sponsor (usually a bank, broker-dealer, or other financial
institution) receives periodic fees equal to the difference between the bond's
fixed coupon rate and the rate (determined by a remarketing or similar agent)
that would cause the bond, coupled with the tender option, to trade at par on
the date of such determination. After payment of the tender option fee, the Fund
effectively holds a demand obligation that bears interest at the prevailing
short-term tax-exempt rate. NB Management considers the creditworthiness of the
issuer of the underlying bond, the custodian, and the third party provider of
the tender option. In certain instances, a sponsor may terminate a tender option
if, for example, the issuer of the underlying bond defaults on interest payments
or the bond's rating falls below investment grade. The tax treatment of tender
option bonds is unclear, and the Fund will not invest in them unless NB
Management has assurances that the interest thereon will be exempt from federal
income tax.

     LEASE OBLIGATIONS. Also included within the general category of municipal
bonds are participations in lease obligations or installment purchase contract
obligations (collectively "lease obligations") of municipal authorities or
entities. Although lease obligations do not constitute general obligations of
the municipality for which the municipality's taxing power is pledged, a lease
obligation is ordinarily backed by the municipality's covenant to budget for,
appropriate and make the payments due under the lease obligation. However,
certain lease obligations contain "non-appropriation" clauses, which provide
that the municipality has no obligation to make lease or installment purchase
payments in future years unless money is appropriated for such purpose on a
yearly basis. In addition to the "non-appropriation" risk, these securities
represent a relatively new type of financing that has not yet developed the
depth of marketability associated with more conventional bonds. Although "non
appropriation" lease obligations are often secured by the underlying property,
disposition of the property in the event of foreclosure might prove difficult.
The Fund may invest up to 100% of its assets in "non-appropriation" lease
obligations and in unrated "non-appropriation" lease obligations that, at the
time of investment, are judged by NB Management to have credit characteristics
equivalent to, and to be of comparable quality to, securities that are rated
investment grade.
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     The Fund will usually invest in municipal lease obligations through
certificates of participation ("COPs"), which give the Fund a specified,
undivided interest in the obligation. For example, a COP may be created when
long-term revenue bonds are issued by a governmental corporation to pay for the
acquisition of property. The payments made by the municipality under the lease
are used to repay interest and principal on the bonds. Once these lease payments
are completed, the municipality gains ownership of the property.

     In evaluating such unrated lease obligations, NB Management will consider
such factors as it deems appropriate, including:
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     o    whether the lease can be cancelled;

     o    the ability of the lease obligee to direct the sale of the underlying
     assets;

     o    the general creditworthiness of the lease obligor;

     o    the likelihood that the municipality will discontinue appropriating
     funding for the leased property if such property is no longer considered
     essential by the municipality;

     o    the legal recourse of the lease obligee in the event of such a failure
     to appropriate funding; and

     o    any limitations which are imposed on the lease obligor's ability to
     utilize substitute property or services other than those covered by the
     lease obligations.

High Yield Securities ("Junk Bonds")
------------------------------------

     The Fund may invest up to 20% of its total assets in municipal bonds that,
at the time of investment, are rated Ba/BB or B by Moody's, S&P or Fitch or are
unrated but judged to be of comparable quality by NB Management. Bonds of
below-investment grade quality (Ba/BB or below) are commonly referred to as
"high yield securities" or "junk bonds." Issuers of bonds rated Ba/BB or B are
regarded as having current capacity to make principal and interest payments but
are subject to business, financial or economic conditions that could adversely
affect such payment capacity. Municipal bonds rated Baa or BBB are considered
"investment grade" securities, although such bonds may be considered to possess
some speculative characteristics. Municipal bonds rated AAA may have been so
rated on the basis of the existence of insurance guaranteeing the timely
payment, when due, of all principal and interest.

     High yield securities are regarded as predominantly speculative with
respect to the issuer's continuing ability to meet principal and interest
payments and, therefore, carry greater price volatility and principal and income
risk, including the possibility of issuer default and bankruptcy and increased
market price volatility.

     High yield securities may be more susceptible to real or perceived adverse
economic and competitive industry conditions than investment grade securities. A
projection of an economic downturn or of a period of rising interest rates, for
example, could cause a decline in high yield security prices because the advent
of a recession could lessen the ability of an issuer to make principal and
interest payments on its debt securities. If an issuer of high yield securities
defaults, in addition to risking payment of all or a portion of interest and
principal, the Fund may incur additional expenses to seek recovery. In the case
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of high yield securities structured as zero coupon securities (see "Zero Coupon
Bonds," below), their market prices are affected to a greater extent by interest
rate changes, and therefore tend to be more volatile, than securities that pay
interest periodically and in cash. NB Management seeks to reduce these risks
through diversification, credit analysis and attention to current developments
and trends in both the economy and financial markets.

                                       8

     The secondary market on which high yield securities are traded may be less
liquid than the market for higher-grade securities. Less liquidity in the
secondary trading market could adversely affect the price at which the Fund
could sell a high yield security, and could adversely affect the net asset value
of the shares. Adverse publicity and investor perceptions, whether or not based
on fundamental analysis, may decrease the values and liquidity of high yield
securities, especially in a thinly-traded market. When secondary markets for
high yield securities are less liquid than the market for higher-grade
securities, it may be more difficult to value the securities because such
valuation may require more research, and elements of judgment may play a greater
role in the valuation because there is less reliable, objective data available.
During periods of thin trading in these markets, the spread between bid and
asked prices is likely to increase significantly and the Fund may have greater
difficulty selling its portfolio securities. The Fund will be more dependent on
NB Management's research and analysis when investing in high yield securities.
NB Management seeks to minimize the risks of investing in all securities through
diversification, in-depth credit analysis and attention to current developments
in interest rates and market conditions.

     A general description of Moody's, S&P's and Fitch's ratings of municipal
bonds is set forth in Appendix B hereto. The ratings of Moody's, S&P and Fitch
represent their opinions as to the quality of the municipal bonds they rate. It
should be emphasized, however, that ratings are general and are not absolute
standards of quality. Consequently, municipal bonds with the same maturity,
coupon and rating may have different yields while obligations with the same
maturity and coupon with different ratings may have the same yield. For these
reasons, the use of credit ratings as the sole method of evaluating high yield
securities can involve certain risks. For example, credit ratings evaluate the
safety of principal and interest payments, not the market value risk of high
yield securities. Also, credit rating agencies may fail to change credit ratings
in a timely fashion to reflect events since the security was last rated. NB
Management does not rely solely on credit ratings when selecting securities for
the Fund, and develops its own independent analysis of issuer credit quality.

     The Fund's credit quality policies apply only at the time a security is
purchased, and the Fund is not required to dispose of a security if a rating
agency or NB Management downgrades its assessment of the credit characteristics
of a particular issue. In determining whether to retain or sell such a security,
NB Management may consider such factors as NB Management's assessment of the
credit quality of the issuer of such security, the price at which such security
could be sold and the rating, if any, assigned to such security by any rating
agency. However, analysis of the creditworthiness of issuers of high yield
securities may be more complex than for issuers of higher-quality debt
securities.

Participation Certificates
--------------------------

     Participation certificates are obligations issued by state and local
governments or authorities to finance the acquisition of equipment and
facilities. They may represent participations in a lease, an installment
purchase contract, or a conditional sales contract. Some municipal leases and
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participation certificates may not be readily marketable.
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Zero Coupon Bonds
-----------------

     The Fund may invest in zero coupon bonds. These securities are debt
obligations that do not entitle the holder to any periodic payment of interest
prior to maturity or that specify a future date when the securities begin to pay
current interest. Zero coupon bonds are issued and traded at a significant
discount from their face amount or par value. This discount varies depending on
prevailing interest rates, the time remaining until cash payments begin, the
liquidity of the security, and the perceived credit quality of the issuer. Zero
coupon bonds are redeemed at face value when they mature. The Fund must take
discount on zero coupon bonds ("original issue discount" or "OID") into account
ratably for federal income tax purposes prior to the receipt of any actual
payments. Because the Fund must distribute substantially all of its net income
(including non-cash income attributable to zero coupon bonds and regardless of
whether the income is taxable or tax-exempt) to its stockholders each year for
federal income and excise tax purposes, it may have to dispose of portfolio
securities under disadvantageous circumstances to generate cash, or may be
required to borrow, to satisfy its distribution requirements. See "Tax Matters."

     The market prices of zero coupon bonds generally are more volatile than the
prices of securities that pay interest periodically. Zero coupon bonds are
likely to respond to changes in interest rates to a greater degree than other
types of debt securities having a similar maturity and credit quality. Because
these securities usually trade at a deep discount, they will be subject to
greater fluctuations of market value in response to changing interest rates than
debt obligations of comparable maturities that make periodic distributions of
interest. On the other hand, because there are no periodic interest payments to
be reinvested prior to maturity, zero coupon securities eliminate the
reinvestment risk and lock in a rate of return to maturity.

Illiquid Securities
-------------------

     The Fund may invest up to 20% of its net assets in securities that are
illiquid at the time of investment. The term "illiquid securities" for this
purpose means securities that cannot be disposed of within seven days in the
ordinary course of business at approximately the amount at which the Fund has
valued the securities. Illiquid securities are considered to include, among
other things, written over-the-counter options, securities or other liquid
assets being used as cover for such options, repurchase agreements with
maturities in excess of seven days, certain loan participation interests, fixed
time deposits that are not subject to prepayment or provide for withdrawal
penalties upon prepayment (other than overnight deposits), and other securities
whose disposition is restricted under the federal securities laws.

Municipal Notes
---------------

     Municipal notes in which the Fund may invest include the following:

PROJECT NOTES are issued by local issuing agencies created under the laws of a
state, territory, or possession of the United States to finance low-income
housing, urban redevelopment, and similar projects. These notes are backed by an
agreement between the local issuing agency and the Department of Housing and
Urban Development ("HUD"). Although the notes are the primary obligations of the
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local issuing agency, the HUD agreement provides the full faith and credit of
the United States as additional security.

TAX ANTICIPATION NOTES are issued to finance working capital needs of
municipalities. Generally, they are issued in anticipation of future seasonal
tax revenues, such as income, sales, use, and business taxes, and are payable
from these future revenues.

REVENUE ANTICIPATION NOTES are issued in expectation of receipt of other types
of revenue, such as that available under federal revenue-sharing programs.
Because of proposed measures to reform the federal budget and alter the relative
obligations of federal, state, and local governments, many revenue-sharing
programs are in a state of uncertainty.

BOND ANTICIPATION NOTES are issued to provide interim financing until long-term
bond financing can be arranged. In most cases, the long-term bonds provide the
funds for the repayment of the notes.

CONSTRUCTION LOAN NOTES are sold to provide construction financing. After
completion of construction, many projects receive permanent financing from
Fannie Mae (also known as the Federal National Mortgage Association) or Ginnie
Mae (also known as the Government National Mortgage Association or GNMA).

TAX-EXEMPT COMMERCIAL PAPER is a short-term obligation issued by state or local
governments or their agencies to finance seasonal working capital needs or as
short-term financing in anticipation of longer-term financing.

PRE-REFUNDED AND "ESCROWED" MUNICIPAL BONDS are bonds with respect to which the
issuer has deposited, in an escrow account, an amount of securities and cash, if
any, that will be sufficient to pay the periodic interest on and principal
amount of the bonds, either at their stated maturity date or on the date the
issuer may call the bonds for payment. This arrangement gives the investment a
quality equal to the securities in the account, usually U.S. Government
Securities (as defined below). The Fund can also purchase bonds issued to refund
earlier issues. The proceeds of these refunding bonds are often used for escrow
to support refunding.

Taxable Investments
-------------------

     From time to time, for temporary defensive purposes, or when suitable
municipal securities are not available, the Fund may invest in instruments the
income from which is taxable. These include:

     U.S. GOVERNMENT AND AGENCY SECURITIES. U.S. Government Securities are
obligations of the U.S. Treasury backed by the full faith and credit of the
United States. U.S. Government Agency Securities are issued or guaranteed by
U.S. Government agencies, or instrumentalities of the U.S. Government, such as
GNMA, Fannie Mae, Freddie Mac (also known as the Federal Home Loan Mortgage
Corporation), Sallie Mae (formerly known as the Student Loan Marketing
Association), and the Tennessee Valley Authority. Some U.S. Government Agency
Securities are supported by the full faith and credit of the United States,
while others may be supported by the issuer's ability to borrow from the U.S.
Treasury, subject to the Treasury's discretion in certain cases, or only by the
credit of the issuer. U.S. Government Agency Securities include U.S. Government
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Agency mortgage-backed securities. The market prices of U.S. Government Agency
Securities are not guaranteed by the Government and generally fluctuate
inversely with changing interest rates.

COMMERCIAL PAPER. Commercial paper is a short-term debt security issued by a
corporation, bank, municipality, or other issuer, usually for purposes such as
financing current operations. The Fund may invest in commercial paper that
cannot be resold to the public without an effective registration statement under
the Securities Act of 1933 ("1933 Act"). While restricted commercial paper
normally is deemed illiquid, NB Management may in certain cases determine that
such paper is liquid, pursuant to guidelines established by the Fund Directors.

BANKING AND SAVINGS INSTITUTION SECURITIES. These include certificates of
deposit ("CDs"), time deposits, bankers' acceptances, and other short-term and
long-term debt obligations issued by commercial banks and savings institutions.
CDs are receipts for funds deposited for a specified period of time at a
specified rate of return; time deposits generally are similar to CDs, but are
uncertificated. Bankers' acceptances are time drafts drawn on commercial banks
by borrowers, usually in connection with international commercial transactions.
The CDs, time deposits, and bankers' acceptances in which the Fund may invest
typically are not covered by deposit insurance.

                          FURTHER INVESTMENT TECHNIQUES

     The Fund may employ, among others, the investment techniques described
below, which may give rise to taxable income.

     In connection with the investment objective and policies described in this
Statement of Additional Information and in the prospectus, the Fund may:
purchase and sell options (including swaps, caps, floors and collars) on
municipal securities and on indices based on municipal securities; borrow funds
and issue senior securities to the extent permitted under the 1940 Act; engage
in interest rate and other hedging and risk management transactions; and
purchase and sell municipal securities on a "when-issued" or "delayed delivery"
basis. These investment practices entail risks. NB Management may use some or
all of the following hedging and risk management practices when their use
appears appropriate. Although NB Management believes that these investment
practices may further the Fund's investment objective, no assurance can be given
that these investment practices will achieve this result. NB Management may also
decide not to engage in any of these investment practices.

Options and Futures Generally
-----------------------------

     The Fund may engage in futures and options transactions in accordance with
its investment objective and policies. The Fund may engage in such transactions
if it appears advantageous to NB Management to do so in order to pursue its
investment objective, to hedge (i.e., protect) against the effects of market
conditions and to stabilize the value of its assets. NB Management may also
decide not to engage in any of these investment practices. The use of futures
and options, and the possible benefits and attendant risks are discussed below,
along with information concerning certain other investment policies and
techniques.

                                       12

     There are risks associated with futures and options transactions. Because
it is not possible to perfectly correlate the price of the securities being
hedged with the price movement in a futures contract, it is not possible to
provide a perfect offset on losses on the futures contract or the option on the
contract.
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     Because there is imperfect correlation between the Fund's securities that
are hedged and the futures contract, the hedge may not be fully effective.
Losses on the Fund's security may be greater than gains on the futures contract,
or losses on the futures contract may be greater than gains on the securities
subject to the hedge. In an effort to compensate for imperfect correlation, the
Fund may over-hedge or under-hedge by entering into futures contracts or options
on futures contracts in dollar amounts greater or less than the dollar amounts
of the securities being hedged. If market movements are not as anticipated, the
Fund could lose money from these positions.

     If the Fund hedges against an increase in interest rates, and rates decline
instead, the Fund will lose all or part of the benefit of the increase in value
of the securities it hedged because it will have offsetting losses in its
futures or options positions. Also, in order to meet margin requirements, the
Fund may have to sell securities at a time it would not normally choose.

Securities Options Transactions
-------------------------------

     The Fund may invest in options on municipal securities, traded
over-the-counter and, if applicable, traded on a national securities exchange.
In general, the Fund may purchase and sell (or write) options on up to 20% of
its total assets. The SEC requires that obligations of investment companies such
as the Fund, in connection with options sold, must comply with certain
segregation or cover requirements that are more fully described below. There is
no limitation on the amount of the Fund's assets that can be used to comply with
such segregation or cover requirements.

     A call option gives the purchaser the right to buy, and the writer the
obligation to sell, the underlying security at the agreed-upon exercise (or
"strike") price during the period specified in the terms of the option ("option
period"). A put option gives the purchaser the right to sell, and the writer the
obligation to buy, the underlying security at the strike price during the option
period. Purchasers of options pay an amount, known as a premium, to the option
writer in exchange for the right under the option contract. Option contracts may
be written with terms that would permit the holder of the option to purchase or
sell the underlying security only upon the expiration date of the option.

     The Fund may purchase put and call options in hedging transactions to
protect against a decline in the market value of municipal securities in the
Fund's portfolio (E.G., by the purchase of a put option) and to protect against
an increase in the cost of fixed-income securities that the Fund may seek to
purchase in the future (E.G., by the purchase of a call option). If the Fund
purchases put and call options, paying premiums therefor, and price movements in
the underlying securities are such that exercise of the options would not be
profitable for the Fund, to the extent such underlying securities correlate in
value to the Fund's portfolio securities, losses of the premiums paid may be
offset by an increase in the value of the Fund's portfolio securities (in the
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case of a purchase of put options) or by a decrease in the cost of acquisition
of securities by the Fund (in the case of a purchase of call options).

     The Fund may also sell put and call options as a means of increasing the
yield on its portfolio and also as a means of providing limited protection
against decreases in market value of the portfolio. When the Fund sells an
option, if the underlying securities do not increase (in the case of a call
option) or decrease (in the case of a put option) to a price level that would
make the exercise of the option profitable to the holder of the option, the
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option generally will expire without being exercised and the Fund will realize
as profit the premium received for such option. When a call option written by
the Fund is exercised, the option holder purchases the underlying security at
the strike price and the Fund does not participate in any increase in the price
of such securities above the strike price. When a put option written by the Fund
is exercised, the Fund will be required to purchase the underlying securities at
the strike price, which may be in excess of the market value of such securities.

     OPTIONS ON SECURITIES. The Fund may write covered call options so long as
it owns securities that are acceptable for escrow purposes and may write secured
put options, which means that so long as the Fund is obligated as a writer of a
put option, it will invest an amount, not less than the exercise price of the
put option, in securities consistent with its investment objective and policies
and restrictions on investment. See "Investment Objective and Policies" and
"Investment Restrictions." The premium received for writing an option will
reflect, among other things, the relationship of the exercise price to the
market price, the price volatility of the underlying security, the option
period, supply and demand and interest rates. The Fund may write or purchase
spread options, which are options for which the exercise price may be a fixed
dollar spread or yield spread between the security underlying the option and
another security that is used as a benchmark. The exercise price of an option
may be below, equal to or above the current market value of the underlying
security at the time the option is written. The buyer of a put who also owns the
related security is protected by ownership of a put option against any decline
in that security's price below the exercise price, less the amount paid for the
option. At times the Fund may wish to establish a position in a security upon
which call options are available. By purchasing a call option on such security
the Fund would be able to fix the cost of acquiring the security, which is the
cost of the call plus the exercise price of the option. This procedure also
provides some protection from an unexpected downturn in the market, because the
Fund is only at risk for the amount of the premium paid for the call option that
it can, if it chooses, permit to expire.

     OPTIONS ON SECURITIES INDICES. The Fund also may purchase and write call
and put options on securities indices. Through the writing or purchase of index
options, the Fund can achieve many of the same objectives as through the use of
options on individual securities. Options on securities indices are similar to
options on a security except that, rather than the right to take or make
delivery of a security at a specified price, an option on a securities index
gives the holder the right to receive upon exercise of the option, an amount of
cash, if the closing level of the securities index upon which the option is
based is greater than, in the case of a call, or less than, in the case of a
put, the exercise price of the option. This amount of cash is equal to the
difference between the closing price of the index and the exercise price of the
option. The writer of the option is obligated, in return for the premium
received, to make delivery of this amount. Unlike options on securities (which
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require, upon exercise, delivery of the underlying security), settlements of or
loss of an option on an index depends on price movements in the market generally
(or in a particular industry or segment of the market on which the underlying
index is based) rather than price movements in individual securities, as is the
case with respect to options on securities.

     When the Fund writes an option on a securities index, it will be required
to deposit with its custodian eligible securities equal in value to 100% of the
exercise price in the case of a put, or the contract's value in the case of a
call. In addition, where the Fund writes a call option on a securities index at
a time when the contract value exceeds the exercise price, the Fund will
segregate, until the option expires or is closed out, cash or cash equivalents
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equal in value to such excess.

     Options on securities and index options involve risks similar to those
risks relating to transactions in financial futures described below. Also, an
option purchased by the Fund may expire worthless, in which case the Fund would
lose the premium paid therefor.

     OTC OPTIONS. Over-the-counter options ("OTC options") differ from
exchange-traded options in several respects. They are transacted directly with
dealers and not with a clearing corporation, and there is a risk of
non-performance by the dealer. OTC options are available for a greater variety
of securities and for a wider range of expiration dates and exercise prices than
are exchange-traded options. Because OTC options are not traded on an exchange,
pricing is normally done by reference to information from a market maker, which
information is carefully monitored by NB Management and verified in appropriate
cases. The Fund may be required to treat certain of its OTC options transactions
as illiquid securities.

     It will generally be the Fund's policy, in order to avoid the exercise of
an option sold by it, to cancel its obligation under the option by entering into
a closing purchase transaction, if available, unless it is determined to be in
the Fund's interest to sell (in the case of a call option) or to purchase (in
the case of a put option) the underlying securities. A closing purchase
transaction consists of the Fund's purchasing an option having the same terms as
the option it sold and has the effect of canceling its position as a seller. The
premium that the Fund will pay when executing a closing purchase transaction may
be higher than the premium it received when it sold the option, depending in
large part upon the relative price of the underlying security at the time of
each transaction. To the extent options sold by the Fund are exercised and it
either delivers portfolio securities to the holder of a call option or
liquidates securities in its portfolio as a source of funds to purchase
securities put to it, its portfolio turnover rate will increase, which would
cause it to incur additional brokerage expenses.

     During the option period, the Fund, as a covered call writer, gives up the
potential appreciation above the exercise price should the underlying security
rise in value, or the Fund, as a secured put writer, retains the risk of loss
should the underlying security decline in value. For the covered call writer,
substantial appreciation in the value of the underlying security would result in
the security being "called away" at the strike price of the option that may be
substantially below the fair market value of such security. For the secured put
writer, substantial depreciation in the value of the underlying security would
result in the security being "put to" the writer at the strike price of the
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option which may be substantially in excess of the fair market value of such
security. If a covered call option or a secured put option expires unexercised,
the writer realizes a gain, and the buyer a loss, in the amount of the premium.

     To the extent that an active market exists or develops, whether on a
national securities exchange or over-the-counter, in options on indices based
upon municipal securities, the Fund may purchase and sell options on such
indices, subject to the limitation that the Fund may purchase and sell options
on up to 20% of its total assets. Through the writing or purchase of index
options, the Fund can achieve many of the same objectives as through the use of
options on individual securities. Options on securities indices are similar to
options on securities except that, rather than the right to take or make
delivery of a security at a specified price, an option on a securities index
gives the holder the right to receive, upon exercise of the option, an amount of
cash if the closing level of the securities index upon which the option is based
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is greater than, in the case of a call, or less than, in the case of a put, the
strike price of the option.

     Price movements in securities, which the Fund owns or intends to purchase,
will not correlate perfectly with movements in the level of an index and,
therefore, the Fund bears the risk of a loss on an index option that is not
completely offset by movements in the price of such securities. Because index
options are settled in cash, a call writer cannot determine the amount of its
settlement obligations in advance and, unlike call writing on specific
securities, cannot provide in advance for, or cover, its potential settlement
obligations by acquiring and holding the underlying securities.

     The Fund and NB Management have found the dealers with which they engage in
OTC options transactions generally agreeable to and capable of entering into
closing transactions. The Fund has adopted procedures for engaging in OTC
options for the purpose of reducing any potential adverse impact of such
transactions upon the liquidity of the Fund's portfolio.

     As part of these procedures the Fund will only engage in OTC options
transactions with respect to U.S. Government securities with primary dealers
that have been specifically approved by the Board. The Fund will engage in OTC
options transactions with respect to municipal securities only with dealers that
have been specifically approved by the Board. The Fund and NB Management believe
that the approved dealers should be agreeable and able to enter into closing
transactions as necessary and, therefore, present minimal credit risk to the
Fund. The Fund anticipates entering into written agreements with those dealers
to whom the Fund may sell OTC options, pursuant to which the Fund would have the
absolute right to repurchase the OTC options from such dealers at any time at a
price with respect to U.S. Government securities set forth in such agreement.
The amount invested by the Fund in OTC options on securities other than U.S.
Government securities, including options on municipal securities, will be
treated as illiquid and subject to the Fund's 20% limitation on its net assets
that may be invested in illiquid securities.

     Gains, if any, the Fund recognizes or is deemed to recognize from
transactions in securities options will be taxable income. See "Tax Matters" for
information relating to the allocation of taxable income, if any, between the
Common Shares and AMPS.
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Borrowing and Leverage
----------------------

     The Fund is authorized to borrow amounts up to 33 1/3% of its total assets
(including the amount borrowed) minus liabilities (other than the amount
borrowed). The use of borrowed funds involves the speculative factor known as
"leverage." The Fund intends to use financial leverage for investment purposes
by issuing AMPS. The issuance of AMPS would permit the Fund to assume leverage
in an amount up to 50% of its total assets. It is currently anticipated that,
taking into account the AMPS being offered in the Fund's current prospectus, the
amount of leverage will represent approximately 38% of the Fund's total assets
(after issuance). Preferred stock, including, when issued, the AMPS, would have
a priority on the income and assets of the Fund over the Common Shares and would
have certain other rights with respect to voting and the election of Directors.
In certain circumstances, the net asset value of and dividends payable on Common
Shares could be adversely affected by such preferences. The Fund's leveraged
capital structure creates special risks not associated with unleveraged funds
having similar investment objectives and policies. The Fund will utilize
leverage only when there is an expectation that it will benefit the Fund. To the
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extent the income or other gain derived from securities purchased with the
proceeds of borrowings or preferred stock issuances exceeds the interest or
dividends the Fund would have to pay thereon, the Fund's net income or other
gain would be greater than if leverage had not been used. Conversely, if the
income or other gain from the securities purchased through leverage is not
sufficient to cover the cost of such leverage, the Fund's total return would be
less than if leverage had not been used. If leverage is used, in certain
circumstances, the Fund could be required to liquidate securities it would not
otherwise sell in order to satisfy dividend or interest obligations. The Fund
may also borrow up to an additional 5% of its total assets for temporary
purposes without regard to the foregoing limitations. See "Investment
Restrictions." This could include, for example, borrowing on a short-term basis
in order to facilitate the settlement of portfolio securities transactions.

Interest Rate and Other Hedging Transactions
--------------------------------------------

     In order to seek to protect the value of its portfolio securities against
declines resulting from changes in interest rates or other market changes, the
Fund may enter into the following hedging transactions: financial futures
contracts and related options contracts. However, the use of such transactions
is limited by Moody's and Fitch in connection with their rating of the AMPS.

     The Fund may enter into various interest rate hedging transactions using
financial instruments with a high degree of correlation to the municipal
securities which the Fund may purchase for its portfolio, including interest
rate futures contracts (E.G., futures contracts on U.S. Treasury securities) and
futures contracts on interest rate related indices (E.G., municipal bond
indices). The Fund may also purchase and write put and call options on such
futures contracts and on the underlying instruments. The Fund may enter into
these transactions in an attempt to "lock in" a return or spread on a particular
investment or portion of its portfolio, to protect against any increase in the
price of securities it anticipates purchasing at a later date, or for other risk
management strategies such as managing the effective dollar-weighted average
duration of its portfolio. Financial futures and options contracts and the risk
attendant to the Fund's use thereof, are more completely described below. The
successful utilization of hedging and risk management transactions requires
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skills different from those needed in the selection of the Fund's portfolio
securities.

     The Fund will not engage in the foregoing transactions for speculative
purposes, but only in limited circumstances as a means to hedge risks associated
with management of its portfolio. Typically, investments in futures contracts
and sales of futures options contracts require the Fund to deposit in a
custodial account a good faith deposit, known as "initial margin," in connection
with its obligations in an amount of cash or specified debt securities which
generally is equal to 1%-15% of the face amount of the contract, which initial
margin requirement may be revised periodically by the applicable exchange as the
volatility of the contract fluctuates. Thereafter, the Fund must make additional
deposits with the applicable financial intermediary equal to any net losses due
to unfavorable price movements of the contract, and will be credited with an
amount equal to any net gains due to favorable price movements. These additional
deposits or credits are calculated and required daily and are known as
"variation margin."

     The SEC generally requires that when investment companies, such as the
Fund, effect transactions of the foregoing nature, such companies must either
segregate cash or liquid securities in the amount of their obligations under the
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foregoing transactions or cover such obligations by maintaining positions in
portfolio securities, futures contracts or options that would serve to satisfy
or offset the risk of such obligations. When effecting transactions of the
foregoing nature, the Fund will comply with such segregation or cover
requirements. There is no limitation on the percentage of the Fund's assets that
may be segregated with respect to such transactions.

     FINANCIAL FUTURES CONTRACTS. The Fund may enter into financial futures
contracts for the future delivery of a financial instrument, such as a security,
or the cash value of a securities index. This investment technique is designed
primarily to hedge against anticipated future changes in market conditions that
otherwise might adversely affect the value of securities the Fund holds or
intends to purchase. A "sale" of a futures contract means the undertaking of a
contractual obligation to deliver the securities, or the cash value of an index,
called for by the contract at a specified price during a specified delivery
period. At the time of delivery, in the case of fixed-income securities pursuant
to the contract, adjustments are made to recognize differences in value arising
from the delivery of securities with a different interest rate than that
specified in the contract. In some cases, securities called for by a futures
contract may not have been issued at the time the contract was written.

     Although some financial futures contracts by their terms call for the
actual delivery or acquisition of securities, in most cases the contract calls
for a payment of the net value of the securities. The offsetting of a
contractual obligation is accomplished by purchasing (or selling, as the case
may be) on a commodities exchange an identical futures contract calling for
delivery in the same period. Such a transaction cancels the obligation to make
or take delivery of the securities. All transactions in the futures market are
made, offset or fulfilled through a clearinghouse associated with the exchange
on which the contracts are traded. The Fund will incur brokerage fees when it
purchases or sells contracts, and will be required to maintain margin deposits.
Futures contracts entail risk. If NB Management's judgment about the general
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direction of securities markets or interest rates is wrong, the Fund's overall
performance may be poorer than if it had not entered into such contracts.

     There may be an imperfect correlation between movements in prices of
futures contracts and portfolio securities being hedged. In addition, the market
prices of futures contracts may be affected by certain factors. If participants
in the futures market elect to close out their contracts through offsetting
transactions rather than meet margin requirements, distortions in the normal
relationship between the securities and futures markets could result. Price
distortions could also result if investors in futures contracts decide to make
or take delivery of underlying securities rather than engage in closing
transactions due to the resultant reduction in the liquidity of the futures
market. In addition, because from the point of view of speculators, the margin
requirements in the futures market may be less onerous than margin requirements
in the cash market, increased participation by speculators in the futures market
could cause temporary price distortions. Due to the possibility of price
distortions in the futures market and because of the imperfect correlation
between movements in the prices of securities and movements in the prices of
futures contracts, a correct forecast of market trends by NB Management may
still not result in a successful hedging transaction. If this should occur, the
Fund could lose money on the financial futures contracts and also on the value
of its portfolio securities.

     OPTIONS ON FINANCIAL FUTURES CONTRACTS. The Fund may purchase and write
call and put options on financial futures contracts. An option on a futures
contract gives the purchaser the right, in return for the premium paid, to
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assume a position in a futures contract at a specified exercise price at any
time during the period specified in the terms of the option. Upon exercise, the
writer of the option delivers the futures contract to the holder at the exercise
price. The Fund would be required to deposit with its custodian initial margin
and maintenance margin with respect to put and call options on futures contracts
written by it. Options on futures contracts involve risks similar to the risks
on options purchased by the Fund, I.E., that they may expire worthless, in which
case the Fund would lose the premium paid therefor.

     REGULATORY RESTRICTIONS. The Fund will comply with SEC guidelines regarding
"cover" for hedging transactions and, if the guidelines so require, set aside in
a segregated account with its custodian the prescribed amount of cash or
appropriate liquid securities. Securities held in a segregated account cannot be
sold while the futures contract or option covered by those securities is
outstanding, unless they are replaced with other suitable assets. As a result,
segregation of a large percentage of the Fund's assets could impede portfolio
management or its ability to meet current obligations. The Fund may be unable to
promptly dispose of assets that cover, or are segregated with respect to, an
illiquid future contract or option position; this inability may result in a loss
to the Fund.

     To the extent the Fund sells or purchases futures contracts or writes
options thereon that are traded on an exchange regulated by the Commodity
Futures Trading Commission ("CFTC") other than for BONA FIDE hedging purposes
(as defined by the CFTC), the aggregate initial margin and premiums required to
establish those positions (excluding the amount by which options are
"in-the-money") may not exceed 5% of the Fund's net assets.
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     ACCOUNTING AND TAX CONSIDERATIONS. When the Fund writes an option, an
amount equal to the premium it receives is included in its Statement of Assets
and Liabilities as a liability. The amount of the liability is subsequently
marked to market to reflect the current market value of the option written. When
the Fund purchases an option, the premium the Fund pays is recorded as an asset
in that statement and is subsequently adjusted to the current market value of
the option.

     In the case of a regulated futures contract the Fund purchases or sells, an
amount equal to the initial margin deposit is recorded as an asset in its
Statement of Assets and Liabilities. The amount of the asset is subsequently
adjusted to reflect changes in the amount of the deposit as well as changes in
the value of the contract.

     For a summary of the tax consequences of the Fund's investments in options
and futures contracts, see "Tax Matters - Hedging Transactions."

     All of the foregoing transactions present certain risks. In particular, the
variable degree of correlation between price movements of futures contracts and
price movements in the securities being hedged creates the possibility that
losses on the hedge may be greater than gains in the value of the Fund's
securities. In addition, these instruments may not be liquid in all
circumstances and generally are closed out by entering into offsetting
transactions rather than by delivery or cash settlement at maturity. As a
result, in volatile markets, the Fund may not be able to close out a transaction
on favorable terms or at all. Although the contemplated use of those contracts
should tend to reduce the risk of loss due to a decline in the value of the
hedged security, at the same time the use of these contracts could tend to limit
any potential gain that might result from an increase in the value of such
security. Finally, the daily deposit requirements for futures contracts and
sales of futures options contracts create an ongoing greater potential financial
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risk than do option purchase transactions, where the exposure is limited to the
cost of the premium for the option.

     Successful use of futures contracts and options thereon by the Fund is
subject to the ability of NB Management to predict correctly movements in the
direction of interest rates and other factors affecting securities markets. If
NB Management's expectations were not met, the Fund would be in a worse position
than if a hedging strategy had not been pursued. For example, if the Fund has
hedged against the possibility of an increase in interest rates which would
adversely affect the price of securities in its portfolio and the price of such
securities increases instead, the Fund will lose part or all of the benefit of
the increased value of its securities because it will have offsetting losses in
its futures positions. In addition, in such situations, if the Fund has
insufficient cash to meet daily variation margin requirements, it may have to
sell securities to meet such requirements. Such sales of securities may be, but
will not necessarily be, at increased prices, which reflect the rising market.
The Fund may have to sell securities at a time when it is disadvantageous to do
so.

     In addition to engaging in transactions utilizing options on futures
contracts, the Fund may purchase put and call options on securities and, as
developed from time to time, on interest indices and other instruments.
Purchasing options may increase investment flexibility and improve total return
but also risks loss of the option premium if an asset the Fund has the option to
buy declines in value or if an asset the Fund has the option to sell increases
in value.
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     New options and futures contracts and other financial products may be
developed from time to time. The Fund may invest in any such options, contracts
and products as may be developed to the extent consistent with its investment
objective and the regulatory requirements applicable to investment companies.

     Gains, if any, the Fund recognizes or is deemed to recognize from
transactions in hedging activities will be taxable income. See "Tax Matters" for
information relating to the allocation of taxable income, if any, between the
Common Shares and AMPS.

When-Issued And Delayed Delivery Transactions
---------------------------------------------

     The Fund may purchase municipal securities on a "when-issued" and "delayed
delivery" basis. No income accrues to the Fund on municipal securities in
connection with such transactions prior to the date it actually takes delivery
of such securities. These transactions are subject to market fluctuation; the
value of the municipal securities at delivery may be more or less than their
purchase price, and yields generally available on municipal securities when
delivery occurs may be higher than yields on the municipal securities obtained
pursuant to such transactions. Because the Fund relies on the buyer or seller,
as the case may be, to consummate the transaction, failure by the other party to
complete the transaction may result in the Fund's missing the opportunity of
obtaining a price or yield considered to be advantageous. When the Fund is the
buyer in such a transaction, however, it will maintain, in a segregated account,
cash, or liquid securities, having a value equal to or greater than its purchase
commitments, provided such securities have been determined by NB Management to
be liquid and unencumbered, and are marked to market daily, pursuant to
guidelines established by the Board. The Fund will make commitments to purchase
municipal securities on such basis only with the intention of actually acquiring
these securities, but it may sell such securities prior to the settlement date
if such sale is considered to be advisable.
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     To the extent that the Fund engages in "when-issued" and "delayed delivery"
transactions, it will do so for the purpose of acquiring securities for its
portfolio consistent with its investment objective and policies. However,
although the Fund does not intend to engage in such transactions for speculative
purposes, purchases of securities on such basis may involve more risk than other
types of purchases. For example, if the Fund determines it is necessary to sell
the "when-issued" or "delayed delivery" securities before delivery, it may
realize a gain or incur a loss because of market fluctuations since the time the
commitment to purchase such securities was made. Subject to the requirement of
maintaining a segregated account, no specified limitation exists as to the
percentage of the Fund's assets that may be used to acquire securities on a
"when-issued" or "delayed delivery" basis. "When-issued" and "delayed delivery"
purchases have a leveraging effect on the Fund, because it is subject to
fluctuations in the value of securities for which it has not yet paid. A
significant percentage of the Fund's assets committed to the purchase of
securities on a "when-issued" or "delayed delivery" basis may increase the
volatility of its net asset value and may limit the flexibility to manage its
investments.
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Repurchase Agreements
---------------------

     The Fund may use repurchase agreements to manage its cash position. A
repurchase agreement is a contractual agreement whereby the seller of securities
(U.S. Government Securities or municipal obligations) agrees to repurchase the
same security at a specified price on a future date agreed upon by the parties.
The agreed-upon repurchase price determines the yield during the Fund's holding
period. Repurchase agreements are considered to be loans collateralized by the
underlying security that is the subject of the repurchase contract. Income, if
any, generated from transactions in repurchase agreements will be taxable. See
"Tax Matters" for information relating to the allocation of taxable income, if
any, between the Common Shares and AMPS. If the other party to a repurchase
agreement defaults, the Fund may not be able to sell the underlying securities.
If the Fund must assert its rights against the other party to recover the
securities, the Fund will incur unexpected expenses, risk losing the income on
the security and bear the risk of loss in the value of the security.

Investment in Other Investment Companies
----------------------------------------

     The Fund does not currently invest in other investment companies and does
not currently intend to invest in them, but it may, consistent with the
provisions of the 1940 Act and the Fund's investment restrictions, determine to
do so in the future in appropriate circumstances. Currently, under the 1940 Act,
the Fund may hold securities of another registered investment company in amounts
that (i) do not exceed 3% of the total outstanding voting stock of such company,
(ii) do not exceed 5% of the value of the Fund's total assets, and (iii) when
added to all other investment company securities held by the Fund, do not exceed
10% of the value of the Fund's total assets.

     In the event of such an investment, as a shareholder in an investment
company the Fund would bear its ratable share of the investment company's
expenses, including management fees, and would remain subject to payment of the
Fund's administration fees and other expenses with respect to assets so
invested.

     Pursuant to an exemptive order issued by the SEC, the Fund may invest up to
25% of its total assets in shares of a money market fund managed by NB
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Management for cash management purposes.

Residual Interest Municipal Bonds
---------------------------------

     The Fund may also invest up to 5% of its total assets in residual interest
municipal bonds ("RIBS"); the interest rate on a RIB bears an inverse
relationship to the interest rate on another security or the value of an index.
RIBS are created by dividing the income stream provided by the underlying bonds
to create two securities, one short-term and one long-term. The interest rate on
the short-term component is reset by an index or auction process normally every
seven to 35 days. After income is paid on the short-term securities at current
rates, the residual income from the underlying bond(s) goes to the long-term
securities. Therefore, rising short-term interest rates result in lower income
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for the longer-term portion, and vice versa. The longer-term bonds can be very
volatile and may be less liquid than other municipal bonds of comparable
maturity.

     An investment in RIBS typically will involve greater risk than an
investment in a fixed rate bond. Because increases in the interest rate on the
other security or index reduce the residual interest paid on a RIB, the value of
a RIB is generally more volatile than that of a fixed-rate bond. RIBS have
interest rate adjustment formulas that generally reduce or, in the extreme,
eliminate the interest paid to the Fund when short-term interest rates rise, and
increase the interest paid to the Fund when short-term interest rates fall. RIBS
have varying degrees of liquidity that approximate the liquidity of the
underlying bond(s), and the market price for these securities is volatile. These
securities generally will underperform the market of fixed-rate bonds in a
rising interest rate environment, but tend to outperform the market of
fixed-rate bonds when interest rates decline or remain relatively stable.

     Although volatile, RIBS typically offer the potential for yields exceeding
the yields available on fixed-rate bonds with comparable credit quality, coupon,
call provisions and maturity. The Fund may also invest in RIBS for the purpose
of increasing the Fund's leverage as a more flexible alternative to the issuance
of AMPS. Should short-term and long-term interest rates rise, the combination of
the Fund's investment in RIBS and its use of other forms of leverage (including
through the issuance of AMPS or the use of other derivative instruments) likely
will adversely affect the Fund's net asset value per share and income,
distributions and total return to Common Stockholders. Trusts in which RIBS may
be held could be terminated, in which case the residual bond holder would take
possession of the underlying bond(s) on an unleveraged basis.

Structured Notes and other Hybrid Instruments
---------------------------------------------

     The Fund may invest in "structured" notes, which are privately negotiated
debt obligations where the principal and/or interest is determined by reference
to the performance of a benchmark asset, market or interest rate, such as
selected securities, an index of securities or specified interest rates, or the
differential performance of two assets or markets, such as indices reflecting
taxable and tax-exempt bonds. Depending on the terms of the note, the Fund may
forgo all or part of the interest and principal that would be payable on a
comparable conventional note. The rate of return on structured notes may be
determined by applying a multiplier to the performance or differential
performance of the referenced index(es) or other asset(s). Application of a
multiplier involves leverage that will serve to magnify the potential for gain
and the risk of loss. The Fund currently intends that any use of structured
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notes will be for the purpose of reducing the interest rate sensitivity of its
portfolio (and, thereby, decreasing its exposure to interest rate risk) and, in
any event, that the interest income on the notes will normally be exempt from
federal income tax. Like other sophisticated strategies, the Fund's use of
structured notes may not work as intended; for example, the change in the value
of the structured notes may not match very closely the change in the value of
bonds that the structured notes were purchased to hedge.

     The Fund may invest in other types of "hybrid" instruments that combine the
characteristics of securities, futures, and options. For example, the principal
amount or interest rate of a hybrid could be tied (positively or negatively) to
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the price of some securities index or another interest rate (each a
"benchmark"). The interest rate or (unlike most debt obligations) the principal
amount payable at maturity of a hybrid security may be increased or decreased,
depending on changes in the value of the benchmark. Hybrids can be used as an
efficient means of pursuing a variety of investment goals, including duration
management and increased total return. Hybrids may not bear interest or pay
dividends. The value of a hybrid or its interest rate may be a multiple of a
benchmark and, as a result, may be leveraged and move (up or down) more steeply
and rapidly than the benchmark. These benchmarks may be sensitive to economic
and political events that cannot be readily foreseen by the purchaser of a
hybrid. Under certain conditions, the redemption value of a hybrid could be
zero. Thus, an investment in a hybrid may entail significant market risks that
are not associated with a similar investment in a traditional, U.S.
dollar-denominated bond that has a fixed principal amount and pays a fixed rate
or floating rate of interest. The purchase of hybrids also exposes the Fund to
the credit risk of the issuer of the hybrids. These risks may cause significant
fluctuations in the net asset value of the Fund.

     Certain issuers of structured products, such as hybrid instruments, may be
deemed to be investment companies as defined in the 1940 Act. As a result, the
Fund's investments in these products may be subject to limits applicable to
investments in investment companies and may be subject to restrictions contained
in the 1940 Act. See "Investments in Other Investment Companies."

                       PORTFOLIO TRADING AND TURNOVER RATE

     The Fund cannot accurately predict its turnover rate but anticipates that
its annual turnover rate will not exceed 100%. The Fund's turnover rate is
calculated by dividing the lesser of its sales or purchases of securities during
a year (excluding any security the maturity of which at the time of acquisition
is one year or less) by the average monthly value of its securities for the
year. The Fund generally will not engage in the trading of securities for the
purpose of realizing short-term profits, but it will adjust its portfolio as it
deems advisable in view of prevailing or anticipated market conditions to
accomplish its investment objective. For example, the Fund may sell portfolio
securities in anticipation of a movement in interest rates. Higher turnover
rates can result in corresponding increases in the Fund's transaction costs,
which must be borne by the Fund and its stockholders. High portfolio turnover
may also result in the realization of substantial net short-term capital gains,
and any distributions attributable to those gains will be taxable at ordinary
income rates for federal income tax purposes. Other than for consideration of
tax consequences, frequency of portfolio turnover will not be a limiting factor
if the Fund considers it advantageous to purchase or sell securities.

                           CERTAIN RISK CONSIDERATIONS

     Although the Fund seeks to reduce risk by investing in a diversified
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portfolio of securities, diversification does not eliminate all risk. There can,
of course, be no assurance the Fund will achieve its investment objective. The
Fund's ability to achieve its investment objective is dependent on the
continuing ability of the issuers of municipal obligations in which the Fund
invests (and, in certain circumstances, of banks issuing letters of credit or
insurers issuing insurance backing those obligations) to pay interest and
principal when due.
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                             MANAGEMENT OF THE FUND

Directors and Officers
----------------------

     The Board is broadly responsible for overseeing the management of the
business and affairs of the Fund, including general supervision of the duties
performed by NB Management and Neuberger Berman. Subject to the provisions of
the Fund's Articles of Incorporation (the "Articles"), its Bylaws and Maryland
law, the Board has all powers necessary and convenient to carry out this
responsibility, including the election and removal of the Fund's officers. Among
other things, the Board generally oversees the portfolio management of the Fund
and reviews and approves the Fund's management and sub-advisory agreements and
other principal agreements.

     The following tables set forth information concerning the Directors and
officers of the Fund. All persons named as Directors and officers also serve in
similar capacities for other funds administered or managed by NB Management and
Neuberger Berman.

The Board of Directors
----------------------

---------------------------------------------------------------------------------------------------------------------------
                                                                     Number of
                                                                     Portfolios in
                                                                     Fund Complex        Other Directorships Held
Name, Age, and Address (1)                                           Overseen by         Outside Fund Complex by
                            Principal Occupation(s)(2)               Director            Director
---------------------------------------------------------------------------------------------------------------------------

                                                               CLASS I

---------------------------------------------------------------------------------------------------------------------------
Independent Fund Directors
---------------------------------------------------------------------------------------------------------------------------

Faith Colish (67)           Counsel to Carter, Ledyard & Millburn    31
                            since October 2002; prior thereto,
                            Attorney at Law and President, Faith
                            Colish, A Professional Corporation;
                            1980 to 2002.
---------------------------------------------------------------------------------------------------------------------------
C. Anne Harvey (65)         Consultant, C. A. Harvey Associates,     31
                            June 2001 to present; Member,
                            Individual Investors Advisory
                            Committee to the New York Stock
                            Exchange Board of Directors, 1998 to
                            present; Secretary, Board of
                            Associates to The National
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                            Rehabilitation Hospital's Board of
                            Directors; Director of American
                            Association of Retired Persons (AARP),
                            1978 to December 2000; Member,
                            American Savings Education Council's
                            Policy Board (ASEC), 1998-2000;
                            Member, Executive Committee, Crime
                            Prevention Coalition of America, 1997
                            - 2000.
---------------------------------------------------------------------------------------------------------------------------
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---------------------------------------------------------------------------------------------------------------------------
                                                                     Number of
                                                                     Portfolios in
                                                                     Fund Complex        Other Directorships Held
Name, Age, and Address (1)                                           Overseen by         Outside Fund Complex by
                            Principal Occupation(s)(2)               Director            Director
---------------------------------------------------------------------------------------------------------------------------

Cornelius T. Ryan (71)      General Partner of Oxford Partners and   31                  Formerly, Director of Capital
                            Oxford Bioscience Partners (venture                          Cash Management Trust (money
                            capital partnerships) and President of                       market fund) and Prime Cash
                            Oxford Venture Corporation.                                  Fund.
---------------------------------------------------------------------------------------------------------------------------
Peter P. Trapp (58)         Regional Manager for Atlanta Region,     31
                            Ford Motor Credit Company since
                            August, 1997; prior thereto,
                            President, Ford Life Insurance
                            Company, April 1995 until August 1997.
---------------------------------------------------------------------------------------------------------------------------
Director who is an "Interested Person"
---------------------------------------------------------------------------------------------------------------------------
Peter E. Sundman* (43)      Executive Vice President of Neuberger    31                  Executive Vice President and
                            Berman since 1999; Principal of                              Director of Neuberger Berman
                            Neuberger Berman from 1997 until 1999;                       Inc. (holding company) since
                            Senior Vice President of NB Management                       1999; President and Director
                            from 1996 until 1999; Director of                            of NB Management since 1999;
                            Institutional Services of NB                                 Director and Vice President of
                            Management from 1988 until 1996.                             Neuberger & Berman Agency,
                                                                                         Inc. since 2000.
---------------------------------------------------------------------------------------------------------------------------

                                                              CLASS II

---------------------------------------------------------------------------------------------------------------------------
Independent Fund Directors
---------------------------------------------------------------------------------------------------------------------------
John Cannon (72)            Retired. Formerly, Chairman and Chief    31                  Independent Trustee or
                            Investment Officer of CDC Capital                            Director of three series of
                            Management (registered investment                            OppenheimerFunds: Limited Term
                            adviser) (1993-Jan. 1999).                                   New York Municipal Fund,
                                                                                         Rochester Fund Municipals, and
                                                                                         Oppenheimer Convertible
                                                                                         Securities Fund, 1992 to
                                                                                         present.
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---------------------------------------------------------------------------------------------------------------------------
Barry Hirsch (69)           Senior Vice President and Senior         31
                            Counsel of Loews Corporation
                            (diversified financial corporation)
                            since May 2002; prior thereto, General
                            Counsel of Loews Corporation.
---------------------------------------------------------------------------------------------------------------------------
John P. Rosenthal (69)      Senior Vice President of Burnham         31                  Director, 92nd Street Y
                            Securities Inc. (a registered                                (non-profit), 1967 to present;
                            broker-dealer) since 1991.                                   Formerly, Director, Cancer
                                                                                         Treatment Holdings, Inc.
---------------------------------------------------------------------------------------------------------------------------
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---------------------------------------------------------------------------------------------------------------------------
                                                                     Number of
                                                                     Portfolios in
                                                                     Fund Complex        Other Directorships Held
Name, Age, and Address (1)                                           Overseen by         Outside Fund Complex by
                            Principal Occupation(s)(2)               Director            Director
---------------------------------------------------------------------------------------------------------------------------

Tom Decker Seip (52)        General Partner of Seip Investments LP   31                  Director, H&R Block, Inc.
                            (a private investment partnership);                          (financial services company)
                            President and CEO of Westaff, Inc.                           (the parent company of one of
                            (temporary staffing) May 2001 to                             the Fund's underwriters), May
                            January 2002; Senior Executive at the                        2001 to present; Director,
                            Charles Schwab Corporation from 1983                         General Magic (voice
                            to 1999, including Chief Executive                           recognition software),
                            Officer of Charles Schwab Investment                         November 2001 to present;
                            Management, Inc. and Trustee of Schwab                       Director, Forward Management,
                            Family of Funds and Schwab Investments                       Inc. (asset management), 2001
                            from 1997 to 1998 and Executive Vice                         to present; Member of the
                            President-Retail Brokerage for Charles                       Board of Directors of
                            Schwab Investment Management from 1994                       E-Finance Corporation (credit
                            to 1997.                                                     decisioning services), 1999 to
                                                                                         present; Director,
                                                                                         Save-Daily.com (micro
                                                                                         investing services), 1999 to
                                                                                         present; Formerly, Director of
                                                                                         Offroad Capital Inc.
                                                                                         (pre-public internet commerce
                                                                                         company).
---------------------------------------------------------------------------------------------------------------------------
Director who is an "Interested Person"
---------------------------------------------------------------------------------------------------------------------------
Michael M. Kassen* (49)     Executive Vice President and Chief       31                  Executive Vice President,
                            Investment Officer of Neuberger Berman                       Chief Investment Officer and
                            since 1999; Executive Vice President                         Director of Neuberger Berman
                            and Chief Investment Officer of NB                           Inc. (holding company) since
                            Management from November 1999 to May                         1999; Chairman since May 2000
                            2000; Vice President of NB Management                        and Director of NB Management
                            from 1990 until 1999; Partner or                             since April 1996.
                            Principal of Neuberger Berman from
                            1993.
---------------------------------------------------------------------------------------------------------------------------
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                                                              CLASS III
---------------------------------------------------------------------------------------------------------------------------
Independent Fund Directors
---------------------------------------------------------------------------------------------------------------------------
Walter G. Ehlers (69)       Consultant; Retired President and        31
                            Director of Teachers Insurance &
                            Annuity (TIAA) and College Retirement
                            Equities Fund (CREF).
---------------------------------------------------------------------------------------------------------------------------
Robert A. Kavesh (75)       Professor of Finance and Economics at    31                  Director, Delaware Labs
                            Stern School of Business, New York                           (cosmetics), 1978 to present.
                            University.
---------------------------------------------------------------------------------------------------------------------------
Howard A. Mileaf (65)       Retired.  Formerly, Vice President and   31                  Director, State Theatre of New
                            Special Counsel to WHX Corporation                           Jersey (not-for-profit
                            (holding company); 1993 - 2001.                              theater), 2000 to present;
                                                                                         Formerly, Director of Kevlin
                                                                                         Corporation (manufacturer
                                                                                         of microwave and other
                                                                                         products).
---------------------------------------------------------------------------------------------------------------------------
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---------------------------------------------------------------------------------------------------------------------------
                                                                     Number of
                                                                     Portfolios in
                                                                     Fund Complex        Other Directorships Held
Name, Age, and Address (1)                                           Overseen by         Outside Fund Complex by
                            Principal Occupation(s)(2)               Director            Director
---------------------------------------------------------------------------------------------------------------------------

William E. Rulon (70)       Retired. Senior Vice President of        31                  Director, Pro-Kids Golf and
                            Foodmaker, Inc. (operator and                                Learning Academy (teach golf
                            franchiser of restaurants) until                             and computer usage to "at
                            January 1997; Secretary of Foodmaker,                        risk" children), 1998 to
                            Inc. until July 1996.                                        present; Director of Prandium,
                                                                                         Inc. (restaurants) since March
                                                                                         2001.
---------------------------------------------------------------------------------------------------------------------------
Candace L. Straight (55)    Private investor and consultant          31                  Director, Providence
                            specializing in the insurance                                Washington (property and
                            industry; Advisory Director of                               casualty insurance company),
                            Securities Capital LLC (a global                             December 1998 to present;
                            private equity investment firm                               Director, Summit Global
                            dedicated to making investments in the                       Partners (insurance brokerage
                            insurance sector).                                           firm), October 2000 to present.
---------------------------------------------------------------------------------------------------------------------------
Director who is an "Interested Person"
---------------------------------------------------------------------------------------------------------------------------
Edward I. O'Brien* (74)     Member, Investment Policy Committee,     31                  Director of Legg Mason, Inc.
                            Edward Jones, 1993 - 2001; President                         (financial services holding
                            of the Securities Industry Association                       company) (the parent company
                            ("SIA") (securities industry's                               of one of the Fund's
                            representative in government relations                       underwriters), 1993 to
                            and regulatory matters at the federal                        present; Director, Boston
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                            and state levels) from 1974 - 1992;                          Financial Group (real estate
                            Adviser to SIA from November 1992                            and tax shelters), 1993-1999.
                            -November 1993.
---------------------------------------------------------------------------------------------------------------------------

* Indicates a director who is an "interested person" within the meaning of the
1940 Act. Mr. Sundman and Mr. Kassen are interested persons of the Fund by
virtue of the fact that each is an officer and/or director of NB Management and
Executive Vice President of Neuberger Berman. Mr. O'Brien is an interested
person of the Fund by virtue of the fact that he is a director of Legg Mason,
Inc., a wholly owned subsidiary of which is one of the Fund's underwriters that
from time to time, serves as a broker or dealer to the Fund and other funds or
accounts for which NB Management serves as investment manager.

(1) The business address of each listed person is 605 Third Avenue, New York,
New York 10158.

(2) Except as otherwise indicated, each person has held the positions shown for
at least the last five years. The Board of Directors shall at all times be
divided as equally as possible into three classes of Directors designated Class
I, Class II, and Class III. The terms of office of Class I, Class II, and Class
III Directors shall expire at the annual meetings of stockholders held in 2003,
2004, and 2005 respectively, and at each third annual meeting of stockholders
thereafter.
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Information about the Officers of the Fund
------------------------------------------

------------------------------------------------------------------------------------------------------------------
                                    Position and Length of
Name, Age, and Address(1)                Time Served                        Principal Occupation(s)(2)
-------------------------           ----------------------                  ---------------------------
------------------------------------------------------------------------------------------------------------------

Claudia A. Brandon (46)               Secretary since 2002          Vice President-Mutual Fund Board Relations
                                                                    of NB Management since 2000; Vice President
                                                                    of Neuberger Berman since 2002 and employee
                                                                    since 1999; Vice President of NB Management
                                                                    from 1986 to 1999; Secretary of six other
                                                                    registered investment companies for which NB
                                                                    Management acts as investment manager and
                                                                    administrator.
------------------------------------------------------------------------------------------------------------------
Robert Conti (46)                  Vice President since 2002        Vice President of Neuberger Berman since
                                                                    1999; Senior Vice President of NB Management
                                                                    since 2000; Controller of NB Management
                                                                    until 1996; Treasurer of NB Management from
                                                                    1996 until 1999; Vice President of three
                                                                    other registered investment companies for
                                                                    which NB Management acts as investment
                                                                    manager and administrator since 2000 and of
                                                                    three other registered investment companies
                                                                    since 2002.
------------------------------------------------------------------------------------------------------------------
Stacy Cooper-Shugrue (39)        Assistant Secretary since 2002     Vice President-Mutual Fund Board Relations
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                                                                    of NB Management since 2002; Employee of
                                                                    Neuberger Berman since 1999; Assistant Vice
                                                                    President of NB Management from 1993 to
                                                                    1999; Assistant Secretary of six other
                                                                    registered investment companies for which NB
                                                                    Management acts as investment manager and
                                                                    administrator.
------------------------------------------------------------------------------------------------------------------
Brian J. Gaffney (49)              Vice President since 2002        Managing Director of Neuberger Berman since
                                                                    1999; Senior Vice President of NB Management
                                                                    since 2000; Vice President of NB Management
                                                                    from 1997 until 1999; Vice President of
                                                                    three other registered investment companies
                                                                    for which NB Management acts as investment
                                                                    manager and administrator since 2000 and of
                                                                    three other registered investment companies
                                                                    since 2002.
------------------------------------------------------------------------------------------------------------------
Sheila R. James (37)             Assistant Secretary since 2002     Employee of Neuberger Berman since 1999;
                                                                    Employee of NB Management from 1991 to 1999;
                                                                    Assistant Secretary of six other registered
                                                                    investment companies for which NB Management
                                                                    acts as investment manager and administrator
                                                                    since 2002.
------------------------------------------------------------------------------------------------------------------
John McGovern (32)               Assistant Treasurer since 2002     Employee of NB Management since 1993;
                                                                    Assistant Treasurer of six other registered
                                                                    investment companies for which NB Management
                                                                    acts as investment manager and administrator
                                                                    since 2002.
------------------------------------------------------------------------------------------------------------------
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------------------------------------------------------------------------------------------------------------------
                                    Position and Length of
Name, Age, and Address(1)                Time Served                        Principal Occupation(s)(2)
-------------------------           ----------------------                  ---------------------------
------------------------------------------------------------------------------------------------------------------

Barbara Muinos (43)            Treasurer and Principal Financial    Vice President of Neuberger Berman since
                               and Accounting Officer since 2002    1999; Assistant Vice President of NB
                                                                    Management from 1993 to 1999; Treasurer
                                                                    and Principal Financial and Accounting
                                                                    Officer of six other registered investment
                                                                    companies for which NB Management acts as
                                                                    investment manager and administrator since
                                                                    2002; Assistant Treasurer from 1996 to 2002
                                                                    of three other mutual funds for which NB
                                                                    Management acts as investment manager and
                                                                    administrator.

------------------------------------------------------------------------------------------------------------------
Frederic B. Soule (56)             Vice President since 2002        Vice President of Neuberger Berman since
                                                                    1999; Vice President of NB Management from
                                                                    1995 until 1999; Vice President of three
                                                                    other registered investment companies for
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                                                                    which NB Management acts as investment
                                                                    manager and administrator since 2000 and of
                                                                    three other registered investment companies
                                                                    since 2002.
------------------------------------------------------------------------------------------------------------------
Trani Wyman (33)                 Assistant Treasurer since 2002     Employee of NB Management since 1991.
                                                                    Assistant Treasurer of six other registered
                                                                    investment companies for which NB Management
                                                                    acts as investment manager and administrator
                                                                    since 2002.
------------------------------------------------------------------------------------------------------------------
--------------------

(1)  The business address of each listed person is 605 Third Avenue, New York,
     New York 10158.

(2)  Except as otherwise indicated, each individual has held the positions shown
     for at least the last five years.

Committees
----------

The Board has established several standing committees to oversee particular
aspects of the Fund's management. The standing committees of the Board are
described below.

AUDIT COMMITTEE. The Audit Committee's purposes are (a) to oversee generally the
Fund's accounting and financial reporting policies and practices, its internal
controls and, as appropriate, the internal controls of certain service
providers; (b) to oversee generally the quality and objectivity of the Fund's
financial statements and the independent audit thereof; and (c) to act as a
liaison between the Fund's independent auditors and the full Board. The Audit
Committee is composed entirely of Independent Fund Directors; its members are
John Cannon, Walter G. Ehlers, Cornelius T. Ryan (Chairman), and Peter P. Trapp.

CODE OF ETHICS COMMITTEE. The Code of Ethics Committee oversees the
administration of the Fund's Code of Ethics, which restricts the personal
securities transactions of employees, officers, and Directors. Its members are
John Cannon, Faith Colish, Robert A. Kavesh (Chairman), and Edward I. O'Brien.
All members except for Mr. O'Brien are Independent Fund Directors.
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CONTRACT REVIEW COMMITTEE. The Contract Review Committee is responsible for
review and oversight of the Fund's principal contractual arrangements. Its
members are Faith Colish (Chairwoman), Barry Hirsch, Howard A. Mileaf, William
E. Rulon and Tom D. Seip. All members are Independent Fund Directors.

EXECUTIVE COMMITTEE. The Executive Committee has all the powers of the Directors
when the Directors are not in session. Its members are John Cannon, Faith
Colish, John P. Rosenthal, William E. Rulon, Cornelius T. Ryan and Peter E.
Sundman (Chairman). All members except for Mr. Sundman are Independent Fund
Directors.

NOMINATING COMMITTEE. The Nominating Committee is responsible for nominating
individuals to serve as Directors, including as Independent Fund Directors, as
members of committees, and as officers of the Fund. Its members are C. Anne
Harvey, Barry Hirsch, Howard A. Mileaf (Chairman), Cornelius T. Ryan and Tom D.
Seip. All members are Independent Fund Directors. The Committee will consider
nominees recommended by stockholders; stockholders may send resumes of
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recommended persons to the attention of Claudia Brandon, Secretary, Neuberger
Berman Intermediate Municipal Fund Inc., 605 Third Avenue, 2nd Floor, New York,
New York, 10158-0180.

PORTFOLIO TRANSACTIONS COMMITTEE. The Portfolio Transactions Committee from time
to time reviews, among other things, quality of execution of portfolio trades,
actual and potential uses of portfolio brokerage commissions, agency
cross-transactions, information relating to the commissions charged by Neuberger
Berman to the Fund and to its other customers, and information concerning the
prevailing level of commissions charged by other brokers having comparable
execution capability. The Committee is composed entirely of Independent Fund
Directors; its members are Faith Colish, Walter G. Ehlers, C. Anne Harvey,
Candace L. Straight (Chairwoman) and Peter P. Trapp.

PRICING COMMITTEE. The Pricing Committee oversees the procedures for pricing the
Fund's portfolio securities, and from time to time may be called upon to
establish or ratify the fair value of portfolio securities for which market
prices are not readily available. Its members are Michael M. Kassen, Robert A.
Kavesh, Edward I. O'Brien, John P. Rosenthal (Chairman), Tom D. Seip and Peter
P. Trapp. All members except for Mr. Kassen and Mr. O'Brien are Independent Fund
Directors.

     The Fund's Articles provide that the Fund will indemnify its Directors and
officers against liabilities and expenses to the extent permitted by Maryland
law and the 1940 Act. This means that the Fund will indemnify its officers and
Directors against liabilities and expenses reasonably incurred in connection
with litigation in which they may be involved because of their offices with the
Fund, unless it is adjudicated that they (a) engaged in bad faith, willful
misfeasance, gross negligence, or reckless disregard of the duties involved in
the conduct of their offices, or (b) did not act in good faith in the reasonable
belief that their action was in the best interest of the Fund. In the case of
settlement, such indemnification will not be provided unless it has been
determined (by a court or other body approving the settlement or other
disposition, by a majority of disinterested Directors based upon a review of
readily available facts, or in a written opinion of independent counsel) that
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such officers or Directors have not engaged in willful misfeasance, bad faith,
gross negligence, or reckless disregard of their duties.

     The following table sets forth information concerning the compensation of
the Directors of the Fund. The Fund does not have any retirement plan for its
Directors.

Compensation
------------

     The Directors' compensation and other costs of their joint meetings are
allocated pro rata based on the assets of each investment company in the
Neuberger Berman Fund Complex. It is estimated that the Directors will receive
the amounts set forth in the following table from the Fund for the fiscal year
ending October 31, 2003. For the calendar year ended December 31, 2001, the
Directors received the compensation set forth in the following table for serving
as Trustees of other investment companies in the "Fund Complex." Each officer
and Director who is a Director, officer, partner or employee of NB Management,
Neuberger Berman or any entity controlling, controlled by or under common
control with NB Management or Neuberger Berman serves without any compensation
from the Fund.
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TABLE OF COMPENSATION
---------------------

                                                                         Total Compensation from 3
                                                                     Registered Investment Companies in
                                         Estimated Aggregate             the Neuberger Berman Fund
                                            Compensation               Complex Paid to Directors For
Name and Position with the Fund            from the Fund*              Calendar Year Ended 12/31/01
--------------------------------           --------------              ----------------------------

Independent Fund Directors

John Cannon                                    $2,060                              $70,000
Director

Faith Colish                                   $2,060                              $70,000
Director

Walter G. Ehlers                               $2,060                              $70,000
Director

C. Anne Harvey                                 $2,060                              $62,500
Director

Barry Hirsch                                   $2,060                              $70,000
Director

Robert A. Kavesh                               $2,060                              $70,000
Director

Howard A. Mileaf                               $2,060                              $70,000
Director
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                                                                         Total Compensation from 3
                                                                     Registered Investment Companies in
                                         Estimated Aggregate             the Neuberger Berman Fund
                                            Compensation               Complex Paid to Directors For
Name and Position with the Fund            from the Fund*              Calendar Year Ended 12/31/01
--------------------------------           --------------              ----------------------------

John P. Rosenthal                              $2,060                              $70,000
Director

William E. Rulon                               $2,060                              $70,000
Director

Cornelius T. Ryan                              $2,060                              $70,000
Director

Tom Decker Seip                                $2,060                              $70,000
Director

Candace L. Straight                            $2,060                              $62,500
Director
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Peter P. Trapp                                 $2,060                              $62,500
Director

Directors who are "Interested Persons"

Michael M. Kassen                                $0                                  $0
Director

Edward I. O'Brien                              $2,060          
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