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SHALL BECOME EFFECTIVE ON SUCH DATE AS THE COMMISSION, ACTING PURSUANT TO SAID
SECTION 8(A), MAY DETERMINE.
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The information in this prospectus is not complete and may be changed. We may
not sell these securities until the registration statement filed with the
Securities and Exchange Commission is effective. This prospectus is not an
offer to sell these securities and it is not soliciting an offer to buy these
securities in any state where the offer or sale is not permitted.

                             Subject to Completion
                 Preliminary Prospectus dated October 8, 2004

PROSPECTUS
----------

                                  $25,000,000

                     MuniYield Michigan Insured Fund, Inc.
                    Auction Market Preferred Stock ("AMPS")
                            1,000 Shares, Series D
                   Liquidation Preference $25,000 per Share

     MuniYield Michigan Insured Fund, Inc. is a non-diversified, closed-end
fund. The investment objective of the Fund is to provide shareholders with as
high a level of current income exempt from Federal and Michigan income taxes
as is consistent with its investment policies and prudent investment
management. The Fund seeks to achieve its investment objective by investing,
as a fundamental policy, at least 80% of an aggregate of the Fund's net assets
(including proceeds from the issuance of any preferred stock) and the proceeds
of any borrowings for investment purposes, in a portfolio of municipal
obligations the interest on which, in the opinion of bond counsel to the
issuer, is excludable from gross income for Federal income tax purposes
(except that the interest may be includable in taxable income for purposes of
the Federal alternative minimum tax) and exempt from Michigan income taxes.
Under normal market conditions, the Fund invests primarily in long term
municipal obligations that are rated investment grade or, if unrated, are
considered by the Fund's investment adviser to be of comparable quality. Under
normal circumstances and after the investment period following this offering

Edgar Filing: MUNIYIELD MICHIGAN INSURED FUND INC - Form N-2

2



(not expected to exceed three months), the Fund will invest, as a
non-fundamental policy, at least 80% of an aggregate of the Fund's net assets
(including proceeds from the issuance of any preferred stock) and the proceeds
of any borrowings for investment purposes, in municipal obligations that are
covered by insurance guaranteeing the timely payment of principal at maturity
and interest when due. The Fund may invest in certain tax exempt securities
classified as "private activity bonds," as discussed within, that may subject
certain investors in the Fund to an alternative minimum tax. There can be no
assurance that the Fund's investment objective will be realized.

     This prospectus contains information you should know before investing,
including information about risks. Please read it before you invest and keep
it for future reference. The Fund's statement of additional information, dated
           , 2004, contains further information about the Fund and is
incorporated by reference (legally considered to be part of this prospectus)
and the table of contents of the statement of additional information appears
on page 51 of this prospectus. You may request a free copy by writing or
calling the Fund at (800) 543-6217.

     Certain capitalized terms used herein not otherwise defined in this
prospectus have the meaning provided in the Glossary at the back of this
prospectus.

     INVESTING IN THE AMPS INVOLVES CERTAIN RISKS THAT ARE DESCRIBED IN THE
"RISK FACTORS AND SPECIAL CONSIDERATIONS" SECTION BEGINNING ON PAGE 9 OF THIS
PROSPECTUS. THE MINIMUM PURCHASE AMOUNT FOR THE AMPS IS $25,000.
                               ---------------

                                                                                Per Share              Total
                                                                            ----------------     -----------------

   Public offering price ................................................         $25,000           $25,000,000
   Underwriting discount ................................................            $250              $250,000
   Proceeds, before expenses, to the Fund (1)............................         $24,750           $24,750,000

   (1) The estimated offering expenses payable by the Fund are $155,000.

     The public offering price per share will be increased by the amount of
accumulated dividends, if any, from the date the shares are first issued.

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

     One certificate for the Series D AMPS will be ready for delivery to the
nominee of The Depository Trust Company on or about , 2004.

                                ---------------

                              Merrill Lynch & Co.

                                ---------------

                The date of this prospectus is         , 2004.
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                                ---------------

     INFORMATION ABOUT THE FUND CAN BE REVIEWED AND COPIED AT THE SECURITIES
AND EXCHANGE COMMISSION'S PUBLIC REFERENCE ROOM IN WASHINGTON, D.C. CALL
1-202-942-8090 FOR INFORMATION ON THE OPERATION OF THE PUBLIC REFERENCE ROOM.
THIS INFORMATION IS ALSO AVAILABLE ON THE SECURITIES AND EXCHANGE COMMISSION'S
INTERNET SITE AT HTTP://WWW.SEC.GOV AND COPIES MAY BE OBTAINED UPON PAYMENT OF
A DUPLICATING FEE BY WRITING TO THE PUBLIC REFERENCE SECTION OF THE SECURITIES
AND EXCHANGE COMMISSION, WASHINGTON, D.C. 20549-0102.

                                ---------------

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

                                      2

                              PROSPECTUS SUMMARY

     This summary is qualified in its entirety by reference to the detailed
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information included in this prospectus and the statement of additional
information.

The Fund                     MuniYield Michigan Insured Fund, Inc. is a non-diversified, closed-end management
                             investment company.

The Offering                 The Fund is offering a total of 1,000 shares of Auction Market Preferred Stock, Series D,
                             at a purchase price of $25,000 per share plus accumulated dividends, if any, from the date
                             the shares are first issued. The shares of AMPS are being offered by Merrill Lynch, Pierce,
                             Fenner & Smith Incorporated ("Merrill Lynch"), as underwriter.

                             The Series D AMPS will be shares of preferred stock of the Fund that entitle their holders
                             to receive cash dividends at an annual rate that may vary for the successive dividend
                             periods. In general, except as described below, each dividend period for the Series D AMPS
                             following the initial dividend period will be seven days. The applicable dividend for a
                             particular dividend period will be determined by an auction conducted on the business day
                             next preceding the start of that dividend period.

                             Investors and potential investors in shares of Series D AMPS may participate in auctions
                             for the AMPS through their broker-dealers.

                             Generally, AMPS investors will not receive certificates representing ownership of their
                             shares. Ownership of AMPS will be maintained in book-entry form by the securities
                             depository (The Depository Trust Company) or its nominee for the account of the investor's
                             agent member (generally the investor's broker-dealer). The investor's agent member, in
                             turn, will maintain records of such investor's beneficial ownership of AMPS.

Investment                   The investment objective of the Fund is to provide shareholders with as high a level of
Objective and                current income exempt from Federal and Michigan income taxes as is consistent with its
Policies                     investment policies and prudent investment management. The Fund seeks to achieve its
                             investment objective by investing, as a fundamental policy, at least 80% of an aggregate of
                             the Fund's net assets (including proceeds from the issuance of any preferred stock) and the
                             proceeds of any borrowings for investment purposes, in a portfolio of municipal obligations
                             issued by or on behalf of the State of Michigan, its political subdivisions, agencies and
                             instrumentalities and by other qualifying issuers, each of which pays interest that, in the
                             opinion of bond counsel to the issuer, is excludable from gross income for Federal income
                             tax purposes (except that the interest may be includable in taxable income for purposes of
                             the Federal alternative minimum tax) and exempt from Michigan income taxes ("Michigan
                             Municipal Bonds"). The Fund also may invest in municipal obligations issued by or on behalf
                             of states, territories and possessions of the United States and their political
                             subdivisions, agencies or instrumentalities, each of which pays interest that is excludable
                             from gross income for Federal income tax purposes, in the opinion of bond counsel to the
                             issuer, but is not exempt from Michigan income taxes ("Municipal Bonds"). In general, the
                             Fund does not intend for its investments to earn a large amount of interest income that is
                             (i) includable in gross income for Federal income tax purposes or (ii) not exempt from
                             Michigan income taxes. There can be no assurance that the Fund's investment objective will
                             be realized.

                             Maturity. The average maturity of the Fund's portfolio securities varies from time to time
                             based upon an assessment of economic and market conditions by Fund Asset Management, L.P.,
                             the Fund's investment adviser (the "Investment Adviser"). The Fund intends to invest
                             primarily in long term Michigan Municipal Bonds and Municipal Bonds (that is, Michigan
                             Municipal Bonds and Municipal Bonds with maturities of more than ten years). However, the
                             Fund also may invest in intermediate

                                                           3
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                             term Municipal Bonds with maturities of between three years and ten years. The Fund also
                             may invest from time to time in short term Municipal Bonds with maturities of less than
                             three years.

                             Municipal Bond Insurance. Under normal circumstances and after the investment period
                             following the offering (not expected to exceed three months), the Fund invests, as a
                             non-fundamental policy, at least 80% of an aggregate of the Fund's net assets (including
                             proceeds from the issuance of any preferred stock) and the proceeds of any borrowings for
                             investment purposes, in Michigan Municipal Bonds and Municipal Bonds that are covered by
                             insurance guaranteeing the timely payment of principal at maturity and interest when due.

                             Investment Grade Municipal Bonds. Under normal market conditions, the Fund invests
                             primarily in a portfolio of long term Michigan Municipal Bonds and Municipal Bonds that are
                             rated investment grade by one or more nationally recognized statistical rating
                             organizations ("NRSROs") or in unrated bonds considered by the Investment Adviser to be of
                             comparable quality. In assessing the quality of Michigan Municipal Bonds and Municipal
                             Bonds, the Investment Adviser takes into account the Municipal Bond insurance as well as
                             the nature of any letters of credit or similar credit enhancement to which particular
                             Michigan Municipal Bonds or Municipal Bonds are entitled and the creditworthiness of the
                             financial institution that provided such Municipal Bond insurance or credit enhancement.

                             Indexed and Inverse Floating Rate Securities. The Fund may invest in securities whose
                             potential returns are directly related to changes in an underlying index or interest rate,
                             known as indexed securities. The return on indexed securities will rise when the underlying
                             index or interest rate rises and fall when the index or interest rate falls. The Fund may
                             also invest in securities whose return is inversely related to changes in an interest rate
                             (inverse floaters). In general, income on inverse floaters will decrease when short term
                             interest rates increase and increase when short term interest rates decrease. Investments
                             in inverse floaters may subject the Fund to the risks of reduced or eliminated interest
                             payments and loss of principal. In addition, certain indexed securities and inverse
                             floaters may increase or decrease in value at a greater rate than the underlying interest
                             rate, which effectively leverages the Fund's investment. As a result, the market value of
                             such securities will generally be more volatile than that of fixed rate, tax exempt
                             securities. Both indexed securities and inverse floaters are derivative securities and can
                             be considered speculative.

                             Hedging Transactions. The Fund may seek to hedge its portfolio against changes in interest
                             rates using options and financial futures contracts or swap transactions. The Fund's
                             hedging transactions are designed to reduce volatility, but come at some cost. For example,
                             the Fund may try to limit its risk of loss from a decline in price of a portfolio security
                             by purchasing a put option. However, the Fund must pay for the option, and the price of the
                             security may not in fact drop. In large part, the success of the Fund's hedging activities
                             depends on its ability to forecast movements in securities prices and interest rates. The
                             Fund is not required to hedge its portfolio and may choose not to do so. The Fund cannot
                             guarantee that any hedging strategies it uses will work.

                             Swap Agreements. The Fund is authorized to enter into swap agreements, which are
                             over-the-counter contracts in which one party agrees to make periodic payments based on the
                             change in the market value of a specific bond, basket of bonds or index in return for
                             periodic payments based on a fixed or variable interest rate or the change in market value
                             of a different bond, basket of bonds or index. Swap agreements may be used to obtain
                             exposure to a bond or market without owning or taking physical custody of securities.

                                                           4

                             Federal Tax Considerations. While exempt interest dividends derived from interest or gains
                             on Michigan Municipal Bonds and Municipal Bonds are excluded from gross income for Federal
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                             income tax purposes, they may be subject to the Federal alternative minimum tax in certain
                             circumstances. Distributions of any capital gain or other taxable income will be taxable to
                             stockholders. The Fund may not be a suitable investment for investors subject to the
                             Federal alternative minimum tax or who would become subject to such tax by investing in the
                             Fund. See "Taxes."

Risk Factors                 Main Risks. Set forth below is a summary of the main risks of investing in the Fund's
                             Series D AMPS:

                             o  The credit ratings of the AMPS could be reduced or terminated while an investor holds
                                the AMPS, which could affect liquidity.

                             o  Neither broker-dealers nor the Fund are obligated to purchase shares of AMPS in an
                                auction or otherwise, nor is the Fund required to redeem shares of AMPS in the event of
                                a failed auction.

                             o  If sufficient bids do not exist in an auction, the applicable dividend rate will be the
                                maximum applicable dividend rate, and in such event, owners of AMPS wishing to sell will
                                not be able to sell all, and may not be able to sell any, AMPS in the auction. As a
                                result, investors may not have liquidity of investment.

                             o  As a result of bidding by broker-dealers in an auction, the dividend rate that would
                                apply at the auction may be higher or lower than the rate that would have prevailed had
                                the broker-dealer not bid.

                             o  A broker-dealer may bid in an auction in order to prevent what would otherwise be (i) a
                                failed auction, (ii) an "all-hold" auction, or (iii) an applicable dividend rate that
                                the broker-dealer believes, in its sole discretion, does not reflect the market for the
                                AMPS at the time of the auction.

                             o  Broker-dealers have no obligation to maintain a secondary trading market in the AMPS
                                outside of auctions and there can be no assurance that a secondary market for the AMPS
                                will develop or, if it does develop, that it will provide holders with a liquid trading
                                market. An increase in the level of interest rates likely will have an adverse effect on
                                the secondary market price of the AMPS, and a selling stockholder may have to sell AMPS
                                between auctions at a price per share of less than $25,000.

                             o  The Fund is registered as a "non-diversified" investment company, the Fund may invest a
                                greater percentage of its assets in a single issuer than a diversified investment
                                company. Since the Fund may invest a relatively high percentage of its assets in a
                                limited number of issuers, the Fund may be more exposed to any single economic, political
                                or regulatory occurrence than a more widely diversified fund. Additonally, the Fund is
                                more exposed to risks affecting issuers of Michigan Municipal Bonds than in a municipal
                                bond fund that invests more widely.

                             o  The Fund issues shares of AMPS, which generally pay dividends based on short term
                                interest rates. The Fund generally will purchase Michigan Municipal Bonds and Municipal
                                Bonds that pay interest at fixed or adjustable rates. If market interest rates rise,
                                this could negatively impact the value of the Fund's investment portfolio, reducing the
                                amount of assets serving as asset coverage for the AMPS. If the asset coverage becomes
                                too low, the Fund may be required to redeem some or all of the shares of AMPS.

                                                           5

                             o  The amount of public information available about Michigan Municipal Bonds and Municipal
                                Bonds in the Fund's portfolio is generally less than that for corporate equities or
                                bonds, and the investment performance of the Fund may, therefore, be more dependent on
                                the analytical abilities of the Investment Adviser than the performance of a stock fund
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                                or taxable bond fund.

                             o  The Fund invests in Michigan Municipal Bonds and Municipal Bonds, which are subject to
                                interest rate and credit risk. Interest rate risk is the risk that prices of Michigan
                                Municipal Bonds and Municipal Bonds generally increase when interest rates decline and
                                decrease when interest rates increase. Credit risk is the risk that the issuer will be
                                unable to pay the interest or principal when due. Changes in an issuer's credit rating
                                or the market's perception of an issuer's creditworthiness may affect the value of the
                                Fund's investment in that issuer.

                             For a more detailed description of the main risks as well as certain other risks associated
                             with investing in the Fund's Series D AMPS, see "Risk Factors and Special Considerations."

Investment Adviser           The Investment Adviser provides investment advisory and administrative services to the
                             Fund. For its services, the Fund pays the Investment Adviser a monthly fee at the annual
                             rate of 0.50% of the Fund's average weekly net assets (including any proceeds from the
                             issuance of preferred stock).

Dividends and                Dividends on the Series D AMPS will be cumulative from the date the shares are first issued
Dividend                     and payable at the annualized cash dividend rate for the initial dividend period on the
Periods                      initial dividend payment date as follows:

                                                                                     Initial              Initial
                                                               Initial               Dividend             Dividend
                                                               Dividend               Period              Payment
                                    AMPS Series                  Rate                 Ending                Date
                               -----------------------   --------------------   -------------------   -------------------
                               Series D...............            %                      , 2004              , 2004

                             After the initial dividend period, each dividend period for the Series D AMPS will
                             generally consist of seven days; provided however, that, before any auction, the Fund may
                             decide, subject to certain limitations and only if it gives notice to holders, to declare a
                             special dividend period of up to five years.

                             After the initial dividend period, in the case of dividend periods that are not special
                             dividend periods, dividends generally will be payable on each succeeding ______ in the case
                             of the Series D AMPS.

                             Dividends for the Series D AMPS will be paid through the securities depository (The
                             Depository Trust Company) on each dividend payment date for the AMPS.

                             For each subsequent dividend period, the auction agent (The Bank of New York) will hold an
                             auction to determine the cash dividend rate on the shares of Series D AMPS.

                                                           6

Determination of             Generally, the applicable dividend rate for any dividend period for the Series D AMPS will
Maximum Dividend             not be more than the maximum applicable rate attributable to such shares. The maximum
Rates                        applicable rate will be the higher of (A) the applicable percentage of the reference rate
                             on the auction date or (B) the applicable spread plus the reference rate on the auction
                             date. The reference rate is (A) the higher of the applicable LIBOR Rate (as defined in the
                             Glossary) and the Taxable Equivalent of the Short Term Municipal Bond Rate (as defined in
                             the Glossary) (for a dividend period or special dividend period of 364 or fewer days), or
                             (B) the applicable Treasury Index Rate (as defined in the Glossary) (for a special dividend
                             period of 365 days or more). The maximum applicable rate for the Series D AMPS will depend
                             on the credit rating assigned to the shares, the length of the dividend period and whether
                             or not the Fund has given notification prior to the auction for the dividend period that
                             any taxable income will be included in the dividend on the AMPS for that dividend period.
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                             The applicable percentage and applicable spread are as follows:

                                                                 Applicable
                                     Credit Ratings            Percentage of      Applicable        Applicable        Applicable
                             -------------------------------   Reference         Percentage of     Spread Over       Spread Over
                                                                Rate - No       Reference Rate    Reference -No     Reference Rate
                                Moody's           S&P           Notification    - Notification     Notification     - Notification
                             ---------------- --------------  ---------------- ----------------  ---------------  -----------------
                               Aaa             AAA                     110%             125%             1.10%             1.25%
                               Aa3 to Aa1      AA- to AA+              125%             150%             1.25%             1.50%
                               A3 to A1        A- to A+                150%             200%             1.50%             2.00%
                               Baa3 to Baa1    BBB- to BBB+            175%             250%             1.75%             2.50%
                               Below Baa3      Below BBB-              200%             300%             2.00%             3.00%

                             The applicable percentage and the applicable spread as so determined may be subject to
                             upward but not downward adjustment in the discretion of the Board of Directors of the Fund
                             after consultation with the broker-dealers participating in the auction for the AMPS.

                             There is no minimum applicable dividend rate for any dividend period.

Other AMPS                   The Fund has outstanding 5,600 shares of Auction Market Preferred Stock, each with a
                             liquidation preference of $25,000 per share, plus accumulated but unpaid dividends, for an
                             aggregate initial liquidation preference of $140,000,000 (the "Other AMPS"). The Other AMPS
                             are as follows: 2,000 shares of Auction Market Preferred Stock, Series A; 2,000 shares of
                             Auction Market Preferred Stock, Series B; and 1,600 shares of Auction Market Preferred
                             Stock, Series C. The Series D AMPS offered hereby rank on a parity with the Other AMPS with
                             respect to dividends and liquidation preference.

Asset Maintenance            Under the Fund's Articles Supplementary creating the Series D AMPS (the "Articles
                             Supplementary"), the Fund must maintain:

                             o  asset coverage of the AMPS and Other AMPS as required by the rating agencies rating the
                                AMPS, and

                             o  asset coverage of the AMPS and Other AMPS of at least 200% as required by the Investment
                                Company Act of 1940 (the "1940 Act").

                             The Fund estimates that, based on the composition of its portfolio at April 30, 2004, asset
                             coverage of the AMPS and Other AMPS as required by the 1940 Act would be approximately 271%
                             immediately after the Fund issues the shares of AMPS offered by this prospectus representing
                             approximately 37% of the Fund's capital, or approximately 59% of the Fund's common stock
                             equity, immediately after the issuance of such AMPS.

                                                           7

Mandatory                    If the required asset coverage is not maintained or, when necessary, restored, the Fund
Redemption                   must redeem shares of AMPS at the price of $25,000 per share plus accumulated but unpaid
                             dividends thereon (whether or not earned or declared). The provisions of the 1940 Act may
                             restrict the Fund's ability to make such a mandatory redemption.

Optional                     The Fund may, at its option, choose to redeem all or some of the shares of AMPS on any
Redemption                   dividend payment date at the price of $25,000 per share, plus accumulated but unpaid
                             dividends thereon (whether or not earned or declared) plus any applicable premium.

Liquidation Preference       The liquidation preference (that is, the amount the Fund must pay to holders of AMPS if the
                             Fund is liquidated) of each share of AMPS will be $25,000, plus an amount equal to
                             accumulated but unpaid dividends (whether or not earned or declared).

Ratings                      The AMPS will be issued with a rating of Aaa from Moody's Investors Service, Inc.

Edgar Filing: MUNIYIELD MICHIGAN INSURED FUND INC - Form N-2

9



                             ("Moody's") and AAA from Standard & Poor's ("S&P").

Voting Rights                The 1940 Act requires that the holders of AMPS and any other preferred stock, including the
                             Other AMPS, voting as a separate class, have the right to elect at least two directors at
                             all times and to elect a majority of the directors at any time when dividends on the AMPS
                             or any other preferred stock, including the Other AMPS, are unpaid for two full years. The
                             Fund's Charter, the 1940 Act and the General Corporation Laws of the State of Maryland
                             require holders of AMPS and any other preferred stock, including the Other AMPS, to vote as
                             a separate class on certain other matters.

                                                           8

                    RISK FACTORS AND SPECIAL CONSIDERATIONS

     An investment in the Fund's AMPS should not constitute a complete
investment program.

     Set forth below are the main risks of investing in the Fund's AMPS.

     Investment Considerations. Investors in AMPS should consider the
following factors:

     o  The credit ratings of the AMPS could be reduced or terminated while an
        investor holds the AMPS.

     o  Neither broker-dealers nor the Fund are obligated to purchase shares
        of AMPS in an auction or otherwise, nor is the Fund required to redeem
        shares of AMPS in the event of a failed auction.

     o  If sufficient bids do not exist in an auction, the applicable dividend
        rate will be the maximum applicable dividend rate, and in such event,
        owners of AMPS wishing to sell will not be able to sell all, and may
        not be able to sell any, AMPS in the auction. As a result, investors
        may not have liquidity of investment.

     o  Broker-dealers may submit orders in auctions for the AMPS for their
        own account. If a broker-dealer submits an order for its own account
        in any auction, it may have knowledge of orders placed through it in
        that auction and therefore have an advantage over other bidders, but
        such broker-dealer would not have knowledge of orders submitted by
        other broker-dealers in that auction. As a result of bidding by
        broker-dealers in an auction, the dividend rate that would apply at
        the auction may be higher or lower than the rate that would have
        prevailed had the broker-dealer not bid.

     o  A broker-dealer may bid in an auction in order to prevent what would
        otherwise be (i) a failed auction, (ii) an "all-hold" auction, or
        (iii) an applicable dividend rate that the broker-dealer believes, in
        its sole discretion, does not reflect the market for the AMPS at the
        time of the auction. A broker-dealer may, but is not obligated to,
        advise owners of AMPS that the dividend rate that would apply in an
        "all-hold" auction may be lower than would apply if owners submit bids
        and such advice, if given, may facilitate the submission of bids by
        owners that would avoid the occurrence of an "all-hold" auction.

     o  Merrill Lynch has advised the Fund that it and certain other
        broker-dealers and other participants in the auction rate securities
        markets, including both taxable and tax exempt markets, have received

Edgar Filing: MUNIYIELD MICHIGAN INSURED FUND INC - Form N-2

10



        a letter from the Commission requesting that each of them voluntarily
        conduct an investigation regarding their respective practices and
        procedures in those markets. Merrill Lynch is cooperating and expects
        to continue to cooperate with the Commission in providing the
        requested information. No assurance can be given as to whether the
        results of this process will affect the market for AMPS or the
        auctions.

     Secondary Market. Broker-dealers have no obligation to maintain a
secondary trading market in the AMPS outside of auctions and there can be no
assurance that a secondary market for the AMPS will develop or, if it does
develop, that it will provide holders with a liquid trading market. The AMPS
will not be registered on any stock exchange or on any automated quotation
system. An increase in the level of interest rates likely will have an adverse
effect on the secondary market price of the AMPS, and a selling stockholder
may have to sell AMPS between auctions at a price per share of less than
$25,000.

     Rating Agencies. The Fund will issue the AMPS only if the AMPS have
received a rating of Aaa from Moody's and AAA from S&P. As a result of such
ratings the Fund will be subject to guidelines of Moody's, S&P or another
substitute NRSRO that may issue ratings for its preferred stock. These
guidelines may impose asset coverage or portfolio composition requirements
that are more stringent than those imposed by the 1940 Act and may prohibit or
limit the use by the Fund of certain portfolio management techniques or
investments. The Fund does not expect these guidelines to prevent the
Investment Adviser from managing the Fund's portfolio in accordance with the
Fund's investment objective and policies. Also, under certain circumstances,
the Fund may voluntarily terminate

                                      9

compliance with Moody's or S&P's guidelines, or both, in which case the AMPS
may no longer be rated by Moody's or S&P, as applicable, but will be rated by
at least one rating agency.

     Michigan Municipal Bonds. The Fund is more exposed to risks affecting
issuers of Michigan Municipal Bonds than in a municipal bond fund that invests
more widely. Michigan's economy is closely tied to the automobile industry.
While increased automobile production and an increasingly diversified economy
led to an unemployment rate that, until 2002, was below the national average,
the unemployment rate, for the last 30 months, has exceeded the national
average. Michigan has reported balanced budgets after substantial reductions
in expenditures and some revenue enhancements for the last three years.
Results for 2003-04 are not available. Moody's, S&P and Fitch Ratings
("Fitch") currently rate the State of Michigan's general obligation bonds Aa3,
AA and AA, respectively.

     Municipal Bond Insurance. The Fund will be subject to certain investment
restrictions imposed by guidelines of the insurance companies that issue
insurance on the Michigan Municipal Bonds and Municipal Bonds in the Fund's
portfolio. The Fund does not expect these guidelines to prevent the Investment
Adviser from managing the Fund's portfolio in accordance with the Fund's
investment objective and policies.

     Interest Rate Risk and AMPS. The Fund issues shares of AMPS, which
generally pay dividends based on short term interest rates. The Fund generally
will purchase Michigan Municipal Bonds and Municipal Bonds that pay interest
at fixed or adjustable rates. If short term interest rates rise, dividend
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rates on the shares of AMPS may rise so that the amount of dividends paid to
the holders of shares of AMPS exceeds the income from the Fund's portfolio
securities. Because income from the Fund's entire investment portfolio (not
just the portion of the portfolio purchased with the proceeds of the AMPS
offering) is available to pay dividends on the shares of AMPS, dividend rates
on the shares of AMPS would need to greatly exceed the Fund's net portfolio
income before the Fund's ability to pay dividends on the shares of AMPS would
be jeopardized. If market interest rates rise, this could negatively impact
the value of the Fund's investment portfolio, reducing the amount of assets
serving as asset coverage for the AMPS. If the asset coverage becomes too low,
the Fund may be required to redeem some or all of the shares of AMPS.

     Non-Diversification. The Fund is registered as a "non-diversified"
investment company. This means that the Fund may invest a greater percentage
of its assets in a single issuer than a diversified investment company. Since
the Fund may invest a relatively high percentage of its assets in a limited
number of issuers, the Fund may be more exposed to any single economic,
political or regulatory occurrence than a more widely diversified fund. Even
as a non-diversified fund, the Fund must still meet the diversification
requirements applicable to regulated investment companies under the Federal
income tax laws.

     Market Risk and Selection Risk. Market risk is the risk that the bond
market will go down in value, including the possibility that the market will
go down sharply and unpredictably. Selection risk is the risk that the
securities that Fund management selects will underperform the bond market, the
relevant indices, or other funds with similar investment objectives and
investment strategies.

     Tax Exempt Securities Market Risk. The amount of public information
available about Michigan Municipal Bonds and Municipal Bonds in the Fund's
portfolio is generally less than that for corporate equities or bonds, and the
investment performance of the Fund may, therefore, be more dependent on the
analytical abilities of the Investment Adviser than the performance of a stock
fund or taxable bond fund.

     Interest Rate and Credit Risk. The Fund invests in Michigan Municipal
Bonds and Municipal Bonds, which are subject to interest rate and credit risk.
Interest rate risk is the risk that prices of Michigan Municipal Bonds and
Municipal Bonds generally increase when interest rates decline and decrease
when interest rates increase. Prices of longer term securities generally
change more in response to interest rate changes than prices of shorter term
securities. The Fund's use of leverage by the issuance of preferred stock and
its investment in inverse floating obligations, as discussed below, may
increase interest rate risk. Because market interest rates are currently near
their lowest levels in many years, there is a greater risk that the Fund's
portfolio will decline in value if interest rates increase in the future.
Credit risk is the risk that the issuer will be unable to pay the interest or
principal when due. Changes in an issuer's credit rating or the market's
perception of an issuer's creditworthiness may affect the value of
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the Fund's investment in that issuer. The degree of credit risk depends on
both the financial condition of the issuer and the terms of the obligation.

     Set forth below are certain other risks associated with investing in the
Fund's AMPS.
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     Call and Redemption Risk. A Michigan Municipal Bond's or Municipal Bond's
issuer may call the bond for redemption before it matures. If this happens to
a Michigan Municipal Bond or Municipal Bond that the Fund holds, the Fund may
lose income and may have to invest the proceeds in Michigan Municipal Bonds or
Municipal Bonds with lower yields.

     Rating Categories. The Fund intends to invest in Michigan Municipal Bonds
and Municipal Bonds that are rated investment grade by S&P, Moody's or Fitch,
or in unrated, Michigan Municipal Bonds and Municipal Bonds that are
considered by the Investment Adviser to possess similar credit
characteristics. Obligations rated in the lowest investment grade category may
have certain speculative characteristics. For example, their prices are more
volatile, economic downturns and financial setbacks may affect their prices
more negatively, and their trading market may be more limited.

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

     Private Activity Bonds. The Fund may invest in certain tax exempt
securities classified as "private activity bonds." These bonds may subject
certain investors in the Fund to the Federal alternative minimum tax.

     Liquidity of Investments. Certain Michigan Municipal Bonds and Municipal
Bonds in which the Fund invests may lack an established secondary trading
market or may be otherwise considered illiquid. Liquidity of a security
relates to the ability to easily dispose of the security and the price to be
obtained and does not generally relate to the credit risk or likelihood of
receipt of cash at maturity. Illiquid securities may trade at a discount from
comparable, more liquid investments.

     Portfolio Strategies. The Fund may engage in various portfolio strategies
both to seek to increase the return of the Fund and to seek to hedge its
portfolio against adverse effects from movements in interest rates and in the
securities markets. These portfolio strategies include the use of derivatives,
such as indexed securities, inverse floating rate securities, options,
futures, options on futures, interest rate swap transactions and credit
default swaps. Such strategies subject the Fund to the risk that, if the
Investment Adviser incorrectly forecasts market values, interest rates or
other applicable factors, the Fund's performance could suffer. Certain of
these strategies, such as investments in inverse floating rate securities and
credit default swaps, may provide investment leverage to the Fund's portfolio.
The Fund is not required to use derivatives or other portfolio strategies to
seek to increase return or to seek to hedge its portfolio and may choose not
to do so. There can be no assurance that the Fund's portfolio strategies will
be effective. Some of the derivative strategies that the Fund may use to seek
to increase its return are riskier than its hedging transactions and have
speculative characteristics. Such strategies do not attempt to limit the
Fund's risk of loss.

     General Risks Related to Derivatives. Derivatives are financial contracts
or instruments whose value depends on, or is derived from, the value of an
underlying asset, reference rate or index (or relationship between two
indices). The Fund may invest in a variety of derivative instruments for
investment purposes, hedging purposes or to seek to increase its return, such
as options, futures contracts and swap agreements. The Fund may use
derivatives as a substitute for taking a position in an underlying security or
other asset and/or as part of a strategy designed to reduce exposure to other
risks, such as interest rate risk. The Fund also may use derivatives to add
leverage to the portfolio and/or to hedge against increases in the Fund's
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costs associated with the dividend payments on the preferred stock, including
the AMPS. The Fund also may invest in certain derivative products that pay tax
exempt income interest via a trust or partnership through which the Fund holds
interests in one or more underlying long term municipal securities. The Fund's
use of derivative instruments involves risks different from, and possibly
greater than, the risks associated with investing directly in securities and
other traditional investments. Derivatives are subject to a number of risks
such as liquidity risk, interest rate risk, credit risk, leverage risk and
management risk.

                                      11

They also involve the risk of mispricing or improper valuation and correlation
risk (i.e., the risk that changes in the value of the derivative may not
correlate perfectly with the underlying asset, rate or index). If the Fund
invests in a derivative instrument it could lose more than the principal
amount invested. Moreover, derivatives raise certain tax, legal, regulatory
and accounting issues that may not be presented by investments in Michigan
Municipal Bonds and Municipal Bonds, and there is some risk that certain
issues could be resolved in a manner that could adversely impact the
performance of the Fund and/or the tax exempt nature of the dividends paid by
the Fund.

     Also, suitable derivative transactions may not be available in all
circumstances and there can be no assurance that the Fund will engage in these
transactions to reduce exposure to other risks when that would be beneficial.

     Swaps. Swap agreements are types of derivatives. In order to seek to
hedge the value of the Fund's portfolio, to hedge against increases in the
Fund's cost associated with the dividend payments on its outstanding preferred
stock, including the AMPS, or to seek to increase the Fund's return, the Fund
may enter into interest rate or credit default swap transactions. In interest
rate swap transactions, there is a risk that yields will move in the direction
opposite of the direction anticipated by the Fund, which would cause the Fund
to make payments to its counterparty in the transaction that could adversely
affect Fund performance. In addition to the risks applicable to swaps
generally, credit default swap transactions involve special risks because they
are difficult to value, are highly susceptible to liquidity and credit risk,
and generally pay a return to the party that has paid the premium only in the
event of an actual default by the issuer of the underlying obligation (as
opposed to a credit downgrade or other indication of financial difficulty).
The Fund is not required to enter into interest rate or credit default swap
transactions for hedging purposes or to enhance its return and may choose not
to do so.

     Taxability Risk. The Fund intends to minimize the payment of taxable
income to stockholders by investing in Michigan Municipal Bonds, Municipal
Bonds and other tax exempt securities in reliance on an opinion of bond
counsel to the issuer that the interest paid on those securities will be
excludable from gross income for Federal income tax purposes and exempt from
Michigan income taxes, if applicable. Such securities, however, may be
determined for Federal income tax purposes to pay, or to have paid, taxable
income subsequent to the Fund's acquisition of the securities. In that event,
the Internal Revenue Service may demand that the Fund pay taxes on the
affected interest income, and, if the Fund agrees to do so, the Fund's yield
on its common stock could be adversely affected. A determination that interest
on a security held by the Fund is includable in gross income for Federal
income tax purposes retroactively to its date of issue may, likewise, cause a
portion of prior distributions received by stockholders, including holders of
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AMPS, to be taxable to those stockholders in the year of receipt. The Fund
will not pay an Additional Dividend (as defined herein) to a holder of AMPS
under these circumstances. If a security acquired based on reliance on such an
opinion of counsel is subsequently determined to pay interest that is
includable in gross income for Federal income tax purposes, the Fund will
dispose of that security as soon as reasonably practicable.

     Antitakeover Provisions. The Fund's Charter, By-laws and the General
Corporation Law of the State of Maryland include provisions that could limit
the ability of other entities or persons to acquire control of the Fund or to
change the composition of its Board of Directors. Such provisions could limit
the ability of stockholders to sell their shares at a premium over prevailing
market prices by discouraging a third party from seeking to obtain control of
the Fund.

     Market Disruption. The terrorist attacks in the United States on
September 11, 2001 had a disruptive effect on the securities markets, some of
which were closed for a four-day period. The continued threat of similar
attacks, and related events, including U.S. military actions in Iraq and
continued unrest in the Middle East, have led to increased short term market
volatility and may have long term effects on U.S. and world economies and
markets. Similar disruptions of the financial markets could adversely affect
the market prices of the Fund's portfolio securities, interest rates,
auctions, secondary trading, ratings, credit risk, inflation and other factors
relating to the Fund's AMPS.
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                             FINANCIAL HIGHLIGHTS

     The following Financial Highlights table is intended to help you
understand the Fund's financial performance for the periods shown. Certain
information reflects financial results for a single share of common stock or
preferred stock of the Fund. The total returns in the table represent the rate
an investor would have earned or lost on an investment in shares of common
stock of the Fund (assuming reinvestment of all dividends). The information
with respect to the fiscal years ended October 31, 1994 to October 31, 2003
has been audited by __________ whose report for the fiscal year ended October
31, 2003, along with the financial statements of the Fund, is included in the
Fund's 2003 Annual Report, which is incorporated by reference herein. The
information with respect to the six months ended April 30, 2004 is unaudited
and is included in the Fund's 2004 Semi-Annual Report, which is incorporated
by reference herein. You may obtain a copy of the 2003 Annual Report and the
2004 Semi-Annual Report at no cost by calling (800) 543-6217 between 8:30 a.m.
and 5:30 p.m. Eastern time on any business day.

     The following per share data and ratios have been derived from
information provided in the financial statements.

                                  For the Six
                                     Months
                                  Ended April
                                    30, 2004                      For the Year Ended October 31,
                                                 ---------------------------------------------------------------
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                                  (unaudited)       2003         2002         2001+++     2000+++      1999+++
                                 --------------  ----------   ----------   ----------   ----------  ------------

Increase (Decrease) in Net
Asset Value:
Per Share Operating Performance
 Net asset value, beginning of
   period........................     $15.94        $15.74       $15.81       $14.48       $13.91        $15.93
                                 --------------  ----------   ----------   ----------   ----------  ------------

 Investment income--net..........        .53++        1.10++       1.10++       1.08          .99          1.04
 Realized and unrealized gain
   (loss) on investments--net....       (.41)          .15         (.12)        1.30          .67         (1.79)
 Dividends and distributions to
   Preferred Stock sahreholders:
   Investment income--net........       (.03)         (.07)        (.11)        (.24)        (.30)         (.18)
   In excess of realized gain
   on investments--net...........      ---           ---          ---          ---          ---            (.03)
                                 --------------  ----------   ----------   ----------   ----------  ------------
 Total from investment
   operations....................        .09          1.18          .87         2.14         1.36          (.96)
                                 --------------  ----------   ----------   ----------   ----------  ------------
 Less dividends and
   distributions to Common
   Stock shareholders:
   Investment income--net........       (.50)         (.98)        (.94)        (.81)        (.79)         (.85)
   Realized gain on
   investments--net..............      ---           ---          ---          ---          ---           ---
   In excess of realized gain
   on investments--net...........      ---           ---          ---          ---          ---            (.21)
                                --------------  ----------   ----------   ----------   ----------  ------------

 Capital charge resulting from
   issuance of Common Stock......      ---           ---          ---          ---+         ---           ---
                                 --------------  ----------   ----------   ----------   ----------  ------------
 Total dividends and
   distributions to Common
   Stock sharehodlers............       (.50)         (.98)        (.94)        (.81)        (.79)        (1.06)
                                 --------------  ----------   ----------   ----------   ----------  ------------

 Effect of Preferred Stock
   activity:
  Dividends and distributions to
   Preferred Stock shareholders:
  Investment income--net.........      ---           ---          ---          ---          ---           ---
  Realized gain on
   investments--net..............      ---           ---          ---          ---          ---           ---
  In excess of realized gain on
   investments--net                    ---           ---          ---          ---          ---           ---
                                 --------------  ----------   ----------   ----------   ----------  ------------
 Total effect of Preferred
   Stock activity................      ---           ---          ---          ---          ---           ---
                                 --------------  ----------   ----------   ----------   ----------  ------------

  Net asset value, end of period.     $15.53        $15.94       $15.74       $15.81       $14.48        $13.91
                                 ==============  ==========   ==========   ==========   ==========  ============
  Market price per share, end
   of period.....................     $14.25        $14.69       $13.95       $14.22     $11.9375      $12.1875
                                 ==============  ==========   ==========   ==========   ==========  ============

 Total Investment Return**
  Based on market price per share.        .25%##      12.57%        4.77%       26.44%        4.62%       (17.47)%
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                                 ==============  ==========   ==========   ==========   ==========  ============
 Based on net asset value per
   share ........................        .69%##       8.26%        6.33%       15.89%       11.19%        (6.13)%
                                 ==============  ==========   ==========   ==========   ==========  ============

Ratios Based on Average Net
  Assets of Common Stock
  Total expenses, net of
  reimbursement and excluding
  reorganization expenses***.....       1.00%*        1.01%        1.04%        1.05%        1.10%         1.09%
                                 ==============  ==========   ==========   ==========   ==========  ============

  Total expenses, excluding
  reorganization expenses***.....       1.01%*        1.03%        1.04%        1.05%        1.10%         1.09%
                                 ==============  ==========   ==========   ==========   ==========  ============
  Total expenses***..............       1.01%*        1.03%        1.04%        1.05%        1.33%         1.09%
                                 ==============  ==========   ==========   ==========   ==========  ============
  Total investment income-
  -net***........................       6.58%*        6.83%        7.10%        7.10%        7.49%         6.85%
                                 ==============  ==========   ==========   ==========   ==========  ============

                                  For the Six
                                     Months
                                  Ended April
                                    30, 2004                      For the Year Ended October 31,
                                                 ----------------------------------------------------------------
                                  (unaudited)       1998         1997         1996         1995         1994
                                 --------------  ----------   ----------   ----------   ----------- -------------

Increase (Decrease) in Net
Asset Value:
Per Share Operating Performance
 Net asset value, beginning of
   period........................     $15.94        $15.51       $15.16       $15.13       $13.70        $16.55
                                 --------------  ----------   ----------   ----------   ----------- -------------

 Investment income--net..........        .53          1.07         1.09         1.11         1.13          1.13
 Realized and unrealized gain
   (loss) on investment--net.....       (.41)          .46          .33          .03         1.71         (2.76)
 Dividends and distributions to
   Preferred Stock shareholders:
   Investment income--net........       (.03)        ---          ---          ---          ---           ---
   In excess of realized gain
   on investments--net...........      ---           ---          ---          ---          ---           ---
                                 --------------  ----------   ----------   ----------   ----------- -------------
 Total from investment
   operations....................        .09          1.53         1.42         1.14         2.84         (1.63)
                                 --------------  ----------   ----------   ----------   ----------- -------------
 Less dividends and distrbutions
   to Common Stock shareholders:
   Investment income--net........       (.50)         (.83)        (.84)        (.87)        (.86)         (.91)
   Realized gain on investments--
   net...........................     ---           ---          ---          ---            (.26)         (.08)
   In excess of realized gain
   on investments--net...........      ---            (.04)       ---          ---          ---           ---
                                  --------------  ----------   ----------   ----------   ----------- -------------

 Capital charge resulting from
   issuance of Common Stock......      ---           ---          ---          ---          ---           ---
                                 --------------  ----------   ----------   ----------   ----------- -------------
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 Total dividends and
   distributions to Common
   Stock shareholders............       (.50)         (.87)        (.84)        (.87)       (1.12)         (.99)
                                 --------------  ----------   ----------   ----------   ----------- -------------

 Effect of Preferred Stock
   activity:
  Dividends and distributions to
   Preferred Stock shareholders:
  Investment income--net.........      ---            (.21)        (.23)        (.24)        (.23)         (.21)
  Realized gain on investments--
   net...........................      ---           ---          ---          ---           (.06)         (.02)
 In excess of realized gain on
   investments--net                    ---            (.03)       ---          ---          ---           ---
                                 --------------  ----------   ----------   ----------   ----------- -------------
 Total effect of Preferred
   Stock activity................      ---            (.24)        (.23)        (.24)        (.29)         (.23)
                                 --------------  ----------   ----------   ----------   ----------- -------------

  Net asset value, end of period.     $15.53        $15.93       $15.51       $15.16       $15.13        $13.70
                                 ==============  ==========   ==========   ==========   =========== =============
  Market price per share, end
   of period.....................     $14.25       $15.875       $14.50       $14.25       $13.50       $11.875
                                 ==============  ==========   ==========   ==========   =========== =============

Total Investment Return**
 Based on market price per share.        .25%##      16.03%        8.00%       12.14%       23.73%       (23.52)%
                                 ==============  ==========   ==========   ==========   =========== =============
 Based on net asset value per
   share ........................        .69%##       8.85%        8.58%        6.45%       20.20%       (11.36)%
                                 ==============  ==========   ==========   ==========   =========== =============

Ratios Based on Average Net
  Assets of Common Stock
  Total expenses, net of
  reimbursement and excluding
  reorganization expenses***.....       1.00%*       ---          ---          ---          ---           ---
                                 ==============  ==========   ==========   ==========   =========== =============

  Total expenses, excluding
  reorganization expenses***.....       1.01%*       ---          ---          ---          ---           ---
                                 ==============  ==========   ==========   ==========   =========== =============
  Total expenses** *.............       1.01%*       ---          ---          ---          ---           ---
                                 ==============  ==========   ==========   ==========   =========== =============
  Total investment income--
  net***.........................       6.58%*       ---          ---          ---          ---           ---
                                 ==============  ==========   ==========   ==========   =========== =============

                                                 (continued on following page)

                                  For the Six
                                     Months
                                  Ended April
                                    30, 2004                      For the Year Ended October 31,
                                                 ---------------------------------------------------------------
                                  (unaudited)       2003         2002        2001+++      2000+++      1999+++
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                                 --------------  ----------   ----------   ----------   ----------  ------------

 Amount of dividends to
   Preferred Stock
   shareholders..................        .41%*         .45%         .70%        1.59%        2.18%         1.18%
                                 ==============  ==========   ==========   ==========   ==========  ============
 Investment income--net, to
   Common Stock shareholders.....       6.17%*        6.38%        6.40%        5.51%        5.31%         5.67%
                                 ==============  ==========   ==========   ==========   ==========  ============

 Ratios Based on Average
   Net Assets of Common
   & Preferred Stock***
   Total expenses, net of
     reimbursement and excluding
     reorganization expenses.....        .67%*         .68%         .70%         .70%         .72%          .76%
                                 ==============  ==========   ==========   ==========   ==========  ============

   Total expenses, excluding
     reorganization expenses.....        .69%*         .69%         .70%         .70%         .72%          .76%
                                 ==============  ==========   ==========   ==========   ==========  ============

                                  For the Six
                                     Months
                                  Ended April
                                    30, 2004                      For the Year Ended October 31,
                                                 ----------------------------------------------------------------
                                  (unaudited)       1998         1997         1996         1995         1994
                                 --------------  ----------   ----------   ----------   ----------- -------------

 Amount of dividends to
   Preferred Stock shareholders..        .41%*       ---          ---          ---          ---           ---
                                 ==============  ==========   ==========   ==========   =========== =============
 Investment income--net, to
   Common Stock shareholders.....       6.17.%*      ---          ---          ---          ---           ---
                                 ==============  ==========   ==========   ==========   =========== =============

 Ratios Based on Average
   Net Assets of Common
   & Preferred Stock***
   Total expenses, net of
     reimbursement and excluding
     reorganization expenses.....        .67%*       ---           ---         ---          ---           ---
                                 ==============  ==========   ==========   ==========   =========== =============

   Total expenses, excluding
     reorganization expenses.....        .69%*       ---           ---         ---          ---           ---
                                 ==============  ==========   ==========   ==========   =========== =============
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   Total expenses................        .69%*         .69%         .70%         .70%         .86%          .76%  
                                 ==============  ==========   ==========   ==========   ==========  ============  
   Total investment income--net..       4.46%*        4.61%        4.75%        4.71%        4.87%         4.75%   
                                 ==============  ==========   ==========   ==========   ==========  ============  

 Ratios Based on Average Net
   Assets of Preferred Stock
   Dividends to Preferred Stock
     shareholders................        .87%*         .94%        1.40%        3.14%        4.06%         2.66%  
                                 ==============  ==========   ==========   ==========   ==========  ============  

 Supplemental Data
   Net assets applicable
     to Common Stock,
     end of period
     (in thousands)..............   $281,976      $289,364     $285,802     $286,982     $262,864      $103,364   
                                 ==============  ==========   ==========   ==========   ==========  ============  
   Preferred Stock outstanding,
     end of period
     (in thousands)..............   $140,000      $140,000     $140,000     $140,000     $140,000       $50,000   
                                 ==============  ==========   ==========   ==========   ==========  ============  
   Portfolio turnover............      16.57%        33.39%       32.68%       68.17%       51.41%        42.71%  
                                 ==============  ==========   ==========   ==========   ==========  ============  

 Leverage:
   Asset coverage per
     $1,000......................     $3,014        $3,067       $3,041       $3,050       $2,878        $3,067   
                                 ==============  ==========   ==========   ==========   ==========  ============  
   Liquidation preference per
     share+......................    $25,000       $25,000      $25,000      $25,000      $25,000       $25,000   
                                 ==============  ==========   ==========   ==========   ==========  ============  
   Average market value per
     share+###...................    $25,000       $25,000      $25,000      $25,000      $25,000       $25,000   
                                 ==============  ==========   ==========   ==========   ==========  ============  

 Dividends Per Share on
   Preferred Stock
   Outstanding++
   Series A-- Investment
     income--net                        $111          $240         $354         $792       $1,023          $663   
                                 ==============  ==========   ==========   ==========   ==========  ============  
   Series B-- Investment
     income--net                        $110          $230         $362         $783         $653         ---     
                                 ==============  ==========   ==========   ==========   ==========  ============  
   Series C-- Investment
     income--net                        $104          $240         $333         $782         $678         ---     
                                 ==============  ==========   ==========   ==========   ==========  ============  

   Total expenses................        .69%*         .74%         .74%         .75%         .78%          .78%
                                 ==============  ==========   ==========   ==========   =========== =============
   Total investment income--net..       4.46%*        4.79%        4.96%        5.03%        5.44%         5.07%
                                 ==============  ==========   ==========   ==========   =========== =============

 Ratios Based on Average Net
   Assets of Preferred Stock
   Dividends to Preferred Stock
     shareholders................        .87%*       ---          ---         ---           ---           ---
                                 ==============  ==========   ==========   ==========   =========== =============
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 Supplemental Data
   Net assets applicable
     to Common Stock,
     end of period
     (in thousands)..............   $281,976      $117,511     $114,392     $111,834     $111,600      $101,047
                                 ==============  ==========   ==========   ==========   =========== =============
   Preferred Stock outstanding,
     end of period
     (in thousands)..............   $140,000       $50,000      $50,000      $50,000      $50,000       $50,000
                                 ==============  ==========   ==========   ==========   =========== =============
   Portfolio turnover............      16.57%        41.65%       16.68%       21.82%       41.11%        21.76%
                                 ==============  ==========   ==========   ==========   =========== =============

 Leverage:
   Asset coverage per $1,000.....     $3,014        $3,350       $3,288       $3,237       $3,232        $3,201
                                 ==============  ==========   ==========   ==========   =========== =============
   Liquidation preference per
     share+......................    $25,000       $25,000      $25,000      $25,000      $25,000       $25,000
                                 ==============  ==========   ==========   ==========   =========== =============
   Average market value per
     share+###...................    $25,000       $25,000      $25,000      $25,000      $25,000       $25,000
                                 ==============  ==========   ==========   ==========   =========== =============

 Dividends Per Share on
   Preferred Stock
   Outstanding+@
   Series A-- Investment
     income--net                        $111          $782         $849         $882         $836          $771
                                 ==============  ==========   ==========   ==========   =========== =============
   Series B-- Investment
     income--net                        $110         ---           ---         ---          ---           ---
                                 ==============  ==========   ==========   ==========   =========== =============
   Series C-- Investment
     income--net                        $104         ---           ---         ---          ---           ---
                                 ==============  ==========   ==========   ==========   =========== =============

--------------
     *  Annualized.
    **  Total investment returns based on market value, which can be
        significantly greater or lesser than the net asset value, may result
        in substantially different returns. Total investment returns exclude
        the effects of sales charges.
   ***  Do not reflect the effect of dividends to Preferred Stock
        shareholders.
     +  Amount is less than $(.01) per share.
    ++  Based on average shares outstanding.
   +++  Certain prior year amounts have been reclassified to conform to
        current year presentation.
     +  Adjusted to reflect a two-for-one stock split that occurred on
        December 1, 1994.
     @  The Fund's Preferred Stock was issued on November 19, 1992 (Series A)
        and March 6, 2000 (Series B and Series C).
    ##  Aggregate total investment return.
   ###  Based on monthly market value per share.
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                                   THE FUND

     MuniYield Michigan Insured Fund, Inc. (the "Fund") is a non-diversified,
closed-end fund. The Fund was incorporated under the laws of the State of
Maryland on June 30, 1992, and has registered under the Investment Company Act
of 1940, as amended. The Fund's principal executive office is located at 800
Scudders Mill Road, Plainsboro, New Jersey 08536, and its telephone number is
(609) 282-2800.

     The Board of Directors of the Fund may at any time consider a merger,
consolidation or other form of reorganization of the Fund with one or more
other investment companies advised by the Investment Adviser that have similar
investment objectives and policies as the Fund. Any such merger, consolidation
or other form of reorganization would require the prior approval of the Board
of Directors and, if the Fund is the acquired fund, the stockholders of the
Fund. See "Description of Capital Stock--Certain Provisions of the Charter and
By-laws."

                                USE OF PROCEEDS

     The net proceeds of this offering will be approximately $24,595,000 after
payment of offering expenses (estimated to be approximately $155,000) and the
deduction of the underwriting discount.

     The net proceeds of the offering will be invested in accordance with the
Fund's investment objective and policies within approximately three months
after completion of this offering, depending on market conditions and the
availability of appropriate securities. Pending such investment, it is
anticipated that the proceeds will be invested in short term, tax exempt
securities. See "Investment Objective and Policies."

                                CAPITALIZATION

     The following table sets forth the unaudited capitalization of the Fund
as of April 30, 2004 and as adjusted to give effect to the issuance of the
shares of AMPS offered hereby.

                                                                                                Actual              As Adjusted
                                                                                          ------------------    -------------------

Preferred stock (5,600 shares of Other AMPS authorized, issued and outstanding
   at $25,000 per share liquidation preference, plus accumulated but unpaid
   dividends; 6,600 shares of AMPS and Other AMPS authorized, issued and
   outstanding, as adjusted, at $25,000 per share liquidation preference,
   plus accumulated but unpaid dividends)..........................................          $ 140,009,780      $  165,009,780
                                                                                          ==================    ===================
Common Stock, par value $.10 per share (199,994,400 shares authorized,
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   18,155,932 shares issued and outstanding; 199,993,400 shares authorized,
   18,155,932 shares issued and outstanding, as adjusted)..........................          $   1,815,593      $    1,815,593
Paid-in capital in excess of par value.............................................            268,391,966         267,986,966
Undistributed investment income--net...............................................              4,570,847           4,570,847
Accumulated realized capital losses on investments--net............................            (17,913,602)        (17,913,602)
Unrealized appreciation on investments--net........................................             25,111,613          25,111,613
                                                                                          ------------------    -------------------
Net assets applicable to outstanding common stock..................................          $ 281,976,417      $  281,571,417
                                                                                          ==================    ===================

                             PORTFOLIO COMPOSITION

     As of April 30, 2004, approximately 96.37% of the market value of the
Fund's portfolio was invested in long term and intermediate term municipal
obligations and approximately 3.63% of the market value of the Fund's
portfolio was invested in short term tax exempt securities. The following
table sets forth certain information with respect to the composition of the
Fund's long term municipal obligation investment portfolio as of April 30,
2004.

                                      15

                                                       Value
   Moody's*    Fitch*     S&P*    Number of Issues   (in thousands)   Percent
------------- --------- ------- ------------------- ---------------- ----------
      Aaa        AAA      AAA               95        $ 344,213        84.49%
      Aa         AA       AA                 9           19,092         4.69
       A          A        A                 6           11,104         2.72
      Baa        BBB      BBB               14           33,012         8.10
  Total..........................          124        $ 407,421       100.00%
---------------------
*    Ratings: Using the higher of Moody's, S&P or Fitch ratings on the Fund's
     investments. See "Schedule of Investments." Moody's rating categories may
     be modified further by a 1, 2 or 3 in Aa, A, Baa, Ba, B and Caa ratings.
     S&P rating categories may be modified further by a plus (+) or minus (-)
     in AA, A, BBB, BB, B and CCC ratings. Fitch rating categories may be
     modified further by a plus (+) or minus (-) in AA, A, BBB, BB, B and CCC.

                       INVESTMENT OBJECTIVE AND POLICIES

     The Fund's investment objective is to provide shareholders with as high a
level of current income exempt from Federal and Michigan income taxes as is
consistent with its investment policies and prudent investment management. The
Fund seeks to achieve its investment objective by investing at least 80% of an
aggregate of the Fund's net assets (including proceeds from the issuance of
any preferred stock) and the proceeds of any borrowings for investment
purposes, in a portfolio of municipal obligations issued by or on behalf of
the State of Michigan, its political subdivisions, agencies and
instrumentalities and by other qualifying issuers, each of which pays interest
that, in the opinion of bond counsel to the issuer, is excludable from gross
income for Federal income tax purposes (except that the interest may be
includable in taxable income for purposes of the Federal alternative minimum
tax) and exempt from Michigan income taxes ("Michigan Municipal Bonds"). The
Fund also may invest in municipal obligations issued by or on behalf of
states, territories and possessions of the United States and their political
subdivisions, agencies or instrumentalities, each of which pays interest that
is excludable from gross income for Federal income tax purposes, in the
opinion of bond counsel to the issuer, but is not excludable from gross income
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for Michigan income tax purposes ("Municipal Bonds"). In general, the Fund
does not intend for its investments to earn a large amount of interest income
that is (i) includable in gross income for Federal income tax purposes or (ii)
not exempt from Michigan income taxes. There can be no assurance that the
Fund's investment objective will be realized. From time to time, the Fund may
realize taxable capital gains. Unless otherwise noted, the term "Municipal
Bonds" also includes Michigan Municipal Bonds.

     The Fund's investment objective and its policy of investing at least 80%
of an aggregate of the Fund's net assets (including proceeds from the issuance
of any preferred stock) and the proceeds of any borrowings for investment
purposes, in Michigan Municipal Bonds are fundamental policies that may not be
changed without the approval of a majority of the outstanding voting
securities of the Fund (as defined in the 1940 Act). Under normal
circumstances and after the investment period following the offering (not
expected to exceed three months), the Fund will invest as a non-fundamental
policy, at least 80% of an aggregate of the Fund's net assets (including
proceeds from the issuance of any preferred stock) and the proceeds of any
borrowings for investment purposes, in Municipal Bonds that are covered by
insurance guaranteeing the timely payment of principal at maturity and
interest when due. This is a non-fundamental policy and may be changed by the
Fund's Board of Directors without stockholder approval; provided that
stockholders are given at least 60 days' prior notice of any change as
required by the 1940 Act. There can be no assurance that the Fund's investment
objective will be realized.

     The Fund may invest in certain tax exempt securities classified as
"private activity bonds" (or industrial development bonds, under pre-1986 law)
("PABs") (in general, bonds that benefit non-governmental entities) that may
subject certain investors in the Fund to an alternative minimum tax. See
"Taxes." The percentage of the Fund's total assets invested in PABs will vary
from time to time.

     Under normal market conditions, the Fund expects to invest primarily in a
portfolio of long term Municipal Bonds that are commonly referred to as
"investment grade" securities, which are obligations rated at the time of
purchase within the four highest quality ratings as determined by either
Moody's Investors Service, Inc. ("Moody's") (currently Aaa, Aa, A and Baa),
Standard & Poor's ("S&P") (currently AAA, AA, A and BBB) or

                                      16

Fitch Ratings ("Fitch") (currently AAA, AA, A and BBB). In the case of short
term notes, the investment grade rating categories are SP-1+ through SP-2 for
S&P, MIG-1 through MIG-3 for Moody's and F-1+ through F-3 for Fitch. In the
case of tax exempt commercial paper, the investment grade rating categories
are A-1+ through A-3 for S&P, Prime-1 through Prime-3 for Moody's and F-1+
through F-3 for Fitch. Obligations ranked in the lowest investment grade
rating category (BBB, SP-2 and A-3 for SP Baa, MIG-3 and Prime-3 for Moody's
and BBB and F-3 for Fitch), while considered "investment grade," may have
certain speculative characteristics. There may be sub-categories or gradations
indicating relative standing within the rating categories set forth above. In
assessing the quality of Municipal Bonds with respect to the foregoing
requirements, the Investment Adviser takes into account the Municipal Bond
insurance as well as the nature of any letters of credit or similar credit
enhancement to which particular Municipal Bonds are entitled and the
creditworthiness of the financial institution that provided such Municipal
Bond insurance or credit enhancement. Consequently, if Municipal Bonds are
covered by insurance policies issued by insurers whose claims-paying ability
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is rated AAA by S&P or Fitch or Aaa by Moody's, the Investment Adviser may
consider such Municipal Bonds to be equivalent to securities rated AAA- or
Aaa-, as the case may be, even though such Municipal Bonds would generally be
assigned a lower rating if the rating were based primarily upon the credit
characteristics of the issuers without regard to the insurance feature. The
insured Municipal Bonds must also comply with the standards applied by the
insurance carriers in determining eligibility for Municipal Bond insurance.
See Appendix B--"Description of Municipal Bond Ratings" and Appendix
C--"Municipal Bond Insurance" to the statement of additional information. If
unrated, such securities will possess creditworthiness comparable, in the
opinion of the Investment Adviser, to other obligations in which the Fund may
invest.

     All percentage and ratings limitations on securities in which the Fund
may invest apply at the time of making an investment and shall not be
considered violated if an investment rating is subsequently downgraded to a
rating that would have precluded the Fund's initial investment in such
security. In the event that the Fund disposes of a portfolio security
subsequent to its being downgraded, the Fund may experience a greater risk of
loss than if such security had been sold prior to such downgrade.

     The net asset value of the shares of common stock of a closed-end
investment company, such as the Fund, which invests primarily in fixed income
securities, changes as the general levels of interest rates fluctuate. When
interest rates decline, the value of a fixed income portfolio can be expected
to rise. Conversely, when interest rates rise, the value of a fixed income
portfolio can be expected to decline. Prices of longer term securities
generally fluctuate more in response to interest rate changes than do shorter
term securities. These changes in net asset value are likely to be greater in
the case of a fund having a leveraged capital structure, such as the Fund.

     The Fund intends to invest primarily in long term Municipal Bonds with
maturities of more than ten years. However, the Fund also may invest in
intermediate term Municipal Bonds with maturities of between three years and
ten years. The Fund also may invest from time to time in short term Municipal
Bonds with maturities of less than three years. The average maturity of the
Fund's portfolio securities will vary based upon the Investment Adviser's
assessment of economic and market conditions. As of September 30, 2004, the
weighted average maturity of the Fund's portfolio was approximately 16.30
years.

     For temporary periods or to provide liquidity, the Fund has the authority
to invest as much as 20% of its total assets in tax exempt and taxable money
market obligations with a maturity of one year or less (such short term
obligations being referred to herein as "Temporary Investments"). In addition,
the Fund reserves the right as a defensive measure to invest temporarily a
greater portion of its assets in Temporary Investments, when, in the opinion
of the Investment Adviser, prevailing market or financial conditions warrant.
Taxable money market obligations will yield taxable income. The Fund also may
invest in variable rate demand obligations ("VRDOs") and VRDOs in the form of
participation interests ("Participating VRDOs") in variable rate tax exempt
obligations held by a financial institution. See "Other Investment
Policies--Temporary Investments." The Fund's hedging strategies, which are
described in more detail under "Hedging Transactions--Financial Futures
Transactions and Options," are not fundamental policies and may be modified by
the Board of Directors of the Fund without the approval of the Fund's
stockholders. The Fund is also authorized to invest in indexed and inverse
floating rate obligations for hedging purposes and to seek to enhance return.

     The Fund may invest in securities not issued by or on behalf of a state
or territory or by an agency or instrumentality thereof, if the Fund receives
an opinion of counsel to the issuer that such securities pay interest that is

Edgar Filing: MUNIYIELD MICHIGAN INSURED FUND INC - Form N-2

25



excludable from gross income for Federal income tax purposes and exempt from
Michigan income taxes ("Non-
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Municipal Tax Exempt Securities"). Non-Municipal Tax Exempt Securities could
include trust certificates, partnership interests or other instruments
evidencing interest in one or more long term municipal securities.
Non-Municipal Tax Exempt Securities also may include securities issued by
other investment companies that invest in Municipal Bonds, to the extent such
investments are permitted by the Fund's investment restrictions and applicable
law. Non-Municipal Tax Exempt Securities are subject to the same risks
associated with an investment in Municipal Bonds as well as many of the risks
associated with investments in derivatives. While the Fund receives opinions
of legal counsel to the effect that the income from the Non-Municipal Tax
Exempt Securities in which the Fund invests is excludable from gross income
for Federal income tax purposes to the same extent as the underlying municipal
securities, the Internal Revenue Service ("IRS") has not issued a ruling on
this subject. Were the IRS to issue an adverse ruling or take an adverse
position with respect to the taxation of these types of securities, there is a
risk that the interest paid on such securities would be deemed taxable at the
Federal level.

     Federal tax legislation has limited the types and volume of bonds the
interest on which qualifies for a Federal income tax exemption. As a result,
this legislation and legislation that may be enacted in the future may affect
the availability of Municipal Bonds for investment by the Fund.

Municipal Bond Insurance

     Under normal circumstances, the Fund will invest at least 80% its assets
in Municipal Bonds either (i) insured under an insurance policy obtained by
the issuer thereof or any other party, or (ii) insured under an insurance
policy purchased by the Fund. The Fund will seek to limit its investments to
Municipal Bonds insured under insurance policies issued by insurance carriers
that have total admitted assets (unaudited) of at least $75,000,000 and
capital and surplus (unaudited) of at least $50,000,000 and insurance
claims-paying ability ratings of AAA from S&P or Fitch, or Aaa from Moody's.
There can be no assurance that insurance from insurance carriers meeting these
criteria will be available. See Appendix C to the statement of additional
information for a brief description of insurance claims-paying ability ratings
of S&P, Moody's and Fitch. Currently, it is anticipated that a majority of the
insured Municipal Bonds in the Fund's portfolio will be insured by the
following insurance companies which satisfy the foregoing criteria: Ambac
Assurance Corporation, Financial Guaranty Insurance Company, Financial
Security Assurance and MBIA Insurance Corporation. The Fund also may purchase
Municipal Bonds covered by insurance issued by any other insurance company
that satisfies the foregoing criteria. A majority of insured Municipal Bonds
held by the Fund will be insured under policies obtained by parties other than
the Fund.

     The Fund may purchase, but has no obligation to purchase, separate
insurance policies (the "Policies") from insurance companies meeting the
criteria set forth above that guarantee payment of principal and interest when
due on specified eligible Municipal Bonds that it purchases. A Municipal Bond
will be eligible for coverage if it meets certain requirements of the
insurance company set forth in a Policy. In the event interest or principal of
an insured Municipal Bond is not paid when due, the insurer will be obligated
under its Policy to make such payment not later than 30 days after it has been
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notified by, and provided with documentation from, the Fund that such
nonpayment has occurred.

     The Policies will be effective only as to insured Municipal Bonds
beneficially owned by a Fund. In the event of a sale of any Municipal Bonds
held by a Fund, the issuer of the relevant Policy will be liable only for
those payments of interest and principal that are then due and owing. The
Policies will not guarantee the market value of an insured Municipal Bond or
the value of the shares of the Fund.

     The insurer will not have the right to withdraw coverage on securities
insured by its Policies and held by the Fund so long as such securities remain
in the Fund's portfolio. In addition, the insurer may not cancel its Policies
for any reason except failure to pay premiums when due. The Board of Directors
of the Fund reserves the right to terminate any of the Policies if it
determines that the benefits to the Fund of having its portfolio insured under
such Policy are not justified by the expense involved.

     The premiums for the Policies are paid by the Fund and the yield on its
portfolio is reduced thereby. The Investment Adviser estimates that the cost
of the annual premiums for the Policies of the Fund currently range from
approximately .05 of 1% to .40 of 1% of the principal amount of the Municipal
Bonds covered by such Policies. The estimate is based on the expected
composition of the Fund's portfolio of Municipal Bonds. Additional information
regarding the Policies is set forth in Exhibit B to the statement of
additional information. In instances in which a
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Fund purchases Municipal Bonds insured under policies obtained by parties
other than the Fund, the Fund does not pay the premiums for such policies;
rather, the cost of such policies may be reflected in the purchase price of
the Municipal Bonds.

     It is the intention of the Investment Adviser to retain any insured
securities that are in default or in significant risk of default and to place
a value on the insurance, which ordinarily will be the difference between the
market value of the defaulted security and the market value of similar
securities that are not in default. In certain circumstances, however, the
Investment Adviser may determine that an alternate value for the insurance,
such as the difference between the market value of the defaulted security and
its par value, is more appropriate. The Investment Adviser's ability to manage
the portfolio of the Fund may be limited to the extent it holds defaulted
securities for which market quotations are not generally available, which may
limit its ability in certain circumstances to purchase other Municipal Bonds.
See "Net Asset Value" in the statement of additional information for a more
complete description of the Fund's method of valuing securities for which
market quotations are not generally available.

     No assurance can be given that insurance with the terms and issued by
insurance carriers meeting the criteria described above will continue to be
available to the Fund. In the event the Board of Directors of the Fund
determines that such insurance is unavailable or that the cost of such
insurance outweighs the benefits to the Fund, the Fund may modify the criteria
for insurance carriers or the terms of the insurance, or may discontinue its
policy of maintaining insurance for all or any of the Municipal Bonds held in
the Fund's portfolio. Although the Investment Adviser periodically reviews the
financial condition of each insurer, there can be no assurance that the
insurers will be able to honor their obligations under all circumstances.
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     Municipal Bond insurance reduces financial or credit risk (i.e., the
possibility that the owners of the insured Municipal Bonds will not receive
timely scheduled payments of principal or interest). However, the insured
Municipal Bonds are subject to market risk (i.e., fluctuations in market value
as a result of changes in prevailing interest rates and other market
conditions). See Appendix C--"Municipal Bond Insurance" to the statement of
additional information.

Risk Factors and Special Considerations Relating to Michigan Municipal Bonds

     The Fund ordinarily will invest at least 80% of its total assets in
Michigan Municipal Bonds; therefore, it is more susceptible to factors
adversely affecting issuers of Michigan Municipal Bonds than is a municipal
bond fund that is not concentrated in issuers of Michigan Municipal Bonds to
this degree. Michigan's economy is closely tied to the automobile industry.
While increased automobile production and an increasingly diversified economy
led to an unemployment rate that, until 2002, was below the national average,
the unemployment rate, for the last 30 months, has exceeded the national
average. Michigan has reported balanced budgets after substantial reductions
in expenditures and some revenue enhancements for the last three years.
Results for the fiscal year ended September 30, 2004 are not available.
Moody's, S&P and Fitch currently rate the State of Michigan's general
obligation bonds Aa3, AA and AA, respectively. No assurance can be given that
such rating will not be lowered in the future. For a discussion of economic
and other conditions in the State of Michigan, see Appendix A--"Economic and
Other Conditions in Michigan" in the statement of additional information.

Risk Factors and Special Considerations Relating to Municipal Bonds

     The risks and special considerations involved in investment in Municipal
Bonds vary with the types of instruments being acquired. Investments in
Non-Municipal Tax Exempt Securities may present similar risks, depending on
the particular product. Certain instruments in which the Fund may invest may
be characterized as derivative instruments. See " Description of Municipal
Bonds" and "--Hedging Transactions--Financial Futures Transactions and
Options."

     The value of Municipal Bonds generally may be affected by uncertainties
in the municipal markets as a result of legislation or litigation, including
legislation or litigation that changes the taxation of Municipal Bonds or the
rights of Municipal Bond holders in the event of a bankruptcy. Municipal
bankruptcies are rare, and certain provisions of the U.S. Bankruptcy Code
governing such bankruptcies are unclear. Further, the application of state law
to Municipal Bond issuers
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could produce varying results among the states or among Municipal Bond issuers
within a state. These uncertainties could have a significant impact on the
prices of the Municipal Bonds in which the Fund invests.

Description of Municipal Bonds

     Set forth below is a detailed description of the Municipal Bonds and
Temporary Investments in which the Fund may invest. Information with respect
to ratings assigned to tax exempt obligations that the Fund may purchase is
set forth in Appendix B to the statement of additional information.
Obligations are included within the term Municipal Bonds if the interest paid
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thereon is excluded from gross income for Federal income tax purposes in the
opinion of bond counsel to the issuer.

     Municipal Bonds include debt obligations issued to obtain funds for
various public purposes, including the construction of a wide range of public
facilities, refunding of outstanding obligations and obtaining funds for
general operating expenses and loans to other public institutions and
facilities. In addition, certain types of bonds are issued by or on behalf of
public authorities to finance various privately owned or operated facilities,
including certain facilities for the local furnishing of electric energy or
gas, sewage facilities, solid waste disposal facilities and other specialized
facilities. Other types of PABs, the proceeds of which are used for the
construction, equipment or improvement of privately operated industrial or
commercial facilities, may constitute Municipal Bonds, although the current
Federal tax laws place substantial limitations on the size of such issues. The
interest on Municipal Bonds may bear a fixed rate or be payable at a variable
or floating rate. The two principal classifications of Municipal Bonds are
"general obligation" and "revenue" bonds, which latter category includes PABs.

     The Fund has not established any limit on the percentage of its portfolio
that may be invested in PABs. The Fund may not be a suitable investment for
investors who are already subject to the Federal alternative minimum tax or
who would become subject to the Federal alternative minimum tax as a result of
an investment in the Fund's common stock. See "Taxes."

     General Obligation Bonds. General obligation bonds are secured by the
issuer's pledge of its faith, credit and taxing power for the payment of
principal and interest. The taxing power of any governmental entity may be
limited, however, by provisions of its state constitution or laws, and an
entity's creditworthiness will depend on many factors, including potential
erosion of its tax base due to population declines, natural disasters,
declines in the state's industrial base or inability to attract new
industries, economic limits on the ability to tax without eroding the tax
base, state legislative proposals or voter initiatives to limit ad valorem
real property taxes and the extent to which the entity relies on Federal or
state aid, access to capital markets or other factors beyond the state's or
entity's control. Accordingly, the capacity of the issuer of a general
obligation bond as to the timely payment of interest and the repayment of
principal when due is affected by the issuer's maintenance of its tax base.

     Revenue Bonds. Revenue bonds are payable only from the revenues derived
from a particular facility or class of facilities or, in some cases, from the
proceeds of a special excise tax or other specific revenue sources such as
payments from the user of the facility being financed. Accordingly, the timely
payment of interest and the repayment of principal in accordance with the
terms of the revenue or special obligation bond is a function of the economic
viability of such facility or such revenue source.

     PABs. The Fund may purchase PABs. PABs are, in most cases, tax exempt
securities issued by states, municipalities or public authorities to provide
funds, usually through a loan or lease arrangement, to a private entity for
the purpose of financing construction or improvement of a facility to be used
by the entity. Such bonds are secured primarily by revenues derived from loan
repayments or lease payments due from the entity which may or may not be
guaranteed by a parent company or otherwise secured. PABs generally are not
secured by a pledge of the taxing power of the issuer of such bonds.
Therefore, an investor should be aware that repayment of such bonds generally
depends on the revenues of a private entity and be aware of the risks that
such an investment may entail. Continued ability of an entity to generate
sufficient revenues for the payment of principal and interest on such bonds
will be affected by many factors including the size of the entity, capital
structure, demand for its products or services, competition, general economic
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conditions, government regulation and the entity's dependence on revenues for
the operation of the particular facility being financed.
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     Moral Obligation Bonds. The Fund also may invest in "moral obligation"
bonds, which are normally issued by special purpose public authorities. If an
issuer of moral obligation bonds is unable to meet its obligations, the
repayment of such bonds becomes a moral commitment but not a legal obligation
of the state or municipality in question.

     Municipal Lease Obligations. Also included within the general category of
Municipal Bonds are certificates of participation ("COPs") issued by
government authorities or entities to finance the acquisition or construction
of equipment, land and/or facilities. COPs represent participations in a
lease, an installment purchase contract or a conditional sales contract
(hereinafter collectively called "lease obligations") relating to such
equipment, land or facilities. Although lease obligations do not constitute
general obligations of the issuer for which the issuer's unlimited taxing
power is pledged, a lease obligation is frequently backed by the issuer'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 issuer has no obligation to make lease or
installment purchase payments in future years unless money is appropriated for
such purpose on a yearly basis. Although "non-appropriation" lease obligations
are secured by the leased property, disposition of the property in the event
of foreclosure might prove difficult and the value of the property may be
insufficient to issue lease obligations. Certain investments in lease
obligations may be illiquid.

     Indexed and Inverse Floating Rate Securities. The Fund may invest in
Municipal Bonds (and Non- Municipal Tax Exempt Securities) that yield a return
based on a particular index of value or interest rates. For example, the Fund
may invest in Municipal Bonds that pay interest based on an index of Municipal
Bond interest rates. The principal amount payable upon maturity of certain
Municipal Bonds also may be based on the value of the index. To the extent the
Fund invests in these types of Municipal Bonds, the Fund's return on such
Municipal Bonds will be subject to risk with respect to the value of the
particular index. Interest and principal payable on the Municipal Bonds may
also be based on relative changes among particular indices. Also, the Fund may
invest in so-called "inverse floating obligations" or "residual interest
bonds" on which the interest rates vary inversely with a short term floating
rate (which may be reset periodically by a dutch auction, a remarketing agent,
or by reference to a short term tax exempt interest rate index). The Fund may
purchase synthetically created inverse floating rate bonds evidenced by
custodial or trust receipts. Generally, income on inverse floating rate bonds
will decrease when short term interest rates increase, and will increase when
short term interest rates decrease. Such securities have the effect of
providing a degree of investment leverage, since they may increase or decrease
in value in response to changes, as an illustration, in market interest rates
at a rate which is a multiple (typically two) of the rate at which fixed rate
long term tax exempt securities increase or decrease in response to such
changes. As a result, the market values of such securities will generally be
more volatile than the market values of fixed rate tax exempt securities. To
seek to limit the volatility of these securities, the Fund may purchase
inverse floating obligations with shorter-term maturities or which contain
limitations on the extent to which the interest rate may vary. Certain
investments in such obligations may be illiquid.
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     When Issued Securities, Delayed Delivery Securities and Forward
Commitments. The Fund may purchase or sell securities that it is entitled to
receive on a when issued basis. The Fund may also purchase or sell securities
on a delayed delivery basis. The Fund may also purchase or sell securities
through a forward commitment. These transactions involve the purchase or sale
of securities by the Fund at an established price with payment and delivery
taking place in the future. The purchase will be recorded on the date the Fund
enters into the commitment and the value of the securities will thereafter be
reflected in the Fund's net asset value. The Fund enters into these
transactions to obtain what is considered an advantageous price to the Fund at
the time of entering into the transaction. The Fund has not established any
limit on the percentage of its assets that may be committed in connection with
these transactions. When the Fund purchases securities in these transactions,
the Fund segregates liquid securities in an amount equal to the amount of its
purchase commitments.

     There can be no assurance that a security purchased on a when issued
basis will be issued or that a security purchased or sold through a forward
commitment will be delivered. A default by a counterparty may result in the
Fund missing the opportunity of obtaining a price considered to be
advantageous. The value of securities in these transactions on the delivery
date may be more or less than the Fund's purchase price. The Fund may bear the
risk of a decline in the value of the security in these transactions and may
not benefit from an appreciation in the value of the security during the
commitment period.

                                      21

     Call Rights. The Fund may purchase a Municipal Bond issuer's right to
call all or a portion of such Municipal Bond for mandatory tender for purchase
(a "Call Right"). A holder of a Call Right may exercise such right to require
a mandatory tender for the purchase of related Municipal Bonds, subject to
certain conditions. A Call Right that is not exercised prior to maturity of
the related Municipal Bond will expire without value. The economic effect of
holding both the Call Right and the related Municipal Bond is identical to
holding a Municipal Bond as a non-callable security. Certain investments in
such obligations may be illiquid.

     Yields. Yields on Municipal Bonds are dependent on a variety of factors,
including the general condition of the money market and of the municipal bond
market, the size of a particular offering, the financial condition of the
issuer, the maturity of the obligation and the rating of the issue. The
ability of the Fund to achieve its investment objective is also dependent on
the continuing ability of the issuers of the securities in which the Fund
invests to meet their obligations for the payment of interest and principal
when due. There are variations in the risks involved in holding Municipal
Bonds, both within a particular classification and between classifications,
depending on numerous factors. Furthermore, the rights of owners of Municipal
Bonds and the obligations of the issuer of such Municipal Bonds may be subject
to applicable bankruptcy, insolvency and similar laws and court decisions
affecting the rights of creditors generally and to general equitable
principles, which may limit the enforcement of certain remedies.

Hedging Transactions

     The Fund may hedge all or a portion of its portfolio investments against
fluctuations in interest rates through the use of options and certain
financial futures contracts and options thereon. While the Fund's use of
hedging strategies is intended to reduce the volatility of the net asset value

Edgar Filing: MUNIYIELD MICHIGAN INSURED FUND INC - Form N-2

31



of the Fund's shares of common stock, the net asset value of the Fund's shares
of common stock will fluctuate. No assurance can be given that the Fund's
hedging transactions will be effective. The Fund only may engage in hedging
activities from time to time and may not necessarily be engaging in hedging
activities when movements in interest rates occur. The Fund has no obligation
to enter into hedging transactions and may choose not to do so. Furthermore,
for so long as the AMPS are rated by Moody's and S&P, the Fund's use of
options and certain financial futures and options thereon will be subject to
the limitations described under "Rating Agency Guidelines."

     Financial Futures Transactions and Options. The Fund is authorized to
purchase and sell certain exchange traded financial futures contracts
("financial futures contracts") in order to hedge its investments in Municipal
Bonds against declines in value, and to hedge against increases in the cost of
securities it intends to purchase or to seek to enhance the Fund's return.
However, any transactions involving financial futures or options (including
puts and calls associated therewith) will be in accordance with the Fund's
investment policies and limitations. A financial futures contract obligates
the seller of a contract to deliver and the purchaser of a contract to take
delivery of the type of financial instrument covered by the contract, or in
the case of index-based futures contracts to make and accept a cash
settlement, at a specific future time for a specified price. To hedge its
portfolio, the Fund may take an investment position in a futures contract
which will move in the opposite direction from the portfolio position being
hedged. A sale of financial futures contracts may provide a hedge against a
decline in the value of portfolio securities because such depreciation may be
offset, in whole or in part, by an increase in the value of the position in
the financial futures contracts. A purchase of financial futures contracts may
provide a hedge against an increase in the cost of securities intended to be
purchased because such appreciation may be offset, in whole or in part, by an
increase in the value of the position in the futures contracts.

     Distributions, if any, of net long term capital gains from certain
transactions in futures or options are taxable at long term capital gains
rates for Federal income tax purposes. See "Taxes."

     Futures Contracts. A futures contract is an agreement between two parties
to buy and sell a security or, in the case of an index-based futures contract,
to make and accept a cash settlement for a set price on a future date. A
majority of transactions in futures contracts, however, do not result in the
actual delivery of the underlying instrument or cash settlement, but are
settled through liquidation, i.e., by entering into an offsetting transaction.
Futures contracts have been designed by boards of trade which have been
designated "contracts markets" by the Commodity Futures Trading Commission
("CFTC").

                                      22

     The purchase or sale of a futures contract differs from the purchase or
sale of a security in that no price or premium is paid or received. Instead,
an amount of cash or securities acceptable to the broker and the relevant
contract market, which varies, but is generally about 5% of the contract
amount, must be deposited with the broker. This amount is known as "initial
margin" and represents a "good faith" deposit assuring the performance of both
the purchaser and seller under the futures contract. Subsequent payments to
and from the broker, called "variation margin," are required to be made on a
daily basis as the price of the futures contract fluctuates making the long
and short positions in the futures contract more or less valuable, a process
known as "marking to the market." At any time prior to the settlement date of
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the futures contract, the position may be closed out by taking an opposite
position that will operate to terminate the position in the futures contract.
A final determination of variation margin is then made, additional cash is
required to be paid to or released by the broker and the purchaser realizes a
loss or gain. In addition, a nominal commission is paid on each completed sale
transaction.

     The Fund deals in financial futures contracts based on a long term
municipal bond index developed by the Chicago Board of Trade ("CBT") and The
Bond Buyer (the "Municipal Bond Index"). The Municipal Bond Index is comprised
of 40 tax exempt municipal revenue and general obligation bonds. Each bond
included in the Municipal Bond Index must be rated A or higher by Moody's or
S&P and must have a remaining maturity of 19 years or more. Twice a month new
issues satisfying the eligibility requirements are added to, and an equal
number of old issues are deleted from, the Municipal Bond Index. The value of
the Municipal Bond Index is computed daily according to a formula based on the
price of each bond in the Municipal Bond Index, as evaluated by six
dealer-to-dealer brokers.

     Th

Edgar Filing: MUNIYIELD MICHIGAN INSURED FUND INC - Form N-2

33


