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PROSPECTUS
H&Q HEALTHCARE INVESTORS

5,036,144 SHARES
ISSUABLE UPON EXERCISE OF NON-TRANSFERABLE RIGHTS
TO SUBSCRIBE FOR SUCH SHARES

NEW YORK STOCK EXCHANGE SYMBOL: HQH

H&Q Healthcare Investors is issuing non-transferable Rights to its Shareholders
of record as of the close of business on May 26, 2004. These Rights will allow
you to subscribe for one (1) Share of the Trust for each three (3) Rights held.
You will receive one Right for each whole Share that you hold of record as of
May 26, 2004, rounded up to the nearest number of Rights evenly divisible by
three. The Rights will not be listed for trading on the New York Stock Exchange
or any other exchange. You may also purchase Shares not acquired by other
Shareholders subject to certain limitations and subject to allotment.

THE SUBSCRIPTION PRICE PER SHARE WILL BE 95% OF THE LOWER OF (A) THE VOLUME
WEIGHTED AVERAGE SHARE PRICE OF A SHARE ON THE NYSE ON JUNE 21, 2004 AND THE
FOUR PRECEDING BUSINESS DAYS OR (B) THE NET ASSET VALUE PER SHARE ON JUNE 21,
2004.

RIGHTS MAY BE EXERCISED AT ANY TIME UNTIL 5:00 P.M., EASTERN TIME, ON JUNE 18,
2004, UNLESS THE OFFER IS EXTENDED AS DISCUSSED IN THIS PROSPECTUS. Since the
Offer closes before June 21, 2004, Shareholders who exercise their Rights will
not know the Subscription Price at the time they exercise their Rights. For
additional information regarding the Offer, please call The Altman Group, Inc.
at (800) 870-0126.

The Trust is a diversified, closed-end management investment company whose
shares of beneficial interest are listed and traded on the New York Stock
Exchange under the symbol "HQH." The Trust's investment objective is to seek
long-term capital appreciation by investing primarily in securities of companies
in the healthcare industries ("Healthcare Companies"). The Trust will invest
primarily in securities of companies that are believed by the Trust's investment
adviser to have significant potential for above-average long-term growth in
revenues and earnings. The Trust emphasizes investment in securities of emerging
growth Healthcare Companies. The Trust may also invest up to 40% of its net
assets in venture capital or other securities that are subject to legal or
contractual restrictions as to resale. These types of securities may be acquired
in connection with venture capital opportunities, as well as in private
placements in public companies. The Trust may not be able to achieve its
investment objective. FOR A DISCUSSION OF THE RISKS ASSOCIATED WITH AN
INVESTMENT IN THE TRUST, SEE "RISKS."

This Prospectus sets forth concisely the information about the Trust you should
know before investing, including information about risks. You should read this
Prospectus and retain it for future reference. A Statement of Additional
Information dated May 26, 2004 (the "SAI") containing additional information
about the Trust has been filed with the Securities and Exchange Commission and
is incorporated by reference in its entirety into this Prospectus. A copy of the
SAI, the table of contents of which appears on page 53 of this Prospectus, may
be obtained without charge by contacting the Information Agent at

(800) 870-0126. The Securities and Exchange Commission maintains a website
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(http://www.sec.gov) that contains material incorporated by reference and other
information regarding the Trust.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED THESE SECURITIES OR PASSED UPON THE
ACCURACY OR ADEQUACY OF THIS PROSPECTUS.

ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

ESTIMATED
SUBSCRIPTION ESTIMATED
PRICE (1) SALES LOAD
PEr SNAT . ittt ettt ettt ettt $18.73 None
Total MaxXimMUIM. oo v e e e e ee oo eneeeeeeennnnn $94,326,977.12 None

FOOTNOTES SET FORTH ON NEXT PAGE
May 26, 2004

(CONTINUED FROM PREVIOUS PAGE)

(1) Estimated on the basis of the volume weighted average share price of a Share
on the NYSE on May 26, 2004 and the four preceding business days. The Trust
may increase the number of Shares subject to subscription by up to 25% of
the Shares offered hereby, or up to an additional 1,259,036 Shares, for an
aggregate total of 6,295,180 Shares. If the Trust increases the number of
Shares subject to subscription by 25%, the total maximum Estimated
Subscription Price will be approximately $117,908,721.40 and the total
maximum Estimated Proceeds to the Trust will be approximately
$117,908,721.40. No sales load will be charged by the Trust in connection
with this Offer. However, Shareholders that choose to exercise their Rights
through broker-dealers, banks and nominees may incur a servicing fee charged
by such broker-dealer, bank or nominee.

(2) Before deduction of expenses related to the Offer incurred by the Trust,
estimated at approximately $390,000.

The Trust announced the Offer after the close of trading on the NYSE on
April 8, 2004. The NAV at the close of business on April 8, 2004 and May 26,
2004 was $21.36 and $19.88, respectively, and the last reported sales price of a
Share on the NYSE on those dates was $20.70 and $19.51, respectively.

The Trust may increase the number of Shares subject to subscription by up to
25%, or up to an additional 1,259,036 Shares, for an aggregate total of
6,295,180 Shares.

As a result of the terms of the Offer, Shareholders who do not fully
exercise their Rights, including the Over-Subscription Privilege described in
the section of this Prospectus entitled "The Offer--Over-Subscription
Privilege," will, upon the completion of the Offer, own a smaller proportional
interest in the Trust than they owned before the Offer. The Offer will result in
a dilution of NAV for all Shareholders, whether or not they exercise some or all
of their Rights, because the Subscription Price per Share will be less than the
then-current NAV. The amount of dilution might be significant. See "The Offer."

ESTIMAT
TO TRU
PER

$
$94, 3
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The Trust's investment adviser is Hambrecht & Quist Capital Management, LLC.
The employees of the Trust's investment adviser and the Trustees and officers of
the Trust may purchase Shares through the Primary Subscription and the
Over-Subscription Privilege on the same terms as other Shareholders.

Information about the Trust can be reviewed and copied at the Securities and
Exchange Commission's Public Reference Room in Washington, DC. Call
(202) 942-8090 for information on the operation of the Public Reference Room.
This information is also available in the Commission's Internet site at
http://www.sec.gov, and copies may be obtained upon payment of a duplicating fee
by writing the Public Reference Section of the Securities and Exchange
Commission, Washington, DC 20549-0102.

PROSPECTUS SUMMARY

YOU SHOULD CONSIDER THE MATTERS DISCUSSED IN THIS SUMMARY BEFORE INVESTING
IN THE TRUST THROUGH THE OFFER. THE FOLLOWING SUMMARY IS QUALIFIED IN ITS
ENTIRETY BY REFERENCE TO THE MORE DETAILED INFORMATION APPEARING ELSEWHERE IN
THIS PROSPECTUS.

THE OFFER
H&Q Healthcare Investors (the "Trust") is issuing to its
The Offer shareholders of record ("Shareholders") as of the close of

business on May 26, 2004 (the "Record Date") non-transferable
rights ("Rights") to subscribe for an aggregate of 5,036,144
shares of beneficial interest ("Shares") of the Trust (the
"Offer"). You will receive one Right for each whole Share you
held as of the Record Date, rounded up to the nearest number of
Rights evenly divisible by three. You may subscribe for one Share
for each three Rights you hold (the "Primary Subscription").

Subscription Price The subscription price per Share (the "Subscription Price") will
be 95% of the lower of (a) the volume weighted average share
price of a Share on the New York Stock Exchange (the "NYSE") on
June 21, 2004 (the "Pricing Date") and the four preceding
business days or (b) the net asset value per Share (the "NAV") on
the Pricing Date.

Subscription Period Rights may be exercised at any time during the subscription
period (the "Subscription Period"), which starts on June 1, 2004
and ends at 5:00 p.m., Eastern time, on June 18, 2004 (the
"Expiration Date").

The Trust may, at its discretion, issue up to an additional 25%

Over-Subscription of the Shares in the Offer to honor over-subscription requests if

Privilege there are not enough Shares available from the Primary
Subscription to honor all over-subscription requests (the
"Over—-Subscription Privilege"). If there are enough Shares left

after the Primary Subscription, all over-subscriptions will be
honored in full. If there are not enough Shares available to
honor all over-subscriptions (after giving effect to any increase

3
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Fractional Shares

Purpose of the Offer

in the number of Shares to be offered), the available Shares will
be allocated pro rata among those who over-subscribe based on the
number of Rights originally issued to them by the Trust.

Fractional Shares will not be issued upon the exercise of Rights.
In the case of shares held of record by a broker-dealer, bank or
other financial intermediary (each, a "Nominee"), the number of
Rights issued to the Nominee will be adjusted to permit rounding
up (to the nearest number of Rights evenly divisible by three) of
the Rights to be received by each of the beneficial owners for
whom it is the holder of record only if the Nominee provides to
the Trust, on or before the close of business on June 11, 2004, a
written representation of the number of Rights required for such
rounding.

The Trust's investment adviser believes that increasing the
Trust's assets for investment through the Offer will benefit the
Trust and its Shareholders by allowing the Trust to take further
advantage of available investment opportunities in securities of
companies in the healthcare industries ("Healthcare Companies").
While there can be no assurance that any benefits will be
realized, increasing the Trust's investment assets through the
Offer is intended to:

- allow the Trust to increase its investments at a time when
the Trust's investment adviser believes that securities of
selected Healthcare Companies including specialty and
generic pharmaceuticals companies, medical devices,
healthcare information services and other innovative
healthcare product and biotechnology companies, are
positioned for price appreciation due to (i) demographic
changes, (ii) recent developments in the pharmaceutical,
biotechnology and medical technology industries relating to
products that have or will extend or improve the quality of
patients' lives, and (iii) the recent passage of a Medicare
reform bill, to be implemented by 2006, which may result in
dramatic growth in prescription volume;

- increase the Trust's average investment size, giving the
Trust additional negotiating leverage and pricing influence
over venture capital, private investments in public entities
(PIPEs) and other private equity investments and in the
public markets;

- provide the Trust with the ability to make additional
investments without realizing capital gains on current
investments or otherwise selling current investments at an
unfavorable time; and

- reduce operating costs per Share.
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Use of Proceeds

Notice of NAV Decline

How to Obtain
Subscription Information

How to Subscribe

Tax Consequences

The Offer allows you the opportunity to purchase additional
Shares of the Trust at a price that will be below market value
and NAV at the Expiration Date. See "The Offer--Purpose of the
Offer."

The Trust expects to invest the net proceeds of the Offer
primarily in securities of Healthcare Companies, particularly
investments in specialty and generic pharmaceuticals companies,
medical devices, healthcare information services and other
innovative healthcare product and biotechnology companies. Any
investments will be made in accordance with the Trust's
investment objective and policies. Investment of the proceeds is
expected to take up to six months from their receipt by the
Trust, depending on market conditions and the availability of
appropriate securities. See "Use of Proceeds."

The Trust will suspend the Offer until it amends this Prospectus
if, after the effective date of this Prospectus, the Trust's NAV
declines more than 10% from its NAV as of that date. If that
occurs, the Trust will notify you of the decline and permit you
to cancel your exercise of your Rights.

- Contact your broker, bank or trust company.
- Contact The Altman Group (the "Information Agent") toll-free
at (800) 870-0126.

You may subscribe in one of two ways:

- Deliver a completed Exercise Form and payment to EquiServe
Trust Company (the "Subscription Agent") by the Expiration
Date.

- If your Shares are held in a brokerage, bank or trust
account, have your broker, bank or trust company deliver a
Notice of Guaranteed Delivery to the Subscription Agent by
the Expiration Date.

For Federal income tax purposes, neither the receipt nor the
exercise of the Rights will result in taxable income to
Shareholders. You will not realize a taxable loss if your Rights
expire without being exercised. See "The Offer--Certain Federal
Income Tax Consequences of the Offer."

IMPORTANT DATES TO REMEMBER
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2l et B = i May 26, 2004
Subscription Period. .. ...ttt ittt ittt June 1--June 18, 2004%*
Deadline for delivery of Exercise Form together with payment
of Estimated Subscription Price or for delivery of Notice of
Guaranteed Delivery .. ittt ittt et eeeeeee et eaaeeeeeen June 18, 2004%*
ExXpiration Date. ...ttt ittt ettt ettt eaeeeeeen June 18, 2004%*
Pricing Date. o ittt it et e e e e e e e e e e e e e e June 21, 2004%*
Deadline for payment of final Subscription Price pursuant to
Notice of Guaranteed Delivery. ... ... ii i et eeneeeeeeeenns June 23, 2004%*
Confirmation to Registered Shareholders..................... June 27, 2004%*
For Registered Shareholder Purchases—-deadline for payment
of unpaid balance if final Subscription Price is higher than
Estimated Subscription Price......... .ttt ennnneenns June 30, 2004%*
* Unless the Offer is extended.
3

THE TRUST

The Trust The Trust is a diversified, closed-end management investment

company. The Trust was organized as a Massachusetts business
trust on October 31, 1986 and commenced operations on

April 22, 1987. As of May 26, 2004,
Shares outstanding. Shares of the Trust are traded on the

NYSE under the symbol "HQH." As of May 26,

2004,

the Trust had 15,108,430

the Trust's

NAV was $19.88 and the Trust's last reported share price of

a Share on the NYSE was $19.51.

Distributions The Trust intends to make quarterly distributions to its
Shareholders equal to 2.0% of the Trust's net asset value.

Net realized capital gains in excess of the total
distributed under this policy are generally included in the
December distribution. These quarterly distributions are
generally reinvested in additional Shares through the
Trust's Dividend Reinvestment Plan. The Trust's quarterly
distribution policy may be changed by the Board of Trustees
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General Investment
Guidelines

Venture Capital Investments

without Shareholder approval.

The current distribution policy is to declare distributions
in stock. Stock distributions will automatically be paid in
newly-issued full Shares of the Trust plus cash in lieu of
any fraction of a Share, unless otherwise instructed by the
Shareholder. If a Shareholder elects to receive a
distribution in cash, rather than in Shares, the
Shareholder's relative ownership in the Trust will be
reduced.

The first regular quarterly distribution to be paid on
Shares acquired upon exercise of Rights will be the first
quarterly distribution the record date for which occurs
after the issuance of the Shares. The Shares issued in the
Offer will not be entitled to the distribution to be
declared to Shareholders of record on May 25, 2004 which is
payable in June 2004.

The Trust's investment objective is to seek long-term
capital appreciation by investing primarily in securities of
Healthcare Companies. Under normal market conditions, the
Trust expects to invest at least 80% of its net assets in
securities of Healthcare Companies. This policy may not be
changed without 60 days' prior notice to Shareholders. The
Trust will not have less than 25% of its net assets invested
in Healthcare Companies. A company will be deemed to be a
Healthcare Company if, at the time the Trust makes an
investment in the company, 50% or more of such company's
sales, earnings or assets arise from or are dedicated to
healthcare products or services or medical technology
activities. The Trust may also invest in companies that do
not satisfy the above criteria but that are expected by the
Investment Adviser to have 25% or more of sales, earnings or
assets arising from or dedicated to such activities.
Investments in those types of companies will not exceed 20%
of the Trust's net assets at the time of investment. The
Investment Adviser determines, in its discretion, whether a
company 1s a Healthcare Company. The Trust may also invest
up to 20% of its net assets in the securities of foreign
issuers, expected to be located primarily in Western Europe,

Canada and Japan, and securities of United States ("U.S.")
issuers traded in foreign markets ("Foreign Securities").
4

The Trust emphasizes investment in securities of emerging
growth Healthcare Companies. These investments are often
venture capital investments. The Trust may invest up to 40%
of its net assets in securities subject to legal or
contractual restrictions as to resale ("Restricted
Securities") including venture capital investments. The
Trust's investments in Restricted Securities may include
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Investment Adviser

Portfolio Management

Compensation of Investment
Adviser

"start-up," early and later stage financings of
privately-held companies and private placements in public
companies. See "Investment Objective and Policies."

Hambrecht & Quist Capital Management, LLC (the "Investment
Adviser") serves as investment adviser to the Trust. The
Investment Adviser also serves as investment adviser to H&Q
Life Sciences Investors ("HQL"), a closed-end management
investment company that invests in companies in the
healthcare industries. See "Management of the
Trust-—-Investment Adviser." The majority of the Trust's
Board of Trustees is unaffiliated with the Investment
Adviser; nevertheless, the Trust may be subject to certain
potential conflicts of interest. See "Portfolio Transactions
and Brokerage."

Currently Daniel R. Omstead, Eng.ScD., Christopher F.
Brinzey, M.B.A., Frank T. Gentile, Ph.D., Jason C. Akus,
M.D./M.B.A. and Michael S. Tung, M.D./M.B.A. are members of
the team that makes investments on behalf of the Trust.
These members also perform other duties, including making
investment decisions on behalf of HQL. See "Management of
the Trust--Investment Adviser."

For the services provided by the Investment Adviser under
the Advisory Agreement, the Trust pays a fee, computed and
payable monthly, equal when annualized to (i) 2.5% of the
average net assets for the month of its venture capital and
other Restricted Securities (as defined) up to 25% of net
assets and (ii) for the month, for all other assets, 1.0% of
the average net assets up to $250 million, 0.9% of the
average net assets for the next $250 million, 0.8% of the
average net assets for the next $500 million and 0.7% of the
average net assets thereafter. The aggregate monthly fee may
not exceed a rate when annualized of 1.375% (approximately
0.115% per month). Because the advisory fee is based on the
average net assets of the Trust, and since the Offer is
expected to result in an increase in net assets, the
Investment Adviser will benefit from the Offer by an
increase in the dollar amount of the fee.

RISK FACTORS AND SPECIAL CONSIDERATIONS

THIS PROSPECTUS CONTAINS CERTAIN STATEMENTS THAT MAY BE DEEMED TO BE
"FORWARD-LOOKING STATEMENTS." ACTUAL RESULTS COULD DIFFER MATERIALLY FROM THOSE
PROJECTED IN THE FORWARD-LOOKING STATEMENTS AS A RESULT OF UNCERTAINTIES SET
FORTH BELOW AND ELSEWHERE IN THE PROSPECTUS. SEE "RISKS" FOR A MORE COMPLETE
DESCRIPTION OF RISKS THAT MAY BE ASSOCIATED WITH AN INVESTMENT IN THE TRUST.
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Dilution--Net Asset Value
and Non-Participation in the
Offer

Market Risk

Selection Risk

Concentration in the
Healthcare Industries

The Offer will result in dilution.

Shareholders who do not fully exercise their Rights will
experience dilution of NAV, dilution of a proportionate
ownership interest in the Trust, and dilution of voting
power. All Shareholders will experience an immediate
dilution of NAV, regardless of whether they exercise any or
all of their Rights, because the Subscription Price will be
less than the then-current NAV, and the number of Shares
outstanding after the Offer will increase by a greater
percentage than the increase in the size of the Trust's
assets. For example, if the assumed Subscription Price is
$18.89, representing a market price which is only 95% of
NAV, assuming that all Rights are exercised in the Primary
Subscription and no Shares are issued pursuant to the Over-—
Subscription Privilege, the Trust's NAV would be reduced by
approximately $0.267 per Share or approximately 1.34% of
NAV. The actual Subscription Price may be greater or less
than the Subscription Price assumed above. The example
assumes a net asset value per Share of $19.88 which is based
on the Trust's NAV after the close of trading on Wednesday,
May 26, 2004.

As with any investment company that invests in equity
securities, the Trust is subject to market risk--the
possibility that the prices of equity securities will
decline over short or extended periods of time. As a result,
the value of an investment in the Trust's Shares will
fluctuate with the market. You could lose money over short
or long periods of time.

Different types of equity securities tend to shift into and
out of favor with investors, depending on market and
economic conditions. The performance of funds that invest in
healthcare industry equity securities may at times be better
or worse than the performance of funds that focus on other
types of securities or that have a broader investment style.

Under normal market conditions, the Trust expects to invest
at least 80% of its net assets in securities of Healthcare
Companies. The Trust will not have less than 25% of its net
assets invested in Healthcare Companies. As a result, the
Trust's portfolio may be more sensitive to, and possibly
more adversely affected by, regulatory, economic or
political factors or trends relating to the healthcare
industries than a portfolio of companies representing a
larger number of industries. As a result of its
concentration policy, the Trust's investments may be subject
to greater risk and market fluctuation than a fund that has
securities representing a broader range of investments.
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Investment in Emerging
Growth Companies

Healthcare Companies have in the past been characterized by
limited product focus, rapidly changing technology and
extensive government regulation. In particular,
technological advances can render an existing product, which
may account for a disproportionate share of a company's
revenue, obsolete. Obtaining governmental approval from
agencies such as the Food and Drug Administration (FDA) for
new products can be lengthy, expensive and uncertain as to
outcome. These factors may result in abrupt advances and
declines in the securities prices of particular companies
and, in some cases, may have a broad effect on the prices of
securities of companies in particular healthcare industries.

Intense competition exists within and among certain
healthcare industries, including competition to obtain and
sustain proprietary technology protection, including
patents, trademarks and other intellectual property rights,
upon which Healthcare Companies can be highly dependent for
maintenance of profit margins and market exclusivity. The
complex nature of the technologies involved can lead to
patent disputes, including litigation that could result in a
company losing an exclusive right to a patent.

Cost containment measures implemented by the federal
government, state governments and the private sector have
adversely affected certain sectors of the healthcare
industries. The implementation of any such further cost
containment measures may have an adverse effect on some
companies in the healthcare industries.

Product development efforts by Healthcare Companies may not
result in commercial products. Even after a product is
commercially released, governmental agencies may require
additional clinical trials or change the labeling
requirements for products if additional product side effects
are identified, which could have a material adverse effect
on the market price of the securities of those Healthcare
Companies.

Certain Healthcare Companies in which the Trust may invest
may be exposed to potential product liability risks that are
inherent in the testing, manufacturing, marketing and sale
of pharmaceutical, medical device or other products. There
can be no assurance that a product liability claim would not
have a material adverse effect on the business, financial
condition or securities prices of a company in which the
Trust has invested.

All of these factors may cause the value of the Trust's
Shares to fluctuate significantly over relatively short
periods of time.

The Trust emphasizes investment in equity securities of
emerging growth Healthcare Companies. While these securities
offer the opportunity for significant capital gains, these
investments also involve a degree of risk that can result in
substantial losses. There can be no assurance that
securities of start-up or emerging growth companies will, in

10
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Ligquidity of Portfolio
Investments

Valuation of Venture Capital
Investments and Restricted
Securities

the future, yield returns commensurate with their associated
risks.

The Trust may invest substantially all of its net assets in
securities of emerging growth Healthcare Companies,
including venture capital and other private equity
investments, although the latter, if restricted, are limited
to 40% of its net assets. Some of these securities are
traded in the over-the-counter market or on regional stock
exchanges where the low trading volume of a particular
security may result in abrupt and erratic price movements.
An investment in such securities may have limited liquidity,
and the Trust may find it necessary to sell at a discount
from recent prices or to sell over extended periods of time
when disposing of such securities. Restricted Securities in
which the Trust may invest cannot be sold except in a public
offering registered under the Securities Act of 1933, as
amended (the "Securities Act"), pursuant to an exemption
from the Securities Act or in compliance with applicable
Securities and Exchange Commission (the "Commission")
regulations.

Since there is typically no readily available market value
for the venture capital investments and some of the
Restricted Securities in the Trust's portfolio, venture
capital investments and some Restricted Securities in the
Trust's Portfolio are valued substantially at fair value as
determined in good faith by the Board of Trustees pursuant
to a valuation policy and a consistently applied valuation
process. Because of the inherent uncertainty of determining
the fair value of investments that do not have a readily
available market value, the fair value of the Trust's
investments determined in good faith by the Board of
Trustees, or in accordance with valuation procedures
approved by the Board of Trustees, may differ significantly
from the values that would have been used had a ready market
existed for the investments, and the differences could be
material. There is no single standard for determining fair
value in good faith. As a result, determining fair value
requires that judgment be applied to the specific facts and
circumstances of each portfolio investment while employing a
consistently applied valuation process for the types of
investments the Trust makes.

Some of the Trust's investments are subject to restrictions
on resale and generally have no established trading market.
Because of the type of investments that the Trust makes and
the nature of its business, the valuation process requires
an analysis of various factors. The Trust's fair value
methodology includes the examination of, among other things,
the underlying investment performance, financial condition,

11
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Foreign Securities

Key Personnel

Diversified Status

Discount to NAV

Declaration of Trust

and market changing events that impact valuation.

The Trust may invest up to 20% of its net assets in
securities of foreign issuers, expected to be located
primarily in Western Europe, Canada and Japan, and
securities of U.S. issuers traded in foreign markets.
Foreign Securities may be less liquid and have prices that
are more volatile than securities of comparable U.S.
companies. An investment in Foreign Securities may also
involve currency risk.

There may be only a limited number of securities
professionals who have comparable experience to that of the
Trust's existing portfolio management team in the area of
Healthcare Companies. If one or more of the team members
dies, resigns, retires or is otherwise unable to act on
behalf of the Investment Adviser, there can be no assurance
that a suitable replacement could be found immediately.

The Trust may from time to time concentrate its investments
in a few issuers and take large positions in those issuers.
As a result, the Trust may be subject to a greater risk of
loss than an investment company that diversifies its
investments more broadly. Taking larger positions is also
likely to increase the volatility of the Trust's net asset
value reflecting fluctuation in the value of its large
holdings.

Market price risk is a risk separate and distinct from the
risk that the Trust's net asset value will decrease.
Although the Trust's Shares have recently traded on the NYSE
at a market price above their net asset value (a premium),
the Trust's Shares have traded in the market below (a
discount), at and above net asset value since the
commencement of the Trust's operations. There can be no
assurance that the Trust's shares will trade at a premium in
the future, or that any such premium is sustainable. The
Trust's Shares have traded at discounts of as much as
(30.90)% since the Trust commenced operations. In the year
ended December 31, 2003, the Trust's Shares traded in the
market at an average discount to net asset value of
(10.32)%. As of April 30, 2004, the Trust's shares traded in
the market at a 1.59% discount to their net asset value. The
Trust cannot predict whether the Shares will trade in the
future at, above or below their net asset value.

The Trust's Amended and Restated Declaration of Trust
("Declaration of Trust"), dated April 21, 1987, presently

12
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Repurchase of Shares

Related Party Transactions

FEES AND EXPENSES

has provisions that could have the effect of limiting the
ability of other entities or persons to (1) acquire control
of the Trust, (2) cause it to engage in certain
transactions, or (3) modify its structure. These provisions
may be considered "anti-takeover" provisions.

You may dispose of your Shares on the NYSE or other markets
on which the Shares may trade, but because the Trust is a
closed-end investment company, you do not have the right to
redeem your Shares. At least once a year the Trustees
consider whether the Trust should repurchase its Shares in
the open market or make a tender offer. Any repurchases will
comply with the provisions of the Investment Company Act and
Massachusetts law that apply to open market transactions.
There is no assurance that any action undertaken to
repurchase Shares will result in the Shares trading at a
price which approximates net asset value. Repurchases of
Shares by the Trust would also decrease its total assets and
may increase its expenses as a percentage of average net
assets as a result. The Trust's net income will be reduced
by the amount of any interest owed on any borrowings made to
finance any Share repurchase transactions. The Trust has no
current plans to repurchase its Shares.

The majority of the Board will be unaffiliated with the
Investment Adviser; nevertheless, the Trust may be subject
to certain potential conflicts of interest. Although the
Trust has no obligation to do so, it may place brokerage
orders with brokers who provide supplemental investment
research and market and statistical information about the
healthcare industries. In addition, other investment
companies advised by the Investment Adviser may concurrently
invest with the Trust in Restricted Securities under certain
conditions. The Investment Adviser may also provide
managerial assistance to issuers of securities in which the
Trust invests. The Trust also may invest, subject to
applicable law, in companies in which the principals of the
Investment Adviser or Trustees of the Trust have invested,
or for which they serve as directors or executive officers.

10

TRUST EXPENSES

13



Edgar Filing: H&Q HEALTHCARE INVESTORS - Form 497

ANNUAL EXPENSES (AS A PERCENTAGE OF AVERAGE NET ASSETS
ATTRIBUTABLE TO SHARES)

Management Fee . ..ttt ittt et ettt ettt 1.32%
Other Expenses (1) v vttt ittt ettt eaeeeeeeeeenaenns 0.23%
Total AnNnNual EXPeNSES (2) c v v v v v ettt neeeeeeeenneeeeeeeenns 1.55%
(1) "Other Expenses" have been estimated for the current fiscal year.

(2) The estimated 1.55% expense ratio assumes that the Offer is fully
subscribed, yielding estimated net proceeds of approximately $94,326,977.12
(assuming a Subscription Price of $18.73 per Share) and that, as a result,
based on the Trust's net assets attributable to Shareholders on May 26, 2004
of $300,355,568.52, the net assets attributable to Shareholders would be
$394,682,545.64.

The purpose of the table above is to assist you in understanding the wvarious
costs and expenses that you will bear directly or indirectly as an investor in
the Trust. For more information regarding the management fees paid by the Trust,
refer to the section of this Prospectus entitled "Management of the
Trust—-—-Investment Adviser."

HYPOTHETICAL EXAMPLE

The following hypothetical example demonstrates the projected dollar amount
of total cumulative expenses that would be incurred over various periods with
respect to a hypothetical investment in Shares of the Trust. These amounts are
based upon payment by the Trust of investment advisory fees and other expenses
at the levels set forth in the table above.

You would directly or indirectly pay the following expenses on a $1,000
investment in the Trust, assuming (i) all dividends and other distributions are
reinvested at NAV, (ii) the market price at the time of investment was equal to
the net asset value per share, (iii) the percentage amounts listed under Annual
Expenses above remain the same in the years shown, and (iv) a 5% annual return:

1 YEAR 3 YEARS 5 YEARS 10 YEARS

See also Note (2) above for assumptions made in calculating the expenses in
this hypothetical example. See "Financial Highlights" for the Trust's actual
ratio of expenses to average net assets for the fiscal year ended September 30,
2003.

The above tables and the assumption in the hypothetical example of a 5%
annual return are required by regulations of the Commission applicable to all
investment companies. The assumed 5% annual return is not a prediction of, and
does not represent, the projected or actual performance of the Trust's Shares.
For more complete descriptions of certain of the Trust's costs and expenses, see
"Management of the Trust--Investment Adviser."

THIS HYPOTHETICAL EXAMPLE SHOULD NOT BE CONSIDERED A REPRESENTATION OF PAST

14
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OR FUTURE EXPENSES, AND THE TRUST'S ACTUAL EXPENSES MAY BE GREATER OR LESS THAN
THOSE SHOWN.

11
FINANCIAL HIGHLIGHTS AND INVESTMENT PERFORMANCE
FINANCIAL HIGHLIGHTS

The financial highlights table is intended to help you understand the
Trust's financial performance. Information is shown for the Trust's last ten
fiscal years. Certain information reflects financial results from a single Trust
share. The information for the fiscal years ended September 30, 2003,

September 30, 2002 and September 30, 2001 was audited by PricewaterhouseCoopers
LLP, independent accountants. The information included in the Trust's financial
statements for the fiscal years ended September 30, 2000 and September 30, 1999
was audited by other independent accountants, whose reports expressed an
unqualified opinion on those financial statements and financial highlights. The
report of PricewaterhouseCoopers LLP, together with the financial statements of
the Trust, are included in the Trust's September 30, 2003 Annual Report, and are
included elsewhere in this Prospectus.

FOR THE YEAR ENDED SEPTEMBER 30,

Net asset value per share:

Beginning of year............ $ 18.160 $ 27.350 $ 46.147
Net investment 10SS............ $ (0.231) (2) S (0.283) (2) S (0.195) (2)
Net realized and unrealized

gain (loss) on investments... 3.871 (5.727) (13.822)
Federal income taxes on

retained long-term capital

Total increase (decrease) from

investment operations........ S 3.640 S (6.010) S (14.017)
Dilutive effect of sale of

common stock and related

expenses from rights

offering...... .o - - -
Capital gains distributions to

shareholders.........covvuo.. $ (2.170) $ (3.180) $ (4.780)
Net asset value per share:
End of vear....u e eeieeeennn $ 19.630 $ 18.160 $ 27.350

Per share market value:
End of year. ..o ieneeennnn. $ 17.66 $ 14.10 $ 21.74
Total investment return at

market value................. 43.49% (25.24)% (27.23)%
RATIOS AND SUPPLEMENTAL DATA:
Net assets at end of year...... $286,754,854 $242,005,778 $329,373,206
Ratio of operating expenses to

average net assets........... 1.65% 1.64% 1.42%
Ratio of net investment loss to

2000
$ 21.7
$ (0.2
28.1
$ 27.8
$ (3.4
$ 46.1
$ 36
151.

$485,582,5
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average net assets........... (1.27)% (1.16)% (0.62)% (0.
Portfolio turnover rate........ 32.80% 17.40% 16.17% 12.
Number of shares outstanding at

end of year.......... ... 14,608,952 13,323,483 12,042,064 10,522,4

(1) The Trust adopted the provisions of AICPA Audit and Accounting Guide for
Investment Companies and began accreting discounts and amortizing premiums
on all debt securities. The effect of this change for the year ended
September 30, 2002 was a decrease in net investment loss per share of $.009,
an increase in net realized and unrealized loss on investments per share of
$.009 and a decrease in the ratio of net investment loss to average net
assets from (1.20)% to (1.16)%. Per share data and ratios for the periods
prior to October 1, 2001 have not been restated to reflect this change in
presentation.

(2) Net investment loss per share has been computed using average shares
outstanding.

12

FINANCIAL HIGHLIGHTS AND INVESTMENT PERFORMANCE (CONTINUED)

FOR THE YEAR ENDED SEPTEMBER 30,

1998 1997 1996 1995

Net asset value per share:
Beginning of year..........ccoo.... $ 23.106 $ 25.754 S 21.818 $ 16.609 3
Net investment 10SS............... S (0.217) s (0.224) s (0.331) s (0.228) S
Net realized and unrealized gain

(loss) on investments........... (5.108) 4.524 5.487 5.437
Federal income taxes on retained

long-term capital gains......... - - - -
Total increase (decrease) from

investment operations........... $ (5.325) s 4.300 S 5.156 $ 5.209 S
Dilutive effect of sale of common

stock and related expenses from

rights offering................. - (2.458) - -
Capital gains distributions to

shareholders.......couvivienno.. $ (1.070) s (4.490) s (1.220) -
Net asset value per share:
End of vear. . vttt ieennnnnn $ 16.711 $ 23.106 S 25.754 $ 21.818
Per share market value:
End of vear. ..t eeennnnn $ 13.13 $ 19.00 $ 20.88 $ 18.25 $
Total investment return at market

ValUB . v ittt ettt ettt e (26.05)% 14.01% 22.03% 20.66%
RATIOS AND SUPPLEMENTAL DATA:
Net assets at end of year......... $157,976,073 $207,728, 666 $147,552,505 $121,072,675 S
Ratio of operating expenses to

average net assets.............. 1.46% 1.57% 1.62% 1.76%
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Ratio of net investment loss to

average net assets.............. (1.11)% (1.13)% (1.44)%
Portfolio turnover rate........... 17.15% 17.47% 22.41%
Number of shares outstanding at

end of yvear...... ..., 9,453,317 8,990,179 5,729,160

13

PORTFOLIO CHARACTERISTICS

A substantial portion of the Trust's investment portfolio consists of
venture capital and private equity investments. As of March 31, 2004, 19.88% of
the Trust's assets were invested in Restricted Securities of 26 Healthcare
Companies, one of which was publicly-traded. The Trust continues to value this
security below current market prices as it remains restricted as to resale.

From inception, the Trust has made 270 venture capital investments in 93
private companies and 16 private placements in public companies. There have been
45 initial public offerings and 12 acquisitions of restricted portfolio

companies as of March 31, 2004.

The following sets forth certain information with respect to the composition
of the Trust's investment portfolio as of March 31, 2004.

H&Q HEALTHCARE INVESTORS
PORTFOLIO--AS OF MARCH 31, 2004
[GRAPHIC]

The following table sets forth the Trust's ten largest holdings as a
percentage of net assets as of March 31, 2004.

THE TRUST'S TEN LARGEST HOLDINGS
(AS OF MARCH 31, 2004)

% OF NET ASSETS

Impax Laboratories . ...ttt ittt it ettt ettt eeeee e 3.87%
e 3.68%
L@ S £ oL 3.11%
(€S 01274 11T 3.10%
i /= 2.98%
728 14 1 o 2.63%
N o 2.53%
Cubist PharmaceuticalsS. ...ttt ittt eeeaeeeaeenns 2.41%
T B e v e e e e e e ettt et ee e e eeeeeeeeeeeeeeeaaeeeeeeeeeeaaeeeeenenn 2.37%
Tera Pharmaceutical Industries ADR........itiiiieeeennnnnns 2.36%

SHARE PRICE AND NAV

The Trust's Shares are publicly-held and have been listed and are trading on
the NYSE. The following table sets forth for the quarters indicated the high and
low closing prices per Share on the

14

(1.31)
22.81%

5,549,198
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NYSE, the corresponding NAV, the percentage premium or discount at such closing
prices, and the number of Shares traded. The NAV as of the close of business on
May 26, 2004 was $19.88 and the last reported sales price of a Share that day
was $19.51.

MARKET CORRESPONDING MARKET CORRESPONDINCG
QUARTER PRICE (1) NET ASSET PREMIUM/ PRICE (1) NET ASSET
ENDING HIGH VALUE (2) (DISCOUNT) (2) LOW VALUE (2)
Fiscal 2002
Dec. 3l .ttt iieeennnnnnns $26.48 $30.90 (14.30)% $21.50 $27.33
Mar. 3l...ieieieeieeennnn 25.63 29.91 (14.31) 22.00 25.38
June 30. .. e e 22.02 25.56 (13.85) 16.45 20.05
Sept. 30....0iiiiii.. 16.40 19.62 (16.41) 13.80 17.78
Fiscal 2003
Dec. 3l ..t iiieeennnnnnns 16.05 19.28 (16.75) 13.10 17.40
Mar. 3l...ieeeieeeeeennnn 15.70 17.33 (9.41) 13.08 15.84
June 30. .. e e e 18.24 19.81 (7.93) 14.52 16.76
Sept. 30...0iiiiiia.. 18.63 20.94 (11.03) 17.14 18.84
Fiscal 2004
Dec. 3l ..t iiieeennnnnnns 18.91 20.16 (6.20) 17.83 19.37
Mar. 3l...ieieiieeeeennnn 21.53 21.15 1.80 18.56 19.73

(1) As reported by the NYSE.

(2) Based on the Trust's computations, on the day that the high or low market
price was recorded.

Shares of the Trust have frequently traded at a discount to NAV but have
occasionally traded at a premium to NAV. There can be no assurance that Shares
will trade at premium to NAV in the future. Certain features of and steps taken
by the Trust may have tended to reduce the discount from net asset value at
which its Shares might otherwise have traded, although the Trust is not able to
determine what effect, if any, these various features and steps may have had.
The Trust's current 2% distribution policy (see "Dividends and Distributions"),
begun in May 1999, may have contributed to this effect. This trend may also have
resulted in whole or in part from other factors, such as the Trust's investment
performance and the performance of the healthcare industry generally.

INVESTMENT PERFORMANCE

The table below presents average annual total returns of the Trust's Shares
on two separate bases. The first column presents the Trust's market value
return, which is the average annual rate of return, based on the Trust's market
value, on an amount invested in the Trust from the beginning to the end of the
stated period and assumes reinvestment of net investment income dividends and
capital gains distributions. This figure reflects the actual experience of a
Shareholder, before commission costs, who bought and sold Shares of the Trust at
the beginning and ending dates. The second column features the NAV return, which
presents the same information, but values the Trust at NAV rather than market
value.

The record of the AMEX Biotech Index has been included so that the Trust's
results may be compared with an unmanaged equal-dollar weighted index designed
to measure the performance of a cross-section of core issuers in the
biotechnology industry. The record of the Russell 2000 has been included so that
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the Trust's results may be compared with an unmanaged index reflecting the
performance of the 2,000 smallest companies in the Russell 3000 Index (which in
turn represents the 3,000 largest U.S. companies based on total market
capitalization). The record of the NASDAQ Industrials has been included so that
the Trust's results may be compared with an unmanaged, market value-weighted
index reflecting all Nasdag National Market System issues classified as
industrial based on Standard Industrial Classification codes relative to a
company's major source of revenue. The record of the Dow Jones Industrial
Average has been included so that the Trust's results may be compared with an
unmanaged, market value-weighted index composed of 30 large "blue-chip"
industrial stocks.

15

The figures for each index assume reinvestment of dividends. It is not possible
to invest directly in any index.

H&Q HEALTHCARE INVESTORS ANNUALIZED RETURNS
(FOR PERIODS ENDING MARCH 31, 2004)

AMEX
HQH HOQH BIOTECH RUSSELL NASDAQ
STOCK** NAV* INDEX** 2000** INDUSTRIALS**
R 3 2 54.02% 36.26% 57.93% 61.93% 63.15%
3 YEARS . . ittt i i e 11.66% 2.63% 3.83% 9.43% 10.68%
5 YEARS . . ittt it i 23.97% 14.17% 23.00% 8.22% 3.76%
10 YEARS . i ittt i i i i 13.09% 12.25% 19.05% 8.93% 7.91%

* Source: Lipper Closed-End Equity Funds Analysis

** Source: Factset, Total Annualized Compounded Return, dividends reinvested on
ex—date

THE ABOVE RESULTS REPRESENT PAST PERFORMANCE AND SHOULD NOT BE CONSIDERED AN
INDICATION OF FUTURE PERFORMANCE. The information is provided for purposes of
presenting an historical perspective of the Trust. The investment return and net
asset and market prices will fluctuate, so that Shares may be worth more or less
than their original cost when sold.

THE OFFER
TERMS OF THE OFFER

The Trust is issuing to its Shareholders non-transferable Rights to
subscribe for an aggregate of 5,036,144 Shares. The Trust may increase the
number of Shares subject to subscription by up to 25% of the Shares, for an
aggregate total of 6,295,180 Shares. Shareholders will receive one
non-transferable Right for each Share held as of the Record Date, rounded up to
the nearest number of Rights evenly divisible by three. The Rights entitle a
Shareholder to acquire, at the Subscription Price, one Share for each three
Rights held. If you exercise all of the Rights issued to you, you may subscribe
for Shares which were not otherwise subscribed for by others in the Primary
Subscription.

Rights may be exercised at any time during the Subscription Period, which
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commences on June 1, 2004 and ends at 5:00 p.m., Eastern time, on June 18, 2004,
unless extended by the Trust (such date, as it may be extended, is referred to
in this Prospectus as the "Expiration Date").

Fractional Shares will not be issued upon the exercise of Rights. In the
case of shares held of record by a broker-dealer, bank or other financial
intermediary (each, a "Nominee"), the number of Rights issued to such Nominee
will be adjusted to permit rounding up (to the nearest number of Rights evenly
divisible by three) of the Rights to be received by each of the beneficial
owners for whom it is the holder of record only if the Nominee provides to the
Trust, on or before the close of business on June 11, 2004, a written
representation of the number of Rights required for such rounding.

The Rights are non-transferable. Therefore, only the underlying Shares will
be listed for trading on the NYSE or any other exchange.

For purposes of determining the number of Shares a Shareholder may acquire
pursuant to the Offer, broker-dealers whose Shares are held of record by Cede &
Co., Inc. ("Cede"), nominee for the Depository Trust Company, or by any other
depository or nominee, will be deemed to be the holders of the Rights that are
issued to Cede or such other depository or nominee on their behalf. Shares
acquired pursuant to the Over-Subscription Privilege are subject to allotment,
which is more fully discussed under "The Offer--Over-Subscription Privilege."
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The Subscription Price will be 95% of the lower of (i) the volume weighted
average share price of a Share on the NYSE on June 21, 2004 (the "Pricing Date")
and the four preceding business days or (ii) the net asset value ("NAV") of a
Share on the Pricing Date. Since the time of the close of the Offer on the
Expiration Date is before the Pricing Date, Shareholders who choose to exercise
their Rights will not know the Subscription Price at the time they exercise
their Rights.

The Rights will be evidenced by Exercise Forms which will be mailed to
Shareholders. You may exercise your Rights by completing an Exercise Form and
delivering it, together with payment by means of (i) a check or money order or
(ii) a Notice of Guaranteed Delivery to the Subscription Agent during the
Subscription Period. The methods by which Rights may be exercised and Shares
paid for are set forth below in "Exercise of Rights" and "Payment for Shares."

PURPOSE OF THE OFFER

The Board of Trustees of the Trust (the "Board") has determined that it is
in the best interests of the Trust and its Shareholders to increase the assets
of the Trust available for investment through the Offer, so that the Trust will
be in a better position to more fully take advantage of available investment
opportunities in Healthcare Companies, including investments in specialty and
generic pharmaceuticals companies, medical devices, healthcare information
services and other innovative healthcare products and biotechnology companies.
The Board was informed by the Investment Adviser that many high quality venture
capital investment opportunities are available, and that Shareholders could
potentially realize significant benefits from increased investment in both
venture capital securities and publicly-traded Healthcare Companies. The Board
also reviewed data suggesting that increased asset size could favorably affect
the Trust's expense ratio since the additional assets raised in the Offer were
expected to allow the Trust to reach a breakpoint in the investment advisory fee
and spread fixed costs over a larger number of Shares. The Board unanimously
approved the Offer and concluded that increasing the assets of the Trust through
the Offer would be beneficial to the Trust and its Shareholders. However, there
can be no assurance that the anticipated benefits discussed herein will occur as
a result of increasing the assets of the Trust through the Offer.
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In determining that the initiation of the Offer and the proposed terms of
the Offer were in the best interest of Shareholders, the Board considered a
variety of factors, including those set forth below:

RECENT DEVELOPMENTS IN CERTAIN HEALTHCARE SECTORS. Demographic changes
continue to create new medical opportunities. It is estimated that by the year
2010 over 13.4% of the U.S. population will be 65 or older vs. 12.9% in 2002.
This segment of the U.S. population consumes three to four times the healthcare
goods and services as the rest of the U.S. population. The Investment Adviser
expects that this will drive an increase in all types of medical products, from
drugs to orthopedic procedures. Furthermore, the Managed Care Institute expects
this trend to drive Medicare enrollment from 40 million enrollees to an
estimated 75-77 million by the year 2030. The Investment Adviser believes that
this trend will dramatically increase the demand for new healthcare services and
technologies.

In addition, recent developments in the pharmaceutical, biotechnology, and
medical technology industries have produced a series of products that the
Investment Adviser believes have extended or improved, or will extend or
improve, the quality of patients' lives, and as a result are expected to be
commercially successful. As of March 2004, more than 406 therapeutic products to
treat a variety of diseases or conditions have completed human clinical trials
and are awaiting FDA marketing approval. There are approximately 1,125 products
in late stage (Phase III) human clinical trials, and 9,428 products are in
earlier stage trials and pre-clinical development. The last five years have seen
the commercialization of products that have made incredible advances in treating
cancer, rheumatoid arthritis, erectile dysfunction, psoriasis, multiple
sclerosis and depression. In the next five years, the Investment Adviser
anticipates approval of other novel products which will have a comparable impact
in treating such conditions as sleep disorders, obesity, cardiovascular disease,
cancer, and chronic and acute pain.

17

The Investment Adviser also believes that the recent passage of a Medicare
reform bill, to be implemented by 2006, will dramatically alter the healthcare
landscape. Under this bill, it is estimated that at least 10 million people will
gain new coverage of a prescription drug benefit. The Investment Adviser
believes that there will be a dramatic growth in prescription volume resulting
from passage of the Medicare bill.

Based on these trends and events, the Investment Adviser continues to
believe there are outstanding opportunities for investment in healthcare and
biotechnology related companies. In addition to the companies and products in
which the Trust has already invested, the Investment Adviser sees great promise
from several developing trends. Among others, the Investment Adviser sees
tremendous potential in the areas of (1) generic pharmaceuticals, (2) specialty
pharmaceuticals, (3) disease management, (4) novel medical devices, (5) novel
drugs derived from known and novel targets and (6) products which will benefit
from impending changes in the regulatory landscape. The Trust intends to use the
net proceeds from the Offer to capitalize on such investment opportunities.

A benefit to Shareholders from the Offer is expected to be the Trust's
ability to incrementally invest in additional companies on the forefront of
these developing trends. Completion of the Offer is expected to allow the Trust
to continue to invest in and/or own securities of companies in which it has
already invested and still take advantage of these developing trends. Without
completing the proposed offering, the Trust may have to choose between
maintaining some of its existing investments and investing in companies which
will take advantage of developing trends.
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INCREASED INVESTMENT SIZE. The Investment Adviser believes that larger
investments by the Trust provide additional negotiating leverage and pricing
influence over venture capital, private investments in public entities (PIPEs),
and other private equity investments and in the public markets. With an
increased asset base through the Offer, the Trust may be able to make
investments of the size necessary to achieve more favorable investment terms.

ADDITIONAL INVESTMENTS. 1In order to take advantage of new investment
opportunities in the healthcare industries without the Offer, the Trust would be
required to sell a portion of its existing investments which would result in
transaction costs and may result in a realization of significant capital gains
or otherwise take place at a time when the investment sold may not have fully
achieved the Trust's investment objective for it. The Offer provides the Trust
with the ability to both capitalize on new investment opportunities and maintain
its investment in existing assets.

OPPORTUNITY TO PURCHASE BELOW MARKET PRICE AND NAV. The Offer affords
existing Shareholders the opportunity to purchase additional Shares at a price
that will be below market value and NAV at the Expiration Date. However,
Shareholders who do not fully exercise their Rights will own, upon completion of
the Offer, a smaller proportional interest in the Trust than they owned before
the Offer. The Board of Trustees took this into account in adopting the
Subscription Price formula applicable to the Offer and selecting the ratio of
Rights offered relative to the number of Shares held on the Record Date. See
"The Offer" and "Risks."

REDUCTION IN OPERATING COSTS PER SHARE. The Board was advised by the
Investment Adviser that the Trust could potentially achieve additional economies
of scale as a result of an increase in the Trust's total assets. The Investment
Adviser believes that the increase in assets from the Offer will reduce the
Trust's expenses as a percentage of average net assets per Share because the
Trust is expected to reach a breakpoint in the investment advisory fee if the
Offer is fully subscribed and fixed costs would be spread over a greater number
of Shares.

The Trust's Board of Trustees voted unanimously to approve the terms of the
Offer. One of the Trust's Trustees who voted to authorize the Offer is
affiliated with the Investment Adviser and, therefore, could benefit indirectly
from the Offer. The other six Trustees are not "interested persons" of the Trust
within the meaning of the Investment Company Act of 1940, as amended (the
"Investment Company Act"). The Investment Adviser may also benefit from the
Offer because its fee is based on
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the net assets of the Trust. See "Management of the Trust--Investment Adviser."
It is not possible to state precisely the amount of additional compensation the
Investment Adviser might receive as a result of the Offer because it is not
known how many Shares will be subscribed for and because the proceeds of the
Offer will be invested in additional portfolio securities, which will fluctuate
in value.

The Trust may, in the future, choose to make additional rights offerings
from time to time for a number of shares and on terms that may or may not be
similar to this Offer. Any such future rights offerings will be made in
accordance with the then applicable requirements of the Investment Company Act
and the Securities Act.

There can be no assurance that the Trust or its Shareholders will achieve
any of the foregoing objectives or benefits through the Offer.

OVER-SUBSCRIPTION PRIVILEGE
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If some Shareholders do not exercise all of the Rights initially issued to
them in the Primary Subscription, such Shares which have not been subscribed for
will be offered, by means of the Over-Subscription Privilege, to Shareholders
who have exercised all the Rights initially issued to them and who wish to
acquire more than the number of Shares for which the Rights issued to them are
exercisable. Shareholders who exercise all the Rights initially issued to them
will be asked to indicate, on the Exercise Form which they submit with respect
to the exercise of the Rights, how many Shares they are willing to acquire
pursuant to the Over-Subscription Privilege. The Trust may, at its discretion,
issue up to an additional 25% of the Shares in the Offer to honor
over—-subscription requests if sufficient Shares are not available from the
Primary Subscription to honor all over-subscriptions. If sufficient Shares
remain, all over-subscriptions will be honored in full. If sufficient Shares are
not available to honor all over-subscriptions (after giving effect to any
increase in the number of Shares to be offered), the available Shares will be
allocated among those who over-subscribe based on the number of Rights
originally issued to them by the Trust, so that the number of Shares issued to
Shareholders who subscribe pursuant to the Over-Subscription Privilege will
generally be in proportion to the number of Shares owned by them in the Trust on
the Record Date. The allocation process may involve a series of allocations to
assure that the total number of Shares available for over-subscriptions is
distributed on a pro-rata basis. The Over-Subscription Privilege may result in
additional dilution of interest and voting rights to Shareholders, and
additional reduction in the Trust's NAV per share.

The Trustees and officers of the Trust and employees of the Investment
Adviser may purchase Share's in the Offer and pursuant to the Over-Subscription
Privilege. Any such purchases will be made on the same terms applicable to other
Shareholders.

THE SUBSCRIPTION PRICE

The Subscription Price per Share will be 95% of the lower of (a) the volume
weighted average share price of a Share on the NYSE on June 21, 2004 and the
four preceding business days OR (b) the NAV as of the Pricing Date.

The Trust announced the Offer after the close of trading on the NYSE on
April 8, 2004. The NAV at the close of business on April 8, 2004 and May 26,
2004 was $21.36 and $19.88, respectively, and the last reported share price of a
Share on the NYSE on those dates was $20.70 and $19.51, respectively. Since the
Expiration Date occurs before the Pricing Date, Shareholders who decide to
acquire Shares on the Primary Subscription or pursuant to the Over-Subscription
Privilege will not know the purchase price for such Shares when they make such
decision. Information about the Trust's NAV may be obtained by calling
(800) 451-2597.

EXPIRATION OF THE OFFER

Rights will expire at 5:00 p.m., Eastern time, on the Expiration Date and
thereafter may not be exercised, unless the Offer is extended.
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Any extension, termination, or amendment will be followed as promptly as
practical by announcement thereof, such announcement in the case of an extension
to be issued no later than 9:00 a.m., Eastern time, on the next business day
following the previously scheduled Expiration Date. The Trust will not, unless
otherwise obligated by law, have any obligation to publish, advertise, or
otherwise communicate any such announcement other than by making a release to
the Dow Jones News Service or such other means of announcement as the Trust
deems appropriate.
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SUBSCRIPTION AGENT

The Subscription Agent is EquiServe Trust Company, 66 Brooks Drive,
Braintree, MA 02184, which will receive, for its administrative, processing,
invoicing and other services as Subscription Agent, a fee estimated to be
$30,000, which includes reimbursement for all out-of-pocket expenses related to
the Offer. The Subscription Agent is also the Trust's Transfer Agent and
Registrar with respect to the Shares. SIGNED EXERCISE FORMS SHOULD BE SENT TO
EQUISERVE TRUST COMPANY, by one of the methods described below:

SUBSCRIPTION CERTIFICATE
DELIVERY METHOD ADDRESS

By First Class Mail. ... ..ottt eennnnn EquiServe Trust Company
Corporate Reorganization
P.O. Box 859208
Braintree, MA 02185

By Hand. ...ttt ittt ettt e et eeeeeeeaennn EquiServe Trust Company
c/o Securities Transfer & Reporting
100 Williams Street, 3rd Floor
New York, NY 10038

By Overnight Courier or Express Mail......... EquiServe Trust Company
161 Baystate Drive
Braintree, MA 02184

By Broker-Dealer or other Nominee ........... Shareholders whose Shares are held in a

(Notice of Guaranteed Delivery) brokerage, bank or trust account may contact
their broker or other nominee and instruct
them to submit a Notice of Guaranteed
Delivery and Payment on their behalf.

DELIVERY TO AN ADDRESS OTHER THAN AS SET FORTH ABOVE DOES NOT CONSTITUTE A VALID
DELIVERY.
20
INFORMATION AGENT

Any questions or requests for assistance may be directed to the Information
Agent at its telephone number and address listed below:

The Altman Group, Inc.
1275 Valley Brook Avenue
Lyndhurst, New Jersey 07071
Toll Free: (800) 870-0126

You may also call the Trust at (617) 772-8500 or contact your bank, broker
or other nominee for information with respect to the Offer.

The Information Agent will receive a fee estimated to be approximately
$7,500, which includes reimbursement for all out-of-pocket expenses related to

its services as Information Agent.

EXERCISE OF RIGHTS
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Rights may be exercised by completing and signing the reverse side of the
Exercise Form which accompanies this Prospectus and mailing it in the envelope
provided, or otherwise delivering the completed and signed Exercise Form to the
Subscription Agent, together with payment for the Shares as described below
under "Payment for Shares." Completed Exercise Forms and related payments must
be received by the Subscription Agent before 5:00 p.m., Eastern time, on or
before the Expiration Date (unless payment is effected by means of a Notice of
Guaranteed Delivery as described below under "Payment for Shares") at the
offices of the Subscription Agent at the address set forth above. A Shareholder
who exercises Rights pursuant to the Primary Subscription is hereinafter
referred to as an "Exercising Shareholder." Rights may also be exercised through
an Exercising Shareholder's broker, who may charge such Exercising Shareholder a
servicing fee.

Shareholders for whom there is not a current address ("stop mail" accounts)
will not be mailed this Prospectus or other subscription materials.

EXERCISING SHAREHOLDERS WHO ARE RECORD OWNERS. Exercising Shareholders may
choose between either option set forth under "Payment for Shares" below. If time
is of the essence, option (2) will permit delivery of the Exercise Form and
payment after the Expiration Date.

INVESTORS WHOSE SHARES ARE HELD BY A BROKER-DEALER OR OTHER
NOMINEE. Exercising Shareholders whose Shares are held by a nominee such as a
broker-dealer, bank or trust company must contact the nominee to exercise their
Rights. In that case, the nominee will complete the Exercise Form on behalf of
the Exercising Shareholder and arrange for proper payment by one of the methods
set forth under "Payment for Shares" below.

NOMINEES. Nominees who hold Shares for the account of others should notify
the respective beneficial owners of such Shares as soon as possible to ascertain
such beneficial owners' intentions and to obtain instructions with respect to
exercising the Rights. If the beneficial owner so instructs, the nominee should
complete the Exercise Form and submit it to the Subscription Agent with the
proper payment described under "Payment for Shares" below.

All questions as to the wvalidity, form, eligibility (including times of
receipt and matters pertaining to beneficial ownership) and the acceptance of
subscription forms and the Subscription Price will be determined by the Trust,
which determinations will be final and binding. No alternative, conditional or
contingent subscriptions will be accepted. The Trust reserves the absolute right
to reject any or all subscriptions not properly submitted or the acceptance of
which would, in the opinion of the Trust's counsel, be unlawful. The Trust also
reserves the right to waive any irregularities or conditions, and the Trust's
interpretations of the terms and conditions of the Offer shall be final and
binding. Any
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irregularities in connection with subscriptions must be cured within such time
as the Trust shall determine unless waived. Neither the Trust nor the
Subscription Agent shall be under any duty to give notification of defects in
such subscriptions or incur any liability for failure to give such notification.
Subscriptions will not be deemed to have been made until such irregularities
have been cured or waived.

PAYMENT FOR SHARES
You may exercise your Rights and pay for Shares subscribed for pursuant to

the Primary Subscription and Over-Subscription Privilege in one of the following
ways:
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(1) DELIVER EXERCISE FORM AND PAYMENT TO THE SUBSCRIPTION AGENT BY THE
EXPIRATION DATE:

Exercising Shareholders may deliver to the Subscription Agent at any of the
offices set forth above on page 20 (i) a completed and executed Exercise Form
indicating the number of Rights they have been issued and the number of Shares
they are acquiring pursuant to the Primary Subscription, as well as the number
of any additional Shares they would like to subscribe for under the
Over-Subscription Privilege and (ii) payment for all such ordered Shares based
on the Estimated Subscription Price of $18.73 per Share, both no later than
5:00 p.m., Eastern time, on the Expiration Date.

The Subscription Agent will deposit all checks received by it for the
purchase of Shares into a segregated interest bearing account of the Trust (the
interest from which will belong to the Trust) pending proration and distribution
of Shares.

A PAYMENT PURSUANT TO THIS METHOD (1) MUST BE IN U.S. DOLLARS BY MONEY ORDER
OR CHECK DRAWN ON A BANK LOCATED IN THE U.S., (2) MUST BE PAYABLE TO "H&Q
HEALTHCARE INVESTORS" AND (3) MUST ACCOMPANY AN EXECUTED EXERCISE FORM FOR SUCH
SUBSCRIPTION TO BE ACCEPTED. THIRD (OR MULTIPLE) PARTY CHECKS WILL NOT BE
ACCEPTED.

(2) CONTACT YOUR BROKER, BANK OR TRUST COMPANY TO DELIVER NOTICE OF
GUARANTEED DELIVERY TO THE SUBSCRIPTION AGENT BY THE EXPIRATION DATE:

Exercising Shareholders may request a NYSE or National Association of
Securities Dealers, Inc. member, bank or trust company (each a "nominee") to
execute a Notice of Guaranteed Delivery (or equivalent electronic information)
and deliver it, by facsimile or otherwise, to the Subscription Agent by
5:00 p.m., Eastern time, on the Expiration Date indicating (i) the number of
Rights they wish to exercise, the number of Primary Subscription Shares they
wish to acquire, and the number of Over-Subscription Privilege Shares for which
they wish to subscribe and (ii) guaranteeing delivery of payment and a completed
Exercise Form from such Exercising Shareholder by June 23, 2004. You must
arrange for payment to the nominee, who will in turn submit the Exercise Form
and payment on your behalf by June 18, 2004. The Subscription Agent will not
honor a Notice of Guaranteed Delivery unless the completed Exercise Form is
received by the Subscription Agent by the close of business on June 23, 2004 and
full payment for the Shares is received by it by the close of business on
June 30, 2004.

On June 27, 2004 (the "Confirmation Date"), the Subscription Agent will send
a confirmation to each Exercising Shareholder (or, if the Shares are held by a
depository or other nominee, to such depository or other nominee), showing

(1) the number of Shares acquired pursuant to the Primary Subscription,

(ii) the number of Shares, if any, acquired pursuant to the Over-Subscription
Privilege, (iii) the per Share and total purchase price for the Shares, and

(iv) any additional amount payable by such Exercising Shareholder to the Trust
or any excess to be refunded by the Trust to such Exercising Shareholder in each
case based upon the final Subscription Price. Any additional payment required
from an Exercising Shareholder must be received by the Subscription Agent by
June 30, 2004 (the "Final Payment Date"). Any excess payment to be refunded by
the Trust to an Exercising Shareholder
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will be mailed by the Subscription Agent to the holder as promptly as
practicable after the Final Payment Date. In the case of any Shareholder who
exercises his or her right to acquire Shares pursuant to the Over-Subscription
Privilege, any excess payment which would otherwise be refunded to the
Shareholder will be applied by the Trust toward payment for additional Shares
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acquired pursuant to exercise of the Over-Subscription Privilege. Any additional
payment required from a Shareholder must be received by the Subscription Agent
by the close of business on June 30, 2004. Any excess payment to be refunded by
the Trust to a Shareholder will be mailed by the Subscription Agent to such
Shareholder as promptly as possible within ten (10) business days after the
Confirmation Date. All payments by a Shareholder must be made in United States
dollars by money order or check drawn on a bank located in the United States of
America and payable to H&Q HEALTHCARE INVESTORS.

Issuance and delivery of certificates for the Shares purchased are subject
to actual collection of checks and actual payment pursuant to any Notice of
Guaranteed Delivery.

If an Exercising Shareholder does not make payment of any additional amounts
due by June 28, 2004, the Trust reserves the right to take any or all of the
following actions: (i) apply any payment received by it toward the purchase of
the greatest whole number of Shares which could be acquired by such Exercising
Shareholder upon exercise of the Primary Subscription and/or Over-Subscription
Privilege based on the amount of such payment; (ii) allocate the Shares subject
to subscription rights to one or more other Shareholders; (iii) sell all or a
portion of the Shares deliverable upon exercise of subscription rights on the
open market and apply the proceeds thereof to the amount owed; and/or
(iv) exercise any and all other rights or remedies to which it may be entitled,
including, without limitation, the right to set-off against payments actually
received by it with respect to such subscribed Shares.

AN EXERCISING SHAREHOLDER WILL NOT HAVE THE RIGHT TO CANCEL THE EXERCISE OF
RIGHTS OR RESCIND A PURCHASE AFTER THE SUBSCRIPTION AGENT HAS RECEIVED PAYMENT,
EITHER BY MEANS OF A NOTICE OF GUARANTEED DELIVERY OR A CHECK OR MONEY ORDER,
EXCEPT AS DESCRIBED UNDER "THE OFFER--NOTICE OF NAV DECLINE."

The risk of delivery of subscription forms and payments to the Subscription
Agent will be borne by the Exercising Shareholder and not the Trust, the
Subscription Agent or the Information Agent. If the mail is used to exercise
Rights, it is recommended that such Exercise Forms and payment be sent by
registered mail, properly insured, with return receipt requested, and that a
sufficient number of days be allowed to ensure delivery to the Trust and
clearance of payment before 5:00 p.m., Eastern time, on the Expiration Date.
Because uncertified personal checks may take at least five business days to
clear and may, at the discretion of the Trust, not be accepted if not cleared
before the Expiration Date, you are strongly encouraged to pay, or arrange for
payment, by means of certified or bank cashier's check.

NOTICE OF NAV DECLINE

The Trust will suspend the Offer until it amends this Prospectus if, after
the effective date of this Prospectus, the Trust's NAV declines more than 10%
from its NAV as of that date. In such event, the Trust will notify you of any
such decline and thereby permit you to cancel your exercise of your Rights.

DELIVERY OF SHARE CERTIFICATES

Registered Shareholders who are participants in the Trust's Dividend
Reinvestment Plan (the "Plan") will have any Shares that they acquire pursuant
to the Offer credited to their Shareholder dividend reinvestment accounts in the
Plan. Shareholders whose Shares are held of record by Cede or by any other
depository or nominee on their behalf or their broker-dealers' behalf will have
any Shares that they acquire pursuant to the Offer credited to the account of
Cede or such other depository or nominee. With respect to all other
Shareholders, certificates for all Shares acquired pursuant to the
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Offer will be mailed after payment for all the Shares subscribed for has
cleared, which clearance may take up to 15 days from the date of receipt of the
payment.

EMPLOYEE PLAN CONSIDERATIONS

Shareholders that are employee benefit plans subject to the Employee
Retirement Income Security Act of 1974, as amended ("ERISA") (including
corporate savings and 401 (k) plans), and plans that are subject to Code
Section 4975, such as profit sharing/retirement plans for self-employed
individuals and Individual Retirement Accounts (collectively, "Retirement
Plans") should be aware that additional contributions of cash to the Retirement
Plan (other than rollover contributions or trustee-to-trustee transfers from
other Retirement Plans) to exercise Rights would be treated as Retirement Plan
contributions and therefore, when taken together with contributions previously
made, may be treated as excess or nondeductible contributions and may be subject
to excise taxes. In the case of Retirement Plans qualified under Section 401 (a)
of the Internal Revenue Code of 1986, as amended (the "Code"), additional cash
contributions could cause violations of the maximum contribution limitations of
Section 415 of the Code or other qualification rules. Retirement Plans in which
contributions are so limited should consider whether there is an additional
source of funds available within the Retirement Plan, such as a reallocation
from another investment option or other liquidation of assets, with which to
exercise the Rights. Because the rules governing Retirement Plans are extensive
and complex, Retirement Plans contemplating the exercise of Rights should
consult with their counsel before such exercise.

Retirement Plans and other tax exempt entities should also be aware that if
they borrow to finance their exercise of Rights, they may become subject to the
tax on unrelated business taxable income under Section 511 of the Code. If any
portion of an Individual Retirement Account ("IRA") is used as security for a
loan, the portion so used will be treated as a distribution to the IRA
depositor.

ERISA contains fiduciary responsibility requirements, and ERISA and the Code
contain prohibited transactions rules that may affect the exercise of Rights.
Due to the complexity of these rules and the penalties for noncompliance,
Retirement Plans should consult with their counsel regarding the consequences of
their exercise of Rights under ERISA and the Code.

CERTAIN FEDERAL INCOME TAX CONSEQUENCES OF THE OFFER

The following discussion summarizes the principal federal income tax
consequences of the Offer to Shareholders and Exercising Shareholders. It is
based upon the Code, U.S. Treasury regulations, Internal Revenue Service rulings
and policies and judicial decisions in effect on the date of this Prospectus.
This discussion does not address all federal income tax aspects of the Offer
that may be relevant to a particular Shareholder because of his individual
circumstances or to Shareholders subject to special treatment under the Code
(such as insurance companies, financial institutions, tax-exempt entities,
dealers in securities, foreign corporations, and persons who are not citizens or
residents of the U.S.), and it does not address any state, local or foreign tax
consequences. Accordingly, each Shareholder should consult his or her own tax
advisor as to the specific tax consequences of the Offer to him or her. Each
Shareholder should also review the discussion of certain tax considerations
affecting the Trust and Shareholders set forth under "Taxation" below.

For federal income tax purposes, neither the receipt nor the exercise of the

Rights by Shareholders will result in taxable income to those Shareholders, and
no loss will be realized if the Rights expire without exercise.
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A Shareholder's holding period for a Share acquired upon exercise of a Right
begins with the date of exercise. A Shareholder's basis for determining gain or
loss upon the sale of a Share acquired upon the exercise of a Right will be
equal to the sum of the Shareholder's basis in the Right, if any, and the
Subscription Price per Share. The Shareholder's basis in the Right will be zero
unless either (i) the fair
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market value of the Right on the date of distribution is 15% or more of the fair
market value on such date of the Shares with respect to which the Right was
distributed, or (ii) the Shareholder elects, on its federal income tax return
for the taxable year in which the Right is received, to allocate part of the
basis of such Shares to the Right. If either of clauses (i) and (ii) 1is
applicable, then if the Right is exercised, the Exercising Shareholder will
allocate its basis in the Shares with respect to which the Right was distributed
between such Shares and the Right in proportion to the fair market values of
each on the date of distribution. A Shareholder's gain or loss recognized upon a
sale of a Share acquired upon the exercise of a Right will be a capital gain or
loss (assuming the Share was held as a capital asset at the time of sale) and
will be a long-term capital gain or loss if the Share was held at the time of
sale for more than one year.

The foregoing is only a summary of the applicable federal income tax laws
presently in effect and does not include any state or local tax consequences of
the Offer. Moreover, the foregoing does not address the many factors that may
determine whether an investor will be liable for the federal alternative minimum
tax. You should consult your own tax advisor concerning the tax consequences of
this transaction.

SPECIAL CONSIDERATIONS

Shareholders who do not fully exercise their Rights should expect that they
will, at the completion of the Offer, own a smaller proportional interest in the
Trust than would otherwise be the case if they exercised their Rights. The Trust
cannot determine the extent of this dilution at this time because it does not
know what proportion of the Trust's Shares will be purchased as a result of the
Offer.

Shareholders may experience dilution in their holdings because they will
indirectly bear the expenses of the Offer. Further, Shareholders that do not
submit subscription requests pursuant to the Over-Subscription Privilege may
also experience dilution in their holdings if the Trust offers additional Shares
for subscription. The Trust cannot state precisely the amount of any such
decrease in NAV because it does not know at this time how many Shares will be
subscribed for or what the NAV or market price per Share will be at the Pricing
Date. As of May 26, 2004, the Trust's Shares traded at a 1.86% discount to NAV.
If the Trust's Shares trade at a similar discount to NAV as of the Pricing Date,
the Trust estimates that such dilution would be minimal. See "Risks--Dilution of
NAV and Effect of Non-Participation in the Offer." Except as described in this
Prospectus, you will have no right to rescind your subscription requests after
receipt of your payment for Shares by the Subscription Agent.

OTHER RIGHTS OFFERINGS

The Trust made a rights offering in February 1997 at a price that was lower
than its then-current NAV, and may have similar rights offerings in the future.
Any such future rights offerings would be separately registered with the

Commission and made by means of separate prospectuses.

RESTRICTION ON FOREIGN SHAREHOLDERS
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Shareholders on the Record Date whose record addresses are outside the
United States will receive written notice of the Offer; however, Exercise Forms
will not be mailed to such Shareholders. The Rights to which those Exercise
Forms relate will be held by the Subscription Agent for such foreign
Shareholders' accounts until instructions are received in writing with payment
to exercise the Rights. If no such instructions are received by the Expiration
Date, such Rights will expire. See "Subscription Agent."
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USE OF PROCEEDS

Assuming all Shares offered hereby are sold at an estimated Subscription
Price (the "Estimated Subscription Price") of $18.73 per Share, the net proceeds
of the Offer will be approximately $93,936,977.12, after deducting expenses
payable by the Trust estimated at approximately $390,000. The net proceeds of
the Offer will be invested in accordance with the Trust's investment objective
and policies. See "Investment Objective and Policies." Various factors affect
investments in emerging growth companies that are different from factors
affecting investments in large well-known companies, including the additional
research required to investigate a large number of small companies and the
volatility and illiquidity of securities of those companies. Accordingly,
initial investment of the proceeds in publicly-traded securities may take place
during a period of up to six months following completion of the Offer, depending
on market conditions and the availability of appropriate securities. Restricted
Securities may be purchased as appropriate opportunities arise, which could take
up to one year or longer, and the Trust may choose to be more fully invested in
publicly-traded securities during such period. Pending investment in the
securities described above, the proceeds will be held in obligations of the U.S.
Government, its agencies or instrumentalities ("U.S. Government Securities"),
highly rated money market instruments or mutual funds that invest in such
instruments. As a result of this short-term investment of the proceeds, a lower
return may be realized.

INVESTMENT OBJECTIVE AND POLICIES
GENERAL

The Trust's investment objective is to seek long-term capital appreciation
by investing primarily in Healthcare Companies. The Trust's investment objective
is a fundamental policy and may not be changed without the affirmative vote of
the holders of a majority of the Trust's outstanding Shares (as that term is
defined in Section 2 (a) (42) of the Investment Company Act). For a more detailed
description of the Trust's investment objective and policies see "Additional
Information about Investments and Investment Techniques" and "Investment
Restrictions" in the SAI. For a description of the risks that may be associated
with an investment in the Trust, see the section of this Prospectus entitled
"Risks."

In an effort to achieve its investment objective, the Trust will invest
primarily in securities of U.S. and foreign companies that are believed by the
Investment Adviser to have significant potential for above-average long-term
growth in revenues and earnings. The Investment Adviser expects that such
companies generally will, in its judgment, possess most of the following
characteristics: (1) current or anticipated strong market position for their
services or products, (2) experienced business management, (3) recognized
technological expertise, and (4) the ability either to generate funds internally
to finance growth or to secure outside sources of capital. For companies with
earnings, the Investment Adviser will attempt to invest in securities that sell
at price-earnings ratios or at multiples of underlying asset values which,
relative to other comparable securities or to the company's growth expectations,
do not fully reflect the company's potential.
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The Trust emphasizes investment in securities of emerging growth Healthcare
Companies, some of which may offer limited products or services or which are at
the research and development stage with no marketable or approved products or
technologies. The securities of most emerging growth Healthcare Companies in
which the Trust will invest are expected to be traded in the over-the-counter
market or restricted as to public resale. The Trust may invest up to 40% of its
net assets in Restricted Securities. The Trust may invest in securities of
large, well-known companies with existing products in the healthcare industries
that are believed by the Investment Adviser to be undervalued in relation to
their long-term growth potential or asset wvalue.
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The Trust may invest up to 20% of its net assets in Foreign Securities. The
Trust may buy and sell currencies for the purpose of settlement of transactions
in Foreign Securities, but presently does not intend to engage in hedging
operations.

Under normal market conditions, the Trust will invest at least 80% of its
net assets in securities of Healthcare Companies and in no event will have less
than 25% of its net assets so invested. For purposes of satisfying the foregoing
requirements, a company will be deemed to be a Healthcare Company if, at the
time the Trust makes an investment therein, 50% or more of such company's sales,
earnings or assets arise from or are dedicated to healthcare products or
services or medical technology activities. The Trust may also invest in
companies that do not satisfy the above criteria but that are expected by the
Investment Adviser to have 25% or more of sales, earnings or assets arising from
or dedicated to such activities, but investments in such companies will not at
the time of investment exceed 20% of the Trust's net assets. Determinations as
to whether a company is a Healthcare Company will be made by the Investment
Adviser in its discretion. The Trust's 80% policy stated above may not be
changed without 60 days' prior notice to Shareholders.

The equity and related securities in which the Trust may invest consist of
common stock of Healthcare Companies and, to a lesser extent, of preferred
stock, convertible debt, and warrants or other rights to acquire common or
preferred stocks of such companies. The Trust's investments in venture capital
opportunities will be made primarily in convertible preferred stock. The Trust
may also purchase non-convertible debt securities in connection with its wventure
capital investments, and otherwise when the Investment Adviser believes that
such investments would be consistent with the Trust's investment objective.
Because of the risk characteristics associated with venture capital investments
for emerging growth companies, such investments may be regarded as highly
speculative.

Investments will not be made in any company with the objective of exercising
control over that company's management. The Trust may make investments
contemporaneously with other venture capital groups that may provide issuers
with significant managerial assistance. The Investment Adviser may also provide
managerial assistance.

When, in the opinion of the Investment Adviser, adverse market conditions or
industry expectations support such action, the Trust may, for temporary
defensive purposes, invest up to 75% of its net assets in money market
instruments. See "Investment Techniques--Money Market Instruments" for a
description of money market instruments in which the Trust may invest.

The Trust may from time lend its portfolio securities. See "Investment
Techniques."

In addition, the Trust may, to a limited degree, enter into when-issued and
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delayed delivery transactions, forward foreign currency contracts and repurchase
agreements. Under normal market conditions, the Trust does not intend to engage
in such practices. See "Risks" and "Investment Techniques."

The Trust also has adopted certain other investment restrictions in an
effort to achieve its investment objective. See "Investment Restrictions" in the
Trust's SATI.

HEALTHCARE INDUSTRIES

Investments in the healthcare industries are likely to continue to be the
principal component of the Trust's portfolio and, except when the Trust assumes
a temporary defensive position, will represent at least 25% of the Trust's net
assets. This predominance reflects the size and diversity of the healthcare
industries.

The healthcare industries constitute a large segment of the U.S. economy.
The U.S. Centers for Medicare and Medicaid Services (CMS) estimate national
healthcare expenditures in 2003 at 15.3% of U.S. Gross Domestic Product (GDP).
This constitutes a 7.8% growth over U.S. healthcare expenditures
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in 2002. U.S. GDP is a measure of the total value of all goods and services
produced in the U.S. over the course of a year. CMS estimates that by 2013
healthcare spending is projected to reach $3.4 trillion and 18.4% of U.S. GDP.
While these projections do not reflect the impacts of the Medicare Prescription
Drug, Improvement, and Modernization Act of 2003 (MMA), they serve as a baseline
for health care spending trends over the next 10 years. The Investment Adviser
currently expects there will not be a substantial change in aggregate spending
due to the MMA, but that there will likely be a shift of spending by payers. The
Investment Adviser expects that the largest impacts will begin in 2006 with the
start of the Medicare prescription drug benefit and the increased payments for
Medicare Advantage plans. There will likely be a large shift in prescription
drug spending by payers, from private spending and Medicaid to Medicare. The
Investment Adviser believes that, while the healthcare industries are undergoing
significant change, they serve market sectors that are generally growing at
above-average rates; thus providing potential investment opportunities for the
Trust.

MARKET FORCES IN HEALTHCARE

Markets for healthcare products and services have undergone significant
growth over the last 25 years. Factors contributing to this growth include
demographic shifts tending to a more elderly population and technological
advances which may lead to therapy, or possibly cures, for many disease states
for which there are no currently effective treatments. In addition, the
Investment Adviser believes that worldwide consumer awareness and acceptance of
new and innovative healthcare products continues to rise, stimulating demand,
and that the rate of demographic and technological change may accelerate in the
future, causing certain segments of the business to decline and others to
experience growth. Investments in the companies developing products that benefit
from these market forces may present potentially profitable opportunities.

DEMOGRAPHICS. Demographic changes continue to create new medical
opportunities. It is estimated that by the year 2010 over 13.4% of the U.S.
population will be 65 or older vs. 12.9% in 2002. This segment of the U.S.
population consumes three to four times the healthcare goods and services as the
rest of the U.S. population. Recent developments in the pharmaceutical,
biotechnology, and medical technology industries have produced a series of
products that the Investment Adviser believes have extended or improved, or will
extend or improve, the quality of patients' lives, and as a result are expected
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to be commercially successful. The Investment Adviser expects that this will
drive an increase in all types of medical products, from drugs to orthopedic
procedures. Furthermore, the Managed Care Institute expects this trend to drive
Medicare enrollment from 40 million enrollees to an estimated 75-77 million
enrollees by the year 2030. This trend is expected to dramatically increase the
demand for new healthcare services and technologies.

TECHNOLOGY. Advances in the fields of biotechnology, diagnostics, tools and
electronics are enhancing medical applications in existing markets and creating
new markets. These advances have contributed to longevity as well as to an
improved quality of life. Specifically, the Investment Adviser believes that
diagnostic techniques and therapeutic products have significantly changed the
practice of medicine and will continue to do so for the foreseeable future.
Diagnostic techniques have become more sophisticated and accurate. Likewise,
therapeutics are becoming more effective, and as a result of improved
diagnostics, are being utilized at an earlier stage of treatment for many
diseases. Increasingly, new therapeutic products are being developed for
previously diagnosable diseases for which no therapy was available. Once
incurable fatal diseases are now not only being diagnosed earlier, but therapies
that can effect a change in the course of these diseases are now available.

DEMAND. The demographic and technological advancements described above have
both led to significant increases in demand for healthcare products and services
in recent years, and the trend looks to continue. Consumers have become
accustomed to access to a variety of healthcare products and services, and their
awareness of the availability of innovations has increased with the
proliferation
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of the internet and direct to consumer advertisements. People expect to live
longer and better than in generations past, and in the opinion of the Investment
Adviser, the demand for such healthcare products and services should remain
strong.

COST CONTAINMENT. The growing cost of providing healthcare has placed
financial strains on the government, employers, and individuals. The goal of
containing cost increases is a double-edged sword. While healthcare inflation
will adversely affect certain segments of the healthcare industries, these
increases also create significant opportunities for new products and services
that enable care to be delivered more effectively in other settings. The
increasing financial pressure caused by the constraints of paying for the rising
demand for healthcare with limited financial resources 1is a trend that is
expected to continue if not accelerate. For these reasons, the Investment
Adviser favors investments in Healthcare Companies that the Investment Adviser
believes can provide products and services of comparable quality to, but at a
lower cost than, existing products and services; or that can develop more cost
effective technologies, products, and services. Cost containment can be achieved
in a number of ways, including but not limited to: the development of products
and procedures that reduces the number of hospitalizations or the recovery time
from an illness or injury, products and services that result in fewer side
effects than existing treatments, and healthcare delivery facilities and
services which provide treatment or therapy in a less costly environment.

REGULATION. The FDA requires that approvals be obtained before marketing
new products. The approval process can be lengthy, expensive, and uncertain as
to outcome; and, when successful, can create barriers to competition not
generally present in other industries. For companies with established approved
products, these barriers to entry can result in longer and more profitable
product cycles than might otherwise exist. As of March 2004, more than 406
therapeutic products to treat a variety of diseases or conditions have completed
human clinical trials and are awaiting FDA marketing approval, there are
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approximately 1,125 products in late stage (Phase III) human clinical trials,
and 9,428 products are in earlier stage trials and pre-clinical development. The
last five years have seen the commercialization of products that have made
incredible advances in treating cancer, rheumatoid arthritis, erectile
dysfunction, psoriasis, multiple sclerosis and depression. In the next five
years, the Investment Adviser anticipates approval of other novel products which
will have a comparable impact in treating such conditions as sleep disorders,
obesity, cardiovascular disease, cancer, and pain. While the appointment of a
new FDA commissioner may generate some uncertainty in the short term, it is the
Investment Adviser's opinion that the trend of recent years towards more rapid
and greater total number of approvals, may improve.

The Investment Adviser believes that the FDA and CMS will continue to look
for creative ways of bringing novel and safe drugs to the market faster, and to
make them available to more people. In the very recent past, the FDA has made a
number of changes to its requirements for drug development that the Investment
Adviser believes create new opportunities for investment by the Trust. For
example, the FDA's continued and even enhanced record of targeting breakthrough
therapeutics for approval provides an investment opportunity. The Investment
Adviser has already taken advantage of this trend and will continue to do so.
Another regulatory change that should bode well for the approval process is the
recently developed FDA special protocol assessment (SPA) development route for
biologics. This approach allows sponsoring companies to obtain a binding a
priori agreement with the FDA on the approvability of a clinical trial before
that trial is completed. The Investment Adviser thinks this approach adds a
level of clarity and direction that drug and biotech companies should be able to
parlay into well-executed clinical trials that are designed around the endpoints
the FDA needs to make an educated and informed decision. The Investment
Adviser's experience and expertise in evaluating clinical trial design lends
itself well to these FDA changes. The Investment Adviser also anticipates that
the FDA will define a path for approval of generic biologics as there is
uncertainty in this path at the current time. Once an approved approach is
defined, the Investment Adviser believes a number of pharmaceutical and
biotechnology companies will take advantage. The experience of the Investment
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Adviser's staff in this area will allow the Investment Adviser to capitalize on
this opportunity on behalf of the Trust.

PATENTS. Many companies in the healthcare industries are developing
innovative technologies for commercial products which may receive patent
protection. The granting of a patent may result in an extensive period of market
exclusivity and protection against competition, allowing the patent holder to
realize several years of high returns from product sales or royalty revenues.
Such proprietary intellectual property positions may act as barriers to
competition and may also increase the possibility that any acquisition of such a
company would be at a premium over its public or private valuation.

INDUSTRY FRAGMENTATION. Approximately 2,100 publicly-traded companies, as
well as many private companies, compete in the worldwide healthcare markets
today. The Investment Adviser believes that none of the industries within these
markets are considered to be dominated by any one company or small group of
companies, although certain companies may dominate a particular product segment.
This industry fragmentation enhances the growth opportunities for both publicly
and privately held companies, and increases the number and diversity of
investment opportunities available to the Trust. The Investment Adviser also
believes that the growth, size and fragmentation of the healthcare industries
will continue to encourage entrepreneurial activity in spite of cost containment
trends and thereby provide a broad range of attractive venture capital
investment opportunities. In addition, mergers and acquisitions for access to
technology or to gain perceived critical size may also provide opportunities for
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INTERNATIONALIZATION. The healthcare industries have become increasingly
internationalized. U.S. companies compete on a large scale in the markets of the
European Union and Japan, which are the two principal non-U.S. healthcare
markets. To a lesser extent, European and Japanese companies have increased
their competition for U.S. markets. The Investment Adviser intends to continue
to consider making public and private investments in Foreign Securities of
Healthcare Companies, subject to the Trust's investment policies.

SECTORS WITHIN HEALTHCARE

In addition to the kinds of companies and products in which the Trust has
already invested, the Investment Adviser sees great promise from several
developing trends. Among others, the Investment Adviser sees tremendous
potential in the areas of (1) generic pharmaceuticals, (2) specialty
pharmaceuticals, (3) biotechnology, (4) medical devices, (5) diagnostics,

(6) disease management, and (7) managed healthcare. A major benefit to the
Trust's Shareholders from the Offer is expected to be the Trust's ability to
incrementally invest in additional companies on the forefront of these
developing trends. The following categories illustrate some of the sectors in
which Healthcare Companies operate, and some of the sectors which may be of
interest to the Trust:

GENERIC PHARMACEUTICALS. The U.S. generic drug industry is $15 billion in
size and according to numbers from the GPhA, this number is expected to more
than double to $38 billion by 2010. This growth has been driven by a number of
factors, the most important of which has been the utilization of generic drugs
as a low cost alternative. One recently published statistic by the Managed Care
Institute showed that a 1% increase in generic drug utilization could generate
savings to healthcare payors of $1.2 billion each year. The Investment Adviser
believes that the increased utilization of generic drugs will continue to gain
momentum to offset rapidly growing drug expenditures.
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While costs savings has motivated the success of generics to this point, the
Investment Adviser believes it is other growth drivers that will motivate us to
increase exposure to the generic drug space going forward. For starters, the
Investment Adviser sees a more aggressive approach by the generic drug
manufacturers to file for generic alternatives. This has led to an increase in
the number of new ANDAs being filed to over 358 that exist as of March 2004. The
Investment Adviser also sees a "more kind and gentle" FDA attitude towards the
generic drug companies as exemplified by a median approval time that has dropped
nearly nine months in the last eight years. Finally, the Investment Adviser
expects over 170 drugs to go off patent over the next few years with branded
product sales of close to $40 billion. While these numbers are subject to a
number of factors including patent disputes, the genericization of these
products would double the size of the generic market, making it the fastest
growing pharmaceutical sector in healthcare.

SPECIALTY PHARMACEUTICALS. The specialty pharmaceutical sector is evolving
into a sector that the Investment Adviser believes will be a high growth area of
the healthcare industry and a key component to our portfolio. Early in the
evolution of this sector, specialty pharmaceuticals were used to describe
companies built around drug delivery systems or companies which focused on
acquiring old and under-promoted products. The business models of these
companies were characterized by low margin, commoditized products, and
out-licensing agreements that yielded single digit royalty streams.

Today, these companies are migrating to higher value proprietary models.
Drug delivery companies are taking existing, validated molecules and using their
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delivery systems, including oral, transdermal, and sustained release approaches,
to supersede intravenous, injectable or multiple dose a day regimens. The
companies pursuing this life cycle extension strategy are improving therapy not
only through greater patient compliance with prescription directions but also by
improved administration of consistently efficacious quantities of the compound.
Companies pursuing the acquisitive business model are looking to in-license
later-staged products, developing R&D budgets, expanding their sales forces and
competing head to head with biotech and pharmaceuticals in niche markets. In
both cases, these companies are characterized by low risk R&D strategies that
are using validated targets, which typically means new drugs can reach the
market faster. Furthermore, the highly targeted marketing approach complementing
the niche product strategy is able to provide these specialty pharmaceutical
companies with big pharmaceutical-like margins which ensure a high value, high
profit business model. As a result, the Investment Adviser believes the
specialty pharmaceuticals market will offer superior market returns.

BIOTECHNOLOGY. Biotechnology firms employ new techniques, such as
monoclonal antibodies, recombinant DNA, molecular structure analysis, and
genomics to produce novel therapeutic and diagnostic products. Advances in
molecular biology and the screening of compounds of possible utility have the
potential to materially enhance the process of discovering useful new
therapeutic products and to shorten the development period for, and reduce the
cost of developing, such products. As biotechnology evolves from a research and
development stage to a commercial stage, these techniques and products will have
the potential to expand existing markets and to create new ones. Public equity
markets have provided substantial capital to the biotechnology industry, and a
large number of major corporations have provided capital through significant
acquisitions, equity investments and in connection with product license
agreements. Federal government support of biotechnology research has contributed
significantly to the invention and development of "break-through" products.

As an example, the Investment Adviser will consider investments in
biotechnology companies developing novel drugs from known or novel targets. In
this area, the Investment Adviser believes that the use of genomic approaches
will continue to allow us to identify and clinically validate new molecular
targets. Most existing drugs work by interacting with a relatively small number
of target molecules in the body. The genomic era of the last five to ten years
has identified thousands of new potential targets through which new and novel
medicines might be able to beneficially intervene in disease processes,
particularly in cancer. The recent approvals of Avastin-TM- (anti-VEGF) and
Velcade-TM- (proteosome inhibitor) are examples of approved drugs that address
new targets. In addition, the
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Investment Adviser sees potential in the use of immuno-stimulation to help
manage cancer. The Investment Adviser also sees continued development of
monoclonal antibodies for oncology indications. Such antibodies are being
developed today with and without specific cell toxins or payloads. The recent
approvals of Rituxan-TM- and Bexxar-TM- and the clinical advancement of several
drugs, which target the EGFR receptor, are a few examples. In the area of target
selection, the Investment Adviser sees increased use of structural biology,
pathways analysis, imaging technology, and biomarker development. The Investment
Adviser also expects newer approaches to chemistry based on increased target
understanding. In sum, this area presents a tremendous opportunity for expanded
investments by the Trust.

MEDICAL DEVICES. Novel medical technology is typically thought to include
products used in healthcare other than pharmaceuticals. Products range from
crutches to spine implants to drug-eluting stents to robotic surgical
instruments. Overall, the medical technology sector is a market totaling more
than $200 billion which accounts for approximately 15% of all dollars spent in
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healthcare--more money than is spent on all pharmaceuticals and biotechnology
products combined. However, despite the size of this sector, the Investment
Adviser sees the medical technology market as a young sector with many future
investment opportunities. This is exemplified by the fact that currently
two-thirds of the publicly-traded medical technology companies have market
capitalizations of under $200 million. The Investment Adviser's investments
include companies of this size. Many of these small market capitalization
medical technology companies are on the cusp of launching key products that will
validate their business models and drive significant growth. The Investment
Adviser believes that medical technology companies may produce solid investment
returns that are less susceptible to fluctuations in general market conditions
which affect big pharmaceuticals, healthcare services, and biotechnology.

DIAGNOSTICS. The accuracy, sophistication and cost effectiveness of
diagnosis has improved dramatically through imaging systems, such as ultrasound
and magnetic resonance imaging (MRI) and Positron Emission Tomography (PET), as

well as through improved chemical and biological tests. Many of the new systems
and supplies are or will likely be available to the patient directly or at a
physician's office, as well as in the hospital or independent laboratory. These
innovations generally increase the likelihood of earlier diagnosis and more
efficacious and cost effective treatment. Under development are new contrast
agents to enhance the output from virtually all imaging modalities, which are
being further improved by innovative computer software that prepare data for
display. Advances in genetic testing are expected to improve the ability to
treat diseases at earlier stages and to identify those people that may have a
greater than average chance of contracting certain diseases. The Investment
Adviser believes these current and potential advances may in