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LETTER FROM THE CEO

Dear Shareholders:

Negative headlines tend to resonate during difficult markets, and we certainly have had more than our share of tough news recently. As a result
consumer, and particularly investor, sentiment are at all-time lows. That said, I do think it is helpful to remember there are always silver linings
in the storm clouds if you look hard enough.

Through all of the challenges we have faced, there are some positive underlying trends. In the United States, for example, institutional traders
and credit market followers are just now showing increasing signs of confidence and are beginning to take on more risk. At the corporate level,
earnings continue to be relatively strong as companies have reduced labor costs, controlled inventories, and relied less on debt to finance
expansion. More broadly, low interest rates and strong demand for consumer goods and industrial equipment are good signs for the global
economy.

While I do not mean to minimize the risks inherent in today s markets, periods such as these allow the talented fund managers and research
analysts we have at MFS® to test their convictions, reevaluate existing positions, and identify new investment ideas. Our investment process
also includes a significant risk management component, with constant attention paid to monitoring market risk, so we can do our best to
minimize any surprises to your portfolio.

For investors, this is a great time to check in with your advisor and make sure you have a sound investment plan in place one that can keep your
hard-earned money working over the long term through a strategy that involves asset allocation, diversification, and periodic portfolio
rebalancing and reviews. A plan tailored to your distinct needs and goals continues to be the best approach to help you take advantage of the

inevitable challenges and opportunities that present themselves over time.

Respectfully,

Robert J. Manning

Chief Executive Officer and Chief Investment Officer
MEFS Investment Management®

July 15, 2008

The opinions expressed in this letter are subject to change, may not be relied upon for investment advice, and no forecasts can be guaranteed.
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PORTFOLIO COMPOSITION

Portfolio structure

Top five industries (i)

Healthcare Hospitals

Healthcare Revenue Long-Term Care
Tax Assessment

Multi-Family Housing Revenue
Tobacco

Portfolio structure reflecting equivalent exposure of derivative holdings (i)

Credit quality of bonds (r)
AAA

AA

A

BBB

BB

B

CCC

Not Rated

Portfolio facts

Average Duration (d)(i)

Average Life (i)(m)

Average Maturity (i)(m)

Average Credit Quality of Rated Securities (long-term) (a)
Average Credit Quality of Rated Securities (short-term) (a)

19.3%
18.8%
8.5%
6.5%
6.3%

15.1%
3.2%
7.5%

26.5%
5.8%
2.4%
1.1%

38.4%

9.6
14.7 yrs.
17.9 yrs.

A-1

(a) The average credit quality of rated securities is based upon a market weighted average of portfolio holdings that are rated by public rating

agencies.

(d) Duration is a measure of how much a bond s price is likely to fluctuate with general changes in interest rates, e.g., if rates rise 1.00%, a bond

with a 5-year duration is likely to lose about 5.00% of its value.

(i) For purposes of this presentation, the bond component includes accrued interest amounts and may be positively or negatively impacted by the

equivalent exposure from any derivative holdings, if applicable.
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(m) The average maturity shown is calculated using the final stated maturity on the portfolio s holdings without taking into account any holdings
which have been pre-refunded or pre-paid to an earlier date or which have a mandatory put date prior to the stated maturity. The average life
shown takes into account these earlier dates.

(r) Each security is assigned a rating from Moody s Investors Service. If not rated by Moody s, the rating will be that assigned by Standard &
Poor s. Likewise, if not assigned a rating by Standard & Poor s, it will be based on the rating assigned by Fitch, Inc. For those portfolios that
hold a security which is not rated by any of the three agencies, the security is considered Not Rated. Holdings in U.S. Treasuries and
government agency mortgage-backed securities, if any, are included in the AAA -rating category. Percentages are based on the total market
value of investments as of 5/31/08.

Percentages are based on net assets, including preferred shares, as of 5/31/08, unless otherwise stated.

The portfolio is actively managed and current holdings may be different.
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PORTFOLIO MANAGERS PROFILES

Gary Lasman Investment Officer of MFS; employed in the investment area of MFS since
2002. Portfolio manager of the fund since June 2007.
Geoffrey Schechter Investment Officer of MFS; employed in the investment area of MFS since

1993. Portfolio manager of the fund since June 2007.
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PERFORMANCE SUMMARY rthroucH s/31/08

The following chart represents the fund s historical performance in comparison to its benchmark(s). Investment return and principal value will
fluctuate, and shares, when sold, may be worth more or less than their original cost; current performance may be lower or higher than quoted.
The performance shown does not reflect the deduction of taxes, if any, that a shareholder would pay on fund distributions or the sale of fund
shares.

Price Summary

Six Months Ended 5/31/08 Date Price
Net Asset Value 5/31/08 $5.58

11/30/07 $6.00

New York Stock Exchange Price 5/31/08 $5.48

2/12/08 (high) (t) $5.70

3/20/08 (low) (t) $5.06

11/30/07 $5.57

Total Returns vs Benchmarks

Six Months Ended 5/31/08

New York Stock Exchange Price (r) 1.583%
Net Asset Value (r) (4.03)%
Lehman Brothers Municipal Bond Index (f) 1.44%

(f) Source: FactSet Research Systems Inc.

(r) Includes reinvestment of dividends and capital gain distributions.

(t) For the period December 1, 2007 through May 31, 2008.

Benchmark Definition

Lehman Brothers Municipal Bond Index a market capitalization-weighted index that measures the performance of the tax-exempt bond market.
It is not possible to invest directly in an index.

Notes to Performance Summary

The fund s shares may trade at a discount or premium to net asset value. Shareholders do not have the right to cause the fund to repurchase their
shares at net asset value. When fund shares trade at a premium, buyers pay more than the net asset value underlying fund shares, and shares
purchased at a premium would receive less than the amount paid for them in the event of the fund s liquidation. As a result, the total return that is
calculated based on the net asset value and New York Stock Exchange price can be different.

4
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Performance Summary  continued

From time to time the fund may receive proceeds from litigation settlements, without which performance would be lower.

In accordance with Section 23(c) of the Investment Company Act of 1940, the fund hereby gives notice that it may from time to time repurchase
shares of the fund in the open market at the option of the Board of Trustees and on such terms as the Trustees shall determine.

Table of Contents
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INVESTMENT OBJECTIVE, PRINCIPAL INVESTMENT
STRATEGIES AND RISKS OF THE FUND

Investment Objective

The fund s investment objective is to seek high current income exempt from federal income tax, but may also consider capital appreciation. The
fund s objective may be changed without shareholder approval.

Principal Investment Strategies

The fund invests, under normal market conditions, at least 80% of its net assets, including assets attributable to preferred shares and borrowings
for investment purposes, in tax-exempt bonds and tax-exempt notes. This policy may not be changed without shareholder approval. Tax-exempt
bonds and tax-exempt notes are municipal instruments, the interest of which is exempt from federal income tax. Interest from the fund s
investments may be subject to the federal alternative minimum tax.

MFS may invest 25% or more of the fund s total assets in municipal instruments that finance similar projects, such as those relating to education,
healthcare, housing, utilities, water, or sewers.

MFS may invest up to 100% of the fund s assets in lower quality debt instruments.
MFS may invest a relatively high percentage of the fund s assets in a single issuer or a small number of issuers.

MFS may use derivatives for different purposes, including to earn income and enhance returns, to increase or decrease exposure to a particular
market, to manage or adjust the risk profile of the fund, or as alternatives to direct investments.

MEFS uses a bottom-up investment approach in buying and selling investments for the fund. Investments are selected primarily based on
fundamental analysis of instruments and their issuers in light of current market, economic, political, and regulatory conditions. Factors
considered may include the instrument s credit quality, collateral characteristics, and indenture provisions, and the issuer s management ability,
capital structure, leverage, and ability to meet its current obligations. Quantitative analysis of the structure of the instrument and its features may
also be considered.

The fund uses leverage through the issuance of preferred shares and/or the creation of tender option bonds, and then investing the proceeds
pursuant to its investment strategies.

In response to market, economic, political, or other conditions, MFS may depart from the fund s principal investment strategies by temporarily
investing for defensive purposes.

Table of Contents 12
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Investment Objective, Principal Investment Strategies and Risks of the Fund  continued

Principal Risks

The portfolio s yield and share prices change daily based on the credit quality of its investments and changes in interest rates. In general, the
value of debt securities will decline when interest rates rise and will increase when interest rates fall. Debt securities with longer maturity dates
will generally be subject to greater price fluctuations than those with shorter maturities. Municipal instruments can be volatile and significantly
affected by adverse tax or court rulings, legislative or political changes and the financial condition of the issuers and/or insurers of municipal
instruments. If the Internal Revenue Service determines an issuer of a municipal security has not complied with applicable tax requirements,
interest from the security could become taxable and the security could decline significantly in value. Derivatives can be highly volatile and
involve risks in addition to those of the underlying indicator s in whose value the derivative is based. Gains or losses from derivatives can be
substantially greater than the derivatives original cost. Lower quality debt securities involve substantially greater risk of default and their value
can decline significantly over time. To the extent that investments are purchased with the proceeds from the issuance of preferred shares, the
fund s net asset value will increase or decrease at a greater rate than a comparable unleveraged fund. To the extent that the fund participates in the
creation of tender option bonds, it will hold more concentrated positions in individual securities and so its performance may be more volatile
than the performance of more diversified funds. A tender option bond issue may terminate upon the occurrence of certain enumerated events,
which would result in a reduction to the fund s leverage. In connection with the creation of tender option bonds and for other investment
purposes, the fund may invest in inverse floating rate instruments, whose potential income return is inversely related to changes in a floating
interest rate. Inverse floating rate instruments may provide investment leverage and be more volatile than other debt instruments. When you sell
your shares, they may be worth more or less than the amount you paid for them. Please see the fund s registration statement for further
information regarding these and other risk considerations. A copy of the fund s registration statement on Form N-2 is available on the EDGAR
database on the Securities and Exchange Commission s Internet Web site at http://sec.gov.
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DIVIDEND REINVESTMENT PLAN

Common shareholders may elect to have all distributions of dividends and capital gains automatically reinvested by Computershare (the Plan
Agent ), as agent under the fund s Dividend Reinvestment Plan (the Plan ). Pursuant to the Plan, the provisions of which are described below,
shareholders not making such an election will receive all such amounts in cash paid by check mailed directly to the shareholder by the Plan
Agent, as the dividend paying agent.

If the Trustees of the fund declare a dividend or determine to make a capital gain distribution payable either in shares of the fund or in cash, as
shareholders may have elected, non participants in the Plan will receive cash and participants in the Plan will receive the equivalent in shares of
the fund. If the market price of the shares on the payment date for the dividend or distribution is equal to or exceeds their net asset value,
participants will be issued shares of the fund at the higher of net asset value or 95% of the market price. If the net asset value exceeds the market
price of fund shares at such time, or if the fund declares a dividend or other distribution payable only in cash, the Plan Agent will, as agent for
Plan participants, buy fund shares in the open market, on the New York Stock Exchange or elsewhere, for the participants accounts. If, before
the Plan Agent has completed its purchases, the market price exceeds the net asset value of the fund s shares, the average per share purchase price
paid by the Plan Agent may exceed the net asset value of the fund s shares, resulting in the acquisition of fewer shares than if the dividend or
distribution had been paid in shares issued by the fund. In circumstances in which the net asset value of fund shares is more than 5% below their
market price, participants in the Plan will be issued shares through the Plan at a price exceeding net asset value.

Participants in the Plan may withdraw from the Plan upon written notice to the Plan Agent. When a participant withdraws from the Plan or upon
termination of the Plan as provided below, certificates for whole shares credited to the participant s account under the Plan will be issued and a
cash payment will be made for any fraction of a share credited to such account. A shareholder s notice of election to participate in or withdraw
from the Plan must be received by the Plan Agent before the record date for a dividend in order to be given effect with respect to that dividend.

In the case of shareholders such as banks, brokers or nominees holding shares for others who are the beneficial owners of those shares, the Plan
Agent will administer the Plan on the basis of the number of shares certified from time to time by the shareholder of record as representing the
total amount registered in such shareholder s name and held for the account of beneficial owners who are to participate in the Plan.

Table of Contents 14
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Dividend Reinvestment Plan  continued

There is no charge to Plan participants for reinvesting dividends or distributions. The Plan Agent s fees for the handling of the reinvestment of
dividends and distributions will be paid by the fund. There will be no brokerage charges with respect to shares issued directly by the fund as a
result of dividends or distributions payable either in stock or in cash. However, each participant will pay a pro rata share of brokerage
commissions incurred with respect to the Plan Agent s open market purchases in connection with the reinvestment of dividends or distributions.

The automatic reinvestment of dividends and distributions will not relieve participants of any income tax that may be payable on such dividends
or distributions.

The Plan may be amended or terminated on 30 days written notice to Plan participants. Contact the Plan Agent for more information regarding
the Plan. All communication concerning the Plan should be directed to Computershare Trust Company, N.A. by mail at P.O. Box 43078,
Providence, RI 02940-3078, by phone at 1-800-637-2304 or by going to the Plan Agent s website at www.computershare.com.

The following changes in the Plan will take effect on November 1, 2008:

If shares are registered in your own name, new shareholders will automatically participate in the Plan unless you have indicated that you do
not wish to participate.

Purchases for reinvested dividends are made at the market price unless that price exceeds the net asset value (the shares are trading at a
premium). If the shares are trading at a premium, purchases will be made at a discounted price of either the net asset value or 95% of the
market price, whichever is greater.

You can buy shares of the fund through the Plan Agent on a quarterly basis. Investments may be made in any amount of $100 or more.
Contact the Plan Agent for further information.

If you withdraw from the Plan you will have three options with regard to shares held in the Plan:
Your full non-certificated shares will be held by the Plan Agent in your account in book-entry form and a check will be issued for the value
of any fractional shares, less any applicable fees and brokerage charges.
The Plan Agent will sell all full and fractional shares and send the proceeds via check to your address of record. A service fee and a
brokerage charge will be deducted from the proceeds.
If you opt to sell your shares through an investment professional, you may request your investment professional to transfer shares
electronically from your Plan account to your brokerage firm account.
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PORTFOLIO OF INVESTMENTS

5/31/08 (unaudited)

The Portfolio of Investments is a complete list of all securities owned by your fund. It is categorized by broad-based asset classes.

Municipal Bonds - 153.8%
Issuer Shares/Par Value ($)

Airport & Port Revenue - 3.9%

Branson, MO, Regional Airport Transportation Development District Airport Rev., B , 6%, 2037 $ 610,000 $ 533,529
Denver, CO, City & County Airport, B , ETM, 6.125%, 2025 (c) 2,840,000 2,863,912
Denver, CO, City & County Airport, C , ETM, 6.125%, 2025 (c) 2,280,000 2,705,789
New York, NY, City Industrial Development Authority Rev. (Terminal One Group Assn.), 5.5%, 2021 750,000 770,047
$ 6,873,277
General Obligations - General Purpose - 0.7%
New York, NY, H , 6%, 2017 $ 5,000 $ 5,051
Puerto Rico Government Development Bank, B , 5%, 2015 700,000 721,594
State of California, 5.25%, 2023 380,000 409,050
$ 1,135,695
General Obligations - Schools - 1.8%
Irving, TX, Independent School District, A , PSF, 0%, 2018 $ 1,000,000 $ 655,079
Montebello, CA, Unified School District, FSA, 0%, 2021 1,435,000 764,825
Montebello, CA, Unified School District, 0%, 2023 1,505,000 716,138
Placer, CA, Unified School District, A , FGIC, 0%, 2019 1,700,000 1,005,736
$ 3,141,778

Healthcare Revenue - Hospitals - 32.1%
Allegheny County, PA, Hospital Development Authority Rev.

(West Penn Allegheny Health), A , 5%, 2028 $ 565,000 $ 477,746
Allegheny County, PA, Hospital Development Authority Rev.

(West Penn Allegheny Health), A , 5.375%, 2040 835,000 702,702
California Statewide Communities Development Authority Rev. (Catholic Healthcare West) K , ASSD GTY,

5.5%, 2041 1,545,000 1,608,746
California Statewide Communities Development Authority Rev. (Catholic Healthcare West) L , ASSD GTY,

5.25%, 2041 1,130,000 1,152,013
California Statewide Communities Development Authority Rev. (Children s Hospital), 5%, 2047 375,000 308,590
California Statewide Communities Development Authority Rev.

(St. Joseph Health System), FGIC, 5.75%, 2047 745,000 789,982
California Statewide Communities Development Authority Rev.

(Sutter Health), B , 5.25%, 2048 1,500,000 1,487,564
Cass County, MO, Hospital Rev., 5.625%, 2038 235,000 219,719
Conway, AR, Hospital Rev. (Conway Regional Medical Center), A , 6.4%, 2029 425,000 431,489
10
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Portfolio of Investments (unaudited) continued

Issuer

Municipal Bonds - continued

Healthcare Revenue - Hospitals - continued

Conway, AR, Hospital Rev. (Conway Regional Medical Center), B , 6.4%, 2029

Delaware County, PA, Authority Rev. (Mercy Health Corp.), ETM, 6%, 2016 (c)

Delaware County, PA, Authority Rev. (Mercy Health Corp.), ETM, 6%, 2026 (c)

Dickinson County, MI, Healthcare System Hospital Rev., 5.7%, 2018

District of Columbia Hospital Rev. (Children s Hospital Obligations Group), FSA, 5.25%, 2045
Douglas County, NE, Hospital Authority Rev. (Methodist Health Partners), 5.75%, 2048

Forsyth County, GA, Hospital Authority Rev. (Baptist Health Care System), ETM, 6%, 2008 (c)
Garden City, MI, Hospital Finance Authority Rev. (Garden City Hospital), 5%, 2038

Genesee County, NY, Industrial Development Agency Civic Facility Rev. (United Memorial Medical
Center), 5%, 2027

Glendale, AZ, Industrial Development Authority (John C. Lincoln Health), 5%, 2042

Idaho Health Facilities Authority Rev. (IHC Hospitals, Inc.), ETM, 6.65%, 2021 (c)

lllinois Finance Authority Rev. (Children s Memorial Hospital), A , ASSD GTY, 5.25%, 2047

lllinois Finance Authority Rev. (Edward Hospital), AMBAC, 5.5%, 2040

lllinois Finance Authority Rev. (Kewanee Hospital), 5.1%, 2031

lllinois Health Facilities Authority Rev. (Swedish American Hospital), 6.875%, 2010 (c)

Indiana Health & Educational Facilities Authority, Hospital Rev. (Community Foundation of Northwest
Indiana), 5.5%, 2037

Indiana Health & Educational Facilities Financing Authority Rev. (Jackson County Schneck Memorial
Hospital), A ,5.25%, 2036

Indiana Health & Educational Facilities Financing Authority Rev. (Sisters of St. Francis Health Services,
Inc.), FSA, 5.25%, 2041

Indiana Health Facilities Financing Authority Rev. (Community Foundation of Northwest Indiana ), A , 6%,
2034

Jefferson County, IA, Hospital Authority Rev. (Jefferson County Hospital), C , 5.8%, 2032

Johnson City, TN, Health & Educational Facilities Board Hospital Rev., 5.5%, 2031

Johnson City, TN, Health, Educational Facilities Board & Hospital Rev. (Mountain States Health), A , 5.5%,
2036

Kent Hospital, MI, Finance Authority Rev. (Spectrum Health) A , 5.5%, 2047 (a)

Table of Contents

Shares/Par

$ 1,000,000
1,400,000
1,000,000

750,000
705,000
470,000
170,000
750,000

120,000
115,000
1,750,000
2,450,000
1,700,000
565,000
500,000

1,445,000
500,000
145,000
575,000
325,000

1,455,000

285,000
1,000,000

Value ($)

1,015,269
1,416,140
1,095,960
758,737
709,357
470,700
172,326
560,235

102,869
99,968
2,166,868
2,480,699
1,749,929
466,747
540,450

1,278,319
484,360
147,571
552,391
314,041

1,426,977

277,051
1,068,390
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Portfolio of Investments (unaudited) continued

Issuer

Municipal Bonds - continued

Healthcare Revenue - Hospitals - continued

Louisiana Public Facilities Authority Hospital Rev. (Lake Charles Memorial Hospital), 6.375%, 2034
Lufkin, TX, Health Facilities Development Corp. Rev. (Memorial Health System), 5.5%, 2032

Lufkin, TX, Health Facilities Development Corp. Rev. (Memorial Health System), 5.5%, 2037

Maryland Health & Higher Educational Facilities Authority Rev. (Adventist Healthcare), A , 5%, 2016
Maryland Health & Higher Educational Facilities Authority Rev. (Adventist Healthcare), A , 5.75%, 2025
Maryland Health & Higher Educational Facilities Authority Rev. (Medstar Health), BHAC, 5.25%, 2046
Maryland Health & Higher Educational Facilities Authority Rev. (Washington County Hospital), 5.75%,
2038

Maryland Health & Higher Educational Facilities Authority Rev. (Washington County Hospital), 6%, 2043
Massachusetts Development Finance Agency (Boston Biomedical Research), 5.65%, 2019
Massachusetts Development Finance Agency (Boston Biomedical Research), 5.75%, 2029
Massachusetts Health & Educational Facilities (Quincy Medical Center) A , 6.5%, 2038
Massachusetts Health & Educational Facilities Authority Rev. (Civic Investments, Inc.), A , 9%, 2012 (c)
Massachusetts Health & Educational Facilities Authority Rev. (Jordan Hospital), E , 6.75%, 2033
Massachusetts Health & Educational Facilities Authority Rev. (Milford-Whitinsville Hospital), D , 6.35%,
2012 (c)

Miami County, OH, Hospital Facilities Rev. (Upper Valley Medical Center), 5.25%, 2018

Minneapolis & St. Paul, MN, Housing & Redevelopment Authority (Health Partners), 6%, 2021
Mississippi Hospital Equipment & Facilities Authority Rev. (South Central Regional Medical Center),
5.25%, 2026

Montgomery, AL, Medical Clinic Board Health Care Facility Rev.

(Jackson Hospital & Clinic), 5.25%, 2031

Montgomery, AL, Medical Clinic Board Health Care Facility Rev.

(Jackson Hospital & Clinic), 5.25%, 2036

New Hampshire Health & Educational Facilities Authority Rev.

(Catholic Medical Center), A , 6.125%, 2012 (c)

New Hampshire Health & Educational Facilities Authority Rev.

(Catholic Medical Center), A , 6.125%, 2032

—. .y Py

12
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Shares/Par

$ 1,070,000
80,000
75,000

400,000
600,000
565,000

105,000
150,000
200,000
450,000
420,000
1,000,000
500,000

1,000,000
450,000
500,000

1,000,000
155,000
800,000
350,000

50,000

Value ($)

$ 1,018,266
75,546
69,986

404,832
608,814
564,056

101,663
149,342
201,256
438,296
418,320
1,205,650
513,390
1,132,560
450,855
516,725
931,670
139,421
707,552
394,464

50,845
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Portfolio of Investments (unaudited) continued

Issuer

Municipal Bonds - continued

Healthcare Revenue - Hospitals - continued

New Hampshire Health & Educational Facilities Authority Rev. (Memorial Hospital at Conway), 5.25%,

2036

New Jersey Health Care Facilities, Financing Authority Rev.

(St. Peter s University Hospital), 5.75%, 2037

New Mexico State Hospital Equipment Loan Council, Hospital Rev. (Rehoboth McKinley Christian

Hospital), A , 5%, 2017

North Carolina Medical Care Commission (Stanly Health Services, Inc.), 6.375%, 2029

Orange County, FL, Health Facilities Authority Hospital Rev.

(Orlando Regional Healthcare), 5.75%, 2012 (c)

Philadelphia, PA, Hospitals & Higher Education Facilities Authority Rev. (Temple University Hospital),
A , 5.5%, 2030

Salida, CO, Hospital District Rev., 5.25%, 2036

Saline County, MO, Industrial Development Authority Rev.

(John Fitzgibbon Memorial Hospital, Inc

Table of Contents

Shares/Par

$ 800,000
700,000

365,000
1,915,000

200,000

1,615,000
945,000

Value ($)

$ 703,440
685,447

340,921
1,964,139

222,330

1,507,489
782,337
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