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The Investment Company Act of 1940 requires that both the full Board of Trustees and a 
majority of the non-interested (“independent”) Trustees, voting separately, annually approve the 
continuation of the Fund’s investment advisory agreement with MFS.  The Trustees consider 
matters bearing on the Fund and its advisory arrangements at their meetings throughout the year, 
including a review of performance data at each regular meeting.  In addition, the independent 
Trustees met several times over the course of three months beginning in May and ending in July, 
2011 (“contract review meetings”) for the specific purpose of considering whether to approve the 
continuation of the investment advisory agreement for the Fund and the other investment 
companies that the Board oversees (the “MFS Funds”).  The independent Trustees were assisted 
in their evaluation of the Fund’s investment advisory agreement by independent legal counsel, 
from whom they received separate legal advice and with whom they met separately from MFS 
during various contract review meetings.  The independent Trustees were also assisted in this 
process by the MFS Funds’ Independent Chief Compliance Officer, a full-time senior officer 
appointed by and reporting to the independent Trustees.   
 

In connection with their deliberations regarding the continuation of the investment 
advisory agreement, the Trustees, including the independent Trustees, considered such 
information and factors as they believed, in light of the legal advice furnished to them and their 
own business judgment, to be relevant. The investment advisory agreement for the Fund was 
considered separately, although the Trustees also took into account the common interests of all 
MFS Funds in their review.  As described below, the Trustees considered the nature, quality, and 
extent of the various investment advisory, administrative, and shareholder services performed by 
MFS under the existing investment advisory agreement and other arrangements with the Fund.   

 
In connection with their contract review meetings, the Trustees received and relied upon 

materials that included, among other items: (i) information provided by Lipper Inc., an 
independent third party, on the investment performance (based on net asset value) of the Fund 
for various time periods ended December 31, 2010 and the investment performance (based on 
net asset value) of a group of funds with substantially similar investment 
classifications/objectives (the “Lipper performance universe”), (ii) information provided by 
Lipper Inc. on the Fund’s advisory fees and other expenses and the advisory fees and other 
expenses of comparable funds identified by Lipper Inc. (the “Lipper expense group”), (iii) 
information provided by MFS on the advisory fees of comparable portfolios of other clients of 
MFS, including institutional separate accounts and other clients, (iv) information as to whether 
and to what extent applicable expense waivers, reimbursements or fee “breakpoints” are 
observed for the Fund, (v) information regarding MFS’ financial results and financial condition, 
including MFS’ and certain of its affiliates’ estimated profitability from services performed for 
the Fund and the MFS Funds as a whole, and compared to MFS’ institutional business, (vi) 
MFS’ views regarding the outlook for the mutual fund industry and the strategic business plans 
of MFS, (vii) descriptions of various functions performed by MFS for the Funds, such as 
compliance monitoring and portfolio trading practices, and (viii) information regarding the 
overall organization of MFS, including information about MFS’ senior management and other 
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personnel providing investment advisory, administrative and other services to the Fund and the 
other MFS Funds.  The comparative performance, fee and expense information prepared and 
provided by Lipper Inc. was not independently verified and the independent Trustees did not 
independently verify any information provided to them by MFS.  
 

The Trustees’ conclusion as to the continuation of the investment advisory agreement 
was based on a comprehensive consideration of all information provided to the Trustees and not 
the result of any single factor.  Some of the factors that figured particularly in the Trustees’ 
deliberations are described below, although individual Trustees may have evaluated the 
information presented differently from one another, giving different weights to various factors.  
It is also important to recognize that the fee arrangements for the Fund and other MFS Funds are 
the result of years of review and discussion between the independent Trustees and MFS, that 
certain aspects of such arrangements may receive greater scrutiny in some years than in others, 
and that the Trustees’ conclusions may be based, in part, on their consideration of these same 
arrangements during the course of the year and in prior years.    
 
 Based on information provided by Lipper Inc., the Trustees reviewed the Fund’s total 
return investment performance as well as the performance of peer groups of funds over various 
time periods.  The Trustees placed particular emphasis on the total return performance of the 
Fund’s common shares in comparison to the performance of funds in its Lipper performance 
universe over the three-year period ended December 31, 2010, which the Trustees believed was a 
long enough period to reflect differing market conditions.  The total return performance of the 
Fund’s common shares ranked 5th out of a total of 14 funds in the Lipper performance universe 
for this three-year period (a ranking of first place out of the total number of funds in the 
performance universe indicating the best performer and a ranking of last place out of the total 
number of funds in the performance universe indicating the worst performer).  The total return 
performance of the Fund’s common shares ranked 8th out of a total of 14 funds for the one-year 
period and 7th out of a total of 13 funds for the five-year period ended December 31, 2010.  
Given the size of the Lipper performance universe and information previously provided by MFS 
regarding differences between the Fund and other funds in its Lipper performance universe, the 
Trustees also reviewed the Fund’s performance in comparison to the Barclays Capital Municipal 
Bond Index.  The Fund out-performed the Barclays Capital Municipal Bond Index for the one-
year period ended December 31, 2010 (5.5% total return for the Fund versus 2.4% total return 
for the benchmark) and under-performed the Barclays Capital Municipal Bond Index for the 
three- and five-year periods ended December 31, 2010 (three-year: 3.0% total return for the Fund 
versus 4.1% total return for the benchmark; five-year: 2.7% total return for the Fund versus 4.1% 
total return for the benchmark).  Because of the passage of time, these performance results are 
likely to differ from the performance results for more recent periods, including those shown 
elsewhere in this report.    
 

In addition to considering the performance information provided in connection with the 
contract review meetings, the independent Trustees noted that, in light of the Fund’s substandard 
relative performance at the time of their contract review meetings in 2010, they had met at each 
of their regular meetings since then with MFS’ senior investment management personnel to 
discuss the Fund’s performance and MFS’ efforts to improve the Fund’s performance.  The 
independent Trustees further noted that the Fund’s relative performance for the three-year period 
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ended December 31, 2010 had improved in comparison to the prior year.  Taking this 
information into account, the Trustees concluded, within the context of their overall conclusions 
regarding the investment advisory agreement, that they were satisfied with MFS’ responses and 
efforts relating to investment performance
 

. 

In assessing the reasonableness of the Fund’s advisory fee, the Trustees considered, 
among other information, the Fund’s advisory fee and the total expense ratio of the Fund’s 
common shares as a percentage of average daily net assets and the advisory fee and total expense 
ratios of peer groups of funds based on information provided by Lipper Inc.  The Trustees 
considered that MFS currently observes an expense limitation, which may not be changed 
without the Trustees’ approval.  The Trustees considered that, according to the Lipper data 
(which takes into account any fee reductions or expense limitations that were in effect during the 
Fund’s last fiscal year), the Fund’s effective advisory fee rate and the Fund’s total expense ratio 
were each higher than the Lipper expense group median. 

 
The Trustees also considered the advisory fees charged by MFS to institutional accounts. 

In comparing these fees, the Trustees considered information provided by MFS as to the 
generally broader scope of services provided by MFS to the Fund in comparison to institutional 
accounts and the impact on MFS and expenses associated with the more extensive regulatory 
regime to which the Fund is subject in comparison to institutional accounts.  

 
The Trustees considered that, as a closed-end fund, the Fund is unlikely to experience 

meaningful asset growth.  As a result, the Trustees did not view the potential for realization of 
economies of scale as the Fund’s assets grow to be a material factor in their deliberations.  The 
Trustees noted that they would consider economies of scale in the future in the event the Fund 
experiences significant asset growth, such as through a material increase in the market value of 
the Fund’s portfolio securities. 
 

 The Trustees also considered information prepared by MFS relating to MFS’ costs and 
profits with respect to the Fund, the MFS Funds considered as a group, and other investment 
companies and accounts advised by MFS, as well as MFS’ methodologies used to determine and 
allocate its costs to the MFS Funds, the Fund and other accounts and products for purposes of 
estimating profitability.   

 
After reviewing these and other factors described herein, the Trustees concluded, within 

the context of their overall conclusions regarding the investment advisory agreement, that the 
advisory fees charged to the Fund represent reasonable compensation in light of the services 
being provided by MFS to the Fund. 
 

In addition, the Trustees considered MFS’ resources and related efforts to continue to 
retain, attract and motivate capable personnel to serve the Fund.  The Trustees also considered 
current and developing conditions in the financial services industry, including the presence of 
large and well-capitalized companies which are spending, and appear to be prepared to continue 
to spend, substantial sums to engage personnel and to provide services to competing investment 
companies.  In this regard, the Trustees also considered the financial resources of MFS and its 
ultimate parent, Sun Life Financial Inc.  The Trustees also considered the advantages and 
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possible disadvantages to the Fund of having an adviser that also serves other investment 
companies as well as other accounts.    

 
The Trustees also considered the nature, quality, cost, and extent of administrative 

services provided to the Fund by MFS under agreements other than the investment advisory 
agreement.  The Trustees also considered the nature, extent and quality of certain other services 
MFS performs or arranges for on the Fund’s behalf, which may include securities lending 
programs, directed expense payment programs, class action recovery programs, and MFS’ 
interaction with third-party service providers, principally custodians and sub-custodians.  The 
Trustees concluded that the various non-advisory services provided by MFS and its affiliates on 
behalf of the Fund were satisfactory.  

 
The Trustees also considered benefits to MFS from the use of the Fund’s portfolio 

brokerage commissions, if applicable, to pay for investment research and various other factors.  
Additionally, the Trustees considered so-called “fall-out benefits” to MFS such as reputational 
value derived from serving as investment manager to the Fund.   

 
Based on their evaluation of factors that they deemed to be material, including those 

factors described above, the Board of Trustees, including a majority of the independent Trustees, 
concluded that the Fund’s investment advisory agreement with MFS should be continued for an 
additional one-year period, commencing August 1, 2011. 
 


