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Dear Shareholder

The State of the States ,}
’ ', f Stones about state budget troubles partlcularly in Callfornla lltterthe news these ST
days To. be sure, most states are under a 3lgn|f|cant amourit of fiscal stress. Tax.revenues- .+ .
- from sales personal income, and corporate income taxes have declined dramatically-in-
" almost all states as the economy has: contracted dunng the recession.. The five states.in -~ ~ - " /
~-which we operate municipal bond funds (AL, KY, MS, NC & TN) are among the many states‘,f.,_:;
deallng with' significant budget shortfalls. We thought it mlght be helpful to comment brlefly FRAE
-on the progress states are ‘making in balancing their budgets (which they are constltutlonally co
D obllgated to: do) and what we are doung on our; end to oversee your lnvestments dunng these“,;f;'j

e

S EL Most states have employed a comblnatton of budget solutlons that lnvolve drawxng ‘
;;.-down reserve funds cuttlng services; raising taxes, and ‘maXximizing: the.use of federal.

+stimulus dollars Accordlng to.the Center on Budget and. Policy Pnontles sofar: this. year
; twenty three states have’ enacted tax | increases and another thlrteen are con3|denng such
_measures.: The' tax increases vary. by state and:include i increases in. ‘personal income tax, .
,,sales taxes, buslness taxes ‘tobacco-and’ alcohol taxes, and motor. vehlcle taxes and' fees
IMost. of the tax increases: have been structured sothat: they.) will: brlng in recurrlng streams of
.Tevenue: Ralsmg taxes. in‘a recession is not a;new idea’In Tesponse. tothe recession: of -

. .'1990- 91 forty four states’ mcreased taxes SIinflcantly, thlrty states- raised taxes in response
to the recessron of 2001 lt is the ablllty of a mumcrpal bond lssuerto ralse taxes that makes e

Feb'ruary, Congress 'enacted the Amencan Recovery.and Reinvestment, Act of 2009
(ARRA) to provide fiscal relief to state and: local governments “The ARRA. lncludes a: varlety"
-of- measures that are nomlnally worth $787 blllzon Approxnmately $250- bllllon of thls has
been set asrde for state and local governments to assist with state budgets and fot.
flnvestments i infrastructure. ‘The. federal stimuls aid is arfiving at-a crucial tlmefand s :
‘allowmg states to close budget shortfalls Early reports suggest that the: federal aid is' enough"_i
to close roughly 30-40- percent of state budgets ‘Most states’ expect budget problems to
continue’ at least through 2011;'so many states are plannlng to. time the use of federal .

stimulus dollars so that*the’funds wrll be avallable over a three y perlod whlch the federal
|aw a”ows ‘ " ) CRRLELE ) T % .

States are also balancmg thelrfbudgets by cuttlng seerces an ,;'general fund spendlng :
ﬂT,he Natlonal Governors Assocnatlon and the’ Natlonal Assocxatlon of: State. Budget Ofﬁcers
~conducts a: Fiscal Survey of States. and for the. frrst tlme ln the-32- -year history of the: survey el
)'{‘,state spendlng is expected to decllne two years m a row FY 2009 general fund spe' 'cllng lS iy
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estimated to decrease 2.2 percent, while governors’ proposed budgets for FY 2010 show a
2.5 percent decline in spending.

The bottom line is that states are successfully addressing budget shortfalls through a
variety of tried-and-true measures. Make no mistake about it, balancing state budgets is a
painful process--but it is working. As the economy recovers, tax collections should rebound
which will make balancing state budgets less painful.

In the meantime, the credit quality within our municipal bond portfolios remains high
and every bond in our funds continues to pay principal and interest on schedule. Buying and
selling bonds is just a small part of what we do every day. Keeping a close eye on what we
own is equally important. Our portfolio managers spend a considerable amount of time each
day monitoring bonds held in the various fund portfolios.

The goal of our portfolio monitoring activities is to quickly and proactively identify any
potential problems that may develop with a bond, so that we can react before a bond actually
becomes distressed. Reviewing financial statements of issuers, monitoring debt service
coverage levels, and tracking ratings and price changes are just a few of the things we look
at on a regular basis. If we identify a bond that we believe may develop problems, invariably
we will sell it. With unprecedented volatility in financial markets, we're keenly aware that
portfolio monitoring has never been more important.

Celebrating 30 Years:

The Kentucky Tax-Free Income Series was started thirty years ago on July 3, 1979
with less than half a million in net assets. The fund has grown steadily over the years and as
of June 30, 2009, had total net assets just shy of $800 million. Although they haven't been
around as long, our eight other funds have also experienced tremendous growth. During the
past thirty years we've survived a number of challenges, ranging from the near collapse of
the bond market shortly after the fund was opened to the more recent tax challenge that
resulted in the U.S. Supreme Court upholding the tax exemption for municipal bonds. I'm
confident that with hard work and a little luck we'll survive whatever challenges come our way
during the next thirty years. ’

Having said that, we also realize that without you, our shareholders, we wouldn’t be
where we are today. On behalf of everybody here at Dupree Mutual Funds, thank you for
your ongoing support. We look forward to serving your investment needs in the future.

Sincerely,

A
ag.0 %

Allen E. Grimes, IlI
Executive Vice President



