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The Funds

Each fund is offering its Class M shares and Investor

shares in this prospectus.

Class M shares are generally offered only to Wealth
Management clients of The Bank of New York
Mellon Corporation (BNY Mellon) that maintain
qualified fiduciary, custody, advisory or other
accounts with various affiliates of BNY Mellon
(Wealth Management Clients). Such qualified fidu-
ciary, custody, advisory or other accounts maintained
by Wealth Management Clients with various affili-
ates of BNY Mellon (BNY Mellon Affiliates) are
referred to herein as “Qualified Accounts.”” Mellon
Money Market Fund and Mellon National
Municipal Money Market Fund may be used as
“sweep vehicles” for cash held in Qualified
Accounts. Any such investments in Mellon Money
Market Fund or Mellon National Municipal Money
Market Fund must be in the respective fund’s Class
M shares.

Investor shares are generally offered only to Wealth
Management Clients who terminate their relation-
ship with BNY Mellon Affiliates, and to individuals,
corporations, partnerships and other entities that are
not Wealth Management Clients and that receive a
transfer of fund shares from a Wealth Management
Client (collectively, Individual Clients). Investor
shares also may be offered to brokerage clients of
BNY Mellon Wealth Advisors, a division of MBSC
Securities Corporation (BNY Mellon Wealth
Advisors Brokerage Clients), and to certain employ-
ee benefit plans, including pension, profit-sharing
and other deferred compensation plans, that are
approved by BNY Mellon Wealth Management to
invest in one or more funds, that are not Wealth
Management Clients and that are serviced by an
administrator or recordkeeper with which The
Dreyfus Corporation or certain of its affiliates have
entered into an agreement (Qualified Employee
Benefit Plans).

What each fund is — and isn't

Each fund is a mutual fund: a pooled investment that is
professionally managed and gives you the opportunity to
participate in financial markets. It strives to reach its stated
goal, although as with all mutual funds, it cannot offer
guaranteed results.

An investment in a fund is not a bank deposit. It is not
insured or guaranteed by The Bank of New York, Mellon
Bank, N.A., any of their affiliates or any other bank, or the
FDIC or any other government agency. It is not a complete
investment program. You could lose money in a fund, but
you also have the potential to make money.




Mellon Large Cap Stock Fund

GOAL/APPROACH

The fund seeks capital appreciation. This objective
may be changed without shareholder approval. To
pursue its goal, the fund normally invests at least
80% of its assets in stocks of large capitalization
companies. The fund invests in growth and value
stocks, which are chosen through a disciplined
investment process that combines computer model-
ing techniques, fundamental analysis and risk man-
agement. The fund’s investment process is designed
to provide investors with investment exposure to
sector weightings and risk characteristics generally
similar to those of the Standard & Poor’s 500
Composite Stock Price Index (S&P 500).

In selecting securities, the investment adviser uses a

computer model to identify and rank stocks within

an industry or sector, based on several characteris-

tics, including:

o value, or how a stock is priced relative to its per-
ceived intrinsic worth

o growth, in this case the sustainability or growth
of earnings

o financial profile, which measures the financial
health of the company

Next, based on fundamental analysis, the investment
adviser generally selects the most attractive of the
higher ranked securities, drawing on a variety of
sources, including internal as well as Wall Street

research, and company management.

Finally, the investment adviser manages risk by
diversifying across companies and industries, seek-
ing to limit the potential adverse impact from any
one stock or industry. The fund is structured so that
its sector weightings and risk characteristics, such as

growth, size, quality and yield, are generally similar

to those of the S&P 500.

Concepts to understand

Large capitalization companies: generally established
companies that are considered “known quantities,” with
market capitalizations of $5 billion or more at the time of
purchase. Large companies often have the resources to
weather economic shifts, though they can be slower to
innovate than small companies.

Computer model: a proprietary computer model that
evaluates and ranks a large universe of stocks. The model
screens each stock for relative attractiveness within

its economic sector and industry. The investment adviser

reviews each of the screens on a regular basis and maintains

the flexibility to adapt the screening criteria to changes in
market conditions.

S&P 500: an unmanaged index of 500 common stocks
chosen to reflect the industries of the U.S. economy.
The S&P 500 is often considered a proxy for the stock
market in general.




MAIN RISKS

The fund’s principal risks are discussed below. The
value of your investment in the fund will fluctuate,
sometimes dramatically, which means that you

could lose money.

o Market risk. The market value of a security may
decline due to general market conditions that are
not specifically related to a particular company,
such as real or perceived adverse economic con-
ditions, changes in the general outlook for corpo-
rate earnings, changes in interest or currency rates
or adverse investor sentiment generally. A securi-
ty’s market value also may decline because of fac-
tors that affect a particular industry or industries,
such as labor shortages or increased production
costs and competitive conditions within an
industry.

o Issuer risk. The value of a security may decline for
a number of reasons which directly relate to the
issuer, such as management performance, financial
leverage and reduced demand for the issuer’s
products or services.

o Stock selection risk. Although the fund seeks to
manage risk by broadly diversifying among
industries and by maintaining a risk profile gen-
erally similar to the S&P 500, the fund is expect-
ed to hold fewer securities than the index.
Owning fewer securities and the ability to pur-
chase companies not listed in the index can cause
the fund to underperform the index.

o Growth and value stock risk. By investing in a mix
of growth and value companies, the fund assumes
the risks of both. Investors often expect growth
companies to increase their earnings at a certain
rate. If these expectations are not met, investors
can punish the stocks inordinately, even if earn-
ings do increase. In addition, growth stocks typi-
cally lack the dividend yield that can cushion
stock prices in market downturns. Value stocks
involve the risk that they may never reach what
the portfolio managers believe is their full market
value, either because the market fails to recognize
the stock’s intrinsic worth or the portfolio man-
agers misgauged that worth. They also may
decline in price, even though in theory they are
already undervalued.

Other potential risks

Under adverse market conditions, the fund could invest some
or all of its assets in U.S. Treasury securities and money
market securities. Although the fund would do this for
temporary defensive purposes, it could reduce the benefit
from any upswing in the market. During such periods, the
fund may not achieve its investment objective.

The fund may lend its portfolio securities to brokers, dealers
and other financial institutions. In connection with such loans,
the fund will receive collateral from the borrower equal to at
least 100% of the value of the loaned securities. If the
borrower of the securities fails financially, there could be
delays in recovering the loaned securities or exercising rights
to the collateral.

The fund may purchase securities of companies in initial
public offerings (IPOs). The prices of securities purchased in
IPOs can be very volatile. The effect of IPOs on the fund's
performance depends on a variety of factors, including the
number of IPOs the fund invests in relative to the size of the
fund and whether and to what extent a security purchased in
an IPO appreciates or depreciates in value. As a fund's asset
base increases, IPOs often have a diminished effect on such
fund's performance.

Mellon Large Cap Stock Fund 3



MELLON LARGE CAP STOCK FUND (continued)
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PAST PERFORMANCE

The bar chart and tables shown on the next page
illustrate the risks of investing in the fund. Before
the fund commenced operations, substantially all of
the assets of a predecessor common trust fund
(CTF) that, in all material respects, had the same
investment objective, policies, guidelines and
restrictions as the fund (and the assets of another
CTF) were transferred to the fund.The bar chart on
the next page shows you how the performance of
the fund’s Class M shares has varied from year to
year.The top table compares the performance of the
fund’s Class M shares over time to that of the S&P
500, a widely recognized unmanaged index of stock
performance. Please note that the performance fig-
ures for the fund’s Class M shares in the bar chart
and top table do not reflect the impact of any
applicable taxes and represent the performance of
the predecessor CTF through October 1, 2000,
adjusted to reflect the fund’s fees and expenses, by
subtracting from the actual performance of the
CTF the expenses of the funds Class M shares as
they were estimated prior to the conversion of the
CTF into the fund, and the performance of the
fund’s Class M shares thereafter. The predecessor
CTF was not registered under the Investment
Company Act of 1940 (1940 Act) and therefore was
not subject to certain investment restrictions that
might have adversely affected performance. In addi-
tion, the expenses of the fund’s Class M shares may
be higher than those estimated prior to the conver-
sion of the CTF into the fund, which would lower

the performance shown.

The bottom table on the next page compares the
performance of the funds Class M shares and
Investor shares to that of the S&P 500 for various
periods since the date the fund commenced opera-
tions as an investment company registered under
the 1940 Act (October 2, 2000). These performance
figures for the fund’s Class M shares are shown
before and after taxes and do not reflect the prede-

cessor CTF’s performance.

After-tax performance is shown only for Class M
shares. After-tax performance of the fund’s Investor
shares will vary. After-tax returns are calculated
using the historical highest individual federal mar-
ginal income tax rates, and do not reflect the impact
of state and local taxes. Actual after-tax returns
depend on the investor’s tax situation and may dif-
fer from those shown, and the after-tax returns
shown are not relevant to investors who hold their
shares through tax-deferred arrangements such as

401(k) plans or individual retirement accounts.

All returns assume reinvestment of dividends and
distributions. Of course, past performance (before
and after taxes) is no guarantee of future results.
Performance for each share class will vary due to

differences in expenses.



Year-by-year total return as of 12/31 each year (%)*
Class M shares

33.16

-22.65

97 98 99 00 01 02 03 04 05 06

Q4 '98 +22.56%
Q3'02 -15.84%

Best Quarter:

Worst Quarter:

The year-to-date total return of the fund’s Class M shares as of 9/30/07
was 12.33%.

Average annual total return as of 12/31/06

1 Year 5 Years 10 Years
Mellon Large Cap
Stock Fund -
Class M shares 11.74% 3.99% 6.76%*
S&P 500 15.78% 6.18% 8.42%

Average annual total return as of 12/31/06

Share class/ Since
inception date 1 Year 5 Years inception

Class M shares
(10/2/00)
returns before taxes 1.74% 3.99% -0.85%

Class M shares
returns after taxes
on distributions 11.21% 3.75% -1.11%

Class M shares

returns affer taxes

on distributions and

sale of fund shares 8.34% 3.37% -0.79%

Investor shares
(7/11/01)
returns before taxes 1.44% 3.76% 2.89%

S&P 500
reflects no deduction for
fees, expenses or taxes 15.78% 6.18% 1.49%**

EXPENSES

As an investor, you pay certain fees and expenses in
connection with the fund, which are described in
the table below. Because annual fund operating
expenses are paid out of fund assets, their eftect is
included in the share price. The fund has no sales
charge (load) or Rule 12b-1 distribution fees.

Fee table
Class M Investor
shares shares
Annual fund operating expenses
% of average daily net assets
Investment advisory fees 0.65% 0.65%
Shareholder services fee none 0.25%
Other expenses 0.15% 0.15%
Total 0.80% 1.05%

Expense example

1 Year 3 Years 5 Years 10 Years

Class M shares $82 $255 $444 $990
Investor shares $107 $334 $579 $1,283

This example shows what you could pay in expenses over
time. It uses the same hypothetical conditions other funds
use in their prospectuses: $10,000 initial investment, 5%
total return each year and no changes in expenses. The
figures shown would be the same whether you sold your
shares at the end of a period or kept them. Because actual
returns and expenses will be different, the example is for
comparison only.

Concepts to understand

* Reflects the performance of the predecessor CTF through 10/1/00.
** From inception of Class M shares. For comparative purposes, the value
of the index on 9/30/00 is used as the beginning value on 10/2/00.

Investment advisory fee: the fee paid to the investment
adviser for managing the fund's portfolio.

Shareholder services fee: the fee paid to the fund’s
distributor for providing shareholder services to the holders
of Investor shares.

Other expenses: fees paid by the fund for the most recent
fiscal year, including an administration fee of 0.129% (based
on certain assets of the funds in the Mellon Funds Trust in the
aggregate) payable to Mellon Bank, N.A. for providing or
arranging for fund accounting, transfer agency, and certain
other fund administration services, and miscellaneous items
such as custody and professional service fees. The fund also
makes payments to certain financial intermediaries, including
affiliates, who provide sub-administration, recordkeeping
and/or sub-transfer agency services to beneficial owners of
the fund.

Mellon Large Cap Stock Fund 5



Mellon Income Stock Fund

GOAL/APPROACH

The fund seeks total return (consisting of capital
appreciation and income). This objective may be
changed without shareholder approval. To pursue its
goal, the fund normally invests at least 80% of its
assets in stocks. The fund seeks to focus on divi-
dend-paying stocks and other investments and
investment techniques that provide income. The
investment adviser chooses stocks through a disci-
plined investment process that combines computer
modeling techniques, fundamental analysis and risk
management. The fund will emphasize those stocks
with value characteristics, although it may also pur-
chase growth stocks. The fund’s investment process
is designed to provide investors with investment
exposure to sector weightings and risk characteris-
tics generally similar to those of the Russell 1000
Value Index. The fund’s stock investments may
include common stocks, preferred stocks, convert-
ible securities and American Depositary Receipts
(ADRs), including those purchased in initial public
offerings. The fund also may invest in fixed-income

securities and money market instruments.

In selecting securities, the investment adviser uses a

computer model to identify and rank stocks within

an industry or sector, based on several characteris-

tics, including:

o value, or how a stock is priced relative to its per-
ceived intrinsic worth

o growth, in this case the sustainability or growth
of earnings

o financial profile, which measures the financial
health of the company

Next, based on fundamental analysis, the investment
adviser generally selects the most attractive of the
higher ranked securities, drawing on a variety of
sources, including internal as well as Wall Street

research, and company management.

Finally, the investment adviser manages risk by
diversifying across companies and industries, seek-
ing to limit the potential adverse impact from any
one stock or industry. The fund may at times over-
weight certain sectors in attempting to achieve

higher yields.

The fund may, but is not required to, use derivatives,
such as futures and options, as a substitute for tak-
ing a position in an underlying asset, to increase

returns or income, or as part of a hedging strategy.

Concepts to understand

Dividend: a distribution of earnings to shareholders, usually
paid in the form of cash or stock.

Computer model: a proprietary computer model that
evaluates and ranks a large universe of stocks. The model
screens each stock for relative attractiveness within its
economic sector and industry. The investment adviser reviews
each of the screens on a regular basis and maintains the
flexibility to adapt the screening criteria to changes in market
conditions.

Russell 1000 Value Index: is an unmanaged, market-
capitalization-weighted index that measures the performance
of those of the 1,000 largest U.S. companies based on total
market capitalization that have lower price-to-book ratios
and lower forecasted growth values.

Convertible securities: securities that have characteristics
similar to both fixed-income and equity securities. The fund
considers convertible securities in which it invests to be
equity securities. Convertible securities may be converted at
either a stated price or stated rate into underlying shares of
common stock.

Preferred stock: a class of capital stock that typically pays
dividends at a specified rate.

Options contracts: contracts that grant one party a right, for
a price, either to buy or sell a security at a fixed price during
a specified period or on a specified day. An option written by
the fund is covered when the fund owns the underlying
security or it segregates liquid assets to cover its obligation.




MAIN RISKS

The fund’s principal risks are discussed below. The
value of your investment in the fund will fluctuate,
sometimes dramatically, which means that you

could lose money.

o Market risk. The market value of a security may
decline due to general market conditions that are
not specifically related to a particular company,
such as real or perceived adverse economic con-
ditions, changes in the general outlook for corpo-
rate earnings, changes in interest or currency rates
or adverse investor sentiment generally. A securi-
ty’s market value also may decline because of fac-
tors that affect a particular industry or industries,
such as labor shortages or increased production
costs and competitive conditions within an
industry.

o Issuer risk. The value of a security may decline for
a number of reasons which directly relate to the
issuer, such as management performance, financial
leverage and reduced demand for the issuer’s
products or services.

o Stock selection risk. The fund will hold fewer secu-
rities than the Russell 1000 Value Index. Owning
tewer securities and the ability to purchase com-
panies not listed in the index can cause the fund
to underperform the index.

o Market sector risk. The fund may significantly over-
weight or underweight certain companies, indus-
tries or market sectors, which may cause the
fund’s performance to be more or less sensitive to
developments affecting those companies, indus-
tries or sectors.

o Growth and value stock risk. By investing in a mix
of growth and value companies, the fund assumes
the risks of both. Investors often expect growth
companies to increase their earnings at a certain
rate. If these expectations are not met, investors
can punish the stocks inordinately, even if earn-
ings do increase. In addition, growth stocks typi-
cally lack the dividend yield that can cushion
stock prices in market downturns. Value stocks
involve the risk that they may never reach what
the portfolio managers believe is their full market
value, either because the market fails to recognize
the stock’s intrinsic worth or the portfolio man-
agers misgauged that worth. They also may
decline in price, even though in theory they are
already undervalued.

o Dreferred stock risk. Preferred stock is a class of cap-

ital stock that typically pays dividends at a speci-
fied rate. Preferred stock is generally senior to
common stock, but subordinate to debt securi-
ties, with respect to the payment of dividends and
on liquidation of the issuer. The market value of
preferred stock generally decreases when interest
rates rise and is also aftected by the issuer’s ability
to make payments on the preferred stock.

Convertible securities risk. Convertible securities
may be converted at either a stated price or stat-
ed rate into underlying shares of common stock.
Convertible securities generally are subordinated
to other similar but non-convertible securities of
the same issuer. Although to a lesser extent than
with fixed-income securities, the market value of
convertible securities tends to decline as interest
rates increase. In addition, because of the conver-
sion feature, the market value of convertible secu-
rities tends to vary with fluctuations in the mar-
ket value of the underlying common stock.
Although convertible securities provide for a sta-
ble stream of income, they are subject to the risk
that their issuers may default on their obligations.
Convertible securities also offer the potential for
capital appreciation through the conversion fea-
ture, although there can be no assurance of capi-
tal appreciation because securities prices fluctu-
ate. Convertible securities generally offer lower
interest or dividend yields than non-convertible
securities of similar quality because of the poten-
tial for capital appreciation.

Mellon Income Stock Fund 7



MELLON

INCOME STOCK FUND - MAIN RISKS (continued)

o Derivatives risk. The fund may use derivative

instruments, such as options, futures and options
on futures (including those relating to securities
and indexes). A small investment in derivatives
could have a potentially large impact on the
fund’s performance. The use of derivatives
involves risks diftferent from, or possibly greater
than, the risks associated with investing directly in
the underlying assets. Derivatives can be highly
volatile, illiquid and difficult to value, and there is
the risk that changes in the value of a derivative
held by the fund will not correlate with the
underlying instruments or the fund’s other invest-
ments. Derivative instruments also involve the
risk that a loss may be sustained as a result of the
failure of the counterparty to the derivative
instruments to make required payments or other-
wise comply with the derivative instruments’
terms.

Other potential risks

Under adverse market conditions, the fund could invest some
or all of its assets in U.S. Treasury securities and money
market securities. Although the fund would do this for
temporary defensive purposes, it could reduce the benefit
from any upswing in the market. During such periods, the
fund may not achieve its investment objective.

The fund may invest in ADRs, which are U.S. dollar
denominated securities that represent indirect ownership of
securities issued by foreign companies, and, to a limited
extent, in foreign securities and securities issued by foreign
companies that are listed on U.S. exchanges. The securities of
foreign issuers carry additional risks, such as less liquidity,
changes in currency exchange rates, a lack of comprehensive
company information, differing auditing and legal standards
and political and economic instability.

The fund may lend its portfolio securities to brokers, dealers
and other financial institutions. In connection with such loans,
the fund will receive collateral from the borrower equal to at
least 100% of the value of the loaned securities. If the
borrower of the securities fails financially, there could be
delays in recovering the loaned securities or exercising rights
to the collateral.

The fund may purchase securities of companies in initial
public offerings (IPOs). The prices of securities purchased in
IPOs can be very volatile. The effect of IPOs on the fund's
performance depends on a variety of factors, including the
number of IPOs the fund invests in relative to the size of the
fund and whether and to what extent a security purchased in
an IPO appreciates or depreciates in value. As a fund's asset
base increases, IPOs often have a diminished effect on such
fund's performance.

Any investment in fixed-income securities will be subject
primarily to interest rate and credit risks. Prices of bonds
tend to move inversely with changes in interest rates.
Typically, a rise in rates will adversely affect bond prices and,
to the extent the fund invests in bonds, the fund's share price.
The longer the effective maturity and duration of these
investments, the more likely the fund's share price will react
to interest rates. Credit risk is the risk that the issuer of the
security will fail to make timely interest or principal
payments, and includes the possibility that any of the fund's
fixed-income investments will have its credit rating
downgraded.




PAST PERFORMANCE

The bar chart and tables shown on the next page
illustrate the risks of investing in the fund. Before
the fund commenced operations, substantially all of
the assets of a predecessor common trust fund
(CTF) that, in all material respects (except as dis-
cussed below), had the same investment objective,
policies, guidelines and restrictions as the fund (and
the assets of another CTF) were transferred to the
fund. The bar chart on the next page shows you
how the performance of the fund’s Class M shares
has varied from year to year. The top table compares
the performance of the fund’s Class M shares over
time to that of the Russell 1000 Value Index, a
widely recognized unmanaged index of large capi-
talization value stock performance. Please note that
the performance figures for the funds Class M
shares in the bar chart and top table do not reflect
the impact of any applicable taxes and represent the
performance of the predecessor CTF through
October 1, 2000, adjusted to reflect the fund’s fees
and expenses, by subtracting from the actual perfor-
mance of the CTF the expenses of the fund’s Class
M shares as they were estimated prior to the con-
version of the CTF into the fund, and the perfor-
mance of the fund’s Class M shares thereafter. The
predecessor CTF was not registered under the
Investment Company Act of 1940 (1940 Act) and
therefore was not subject to certain investment
restrictions that might have adversely aftected per-
formance. In addition, the expenses of the fund’s
Class M shares may be higher than those estimated
prior to the conversion of the CTF into the fund,

which would lower the performance shown.

The bottom table on the next page compares the
performance of the funds Class M shares and
Investor shares to that of the Russell 1000 Value
Index for various periods since the date the fund
commenced operations as an investment company
registered under the 1940 Act (October 2, 2000).
These performance figures for the fund’s Class M
shares are shown before and after taxes and do not

reflect the predecessor CTF’s performance.

After-tax performance is shown only for Class M
shares. After-tax performance of the fund’s Investor
shares will vary. After-tax returns are calculated
using the historical highest individual federal mar-
ginal income tax rates, and do not reflect the impact
of state and local taxes. Actual after-tax returns
depend on the investor’s tax situation and may dif-
fer from those shown, and the after-tax returns
shown are not relevant to investors who hold their
shares through tax-deferred arrangements such as

401(k) plans or individual retirement accounts.

All returns assume reinvestment of dividends and
distributions. Of course, past performance (before
and after taxes) is no guarantee of future results.
Performance for each share class will vary due to

differences in expenses.

Before June 1, 2000, the CTF sought to exceed the
total return performance of the S&P 500 over time.
Beginning June 1, 2000, the CTF sought to exceed
the total return performance of the Russell 1000
Value Index over time. The S&P 500 is an unman-
aged index of 500 common stocks chosen to reflect
the industries in the U.S. economy. The Russell
1000 Value Index is an unmanaged, market-capital-
ization-weighted index that measures the perfor-
mance of those of the 1,000 largest U.S. companies
based on total market capitalization that have lower
price-to-book ratios and lower forecasted growth
values. The CTF changed its benchmark due to the
value orientation of the CTF and the Russell 1000
Value Index.

Mellon Income Stock Fund 9



MELLON
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INCOME STOCK FUND (continued)

Year-by-year total return as of 12/31 each year (%)*
Class M shares

35.01

-20.24

97 98 99 00 O 02 03 04 05 ©06

Best Quarter: Q4 '98
Worst Quarter: Q3'02

+19.76%
-15.99%

The year-to-date total return of the fund’s Class M shares as of 9/30/07
was 8.04%.

Average annual total return as of 12/31/06

1 Year 5 Years 10 Years
Mellon Income
Stock Fund -
Class M shares 15.83% 711% 7.93%*
Russell 1000
Value Index 22.25% 10.86% 11.00%

Average annual total return as of 12/31/06

Share class/ Since
inception date 1 Year 5 Years inception

Class M shares
(10/2/00)
returns before taxes 15.83% 711% 3.14%

Class M shares
returns after taxes
on distributions 14.14% 6.09% 2.05%

Class M shares
returns affer taxes
on distributions and

sale of fund shares 12.48% 5.95% 2.39%
Investor shares

(7/11/01)

returns before taxes 15.46% 6.83% 6.03%

Russell 1000 Value Index
reflects no deduction for
fees, expenses or taxes

22.25% 10.86% 8.21%**

EXPENSES

As an investor, you pay certain fees and expenses in
connection with the fund, which are described in
the table below. Because annual fund operating
expenses are paid out of fund assets, their effect is
included in the share price. The fund has no sales
charge (load) or Rule 12b-1 distribution fees.

Fee table
Class M Investor
shares shares
Annual fund operating expenses
% of average daily net assets
Investment advisory fees 0.65% 0.65%
Shareholder services fee none 0.25%
Other expenses 0.16% 0.16%
Total 0.81% 1.06%

Expense example

1 Year 3 Years 5 Years 10 Years

Class M shares $83 $259 $450 $1,002
Investor shares $108 $337 $585 $1,294

This example shows what you could pay in expenses over
time. It uses the same hypothetical conditions other funds
use in their prospectuses: $10,000 initial investment, 5%
total return each year and no changes in expenses. The
figures shown would be the same whether you sold your
shares at the end of a period or kept them. Because actual
returns and expenses will be different, the example is for
comparison only.

Concepts to understand

* Reflects the performance of the predecessor CTF through 10/1/00.
** From inception of Class M shares. For comparative purposes, the value
of the index on 9/30/00 is used as the beginning value on 10/2/00.

Investment advisory fee: the fee paid to the investment
adviser for managing the fund's portfolio.

Shareholder services fee: the fee paid to the fund's
distributor for providing shareholder services to the holders
of Investor shares.

Other expenses: fees paid by the fund for the most recent
fiscal year, including an administration fee of 0.129% (based
on certain assets of the funds in the Mellon Funds Trust in the
aggregate) payable to Mellon Bank, N.A. for providing or
arranging for fund accounting, transfer agency, and certain
other fund administration services, and miscellaneous items
such as custody and professional service fees. The fund also
makes payments to certain financial intermediaries, including
affiliates, who provide sub-administration, recordkeeping
and/or sub-transfer agency services to beneficial owners of
the fund.




Mellon Mid Cap Stock Fund

GOAL/APPROACH

The fund seeks capital appreciation. This objective
may be changed without shareholder approval. To
pursue its goal, the fund normally invests at least
80% of its assets in stocks of mid-cap domestic com-
panies. The fund may purchase securities of compa-
nies in initial public offerings (IPOs) or shortly
thereafter. The fund invests in growth and value
stocks, which are chosen through a disciplined
investment process that combines computer model-
ing techniques, fundamental analysis and risk man-
agement. The fund’s investment process is designed
to provide investors with investment exposure to
sector weightings and risk characteristics generally
similar to those of the Standard & Poor’s MidCap
400 Index (S&P MidCap 400).

In selecting securities, the investment adviser uses

computer models, along with fundamental analysis,

to identify and rank stocks within an industry or

sector, based on several characteristics, including:

o value, or how a stock is priced relative to its per-
ceived intrinsic worth

o growth, in this case the sustainability or growth
of earnings

o financial profile, which measures the financial
health of the company

Based on fundamental analysis, the investment
adviser generally selects the most attractive securi-
ties, drawing on a variety of sources, including
internal as well as Wall Street research, and compa-

ny management.

The investment adviser manages risk by diversify-
ing across companies and industries, seeking to
limit the potential adverse impact from any one
stock or industry. The fund is structured so that its
sector weightings and risk characteristics, such as
growth, size, quality and yield, are generally similar
to those of the S&P MidCap 400.

Concepts to understand

Mid-cap companies: generally established companies that
may not be as well known as larger, more established
companies. The market capitalization range of companies that
the fund considers to be mid-cap companies is generally that
of companies included in the S&P MidCap 400 at the time of
purchase. Mid-cap companies may lack the resources to
weather economic shifts, though they can be faster to
innovate than large companies.

Computer models: proprietary computer models that
evaluate and rank a large universe of stocks. The models
screen each stock for relative attractiveness within its
economic sector and industry. The investment adviser reviews
each of the screens on a regular basis and maintains the
flexibility to adapt the screening criteria to changes in market
conditions.

S&P MidCap 400: an unmanaged, market-capitalization-
weighted index that measures the performance of

400 medium-capitalization stocks. The stocks comprising the
S&P MidCap 400 have market capitalizations generally
ranging between $500 million and $12 billion. This range may
fluctuate depending on changes in the value of the stock
market as a whole.

1
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MAIN RISKS

The fund’s principal risks are discussed below. The

value of your investment in the fund will fluctuate,

sometimes dramatically, which means that you

could lose money.

o

o

Market risk. The market value of a security may
decline due to general market conditions that are
not specifically related to a particular company,
such as real or perceived adverse economic con-
ditions, changes in the general outlook for corpo-
rate earnings, changes in interest or currency rates
or adverse investor sentiment generally. A securi-
ty’s market value also may decline because of fac-
tors that affect a particular industry or industries,
such as labor shortages or increased production
costs and competitive conditions within an
industry.

Lssuer risk. The value of a security may decline for
a number of reasons which directly relate to the
issuer, such as management performance, financial
leverage and reduced demand for the issuer’s
products or services.

Midsize company risk. Midsize companies carry
additional risks because their earnings and rev-
enues tend to be less predictable (and some com-
panies may be experiencing significant losses), and
their share prices more volatile than those of larg-
er,more established companies. Some of the fund’s
investments will rise and fall based on investor
perception rather than economic factors. Other
investments, including special situations, are made
in anticipation of future products and services or
events whose delay or cancellation could cause
the stock price to drop.

o Stock selection risk. Although the fund seeks to

manage risk by broadly diversifying among
industries and by maintaining a risk profile gen-
erally similar to the S&P MidCap 400, the fund is
expected to hold fewer securities than the index.
Owning fewer securities and the ability to pur-
chase companies not listed in the index can cause
the fund to underperform the index.

Growth and value stock risk. By investing in a mix
of growth and value companies, the fund assumes
the risks of both. Investors often expect growth
companies to increase their earnings at a certain
rate. If these expectations are not met, investors
can punish the stocks inordinately, even if earn-
ings do increase. In addition, growth stocks typi-
cally lack the dividend yield that can cushion
stock prices in market downturns. Value stocks
involve the risk that they may never reach what
the portfolio manager believes is their full market
value, either because the market fails to recognize
the stock’s intrinsic worth or the portfolio man-
ager misgauged that worth. They also may decline
in price, even though in theory they are already
undervalued.

IPO risk. The fund may purchase securities of
companies in [POs. The prices of securities pur-
chased in IPOs can be very volatile. The eftect of
IPOs on the fund’s performance depends on a
variety of factors, including the number of IPOs
the fund invests in relative to the size of the fund
and whether and to what extent a security pur-
chased in an IPO appreciates or depreciates in
value. As a fund’s asset base increases, [IPOs often
have a diminished effect on such fund’s perfor-
mance.



o Foreign investment risk. To the extent the fund
invests in foreign securities, the fund’s perfor-
mance will be influenced by political, social and
economic factors affecting investments in foreign
companies. Special risks associated with invest-
ments in foreign companies include exposure to
currency fluctuations, less liquidity, less developed
or less efficient trading markets, lack of compre-
hensive company information, political and eco-
nomic instability and differing auditing and legal
standards.

Foreign currency risk. Investments in foreign cur-
rencies are subject to the risk that those currencies
will decline in value relative to the U.S. dollar, or,
in the case of hedged positions, that the U.S. dol-
lar will decline relative to the currency being
hedged. Currency rates in foreign countries may
fluctuate significantly over short periods of time. A
decline in the value of foreign currencies relative
to the U.S. dollar will reduce the value of securi-
ties held by the fund and denominated in those
currencies. Foreign currencies also are subject to
risks caused by inflation, interest rates, budget
deficits and low savings rates, political factors and
government controls.

Other potential risks

Under adverse market conditions, the fund could invest some
or all of its assets in U.S. Treasury securities and money
market securities. Although the fund would do this for
temporary defensive purposes, it could reduce the benefit
from any upswing in the market. During such periods, the
fund may not achieve its investment objective.

The fund may lend its portfolio securities to brokers, dealers
and other financial institutions. In connection with such loans,
the fund will receive collateral from the borrower equal to at
least 100% of the value of the loaned securities. If the
borrower of the securities fails financially, there could be
delays in recovering the loaned securities or exercising rights
to the collateral.

Mellon Mid Cap Stock Fund 13
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PAST PERFORMANCE

The bar chart and tables shown on the next page
illustrate the risks of investing in the fund. Before
the fund commenced operations, substantially all of
the assets of a predecessor common trust fund
(CTF) that, in all material respects (except as dis-
cussed below), had the same investment objective,
policies, guidelines and restrictions as the fund were
transferred to the fund. The bar chart on the next
page shows you how the performance of the fund’s
Class M shares has varied from year to year. The top
table compares the performance of the fund’s Class
M shares over time to that of the S&P MidCap 400.
Please note that the performance figures for the
fund’s Class M shares in the bar chart and the top
table do not reflect the impact of any applicable
taxes and represent the performance of the prede-
cessor CTF through October 1, 2000, adjusted to
reflect the fund’s fees and expenses, by subtracting
from the actual performance of the CTF the
expenses of the fund’s Class M shares as they were
estimated prior to the conversion of the CTF into
the fund, and the performance of the fund’s Class M
shares thereafter. The predecessor CTF was not reg-
istered under the Investment Company Act of 1940
(1940 Act) and therefore was not subject to certain
investment restrictions that might have adversely
affected performance. In addition, the expenses of
the fund’s Class M shares may be higher than those
estimated prior to the conversion of the CTF into
the fund, which would lower the performance

shown.

The bottom table on the next page compares the
performance of the funds Class M shares and
Investor shares to that of the S&P MidCap 400 for
various periods since the date the fund commenced
operations as an investment company registered
under the 1940 Act (October 2, 2000). These per-
formance figures for the funds Class M shares are
shown before and after taxes and do not reflect the

predecessor CTF’s performance.

After-tax performance is shown only for Class M
shares. After-tax performance of the fund’s Investor
shares will vary. After-tax returns are calculated
using the historical highest individual federal mar-
ginal income tax rates, and do not reflect the impact
of state and local taxes. Actual after-tax returns
depend on the investor’s tax situation and may dif-
fer from those shown, and the after-tax returns
shown are not relevant to investors who hold their
shares through tax-deferred arrangements such as

401(k) plans or individual retirement accounts.

All returns assume reinvestment of dividends and
distributions. Of course, past performance (before
and after taxes) is no guarantee of future results.
Performance for each share class will vary due to

differences in expenses.

Before June 1, 2000, the CTF sought to maintain a
portfolio of stocks of companies with an average
market capitalization of between $500 million and
$3 billion, similar to the Russell 2500™ Stock
Index (the Russell 2500), an unmanaged index
based on the stocks of 3,000 large U.S. companies,
as determined by market capitalization, but exclud-
ing the 500 largest such companies. Beginning June
1, 22000, the CTF sought to maintain a portfolio of
stocks of companies with an average market capital-
ization of between $500 million and $5 billion, sim-
ilar to the S&P MidCap 400, an unmanaged, capi-
talization-weighted index of 400 medium-capital-
ization stocks. The change in average market capi-
talization of companies held by the CTF was large-
ly reflective of changes in the market value of com-
panies in the benchmark. The change by the CTF
reflected the view of its manager that the turnover
of companies represented in the S&P MidCap 400
was less volatile than that of the Russell 2500, and
that the S&P MidCap 400 was more familiar to
investors. The fund currently seeks to maintain a
portfolio of stocks of companies with an average
market capitalization within the market capitaliza-
tion range of the companies included in the S&P
MidCap 400.



Year-by-year total return as of 12/31 each year (%)*
Class M shares

32.27

23.30

17.26
15251095

-19.19

97 98 99 00 01 02 03 04 05 06

Best Quarter: Q4 '99 +16.55%
Worst Quarter: Q3 '98 -21.711%

The year-to-date total return of the fund’s Class M shares as of 9/30/07
was 14.67%.

Average annual total return as of 12/31/06

1 Year 5 Years 10 Years
Mellon Mid Cap
Stock Fund -
Class M shares 10.95% 9.89% 8.14%*

S&P MidCap 400 10.32% 10.89% 13.47%

Average annual total return as of 12/31/06

Share class/ Since
inception date 1 Year 5 Years inception

Class M shares
(10/2/00)
returns before taxes 10.95% 9.89% 6.48%

Class M shares
returns after taxes
on distributions 8.17% 8.69% 5.53%

Class M shares
returns after taxes
on distributions and

sale of fund shares 10.19% 8.45% 5.48%
Investor shares

(7/1/01)

returns before taxes 10.65% 9.60% 9.11%

S&P MidCap 400
reflects no deduction for
fees, expenses or taxes 10.32% 10.89% 7.84%**

* Reflects the performance of the predecessor CTF through 10/1/00.
** From inception of Class M shares. For comparative purposes, the value
of the index on 9/30/00 is used as the beginning value on 10/2/00.
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EXPENSES

As an investor, you pay certain fees and expenses in
connection with the fund, which are described for
Class M shares and Investor shares in the table
below. Because annual fund operating expenses are
paid out of fund assets, their effect is included in the
share price. The fund’s Class M shares and Investor
shares do not have a sales charge (load) or Rule
12b-1 distribution fees.

Fee table
Class M Investor
shares shares
Annual fund operating expenses
% of average daily net assets
Investment advisory fees 0.75% 0.75%
Shareholder services fee none 0.25%
Other expenses 0.15% 0.15%
Total 0.90% 1.15%

Expense example

1 Year 3 Years 5 Years 10 Years

Class M shares $92 $287 $498 $1,108
Investor shares $117 $365 $633 $1,398

This example shows what you could pay in expenses over
time. It uses the same hypothetical conditions other funds
use in their prospectuses: $10,000 initial investment, 5%
total return each year and no changes in expenses. The
figures shown would be the same whether you sold your
shares at the end of a period or kept them. Because actual
returns and expenses will be different, the example is for
comparison only.

Concepts to understand

Investment advisory fee: the fee paid to the investment
adviser for managing the fund's portfolio.

Shareholder services fee: the fee paid to the fund's
distributor for providing shareholder services to the holders
of Investor shares.

Other expenses: fees paid by the fund for the most recent
fiscal year, including an administration fee of 0.129% (based
on certain assets of the funds in the Mellon Funds Trust in the
aggregate) payable to Mellon Bank, N.A. for providing or
arranging for fund accounting, transfer agency, and certain
other fund administration services, and miscellaneous items
such as custody and professional service fees. The fund also
makes payments to certain financial intermediaries, including
affiliates, who provide sub-administration, recordkeeping
and/or sub-transfer agency services to beneficial owners of
the fund.




Mellon Small Cap Stock Fund

GOAL/APPROACH

The fund seeks capital appreciation. This objective
may be changed without shareholder approval. To
pursue its goal, the fund normally invests at least
80% of its assets in stocks of small-capitalization
companies. The fund may purchase securities of
companies in initial public ofterings (IPOs) or
shortly thereafter. The fund invests in growth and
value stocks, which are chosen through a disci-
plined investment process that combines computer
modeling techniques, fundamental analysis and risk
management. The fund’s investment process is
designed to provide investors with investment
exposure to sector weightings and risk characteris-
tics generally similar to those of Standard & Poor’s
SmallCap 600 Index (S&P SmallCap 600).

In selecting securities, the investment adviser uses

computer models to identify and rank stocks with-

in an industry or sector, based on several character-

istics, including:

o value, or how a stock is priced relative to its per-
ceived intrinsic worth

o growth, in this case the sustainability or growth
of earnings

o financial profile, which measures the financial
health of the company

The investment adviser uses fundamental analysis to
determine the strengths and weaknesses of sectors,
industries and individual companies. The invest-
ment adviser uses a variety of sources, including
internal as well as Wall Street research, and compa-
ny management to stay abreast of current develop-

ments.

The investment adviser manages risk by diversifying
across companies and industries, seeking to limit the
potential adverse impact from any one stock or
industry. The fund is structured so that its sector
weightings and risk characteristics are generally
similar to those of the S&P SmallCap 600.

Concepts to understand

Small-capitalization companies: generally new and often
entrepreneurial companies. The market capitalization range
of companies that the fund considers to be small-
capitalization companies is generally that of companies
included in the S&P SmallCap 600 at the time of purchase.
Small-cap companies can, if successful, grow faster than
larger-cap companies and typically use any profits for
expansion rather than for paying dividends. Their share prices
are more volatile than those of larger companies. Small
companies fail more often.

Computer models: proprietary computer models that
evaluate and rank a large universe of stocks. The models
screen each stock for relative attractiveness within its
economic sector and industry. The investment adviser reviews
each of the screens on a regular basis, and maintains the
flexibility to adapt the screening criteria to changes in market
conditions.

S&P SmallCap 600: an unmanaged index consisting of the
stocks of 600 publicly traded U.S. companies chosen for
market size, liquidity and industry-group representation.
The stocks comprising the S&P SmallCap 600 have market
capitalizations generally ranging between $50 million

and $4 billion. This range may fluctuate depending on
changes in the value of the stock market as a whole.
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MAIN RISKS

The fund’s principal risks are discussed below. The

value of your investment in the fund will fluctuate,

sometimes dramatically, which means that you

could lose money.

o

o

Market risk. The market value of a security may
decline due to general market conditions that are
not specifically related to a particular company,
such as real or perceived adverse economic con-
ditions, changes in the general outlook for corpo-
rate earnings, changes in interest or currency rates
or adverse investor sentiment generally. A securi-
ty’s market value also may decline because of fac-
tors that affect a particular industry or industries,
such as labor shortages or increased production
costs and competitive conditions within an
industry.

Lssuer risk. The value of a security may decline for
a number of reasons which directly relate to the
issuer, such as management performance, financial
leverage and reduced demand for the issuer’s
products or services.

Small company risk. Small companies carry addi-
tional risks because their operating histories tend
to be more limited, their earnings and revenues
less predictable (and some companies may be
experiencing significant losses), and their share
prices more volatile than those of larger, more
established companies. The shares of smaller com-
panies tend to trade less frequently than those of
larger, more established companies, which can
adversely affect the pricing of these securities and
the fund’s ability to sell these securities. These
companies may have limited product lines, mar-
kets, or financial resources, or may depend on a
limited management group. Some of the fund’s
investments will rise and fall based on investor
perception rather than economic factors. Other
investments, including special situations, are made
in anticipation of future products and services or
events whose delay or cancellation could cause
the stock price to drop.

o Stock selection risk. Although the fund seeks to

manage risk by broadly diversifying among
industries and by maintaining a risk profile gen-
erally similar to the S&P SmallCap 600, the fund
is expected to hold fewer securities than the
index. Owning fewer securities and the ability to
purchase companies not listed in the index can
cause the fund to underperform the index.

Growth and value stock risk. By investing in a mix
of growth and value companies, the fund assumes
the risks of both. Investors often expect growth
companies to increase their earnings at a certain
rate. If these expectations are not met, investors
can punish the stocks inordinately, even if earnings
do increase. In addition, growth stocks typically
lack the dividend vyield that can cushion stock
prices in market downturns. Value stocks involve
the risk that they may never reach what the port-
folio managers believe is their full market value,
either because the market fails to recognize the
stock’s intrinsic worth, or the portfolio managers
misgauged that worth. They also may decline in
price even though in theory they are already
undervalued.



o

o

o

IPO risk. The fund may purchase securities of
companies in IPOs. The prices of securities pur-
chased in IPOs can be very volatile. The eftect of
IPOs on the fund’s performance depends on a
variety of factors, including the number of IPOs
the fund invests in relative to the size of the fund
and whether and to what extent a security pur-
chased in an IPO appreciates or depreciates in
value. As a fund’s asset base increases, IPOs often
have a diminished effect on such fund’s perfor-
mance.

Foreign investment risk. To the extent the fund
invests in foreign securities, the fund’s perfor-
mance will be influenced by political, social and
economic factors affecting investments in foreign
companies. Special risks associated with invest-
ments in foreign companies include exposure to
currency fluctuations, less liquidity, less developed
or less efficient trading markets, lack of compre-
hensive company information, political and eco-
nomic instability and differing auditing and legal
standards.

Foreign currency risk. Investments in foreign cur-
rencies are subject to the risk that those currencies
will decline in value relative to the U.S. dollar, or,
in the case of hedged positions, that the U.S. dol-
lar will decline relative to the currency being
hedged. Currency rates in foreign countries may
fluctuate significantly over short periods of time. A
decline in the value of foreign currencies relative
to the U.S. dollar will reduce the value of securi-
ties held by the fund and denominated in those
currencies. Foreign currencies also are subject to
risks caused by inflation, interest rates, budget
deficits and low savings rates, political factors and
government controls.

Other potential risks

Under adverse market conditions, the fund could invest some
or all of its assets in U.S. Treasury securities and money
market securities. Although the fund would do this for
temporary defensive purposes, it could reduce the benefit
from any upswing in the market. During such periods, the
fund may not achieve its investment objective.

At times, the fund may engage in short-term trading, which
could produce higher transaction costs and taxable
distributions and lower the fund's after-tax performance.

The fund may lend its portfolio securities to brokers, dealers
and other financial institutions. In connection with such loans,
the fund will receive collateral from the borrower equal to at
least 100% of the value of the loaned securities. If the
borrower of the securities fails financially, there could be
delays in recovering the loaned securities or exercising rights
to the collateral.
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PAST PERFORMANCE

The bar chart and tables shown on the next page
illustrate the risks of investing in the fund. Before the
fund commenced operations, substantially all of the
assets of a predecessor common trust fund (CTF)
that, in all material respects, had the same invest-
ment objective, policies, guidelines and restrictions
as the fund were transferred to the fund. The bar
chart on the next page shows you how the perfor-
mance of the fund’s Class M shares has varied from
year to year. The top table compares the perfor-
mance of the fund’s Class M shares over time to that
of the S&P SmallCap 600, an unmanaged index of
small-cap stock performance. Please note that the
performance figures for the fund’s Class M shares in
the bar chart and top table do not reflect the impact
of any applicable taxes and represent the perfor-
mance of the predecessor CTF through October 1,
2000, adjusted to reflect the fund’s fees and expens-
es, by subtracting from the actual performance of
the CTF the expenses of the fund’s Class M shares
(net of any fee waivers and expense reimburse-
ments), and the performance of the fund’s Class M
shares thereafter. The predecessor CTF was not reg-
istered under the Investment Company Act of 1940
(1940 Act) and therefore was not subject to certain
investment restrictions that might have adversely

affected performance.

The bottom table on the next page compares the
performance of the funds Class M shares and
Investor shares to that of the S&P SmallCap 600 for
various periods since the date the fund commenced
operations as an investment company registered
under the 1940 Act (October 2, 2000). These per-
formance figures for the fund’s Class M shares are
shown before and after taxes and do not reflect the

predecessor CTF’s performance.

After-tax performance is shown only for Class M
shares. After-tax performance of the fund’s Investor
shares will vary. After-tax returns are calculated using
the historical highest individual federal marginal
income tax rates, and do not reflect the impact of state
and local taxes. Actual after-tax returns depend on the
investor’s tax situation and may differ from those
shown, and the after-tax returns shown are not rele-
vant to investors who hold their shares through tax-
deferred arrangements such as 401(k) plans or indi-

vidual retirement accounts.

All returns assume reinvestment of dividends and
distributions. Of course, past performance (before
and after taxes) is no guarantee of future results.
Performance for each share class will vary due to

differences in expenses.



Year-by-year total return as of 12/31 each year (%)*

Class M shares
40.64

30.88

-15.83
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Best Quarter: Q4 '99 +26.91%
Worst Quarter: Q3 '98 -22.68%

The year-to-date total return of the fund’s Class M shares as of 9/30/07
was 10.82%.

Average annual total return as of 12/31/06

Since
inception
1 Year 5 Years (1/1/98)
Mellon Small Cap
Stock Fund -
Class M shares 10.67% 9.27% 8.08%*
S&P SmallCap 600 15.12% 12.49% 10.12%

Average annual total return as of 12/31/06

Share class/ Since
inception date 1 Year 5 Years inception

Class M shares
(10/2/00)
returns before taxes 10.67% 9.27% 7.44%

Class M shares
returns affer taxes
on distributions 8.23% 8.22% 6.62%

Class M shares
returns after taxes
on distributions and

sale of fund shares 10.17% 8.02% 6.45%
Investor shares

(7/11/01)

returns before taxes 10.43% 9.02% 9.15%

S&P SmallCap 600
reflects no deduction for
fees, expenses or taxes 15.12% 12.49% 1.22%**

* Reflects the performance of the predecessor CTF through 10/1/00.
** From inception of Class M shares. For comparative purposes, the value
of the index on 9/30/00 is used as the beginning value on 10/2/00.
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EXPENSES

As an investor, you pay certain fees and expenses in
connection with the fund, which are described in
the table below. Because annual fund operating
expenses are paid out of fund assets, their effect is
included in the share price. The fund has no sales
charge (load) or Rule 12b-1 distribution fees.

Fee table
Class M Investor
shares shares
Annual fund operating expenses
% of average daily net assets
Investment advisory fees 0.85% 0.85%
Shareholder services fee none 0.25%
Other expenses 0.16% 0.16%
Total 1.01% 1.26%

Expense example

1 Year 3 Years 5 Years 10 Years

Class M shares $103 $322 $558 $1,236
Investor shares $128 $400 $692 $1,523

This example shows what you could pay in expenses over
time. It uses the same hypothetical conditions other funds
use in their prospectuses: $10,000 initial investment, 5%
total return each year and no changes in expenses. The
figures shown would be the same whether you sold your
shares at the end of a period or kept them. Because actual
returns and expenses will be different, the example is for
comparison only.

Concepts to understand

Investment advisory fee: the fee paid to the investment
adviser for managing the fund's portfolio.

Shareholder services fee: the fee paid to the fund's
distributor for providing shareholder services to the holders
of Investor shares.

Other expenses: fees paid by the fund for the most recent
fiscal year, including an administration fee of 0.129% (based
on certain assets of the funds in the Mellon Funds Trust in the
aggregate) payable to Mellon Bank, N.A. for providing or
arranging for fund accounting, transfer agency, and certain
other fund administration services, and miscellaneous items
such as custody and professional service fees. The fund also
makes payments to certain financial intermediaries, including
affiliates, who provide sub-administration, recordkeeping
and/or sub-transfer agency services to beneficial owners of
the fund.




Mellon U.S. Core Equity 130/30 Fund

GOAL/APPROACH

The fund seeks capital appreciation. This objective
may be changed without shareholder approval. To
pursue this goal, the fund normally invests at least
80% of its net assets in equity securities. The fund
focuses on growth and value stocks of large cap
companies. The fund intends to take both long and
short positions in stocks chosen through a disci-
plined investment process that combines computer
modeling techniques, fundamental analysis and risk
management. The fund’s equity investments may
include common stocks, preferred stocks, convert-
ible securities, warrants and securities issued by real
estate investment trusts (REITs). REITSs are pooled
investment vehicles that invest primarily in income-
producing real estate or loans related to real estate.
Although the fund typically invests in seasoned
issuers, it may purchase securities of companies in

initial public offerings (IPOs) or shortly thereafter.

In selecting securities, the fund’s portfolio managers
use a computer model to identify and rank stocks
within an industry or sector, based on several char-
acteristics, including:

o value, or how a stock is priced relative to its per-
ceived intrinsic worth

o growth, in this case the sustainability or growth
of earnings

o financial profile, which measures the financial
health of the company

Next, based on fundamental analysis, the portfolio
managers generally select to buy “long” the most
attractive of the higher ranked securities, drawing
on a variety of sources, including internal as well as

Wall Street research, and company management.

The portfolio managers generally select to sell
“short” those stocks identified by the computer
model and fundamental analysis as being likely to
underperform. The fund intends to reinvest the
proceeds from its short sales by taking additional
long positions in stocks. This investment technique
is known as “leverage,” which increases risk and

may magnify the fund’s gains or losses.

When the fund takes a long position, it purchases
the stock outright in anticipation of an increase in
the market price of the stock. When the fund takes
a short position, it sells at the current market price
a stock it has borrowed in anticipation of a decline
in the market price of the stock. Normally, up to
130% of the fund’s assets will be in long positions in
stocks and securities with equity-like characteris-
tics, and approximately 30% of the fund’s assets will
be in short positions.

The portfolio managers diversify the fund’s portfo-
lio positions across companies and industries, seek-
ing to limit the potential adverse impact from any
one stock or industry. The fund is structured so that
its sector weightings and risk characteristics, such as
growth, size, quality and yield, are generally similar
to those of the Standard & Poors® 500 Composite
Stock Price Index (S&P 500), the fund’s bench-

mark.

The fund also may invest in exchange traded funds
(ETFs) and similarly structured pooled investments
in order to provide exposure to certain equity mar-
kets while maintaining liquidity. The fund also may
engage in short sales of ETFs and similarly struc-

tured pooled investments.
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The fund may, but is not required to, use derivatives,
such as futures, options, forward contracts and swap
agreements, as a substitute for investing directly in
an underlying asset, to increase returns, to manage
foreign currency risk, or as part of a hedging strat-
egy. The portfolio managers also may employ finan-
cial instruments, such as futures, options, forward
contracts, swaps, ETFs and other derivative instru-
ments, as an alternative to selling a security short.
The fund will be required to segregate liquid assets
(or otherwise cover) in an amount equal to its
obligations to purchase the securities it sells short,
and with respect to its positions in certain deriva-
tives. The requirement to segregate assets limits the
fund’s leveraging of its investments. The use of
leverage, however, may cause the fund to liquidate
portfolio positions when it would not be advanta-

geous to do so in order to satisfy its obligations.

Concepts to understand

Short selling: when the fund takes a short position, it sells a
security it has borrowed, with the expectation that the
security will decline in value. To complete or close out the
short sale transaction, the fund buys the same security in the
market and returns it to the lender. The fund makes money if
the market price of the stock goes down after the short sale.
Conversely, if the market price of the stock goes up after the
short sale, the fund will lose money because it will have to
pay more to replace the borrowed stock than it received when
it sold the stock short. The fund's potential loss is limited only
by the maximum attainable price of the security less the price
at which the security was sold by the fund. Short-selling is
considered “leverage” and may involve substantial risk.

Large cap companies: generally, established companies that
are considered “known quantities,” with market
capitalizations of $5 billion or more at the time of purchase.
Large companies often have the resources to weather
economic shifts, though they can be slower to innovate than
small companies.

Computer model: a proprietary model that evaluates and
ranks a large universe of stocks. The model screens each
stock for relative attractiveness within its economic sector
and industry. The portfolio managers review each of the
screens on a regular basis, and maintain the flexibility to
adapt the screening criteria to changes in market conditions.

S&P 500: an unmanaged index of 500 common stocks
chosen to reflect the industries of the U.S. economy. The S&P
500 is often considered a proxy for the stock market in
general.




MAIN RISKS

The fund’s principal risks are discussed below. The

value of your investment in the fund will fluctuate,

sometimes dramatically, which means you could

lose money.

o

o

Market risk. The market value of a security may
decline due to general market conditions that are
not specifically related to a particular company,
such as real or perceived adverse economic con-
ditions, changes in the general outlook for corpo-
rate earnings, changes in interest or currency rates
or adverse investor sentiment generally. A securi-
ty’s market value also may decline because of fac-
tors that affect a particular industry or industries,
such as labor shortages or increased production
costs and competitive conditions within an
industry.

Lssuer risk. The value of a security may decline for
a number of reasons which directly relate to the
issuer, such as management performance, financial
leverage and reduced demand for the issuer’
products or services.

Short sale risk. Short sales involve selling a securi-
ty the fund does not own in anticipation that the
security’s price will decline. Short sales may
involve substantial risk and “leverage.” Short sales
expose the fund to the risk that it will be required
to buy the security sold short (also known as
“covering” the short position) at a time when the
security has appreciated in value, thus resulting in
a loss to the fund. Short positions in stocks
involve more risk than long positions in stocks
because the maximum sustainable loss on a stock
purchased is limited to the amount paid for the
stock plus the transaction costs, whereas there is
no maximum attainable price on the shorted
stock. In theory, stocks sold short have unlimited
risk. The fund may not always be able to close out
a short position at a particular time or at an
acceptable price. The fund may not always be able
to borrow a security the fund seeks to sell short
at a particular time or at an acceptable price.
Thus, there is a risk that the fund may be unable
to fully implement its investment strategy due to
a lack of available stocks or for some other reason.
It is possible that the market value of the securi-
ties the fund holds in long positions will decline
at the same time that the market value of the
securities the fund has sold short increases, there-
by increasing the fund’s potential volatility.

o Leveraging risk. Leveraging occurs when the fund

increases its assets available for investment using
borrowings or similar transactions. Short sales
involve borrowing securities and then selling
them; thus, the fund’s short sales positions eftec-
tively leverage the fund’s assets. The use of lever-
age, including short sales and other forms of
leverage such as engaging in reverse repurchase
agreements, lending portfolio securities, entering
into futures contracts, and engaging in forward
commitment transactions, may magnify the fund’s
gains or losses.

Growth and value stock risk. By investing in a mix
of growth and value companies, the fund assumes
the risks of both. Investors often expect growth
companies to increase their earnings at a certain
rate. If these expectations are not met, investors
can punish the stocks inordinately, even if earn-
ings do increase. In addition, growth stocks typi-
cally lack the dividend yield that can cushion
stock prices in market downturns. Value stocks
involve the risk that they may never reach what
the portfolio managers believe is their full market
value, either because the market fails to recognize
the stock’s intrinsic worth, or the portfolio man-
agers misgauged that worth. They also may
decline in price even though in theory they are
already undervalued.

Stock selection risk. Although the fund seeks to
manage risk by broadly diversifying among
industries and by maintaining a risk profile gen-
erally similar to the S&P 500, the fund 1s expect-
ed to hold fewer securities than the index.

Derivatives risk. The fund may use derivative
instruments, such as options, futures and options
on futures (including those relating to stocks,
indexes and foreign currencies), swaps and for-
ward contracts. A small investment in derivatives
could have a potentially large impact on the
fund’s performance. The use of derivatives
involves risks different from, or possibly greater
than, the risks associated with investing directly
in the underlying assets. Derivatives can be high-
ly wvolatile, illiquid and difficult to value, and
there is the risk that changes in the value of a
derivative held by the fund will not correlate
with the underlying instruments or the fund’s
other investments. Derivative instruments also
involve the risk that a loss may be sustained as a

Mellon U.S. Core Equity 130/30 Fund 25



MELLON U.S. CORE EQUITY 130/30 FUND - MAIN RISKS (continued)

26

result of the failure of the counterparty to the
derivative instruments to make required pay-
ments or otherwise comply with the derivative
instruments’ terms.

Additionally, some derivatives the fund may use
may involve economic leverage, which could
increase the volatility of these instruments as they
may increase or decrease in value more quickly
than the underlying security, index, futures con-
tract, or other economic variable. The fund may
be required to segregate permissible liquid assets
to cover its obligations relating to its purchase of
derivative instruments.

ETF risk. ETFs in which the fund may invest
involve certain inherent risks generally associated
with investments in a portfolio of common
stocks, including the risk that the general level of
stock prices may decline, thereby adversely affect-
ing the value of each unit of the ETE Moreover,
an ETF may not fully replicate the performance
of'its benchmark index because of the temporary
unavailability of certain index securities in the
secondary market or discrepancies between the
ETF and the index with respect to the weighting
of securities or the number of stocks held.
Investing in ETFs, which are investment compa-
nies, may involve duplication of advisory fees and
certain other expenses.

Other potential risks

Under adverse market conditions, the fund could invest some
or all of its assets in U.S. Treasury securities and money
market securities. Although the fund would do this for
temporary defensive purposes, it could reduce the benefit
from any upswing in the market. During such periods, the
fund may not achieve its investment objective.

Although the fund invests principally in the securities of U.S.
issuers, it may invest in American Depositary Receipts and
Shares (ADRs), which are U.S. dollar denominated securities
that represent indirect ownership of securities issued by
foreign companies, and, to a limited extent, in foreign
securities and securities issued by foreign companies that are
listed on U.S. exchanges. The securities of foreign issuers
carry additional risks such as less liquidity, changes in
currency exchange rates, a lack of comprehensive company
information, differing auditing and legal standards and
political and economic instability.

The fund may purchase securities of companies in IPOs. The
prices of securities purchased in IPOs can be very volatile.
The effect of IPOs on the fund’s performance depends on a
variety of factors, including the number of IPOs the fund
invests in relative to the size of the fund and whether and to
what extent a security purchased in an IPO appreciates or
depreciates in value. As a fund's asset base increases, IPOs
often have a diminished effect on such fund's performance.

At times, the fund may engage in short-term trading, which
could produce higher transaction costs and taxable
distributions and lower the fund's after-tax performance.

The fund may lend its portfolio securities to brokers, dealers
and other financial institutions. In connection with such loans,
the fund will receive collateral from the borrower equal to at
least 100% of the value of the loaned securities. If the
borrower of the securities fails financially, there could be
delays in recovering the loaned securities or exercising rights
to the collateral.




PAST PERFORMANCE

Since the fund has less than one full calendar year
of performance, past performance information is

not included in this section of the prospectus.

Mellon U.S.

Core Equity 130/30 Fund
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EXPENSES

As an investor, you pay certain fees and expenses in
connection with the fund, which are described in
the table below. Because annual fund operating
expenses are paid out of fund assets, their effect is
included in the share price. The fund has no sales
charge (load) or Rule 12b-1 distribution fees.

Fee table
Class M Investor
shares shares
Annual fund operating expenses
% of average daily net assets
Investment advisory fees 0.80% 0.80%
Shareholder services fee none 0.25%
Other expenses
Substitute dividend expense on
securities sold short 0.35% 0.35%
Remainder of other expenses 0.50% 0.50%
Total 1.65% 1.90%

Expense example

1Year 3 Years

Class M shares $168 $520
Investor shares $193 $597

This example shows what you could pay in expenses over
time. It uses the same hypothetical conditions other funds
use in their prospectuses: $10,000 initial investment, 5%
total return each year and no changes in expenses. The
figures shown would be the same whether you sold your
shares at the end of a period or kept them. Because actual
returns and expenses will be different, the example is for
comparison only.

Concepts to understand

Investment advisory fee: the fee paid to the investment
adviser for managing the fund's portfolio. The investment
adviser has contractually agreed, until August 31, 2008, to
waive receipt of its fees and/or assume the expenses of the
fund so that the direct expenses of none of the classes
(excluding shareholder services fees, taxes, brokerage
commissions, interest, commitment fees on borrowings,
prime broker fees, substitute dividend expenses on securities
sold short and extraordinary expenses) exceed 1.05%.

Shareholder services fee: the fee paid to the fund's
distributor for providing shareholder services to the holders
of Investor shares.

Other expenses: the estimated amounts to be paid by the
fund as substitute dividend expenses on securities borrowed
for the settlement of short sales, estimated fees to be paid by
the fund to its prime broker in connection with short selling
transactions, and other estimated fees to be paid by the fund,
including an administration fee of 0.132% (based on certain
assets of the funds in the Mellon Funds Trust in the
aggregate) payable to Mellon Bank, N.A. for providing or
arranging for fund accounting, transfer agency and certain
other fund administration services, and miscellaneous items
such as custody and professional service fees. The fund also
makes payments to certain financial intermediaries, including
affiliates, who provide sub-administration, recordkeeping
and/or sub-transfer agency services to beneficial owners of
the fund. Actual expenses may be greater or less than the
amounts listed in the table above.




Mellon International Fund

GOAL/APPROACH

The fund seeks long-term capital growth. This
objective may be changed without shareholder
approval. To pursue its goal, the fund normally
invests at least 65% of its total assets in equity secu-

rities of foreign issuers.

The fund invests most of its cash inflows received
since June 30, 2005 in accordance with a core
investment style. The portion of the fund’s total
assets as of June 30, 2005 (approximately $1.7 bil-
lion) is invested in companies that the investment
adviser considers to be “value” companies. Pursuant
to the core investment style, under normal circum-
stances, at least 80% of the fund’s cash inflows allo-
cated to this style is invested in equity securities of
companies located in the foreign countries repre-
sented in the Morgan Stanley Capital International
(MSCI) Europe, Australasia and Far East (EAFE®)
Index and Canada. The fund’s equity investments
may include common stocks, preferred stocks and
convertible securities, including those purchased in
initial public offerings or shortly thereafter. The
fund may invest in companies of any size. To a lim-
ited extent, the fund may invest in debt securities of
foreign issuers. Though not specifically limited, the
fund ordinarily will invest the portion of its assets
allocated to the core investment style in a broad
range of (and in any case at least five different)
countries, and will invest the portion of its assets
allocated to the value investment style in at least ten
foreign countries. The fund will limit its invest-
ments in any single company to no more than 5%

of its assets at the time of purchase.

The allocation of the cash inflows (purchases of
fund shares and reinvested distributions) as well as
outflows (redemptions and expense items) is at the
discretion of the investment adviser depending on
the circumstances. Under normal conditions, how-
ever, generally between 90% to 100% of cash
inflows will be allocated to the core investment
style and cash outflows will be allocated propor-
tionately based approximately on the size of the
fund’s portfolio managed in accordance with the
core and value investment styles, respectively. These
allocation percentages may be changed from time
to time, including when cash outflows are of a de

minimus amount.

The fund invests in stocks that appear to be under-
valued (as measured by their price/earnings ratios),
but stocks purchased pursuant to the core invest-
ment style may have value and/or growth charac-
teristics. The core investment style portfolio manag-
er employs a bottom-up investment approach
which emphasizes individual stock selection. The
core investment style portfolio manager considers:
o stock selection, using proprietary quantitative
models and traditional qualitative analysis to
identify attractive stocks with low relative price
multiples and positive trends in earnings forecasts
o country allocations, generally seeking to allocate
country weightings in accordance with the EAFE
Index, but deviations from the EAFE Index
country weightings may occur
o sector and industry allocations, grouping stocks
into micro-universes of similar companies within
each country to facilitate comparisons and using
the sector allocations of the EAFE Index as a

guide, but allocations may differ from those of the
EAFE Index
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The core investment style stock selection process is
designed to produce a diversified portfolio that, rel-
ative to the EAFE Index, has a below-average
price/earnings ratio and an above-average earnings

growth trend.

The fund’s value investment style is research driven
and risk averse. In selecting stocks, the value style
portfolio manager identifies potential investments
through extensive quantitative and fundamental
research. Emphasizing individual stock selection
rather than economic and industry trends, this por-
tion of the fund’s portfolio focuses on three key fac-
tors:

o value, or how a stock is valued relative to its

intrinsic worth based on traditional value mea-
sures

o business health, or overall efficiency and prof-
itability as measured by return on assets and
return on equity

o business momentum, or the presence of a cata-
lyst (such as corporate restructuring or change in
management or spin off) that potentially will
trigger a price increase near term or midterm

Each portfolio manager typically sells a stock when
it appears less likely to benefit from the current
market and economic environment, shows deterio-
rating fundamentals or declining momentum, or

falls short of the investment adviser’s expectations.

The fund may invest in American Depository
Receipts (ADRs), which are U.S. dollar denominat-
ed securities that represent indirect ownership of
securities issued by foreign companies, and, to a
limited extent, in foreign securities and securities
issued by foreign companies that are listed on U.S.
exchanges. The fund also may invest in exchange
traded funds (ETFs) and similarly structured pooled
investments in order to provide exposure to certain

equity markets while maintaining liquidity.

The fund may, but is not required to, use derivatives,
such as futures and options, and forward contracts,
as a substitute for taking a position in an underlying
asset, to increase returns, to manage foreign curren-

cy risk or as part of a hedging strategy.

Concepts to understand

Growth companies: companies whose earnings are expected
to grow faster than the overall market. Often, growth stocks
have relatively higher price-to-earnings, price-to-book and
price-to-sales ratios, and tend to be more volatile than value
stocks.

Value companies: companies that appear underpriced
according to certain financial measurements of their intrinsic
worth or business prospects (such as price-to-earnings or
price-to-book ratios). For international investing, “value" is
determined relative to a company's home market and its
global sector. Because a stock can remain undervalued for
years, value investors often look for factors that could trigger
arise in price.

Foreign company: a company (i) organized under the laws of
a foreign country; (ii) whose principal trading market is in a
foreign country; or (iii) with a majority of its assets or
business outside the U.S.

MSCI EAFE Index: an unmanaged market-capitalization-
weighted index that is designed to measure the equity market
performance of publicly-traded stocks issued by companies in
developed markets, excluding the United States and Canada.




MAIN RISKS

The fund’s principal risks are discussed below. The
value of your investment in the fund will fluctuate,
sometimes dramatically, which means that you

could lose money.

o Market risk. The market value of a security may
decline due to general market conditions that are
not specifically related to a particular company,
such as real or perceived adverse economic con-
ditions, changes in the general outlook for corpo-
rate earnings, changes in interest or currency rates
or adverse investor sentiment generally. A securi-
ty’s market value also may decline because of fac-
tors that affect a particular industry or industries,
such as labor shortages or increased production
costs and competitive conditions within an
industry.

o Issuer risk. The value of a security may decline for
a number of reasons which directly relate to the
issuer, such as management performance, financial
leverage and reduced demand for the issuer’s
products or services.

o Foreign investment risk. The fund’s performance
will be influenced by political, social and econom-
ic factors affecting investments in foreign compa-
nies. Special risks associated with investments in
foreign companies include exposure to currency
fluctuations, less liquidity, less developed or less
efficient trading markets, lack of comprehensive
company information, political and economic
instability and differing auditing and legal stan-
dards.

o Foreign currency risk. Investments in foreign curren-

cies are subject to the risk that those currencies
will decline in value relative to the U.S. dollar, or,
in the case of hedged positions, that the U.S. dollar
will decline relative to the currency being hedged.
Currency rates in foreign countries may fluctuate
significantly over short periods of time. A decline
in the value of foreign currencies relative to the
U.S. dollar will reduce the value of securities held
by the fund and denominated in those currencies.
Foreign currencies also are subject to risks caused
by inflation, interest rates, budget deficits and low
savings rates, political factors and government
controls.

Country and Sector Allocation Risk. While the port-
folio managers use the country and sector weight-
ings of the fund’s benchmark index as a guide in
structuring the fund’s portfolio, they may over-
weight or underweight certain countries or sectors
relative to the index. This may cause the fund’s per-
formance to be more or less sensitive to develop-
ments affecting those countries or sectors.

Small and midsize company risk. Small and midsize
companies carry additional risks because their
earnings and revenues tend to be less predictable
(and some companies may be experiencing sig-
nificant losses), and their share prices more
volatile than those of larger, more established
companies. The shares of smaller companies tend
to trade less frequently than those of larger, more
established companies, which can adversely affect
the pricing of these securities and the fund’s abil-
ity to sell these securities. These companies may
have limited product lines, markets, or financial
resources, or may depend on a limited manage-
ment group. Some of the fund’s investments will
rise and fall based on investor perception rather
than economic factors. Other investments, includ-
ing special situations, are made in anticipation of
future products or services or events whose delay
or cancellation could cause the stock price to

drop.
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o Derivatives risk. The fund may use derivative

instruments, such as options, futures and options
on futures (including those relating to securities,
indexes and foreign currencies) and forward con-
tracts. A small investment in derivatives could
have a potentially large impact on the fund’s per-
formance. The use of derivatives involves risks
different from, or possibly greater than, the risks
associated with investing directly in the underly-
ing assets. Derivatives can be highly volatile, illig-
uid and difficult to value, and there is the risk that
changes in the value of a derivative held by the
fund will not correlate with the underlying
instruments or the funds other investments.
Derivative instruments also involve the risk that a
loss may be sustained as a result of the failure of
the counterparty to the derivative instruments to
make required payments or otherwise comply
with the derivative instruments’ terms.

Growth and value stock risk. By investing in a mix
of growth and value companies, the fund assumes
the risks of both. Investors often expect growth
companies to increase their earnings at a certain
rate. If these expectations are not met, investors
can punish the stocks inordinately, even if
earnings do increase. In addition, growth stocks
typically lack the dividend yield that can cushion
stock prices in market downturns. Value stocks
involve the risk that they may never reach what
the portfolio manager believes is their full market
value, either because the market fails to recognize
the stock’s intrinsic worth or the portfolio
manager misgauged that worth. They also may
decline in price, even though in theory they are
already undervalued.

ETF risk. ETFs in which the fund may invest
involve certain inherent risks generally associated
with investments in a portfolio of common
stocks, including the risk that the general level of
stock prices may decline, thereby adversely affect-
ing the value of each unit of the ETE Moreover,
an ETF may not fully replicate the performance
of its benchmark index because of the temporary
unavailability of certain index securities in the
secondary market or discrepancies between the
ETF and the index with respect to the weighting
of securities or the number of stocks held.
Investing in ETFs, which are investment compa-
nies, may involve duplication of advisory fees and
certain other expenses.

Other potential risks

Under adverse market conditions, the fund could invest
some or all of its assets in the securities of U.S. issuers,

U.S Treasury securities and money market securities. Although
the fund would do this for temporary defensive purposes, it
could reduce the benefit from any upswing in the market.
During such periods, the fund may not achieve its investment
objective.

The fund may lend its portfolio securities to brokers, dealers
and other financial institutions. In connection with such loans,
the fund will receive collateral from the borrower equal to at
least 100% of the value of the loaned securities. If the
borrower of the securities fails financially, there could be
delays in recovering the loaned securities or exercising rights
to the collateral.

The fund may purchase securities of companies in initial
public offerings (IPOs). The prices of securities purchased in
IPOs can be very volatile. The effect of IPOs on the fund's
performance depends on a variety of factors, including the
number of IPOs the fund invests in relative to the size of the
fund and whether and to what extent a security purchased in
an IPO appreciates or depreciates in value. As a fund's asset
base increases, IPOs often have a diminished effect on such
fund's performance.




PAST PERFORMANCE

The bar chart and tables shown on the next page
illustrate the risks of investing in the fund. Before
the fund commenced operations, substantially all of
the assets of a predecessor common trust fund
(CTF) that, in all material respects, had the same
investment objective, policies, guidelines and
restrictions as the fund (and the assets of another
CTF) were transferred to the fund.The bar chart on
the next page shows you how the performance of
the fund’s Class M shares has varied from year to
year.The top table compares the performance of the
fund’s Class M shares over time to that of the
Morgan Stanley Capital International (MSCI)
Europe, Australasia, Far East (EAFE®) Index, an
unmanaged index designed to measure the perfor-
mance of stocks issued by foreign companies in
developed markets. Please note that the perfor-
mance figures for the fund’s Class M shares in the
bar chart and top table do not reflect the impact of
any applicable taxes and represent the performance
of the predecessor CTF through October 1, 2000,
adjusted to reflect the fund’s fees and expenses, by
subtracting from the actual performance of the
CTF the expenses of the fund’s Class M shares (net
of any fee waivers and expense reimbursements),
and the performance of the fund’s Class M shares
thereafter. The predecessor CTF was not registered
under the Investment Company Act of 1940 (1940
Act) and therefore was not subject to certain invest-
ment restrictions that might have adversely affected

performance.

The bottom table on the next page compares the
performance of the funds Class M shares and
Investor shares to that of the MSCI EAFE® Index
for various periods since the date the fund com-
menced operations as an investment company reg-
istered under the 1940 Act (October 2,2000).These
performance figures for the fund’s Class M shares
are shown before and after taxes and do not reflect

the predecessor CTF’s performance.

After-tax performance is shown only for Class M
shares. After-tax performance of the fund’s Investor
shares will vary. After-tax returns are calculated
using the historical highest individual federal mar-
ginal income tax rates, and do not reflect the impact
of state and local taxes. Actual after-tax returns
depend on the investor’s tax situation and may dif-
fer from those shown, and the after-tax returns
shown are not relevant to investors who hold their
shares through tax-deferred arrangements such as

401(k) plans or individual retirement accounts.

All returns assume reinvestment of dividends and
distributions. Of course, past performance (before
and after taxes) is no guarantee of future results.
Performance for each share class will vary due to

differences in expenses.
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Year-by-year total return as of 12/31 each year (%6)*

Class M shares
39.29

-10.41

-12.60

97 98 99 00 O 02 03 04 05 ©06

Best Quarter: Q2 '03 +21.72%
Worst Quarter: Q3 '02 -20.36%

The year-to-date total return of the fund’s Class M shares as of 9/30/07
was 6.82%.
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Average annual total return as of 12/31/06

Inception Since
date 1 Year 5 Years inception

Mellon
International Fund -
Class M

shares (715/98) 23.73% 15.60% 8.72%*
MSCI EAFE®
Index (7/31/98) 26.34% 14.98% 6.97%

Average annual total return as of 12/31/06

Share class/ Since
inception date 1 Year 5 Years inception

Class M shares
(10/2/00)
returns before taxes 23.73% 15.60% 10.82%

Class M shares
returns after taxes
on distributions 21.23% 14.46% 9.87%

Class M shares
returns affer taxes
on distributions and

sale of fund shares 18.29% 13.51% 9.28%
Investor shares

@/mjon

returns before taxes 23.42% 15.26% 13.37%

MSCI EAFE © Index
reflects no deduction for
fees, expenses or taxes 26.34% 14.98% TN%**

* Reflects the performance of the predecessor CTF through 10/1/00.
** From inception of Class M shares. For comparative purposes, the value
of the index on 9/30/00 is used as the beginning value on 10/2/00.



EXPENSES

As an investor, you pay certain fees and expenses in
connection with the fund, which are described in
the table below. Because annual fund operating
expenses are paid out of fund assets, their effect is
included in the share price. The fund has no sales
charge (load) or Rule 12b-1 distribution fees.

Fee table
Class M Investor
shares shares
Annual fund operating expenses
% of average daily net assets
Investment advisory fees 0.85% 0.85%
Shareholder services fee none 0.25%
Other expenses 0.23% 0.23%
Total 1.08% 1.33%

Expense example

1 Year 3 Years 5 Years 10 Years

Concepts to understand

Class M shares $110 $343 $595 $1,317
Investor shares $135 $421 $§729 $1,601

This example shows what you could pay in expenses over
time. It uses the same hypothetical conditions other funds
use in their prospectuses: $10,000 initial investment, 5%
total return each year and no changes in expenses. The
figures shown would be the same whether you sold your
shares at the end of a period or kept them. Because actual
returns and expenses will be different, the example is for
comparison only.

Investment advisory fee: the fee paid to the investment
adviser for managing the fund's portfolio.

Shareholder services fee: the fee paid to the fund's
distributor for providing shareholder services to the holders
of Investor shares.

Other expenses: fees paid by the fund for the most recent
fiscal year, including an administration fee of 0.129% (based
on certain assets of the funds in the Mellon Funds Trust in the
aggregate) payable to Mellon Bank, N.A. for providing or
arranging for fund accounting, transfer agency, and certain
other fund administration services, and miscellaneous items
such as custody and professional service fees. The fund also
makes payments to certain financial intermediaries, including
affiliates, who provide sub-administration, recordkeeping
and/or sub-transfer agency services to beneficial owners of
the fund.
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Mellon Emerging Markets Fund

GOAL/APPROACH

The fund seeks long-term capital growth. This
objective may be changed without shareholder
approval. To pursue its goal, the fund invests at least
80% of its assets in equity securities of companies
organized, or with a majority of assets or opera-
tions, in countries considered to be emerging mar-
kets.

The fund invests most of its cash inflows received
since June 30, 2005 in accordance with a core
investment style. The portion of the fund’s total
assets as of June 30, 2005 (approximately $1.3 bil-
lion) is invested in companies that the investment
adviser considers to be “value” companies. Pursuant
to the core investment style, under normal circum-
stances, at least 80% of the fund’s cash inflows allo-
cated to this style is invested in equity securities of
companies located in the foreign countries repre-
sented in the Morgan Stanley Capital International
(MSCI) Emerging Markets Index (the Emerging
Markets Index). The fund’s equity investments may
include common stocks, preferred stocks and con-
vertible securities, including those purchased in ini-
tial public offerings or shortly thereafter. The fund
may invest in companies of any size. Normally, the
fund will invest the portion of its assets allocated to
the core investment style in a broad range of (and in
any case at least five different) emerging market
countries, and will not invest more than 25% of its
total assets allocated to the value investment style in
the securities of companies in any one emerging

market country.

The allocation of the cash inflows (purchases of
fund shares and reinvested distributions) as well as
outflows (redemptions and expense items) is at the
discretion of the investment adviser depending on
the circumstances. Under normal conditions, how-
ever, generally between 90% to 100% of cash
inflows will be allocated to the core investment
style and cash outflows will be allocated propor-
tionately based approximately on the size of the
fund’s portfolio managed in accordance with the
core and value investment styles, respectively. These
allocation percentages may be changed from time
to time, including when cash outflows are of a de

minimus amount.

The fund invests in stocks that appear to be under-
valued (as measured by their price/earnings ratios),
but stocks purchased pursuant to the core invest-
ment style may have value and/or growth charac-
teristics. The core investment style portfolio manag-
er employs a bottom-up investment approach
which emphasizes individual stock selection. The

core investment style portfolio manager considers:

o stock selection, using proprietary quantitative
models and traditional qualitative analysis to
identify attractive stocks with low relative price
multiples and positive trends in earnings forecasts

o country allocations, generally seeking to allocate
country weightings in accordance with the
Emerging Markets Index, but deviations from the
Emerging Markets Index country weightings
may occur

o sector and industry allocations, grouping stocks
into micro-universes of similar companies within
each country to facilitate comparisons and using
the sector allocations of the Emerging Markets
Index as a guide, but allocations may differ from
those of the Emerging Markets Index



The core investment style stock selection process is
designed to produce a diversified portfolio that, rel-
ative to the Emerging Markets Index, has a below-
average price/earnings ratio and an above-average

earnings growth trend.

The fund’s value investment style is research driven
and risk averse. In selecting stocks, the value style
portfolio manager identifies potential investments
through extensive quantitative and fundamental
research. Emphasizing individual stock selection
rather than economic and industry trends, this por-
tion of the fund’s portfolio focuses on three key fac-
tors:

o value, or how a stock is valued relative to its

intrinsic worth based on traditional value mea-
sures

o business health, or overall efficiency and prof-
itability as measured by return on assets and
return on equity

o business momentum, or the presence of a cata-
lyst (such as corporate restructuring or change in
management or spin off) that potentially will
trigger a price increase near term or midterm

Each portfolio manager typically sells a stock when
it appears less likely to benefit from the current
market and economic environment, shows deterio-
rating fundamentals or declining momentum, or

falls short of the investment adviser’s expectations.

The fund may invest in American Depository
Receipts (ADRSs), which are U.S. dollar denominat-
ed securities that represent indirect ownership of
securities issued by foreign companies, and, to a
limited extent, in foreign securities and securities
issued by foreign companies that are listed on U.S.
exchanges. The fund also may invest in exchange
traded funds (ETFs) and similarly structured pooled
investments in order to provide exposure to certain

equity markets while maintaining liquidity.

The fund may, but is not required to, use derivatives,
such as futures and options, and forward contracts,
as a substitute for taking a position in an underlying
asset, to increase returns, to manage foreign curren-

cy risk or as part of a hedging strategy.

Concepts to understand

Growth companies: companies whose earnings are expected
to grow faster than the overall market. Often, growth stocks
have relatively higher price-to-earnings, price-to-book and
price-to-sales ratios, and tend to be more volatile than value
stocks.

Value companies: companies that appear underpriced
according to certain financial measurements of their intrinsic
worth or business prospects (such as price-to-earnings or
price-to-book ratios). For international investing, “value" is
determined relative to a company's home market and its
global sector. Because a stock can remain undervalued for
years, value investors often look for factors that could trigger
arise in price.

Emerging market countries: all countries represented by
the Morgan Stanley Capital International (MSCI) Emerging
Markets (Free) Index, or any other country that the
investment adviser believes has an emerging economy or
market.

MSCI Emerging Markets Index: a market capitalization
weighted index designed to measure the equity performance
of 26 emerging markets countries in Europe, Latin America
and the Pacific Basin. The Index reflects investable
opportunities for emerging markets investors by taking into
account local market restrictions on share ownership by
foreigners.
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MAIN RISKS

The fund’s principal risks are discussed below. The
value of your investment in the fund will fluctuate,
sometimes dramatically, which means that you

could lose money.

o Market risk. The stock markets of emerging mar-
ket countries can be extremely volatile. The mar-
ket value of a security may decline due to gener-
al market conditions that are not specifically relat-
ed to a particular company, such as real or per-
ceived adverse economic conditions, changes in
the general outlook for corporate earnings,
changes in interest or currency rates or adverse
investor sentiment generally. A security’s market
value also may decline because of factors that
affect a particular industry or industries, such as
labor shortages or increased production costs and
competitive conditions within an industry.

o Issuer risk. The value of a security may decline for
a number of reasons which directly relate to the
issuer, such as management performance, financial
leverage and reduced demand for the issuer’s
products or services.

o Foreign investment risk. The fund’s performance
will be influenced by political, social and eco-
nomic factors affecting investments in foreign
companies. Special risks associated with invest-
ments in foreign companies include exposure to
currency fluctuations, less liquidity, less developed
or less efficient trading markets, lack of compre-
hensive company information, political and eco-
nomic instability and differing auditing and legal
standards.

o Emerging market risk. Emerging markets tend to
be more volatile than the markets of more mature
economies, and generally have less diverse and
less mature economic structures and less stable
political systems than those of developed coun-
tries. The securities of companies located or
doing substantial business in emerging markets
are often subject to rapid and large changes in
price. In particular, countries with emerging mar-
kets may have relatively unstable governments,
present the risk of sudden adverse government or
regulatory action and even nationalization of
businesses, restrictions on foreign ownership, or
prohibitions of repatriation of assets, and may
have less protection of property rights than more
developed countries. The economies of countries
with emerging markets may be based predomi-

nantly on only a few industries, may be highly
vulnerable to changes in local or global trade
conditions, and may suffer from extreme debt
burdens or volatile inflation rates. Local securities
markets may trade a small number of securities
and may be unable to respond effectively to
increases in trading volume, potentially making
prompt liquidation of substantial holdings diffi-
cult. Transaction settlement and dividend collec-
tion procedures also may be less reliable in
emerging markets than in developed markets.

Foreign currency risk. Investments in foreign cur-
rencies are subject to the risk that those curren-
cies will decline in value relative to the U.S. dol-
lar, or, in the case of hedged positions, that the
U.S. dollar will decline relative to the currency
being hedged. Currency rates in foreign countries
may fluctuate significantly over short periods of
time. A decline in the value of foreign currencies
relative to the U.S. dollar will reduce the value of
securities held by the fund and denominated in
those currencies. Foreign currencies also are sub-
ject to risks caused by inflation, interest rates, bud-
get deficits and low savings rates, political factors
and government controls.

Market sector risk. The tund may significantly over-
weight or underweight certain companies, indus-
tries, market sectors or countries, which may
cause the fund’s performance to be more or less
sensitive to developments affecting those compa-
nies, industries, sectors or countries.

Small and midsize company risk. Small and midsize
companies carry additional risks because their
earnings and revenues tend to be less predictable
(and some companies may be experiencing signif-
icant losses), and their share prices more volatile
than those of larger, more established companies.
The shares of smaller companies tend to trade less
frequently than those of larger, more established
companies, which can adversely affect the pricing
of these securities and the fund’s ability to sell these
securities. These companies may have limited
product lines, markets, or financial resources, or
may depend on a limited management group.
Some of the fund’s investments will rise and fall
based on investor perception rather than econom-
ic factors. Other investments, including special sit-
uations, are made in anticipation of future products
or services or events whose delay or cancellation
could cause the stock price to drop.



o

o

Derivatives risk. The fund may use certain deriva-
tive instruments, such as options, futures and
options on futures (including those relating to
securities, indexes and foreign currencies), and
forward contracts. A small investment in deriva-
tives could have a potentially large impact on the
fund’s performance. The use of derivatives
involves risks different from, or possibly greater
than, the risks associated with investing directly in
the underlying assets. Derivatives can be highly
volatile, illiquid and difficult to value, and there is
the risk that changes in the value of a derivative
held by the fund will not correlate with the
underlying instruments or the fund’s other invest-
ments. Derivative instruments also involve the
risk that a loss may be sustained as a result of the
failure of the counterparty to the derivative
instruments to make required payments or other-
wise comply with the derivative instruments’
terms.

Growth and value stock risk. By investing in a mix
of growth and value companies, the fund assumes
the risks of both. Investors often expect growth
companies to increase their earnings at a certain
rate. If these expectations are not met, investors
can punish the stocks inordinately, even if
earnings do increase. In addition, growth stocks
typically lack the dividend yield that can cushion
stock prices in market downturns. Value stocks
involve the risk that they may never reach what
the portfolio manager believes is their full market
value, either because the market fails to recognize
the stock’s intrinsic worth, or the portfolio
manager misgauged that worth. They also may
decline in price even though in theory they are
already undervalued.

ETF vrisk. ETFs in which the fund may invest
involve certain inherent risks generally associated
with investments in a portfolio of common
stocks, including the risk that the general level of
stock prices may decline, thereby adversely affect-
ing the value of each unit of the ETE Moreover,
an ETF may not fully replicate the performance
of its benchmark index because of the temporary
unavailability of certain index securities in the
secondary market or discrepancies between the
ETF and the index with respect to the weighting
of securities or the number of stocks held.
Investing in ETFs, which are investment compa-
nies, may involve duplication of advisory fees and
certain other expenses.

Other potential risks

Under adverse market conditions, the fund could invest

some or all of its assets in the securities of U.S. issuers,

U.S. Treasury securities and money market securities. Although
the fund would do this for temporary defensive purposes, it
could reduce the benefit from any upswing in the market.
During such periods, the fund may not achieve its investment
objective.

At times, the fund may engage in short-term trading, which
could produce higher transaction costs and taxable
distributions and lower the fund's after-tax performance.

The fund may lend its portfolio securities to brokers, dealers
and other financial institutions. In connection with such loans,
the fund will receive collateral from the borrower equal to at
least 100% of the value of the loaned securities. If the
borrower of the securities fails financially, there could be
delays in recovering the loaned securities or exercising rights
to the collateral.

The fund may purchase securities of companies in initial
public offerings (IPOs). The prices of securities purchased in
IPOs can be very volatile. The effect of IPOs on the fund's
performance depends on a variety of factors, including the
number of IPOs the fund invests in relative to the size of the
fund and whether and to what extent a security purchased in
an IPO appreciates or depreciates in value. As a fund's asset
base increases, IPOs often have a diminished effect on such
fund's performance.
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PAST PERFORMANCE

The bar chart and table shown illustrate the risks of
investing in the fund. The bar chart shows the per-
formance of the fund’s Class M shares from year to
year. The table compares the performance of the
fund’s Class M shares and Investor shares over time
to that of the MSCI Emerging Markets Index, an
unmanaged index designed to measure the perfor-
mance of stocks issued by companies in emerging

markets.

After-tax performance is shown only for Class M
shares. After-tax performance of the fund’s Investor
shares will vary. After-tax returns are calculated
using the historical highest individual federal mar-
ginal income tax rates, and do not reflect the impact
of state and local taxes. Actual after-tax returns
depend on the investor’s tax situation and may dif-
fer from those shown, and the after-tax returns
shown are not relevant to investors who hold their
shares through tax-deferred arrangements such as

401(k) plans or individual retirement accounts.

All returns assume reinvestment of dividends and
distributions. Of course, past performance (before
and after taxes) is no guarantee of future results.
Performance for each share class will vary due to

differences in expenses.

Year-by-year total return as of 12/31 each year (%)

Class M shares 5314

27.35 26.35 27.63

8.28

-0.49

97 98 99 00 O 02 03 04 05 06

Best Quarter: Q2 '03
Worst Quarter: Q3 '01 -17.96%

+23.53%

The year-to-date total return of the fund’s Class M shares as of 9/30/07
was 24.83%.

Average annual total return as of 12/31/06

Share class/ Since
inception date 1 Year 5 Years inception

Class M shares
(10/2/00)
returns before taxes 27.63%

25.63%  20.29%

Class M shares
returns after taxes
on distributions

22.08% 23.29% 18.15%

Class M shares

returns after taxes

on distributions and

sale of fund shares 24.16%

Investor shares
(7/1/01)
returns before taxes 27.33%  25.37%

22.26% 17.39%

23.86%

MSCI Emerging Markets
Index

reflects no deduction for
fees, expenses or taxes

32.59% 26.97% 17.86%*

* From inception of Class M shares. For comparative purposes, the value
of the index on 9/30/00 is used as the beginning value on
10/2/00.



EXPENSES

As an investor, you pay certain fees and expenses in
connection with the fund, which are described in
the table below. Because annual fund operating
expenses are paid out of fund assets, their effect is
included in the share price. The fund has no sales
charge (load) or Rule 12b-1 distribution fees.

Fee table
Class M Investor
shares shares
Annual fund operating expenses
% of average daily net assets
Investment advisory fees 115% 115%
Shareholder services fee none 0.25%
Other expenses 0.35% 0.35%
Total 1.50% 1.75%

Expense example

1 Year 3 Years 5 Years 10 Years

Class M shares $153 $474 $818 $1,791
Investor shares $178 $551 $949 $2,062

This example shows what you could pay in expenses over
time. It uses the same hypothetical conditions other funds
use in their prospectuses: $10,000 initial investment, 5%
total return each year and no changes in expenses. The
figures shown would be the same whether you sold your
shares at the end of a period or kept them. Because actual
returns and expenses will be different, the example is for
comparison only.

Concepts to understand

Investment advisory fee: the fee paid to the investment
adviser for managing the fund's portfolio.

Shareholder services fee: the fee paid to the fund's
distributor for providing shareholder services to the holders
of Investor shares.

Other expenses: fees paid by the fund for the most recent
fiscal year, including an administration fee of 0.129% (based
on certain assets of the funds in the Mellon Funds Trust in the
aggregate) payable to Mellon Bank, N.A. for providing or
arranging for fund accounting, transfer agency, and certain
other fund administration services, and miscellaneous items
such as custody and professional service fees. The fund also
makes payments to certain financial intermediaries, including
affiliates, who provide sub-administration, recordkeeping
and/or sub-transfer agency services to beneficial owners of
the fund.
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Mellon Bond Fund

GOAL/APPROACH

The fund seeks total return (consisting of capital
appreciation and current income). This objective
may be changed without shareholder approval. To
pursue its goal, the fund actively manages bond
market and maturity exposure and invests at least

80% of its assets in bonds, such as:

o U.S. government and agency bonds

o corporate bonds

o mortgage-related securities, including commer-
cial mortgage-backed securities

o foreign corporate and government bonds (up to
20% of total assets)

The fund’s investments in bonds must be rated
investment grade at the time of purchase or, if
unrated, deemed of comparable quality by the
investment adviser. Generally, the average effective
duration of the fund’s portfolio will not exceed
eight years. The fund may invest in individual bonds
of any duration. In calculating average eftective
duration, the fund may treat a security that can be
repurchased by its issuer on an earlier date (known
as a “call date”) as maturing on the call date rather

than on its stated maturity date.

The investment adviser uses a disciplined process to
select bonds and manage risk. The investment
adviser chooses bonds based on yield, credit quali-
ty, the level of interest rates and inflation, general
economic and financial trends, and its outlook for
the securities markets. Bonds selected must fit
within management’s predetermined targeted posi-
tions for quality, duration, coupon, maturity and
sector. The process includes computer modeling
and scenario testing of possible changes in market
conditions. The investment adviser will use other
techniques in an attempt to manage market risk

and duration.

The fund may, but is not required to, use deriva-
tives, such as futures, options and swap agreements,
as a substitute for taking a position in an underly-
ing asset, to increase returns, to manage duration or
interest rate risk, or as part of a hedging strategy. To
enhance current income, the fund also may engage
in a series of purchase and sale contracts or forward
roll transactions in which the fund sells a mort-
gage-related security, for example, to a financial
institution and simultaneously agrees to purchase a
similar security from the institution at a later date

at an agreed-upon price.

Concepts to understand

Duration: an indication of an investment's “interest rate risk,”
or how sensitive a bond or mutual fund portfolio may be to
changes in interest rates. Generally, the longer a bond'’s
duration, the more likely it is to react to interest rate
fluctuations and the greater its long-term risk/return
potential.

Investment grade bonds: independent rating organizations
analyze and evaluate a bond issuer’s credit history and ability
to repay debts. Based on their assessment, they assign letter
grades that reflect the issuer's creditworthiness. AAA or Aaa
represents the highest credit rating, AA/Aa the second
highest, and so on down to D, for defaulted debt. Bonds rated
BBB or Baa and above are considered investment grade.

Commercial mortgage-backed securities: represent direct
or indirect participations in, or are secured by and payable
from, pools of loans or leases secured by commercial
properties, including retail, office or industrial properties,
health-care facilities and multifamily residential properties.




MAIN RISKS

The fund’s principal risks are discussed below. The o Prepayment and extension risk. When interest rates
fall, the principal on mortgage-backed and cer-
tain asset-backed securities may be prepaid. The

loss of higher yielding, underlying mortgages and

value of your investment in the fund will fluctuate,
which means that you could lose money.

o Interest rate risk. Prices of bonds tend to move

inversely with changes in interest rates. Typically,
a rise in rates will adversely affect bond prices
and, accordingly, the fund’s share price. The
longer the effective maturity and duration of the
fund’s portfolio, the more the fund’s share price is
likely to react to interest rates.

Call risk. Some bonds give the issuer the option
to call, or redeem, the bonds before their maturi-
ty date. If an issuer “calls” its bond during a time
of declining interest rates, the fund might have to
reinvest the proceeds in an investment offering a
lower yield. During periods of market illiquidity
or rising interest rates, prices of the fund’s
“callable issues” are subject to increased price
fluctuation.

Credit risk. Failure of an issuer to make timely
interest or principal payments, or a decline or
perception of a decline in the credit quality of a
bond, can cause a bond’s price to fall, potentially
lowering the fund’s share price.

Market risk. The market value of a security may
decline due to general market conditions that are
not specifically related to a particular company,
such as real or perceived adverse economic con-
ditions, changes in the outlook for corporate
earnings, changes in interest or currency rates or
adverse investor sentiment generally. A security’s
market value also may decline because of factors
that affect a particular industry.

Liquidity risk. When there is little or no active
trading market for specific types of securities, it
can become more difficult to sell the securities at
or near their perceived value. In such a market,
the value of such securities and the fund’s share
price may fall dramatically. Investments in foreign
securities tend to have greater exposure to liquid-
ity risk than domestic securities.

the reinvestment of proceeds at lower interest
rates can reduce the fund’s potential price gain in
response to falling interest rates, reduce the fund’s
yield, or cause the fund’s share price to fall. When
interest rates rise, the effective duration of the
fund’s mortgage-related and other asset-backed
securities may lengthen due to a drop in prepay-
ments of the underlying mortgages or other
assets. This is known as extension risk and would
increase the fund’s sensitivity to rising rates and its
potential for price declines.

Derivatives risk. In addition to mortgage-related
securities, the fund may use other derivative
instruments, such as options, futures and options
on futures (including those relating to securities,
indexes and interest rates) and swaps. A small
investment in derivatives could have a potentially
large impact on the fund’s performance. The use
of derivatives involves risks different from, or pos-
sibly greater than, the risks associated with invest-
ing directly in the underlying assets. Derivatives
can be highly volatile, illiquid and difficult to
value, and there is a risk that changes in the value
of a derivative held by the fund will not correlate
with the underlying instruments or the fund’s
other investments. Derivative instruments also
involve the risk that a loss may be sustained as a
result of the failure of the counterparty to the
derivative instruments to make required pay-
ments or otherwise comply with the derivative
instruments’ terms.
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o Foreign investment risk. The prices and yields of
foreign bonds can be affected by political and
economic instability or changes in currency rates.
A decline in the value of foreign currencies rela-
tive to the U.S. dollar will reduce the value of
securities held by the fund and denominated in
those currencies.

o Market sector risk. The fund may significantly over-
weight or underweight certain industries or mar-
ket sectors, which may cause the fund’s perfor-
mance to be more or less sensitive to develop-
ments affecting those industries or sectors.

Other potential risks

Under adverse market conditions, the fund could invest some
or all of its assets in U.S. Treasury securities and money
market securities. Although the fund would do this for
temporary defensive purposes, it could reduce the benefit
from any upswing in the market. During such periods, the
fund may not achieve its investment objective.

While some of the fund's securities may carry guarantees of
the U.S. government or its agencies or instrumentalities,
these guarantees do not apply to the market value of those
securities or to shares of the fund itself.

Although bonds must be rated investment grade when
purchased by the fund, they may subsequently be
downgraded.

In the case of commercial mortgage-backed securities, the
ability of borrowers to make payments on underlying loans,
and the recovery on collateral sufficient to provide repayment
on such loans, may be less than for other mortgage-backed
securities.

At times, the fund may engage in short-term trading, which
could produce higher transaction costs and taxable
distributions, and lower the fund's after-tax performance.

The fund may lend its portfolio securities to brokers, dealers
and other financial institutions. In connection with such loans,
the fund will receive collateral from the borrower equal to at
least 100% of the value of the loaned securities. If the
borrower of the securities fails financially, there could be
delays in recovering the loaned securities or exercising rights
to the collateral.




PAST PERFORMANCE

The bar chart and tables shown on the next page
illustrate the risks of investing in the fund. Before
the fund commenced operations, substantially all of
the assets of a predecessor common trust fund
(CTF) that, in all material respects (except as dis-
cussed at right), had the same investment objective,
policies, guidelines and restrictions as the fund (and
the assets of two other CTFs) were transferred to
the fund. The bar chart on the next page shows you
how the performance of the fund’s Class M shares
has varied from year to year. The top table compares
the performance of the fund’s Class M shares over
time to that of the Lehman Brothers U.S. Aggregate
Index, a broad-based, unmanaged, market-weighted
index that covers the U.S. investment grade fixed-
rate bond market and is comprised of U.S. govern-
ment, corporate, mortgage-backed and asset-backed
securities. Please note that the performance figures
for the fund’s Class M shares in the bar chart and
top table do not reflect the impact of any applicable
taxes and represent the performance of the prede-
cessor CTF through October 1, 2000, adjusted to
reflect the fund’s fees and expenses, by subtracting
from the actual performance of the CTF the
expenses of the fund’s Class M shares (net of any fee
waivers and expense reimbursements), and the per-
formance of the funds Class M shares thereafter.
The predecessor CTF was not registered under the
Investment Company Act of 1940 (1940 Act) and
therefore was not subject to certain investment
restrictions that might have adversely aftected per-

formance.

The bottom table on the next page compares the
performance of the funds Class M shares and
Investor shares to that of the Lehman Brothers U.S.
Aggregate Index for various periods since the date
the fund commenced operations as an investment
company registered under the 1940 Act (October 2,
2000). These performance figures for the fund’s
Class M shares are shown before and after taxes and

do not reflect the predecessor CTF’s performance.

After-tax performance is shown only for Class M
shares. After-tax performance of the fund’s Investor
shares will vary. After-tax returns are calculated
using the historical highest individual federal mar-
ginal income tax rates, and do not reflect the impact
of state and local taxes. Actual after-tax returns
depend on the investor’s tax situation and may dif-
fer from those shown, and the after-tax returns
shown are not relevant to investors who hold their
shares through tax-deferred arrangements such as

401(k) plans or individual retirement accounts.

All returns assume reinvestment of dividends and
distributions. Of course, past performance (before
and after taxes) is no guarantee of future results.
Performance for each share class will vary due to

differences in expenses.

The CTF was not authorized to invest in Rule
144A securities, convertible bonds or futures, for-
ward or option contracts. Although the fund is
authorized to invest in futures, forward and option
contracts, it anticipates that any use it makes of them
would be as an alternative means of managing or
maintaining risk exposure similar to that associated
with the CTF and that its investment in such deriv-
atives would in no event exceed 10% of its total
assets. The fund also does not anticipate that its
authority to invest in futures, forward and option
contracts, Rule 144A securities and convertible
bonds will cause its performance to differ material-
ly from what it would be if it could not so invest. In
addition, the fund expects that its effective duration
will not exceed eight years. The CTF had no maxi-
mum duration policy. During the period for which
performance is presented below (through October 1,
2000), the CTF’s duration generally ranged between
3.32 and 6.05 years.
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Year-by-year total return as of 12/31 each year (%6)*
Class M shares

10.51
9.35 819 820 715

. . l . . 4.39 3.63 168 3.84

-1.41

97 98 99 00 O 02 03 04 05 06

Best Quarter: Q3 '01 +4.54%
Worst Quarter: Q2 '04 -2.28%

The year-to-date total return of the fund’s Class M shares as of 9/30/07
was 3.75%.
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Average annual total return as of 12/31/06

1 Year 5 Years 10 Years
Mellon Bond Fund -
Class M shares 3.84% 4.12% 5.49%*
Lehman Brothers
U.S. Aggregate
Index 4.33% 5.06% 6.24%

Average annual total return as of 12/31/06

Share class/ Since
inception date 1 Year 5 Years inception

Class M shares
(10/2/00)
returns before taxes 3.84% 4.12% 5.25%

Class M shares
returns after taxes
on distributions 2.13% 2.30% 3.24%

Class M shares
returns after taxes
on distributions and

sale of fund shares 2.46% 2.46% 3.30%
Investor shares

(7/m/on

returns before taxes 3.50% 3.82% 4.18%

Lehman Brothers

U.S. Aggregate

Index

reflects no deduction for

fees, expenses or taxes 4.33% 5.06% 6.08%**

* Reflects the performance of the predecessor CTF through 10/1/00.

** From inception of Class M shares. For comparative purposes, the
value of the index on 9/30/00 is used as the beginning value on
10/2/00.



EXPENSES

As an investor, you pay certain fees and expenses in
connection with the fund, which are described in
the table below. Because annual fund operating
expenses are paid out of fund assets, their effect is
included in the share price. The fund has no sales
charge (load) or Rule 12b-1 distribution fees.

Fee table
Class M Investor
shares shares
Annual fund operating expenses
% of average daily net assets
Investment advisory fees 0.40% 0.40%
Shareholder services fee none 0.25%
Other expenses 0.16% 0.16%
Total 0.56% 0.81%

Expense example

1 Year 3 Years 5 Years 10 Years

Class M shares $57 $179 $313 $701
Investor shares $83 $259 $450 $1,002

This example shows what you could pay in expenses over
time. It uses the same hypothetical conditions other funds
use in their prospectuses: $10,000 initial investment, 5%
total return each year and no changes in expenses. The
figures shown would be the same whether you sold your
shares at the end of a period or kept them. Because actual
returns and expenses will be different, the example is for
comparison only.

Concepts to understand

Investment advisory fee: the fee paid to the investment
adviser for managing the fund's portfolio.

Shareholder services fee: the fee paid to the fund's
distributor for providing shareholder services to the holders
of Investor shares.

Other expenses: fees paid by the fund for the most recent
fiscal year, including an administration fee of 0.129% (based
on certain assets of the funds in the Mellon Funds Trust in the
aggregate) payable to Mellon Bank, N.A. for providing or
arranging for fund accounting, transfer agency, and certain
other fund administration services, and miscellaneous items
such as custody and professional service fees. The fund also
makes payments to certain financial intermediaries, including
affiliates, who provide sub-administration, recordkeeping
and/or sub-transfer agency services to beneficial owners of
the fund.
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Mellon Intermediate Bond Fund

GOAL/APPROACH

The fund seeks total return (consisting of capital
appreciation and current income). This objective
may be changed without shareholder approval. To
pursue its goal, the fund actively manages bond
market and maturity exposure and invests at least

80% of its assets in bonds, such as:

o U.S. government and agency bonds

o corporate bonds

o mortgage-related securities, including commer-
cial mortgage-backed securities (up to 25% of
total assets)

o foreign corporate and government bonds (up to
20% of total assets)

o municipal bonds

The fund’s investments in bonds must be rated
investment grade at the time of purchase or, if
unrated, deemed of comparable quality by the
investment adviser. Generally, the fund’s average
effective portfolio maturity will be between 3 and
10 years and the average effective duration of the
tund’s portfolio will be between 2.5 and 5.5 years.
The fund may invest in individual bonds of any
maturity or duration. In calculating average effec-
tive portfolio maturity and average eftective dura-
tion, the fund may treat a bond that can be repur-
chased by its issuer on an earlier date (known as a
“call date”) as maturing on the call date rather than
on its stated maturity date.

The investment adviser uses a disciplined process to
select bonds and manage risk. The investment
adviser chooses bonds based on yield, credit quali-
ty, the level of interest rates and inflation, general
economic and financial trends, and its outlook for
the securities markets. Bonds selected must fit
within management’s predetermined targeted posi-
tions for quality, duration, coupon, maturity and
sector. The process includes computer modeling
and scenario testing of possible changes in market
conditions. The investment adviser will use other
techniques in an attempt to manage market risk

and duration.

The fund may, but is not required to, use deriva-
tives, such as futures, options and swap agreements,
as a substitute for taking a position in an underly-
ing asset, to increase returns, to manage duration or
interest rate risk, or as part of a hedging strategy. To
enhance current income, the fund also may engage
in a series of purchase and sale contracts or forward
roll transactions in which the fund sells a mort-
gage-related security, for example, to a financial
institution and simultaneously agrees to purchase a
similar security from the institution at a later date

at an agreed-upon price.

Concepts to understand

Average effective portfolio maturity: an average of the
maturities of bonds held by the fund directly and the bonds
underlying derivative instruments entered into by the fund,
adjusted to reflect provisions or market conditions that may
cause a bond's principal to be repaid earlier than at its stated
maturity.

Duration: an indication of an investment’s “interest rate risk,"”
or how sensitive a bond or mutual fund portfolio may be to
changes in interest rates. Generally, the longer a bond'’s
duration, the more likely it is to react to interest

rate fluctuations and the greater its long-term

risk/return potential.

Investment grade bonds: independent rating organizations
analyze and evaluate a bond issuer’s credit history and ability
to repay debts. Based on their assessment, they assign letter
grades that reflect the issuer's creditworthiness. AAA or Aaa
represents the highest credit rating, AA/Aa the second
highest, and so on down to D, for defaulted debt. Bonds rated
BBB or Baa and above are considered investment grade.

Commercial mortgage-backed securities: represent direct
or indirect participations in, or are secured by and payable
from, pools of loans or leases secured by commercial
properties, including retail, office or industrial properties,
health-care facilities and multifamily residential properties.




MAIN RISKS

The fund’s principal risks are discussed below. The o Prepayment and extension risk. When interest rates
fall, the principal on mortgage-backed and cer-
tain asset-backed securities may be prepaid. The

loss of higher yielding, underlying mortgages and

value of your investment in the fund will fluctuate,
which means that you could lose money.

o Interest rate risk. Prices of bonds tend to move

inversely with changes in interest rates. Typically,
a rise in rates will adversely affect bond prices
and, accordingly, the fund’s share price. The
longer the effective maturity and duration of the
fund’s portfolio, the more the fund’s share price is
likely to react to interest rates.

Call risk. Some bonds give the issuer the option
to call, or redeem, the bonds before their maturi-
ty date. If an issuer “calls” its bond during a time
of declining interest rates, the fund might have to
reinvest the proceeds in an investment offering a
lower yield. During periods of market illiquidity
or rising interest rates, prices of the fund’s
“callable issues” are subject to increased price
fluctuation.

Credit risk. Failure of an issuer to make timely
interest or principal payments, or a decline or
perception of a decline in the credit quality of a
bond, can cause a bond’s price to fall, potentially
lowering the fund’s share price.

Market risk. The market value of a security may
decline due to general market conditions that are
not specifically related to a particular company,
such as real or perceived adverse economic con-
ditions, changes in the outlook for corporate
earnings, changes in interest or currency rates or
adverse investor sentiment generally. A security’s
market value also may decline because of factors
that affect a particular industry.

Liquidity risk. When there is little or no active
trading market for specific types of securities, it
can become more difficult to sell the securities at
or near their perceived value. In such a market,
the value of such securities and the fund’s share
price may fall dramatically. Investments in foreign
securities tend to have greater exposure to liquid-
ity risk than domestic securities.

the reinvestment of proceeds at lower interest
rates can reduce the fund’s potential price gain in
response to falling interest rates, reduce the fund’s
yield, or cause the fund’s share price to fall. When
interest rates rise, the effective duration of the
fund’s mortgage-related and other asset-backed
securities may lengthen due to a drop in prepay-
ments of the underlying mortgages or other
assets. This is known as extension risk and would
increase the fund’s sensitivity to rising rates and its
potential for price declines.

Derivatives risk. In addition to mortgage-related
securities, the fund may use other derivative
instruments, such as options, futures and options
on futures (including those relating to securities,
indexes and interest rates) and swaps. A small
investment in derivatives could have a potentially
large impact on the fund’s performance. The use
of derivatives involves risks different from, or pos-
sibly greater than, the risks associated with invest-
ing directly in the underlying assets. Derivatives
can be highly volatile, illiquid and difficult to
value, and there is a risk that changes in the value
of a derivative held by the fund will not correlate
with the underlying instruments or the fund’s
other investments. Derivative instruments also
involve the risk that a loss may be sustained as a
result of the failure of the counterparty to the
derivative instruments to make required pay-
ments or otherwise comply with the derivative
instruments’ terms.
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INTERMEDIATE BOND FUND - MAIN RISKS (continued)

o Foreign investment risk. The prices and yields of
foreign bonds can be affected by political and
economic instability or changes in currency rates.
A decline in the value of foreign currencies rela-
tive to the U.S. dollar will reduce the value of
securities held by the fund and denominated in
those currencies.

o Market sector risk. The fund may significantly over-
weight or underweight certain industries or mar-
ket sectors, which may cause the fund’s perfor-
mance to be more or less sensitive to develop-
ments affecting those industries or sectors.

Other potential risks

Under adverse market conditions, the fund could invest some
or all of its assets in U.S. Treasury securities and money
market securities. Although the fund would do this for
temporary defensive purposes, it could reduce the benefit
from any upswing in the market. During such periods, the
fund may not achieve its investment objective.

Changes in economic, business or political conditions relating
to a particular municipal project, municipality or state in
which the fund invests may have an impact on the fund's
share price.

While some of the fund's securities may carry guarantees of
the U.S. government or its agencies or instrumentalities,
these guarantees do not apply to the market value of those
securities or to shares of the fund itself.

Although bonds must be rated investment grade when
purchased by the fund, they may subsequently be
downgraded.

In the case of commercial mortgage-backed securities, the
ability of borrowers to make payments on underlying loans,
and the recovery on collateral sufficient to provide repayment
on such loans, may be less than for other mortgage-backed
securities.

At times, the fund may engage in short-term trading, which
could produce higher transaction costs and taxable
distributions, and lower the fund's after-tax performance.

The fund may lend its portfolio securities to brokers, dealers
and other financial institutions. In connection with such loans,
the fund will receive collateral from the borrower equal to at
least 100% of the value of the loaned securities. If the
borrower of the securities fails financially, there could be
delays in recovering the loaned securities or exercising rights
to the collateral.




PAST PERFORMANCE

The bar chart and tables shown on the next page
illustrate the risks of investing in the fund. Before
the fund commenced operations, substantially all of
the assets of a predecessor common trust fund
(CTF) that, in all material respects (except as dis-
cussed below), had the same investment objective,
policies, guidelines and restrictions as the fund were
transferred to the fund. The bar chart on the next
page shows you how the performance of the fund’s
Class M shares has varied from year to year. The top
table compares the performance of the fund’s Class
M shares over time to that of the Lehman Brothers
Intermediate Government/Credit Bond Index, a
broad-based, unmanaged, market-weighted index
that covers the U.S. government and investment
grade corporate bond market and is comprised of
issues that must have a maturity from one to (but
not including) ten years. Please note that the perfor-
mance figures for the fund’s Class M shares in the
bar chart and top table do not reflect the impact of
any applicable taxes and represent the performance
of the predecessor CTF through October 1, 2000,
adjusted to reflect the fund’s fees and expenses, by
subtracting from the actual performance of the
CTF the expenses of the fund’s Class M shares (net
of any fee waivers and expense reimbursements),
and the performance of the fund’s Class M shares
thereafter. The predecessor CTF was not registered
under the Investment Company Act of 1940 (1940
Act) and therefore was not subject to certain invest-
ment restrictions that might have adversely aftected

performance.

The bottom table on the next page compares the
performance of the funds Class M shares and
Investor shares to that of the Lehman Brothers
Intermediate Government/Credit Bond Index for
various periods since the date the fund commenced
operations as an investment company registered
under the 1940 Act (October 2, 2000). These per-
formance figures for the fund’s Class M shares are
shown before and after taxes and do not reflect the

predecessor CTF’s performance.

After-tax performance is shown only for Class M
shares. After-tax performance of the fund’s Investor
shares will vary. After-tax returns are calculated
using the historical highest individual federal mar-
ginal income tax rates, and do not reflect the impact
of state and local taxes. Actual after-tax returns
depend on the investor’s tax situation and may dif-
fer from those shown, and the after-tax returns
shown are not relevant to investors who hold their
shares through tax-deferred arrangements such as

401(k) plans or individual retirement accounts.

All returns assume reinvestment of dividends and
distributions. Of course, past performance (before
and after taxes) is no guarantee of future results.
Performance for each share class will vary due to

differences in expenses.

The CTF was not authorized to invest in Rule
144A securities, convertible bonds or futures, for-
ward or option contracts. Although the fund is
authorized to invest in futures, forward and option
contracts, it anticipates that any use it makes of
them would be as an alternative means of managing
or maintaining risk exposure similar to that associ-
ated with the CTF and that its investment in such
derivatives would in no event exceed 10% of its
total assets. The fund also does not anticipate that its
authority to invest in futures, forward and option
contracts, Rule 144A securities and convertible
bonds will cause its performance to differ material-
ly from what it would be if it could not so invest.
In addition, the fund expects that its eftective dura-
tion will range between 2.5 and 5.5 years. The
CTF’ policy with respect to duration was tied to
the weighted average duration of a market index
and, during the period for which performance is
presented below (through October 1, 2000), the
CTF’s duration generally ranged between 2.46 and
4.17 years.
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MELLON INTERMEDIATE BOND FUND - PAST PERFORMANCE (continued)

Year-by-year total return as of 12/31 each year (%)*
Class M shares

759 758 893 834 <74,
413 3.69
242

-0.55

97 98 99 00 O 02 03 04 05 O06

Best Quarter: Q3 '01 +4.58%
Worst Quarter: Q2 '04 -2.68%

The year-to-date total return of the fund’s Class M shares as of 9/30/07
was 4.14%.
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Average annual total return as of 12/31/06

1 Year 5 Years 10 Years

Mellon Intermediate
Bond Fund -
Class M shares 3.69% 3.69% 5.00%%*

Lehman Brothers

Intermediate

Government/

Credit

Bond Index 4.08% 4.53% 5.81%

Average annual total return as of 12/31/06

Share class/ Since
inception date 1 Year 5 Years inception

Class M shares
(10/2/00)
returns before taxes 3.69% 3.69% 4.84%

Class M shares
returns affer taxes
on distributions 2.09% 1.97% 2.93%

Class M shares
returns after taxes
on distributions and

sale of fund shares 2.38% 2.16% 3.01%
Investor shares

(7/11/01)

returns before taxes 3.35% 3.42% 3.83%

Lehman Brothers

Intermediate Government/

Credit Bond Index

reflects no deduction for

fees, expenses or taxes 4.08% 4.53% 5.65%**

* Reflects the performance of the predecessor CTF through 10/1/00.

** From inception of Class M shares. For comparative purposes, the
value of the index on 9/30/00 is used as the beginning value on
10/2/00.



EXPENSES

As an investor, you pay certain fees and expenses in
connection with the fund, which are described in
the table below. Because annual fund operating
expenses are paid out of fund assets, their effect is
included in the share price. The fund has no sales
charge (load) or Rule 12b-1 distribution fees.

Fee table
Class M Investor
shares shares
Annual fund operating expenses
% of average daily net assets
Investment advisory fees 0.40% 0.40%
Shareholder services fee none 0.25%
Other expenses 0.16% 0.16%
Total 0.56% 0.81%

Expense example

1 Year 3 Years 5 Years 10 Years

Class M shares $57 $179 $313 $701
Investor shares $83 $259 $450 $1,002

This example shows what you could pay in expenses over
time. It uses the same hypothetical conditions other funds
use in their prospectuses: $10,000 initial investment, 5%
total return each year and no changes in expenses. The
figures shown would be the same whether you sold your
shares at the end of a period or kept them. Because actual
returns and expenses will be different, the example is for
comparison only.

Concepts to understand

Investment advisory fee: the fee paid to the investment
adviser for managing the fund's portfolio.

Shareholder services fee: the fee paid to the fund's
distributor for providing shareholder services to the holders
of Investor shares.

Other expenses: fees paid by the fund for the most recent
fiscal year, including an administration fee of 0.129% (based
on certain assets of the funds in the Mellon Funds Trust in the
aggregate) payable to Mellon Bank, N.A. for providing or
arranging for fund accounting, transfer agency, and certain
other fund administration services, and miscellaneous items
such as custody and professional service fees. The fund also
makes payments to certain financial intermediaries, including
affiliates, who provide sub-administration, recordkeeping
and/or sub-transfer agency services to beneficial owners of
the fund.
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Mellon Short-Term U.S. Government Securities Fund

GOAL/APPROACH

The fund seeks to provide as high a level of current
income as is consistent with the preservation of
capital. This objective may be changed without
shareholder approval. To pursue its goal, the fund
invests at least 80% of its assets in securities issued or
guaranteed by the U.S. government or its agencies
or instrumentalities, and in repurchase agreements
in respect of such securities. The fund may invest up
to 35% of its net assets in mortgage-related securi-
ties issued by U.S. government agencies or instru-
mentalities, such as mortgage pass-through securi-
ties issued by the Government National Mortgage
Association, the Federal National Mortgage
Association and the Federal Home Loan Mortgage
Corporation. The fund also may invest in collateral-
ized mortgage obligations (CMO:s), including
stripped mortgage-backed securities. The securities
in which the fund invests include those backed by
the full faith and credit of the U.S. government and
those that are neither insured nor guaranteed by the

U.S. government.

Typically in choosing securities, the portfolio man-
ager first examines U.S. and global economic con-
ditions and other market factors in order to estimate
long- and short-term interest rates. Using a
research-driven investment process, generally the
portfolio manager then seeks to identify potentially
profitable sectors before they are widely perceived
by the market, and seeks underpriced or mispriced
securities that appear likely to perform well over

time.

Generally, the fund’s average effective portfolio
maturity and the average effective duration of the
fund’s portfolio will be less than three years. The
fund may invest in individual bonds of any maturi-
ty or duration. In calculating average effective port-
folio maturity and average effective duration, the
fund may treat a security that can be repurchased by
its issuer on an earlier date (known as a “call date”)
as maturing on the call date rather than on its stat-

ed maturity date.

The fund may, but is not required to, use derivatives,
such as futures and options, as a substitute for tak-
ing a position in an underlying asset, to increase
returns, to manage duration or interest rate risk, or

as part of a hedging strategy.

Concepts to understand

Average effective portfolio maturity: an average of the
maturities of bonds held by the fund directly and the bonds
underlying derivative instruments entered into by the fund,
adjusted to reflect provisions or market conditions that may
cause a bond's principal to be repaid earlier than at its stated
maturity.

Duration: an indication of an investment’s “interest rate risk,"”
or how sensitive a bond or mutual fund portfolio may be to
changes in interest rates. Generally, the longer a bond’s
duration, the more likely it is to react to interest rate
fluctuations and the greater its long-term risk/return
potential.

Mortgage pass-through securities: pools of residential or
commercial mortgages whose cash flows are “passed
through” to the holders of the securities via monthly
payments of interest and principal.

CMOs: a security that pools together mortgages and
separates them into short-, medium-, and long-term positions
(called tranches). Tranches pay different rates of interest
depending on their maturity and cash flow predictability.
CMOs may be issued by government agencies or by private
issuers.

Stripped mortgage-backed securities: the separate income
or principal components of a mortgage-backed security.
CMOs may be partially stripped so that each investor receives
some interest and some principal, or fully stripped into
interest-only and principal-only components.




MAIN RISKS

The fund’s principal risks are discussed below. The loss of higher yielding, underlying mortgages and
the reinvestment of proceeds at lower interest
rates can reduce the fund’s potential price gain in

response to falling interest rates, reduce the fund’s

value of your investment in the fund will fluctuate,

which means that you could lose money.

o Government securities risk. Not all obligations of

the U.S. government, its agencies and instrumen-
talities are backed by the full faith and credit of
the U.S. Treasury. Some obligations, such as those
issued by the Federal National Mortgage
Association and the Federal Home Loan
Mortgage Corporation, are backed only by the
credit of the issuing agency or instrumentality,
and in such cases there may be some risk of
default by the issuer. Any guarantees by the U.S.
government or its agencies or instrumentalities of
securities held by the fund do not apply to the
market value of those securities or to shares of the
fund itself. In addition, because many types of
U.S. government securities trade actively among
investors outside the U.S., their prices may rise
and fall as changes in global economic conditions
affect the demand for these securities.

Interest rate risk. Prices of bonds tend to move
inversely with changes in interest rates. Typically,
a rise in rates will adversely affect bond prices
and, accordingly, the fund’s share price. The
longer the effective maturity and duration of the
fund’s portfolio, the more the fund’s share price is
likely to react to interest rates.

Call risk. Some bonds give the issuer the option
to call, or redeem, the bonds before their maturi-
ty date. If an issuer “calls” its bond during a time
of declining interest rates, the fund might have to
reinvest the proceeds in an investment offering a
lower yield. During periods of market illiquidity
or rising interest rates, prices of the fund’s
“callable issues” are subject to increased price
fluctuation.

Credit risk. Failure of an issuer to make timely
interest or principal payments, or a decline or
perception of a decline in the credit quality of a
bond, can cause a bond’s price to fall, potentially
lowering the fund’s share price.

Liquidity risk. When there is little or no active
trading market for specific types of securities, it
can become more difficult to sell the securities at
or near their perceived value. In such a market,
the value of such securities and the fund’s share
price may fall dramatically.

Prepayment and extension risk. When interest rates
fall, the principal on mortgage-backed and cer-
tain asset-backed securities may be prepaid. The

yield, or cause the fund’s share price to fall. When
interest rates rise, the effective duration of the
fund’s mortgage-related and other asset-backed
securities may lengthen due to a drop in prepay-
ment of the underlying mortgages or other assets.
This is known as extension risk and would
increase the fund’s sensitivity to rising rates and its
potential for price declines.

o Derivatives risk. In addition to mortgage-related
securities, the fund may use other derivative
instruments, such as options, futures and options
on futures (including those relating to securities,
indexes and interest rates). A small investment in
derivatives could have a potentially large impact on
the funds performance. The use of derivatives
involves risks different from, or possibly greater
than, the risks associated with investing directly in
the underlying assets. Derivatives can be highly
volatile, illiquid and difficult to value, and there is a
risk that changes in the value of a derivative held
by the fund will not correlate with the underlying
instruments or the fund’s other investments.
Derivative instruments also involve the risk that a
loss may be sustained as a result of the failure of the
counterparty to the derivative instruments to make
required payments or otherwise comply with the
derivative instruments’ terms.

Other potential risks

Under adverse market conditions, the fund could invest some
or all of its assets in U.S. Treasury securities and money
market securities. Although the fund would do this for
temporary defensive purposes, it could reduce the benefit
from any upswing in the market. During such periods, the
fund may not achieve its investment objective.

At times, the fund may engage in short-term trading, which
could produce higher transaction costs and taxable
distributions, and lower the fund'’s after-tax performance.

The fund may lend its portfolio securities to brokers, dealers
and other financial institutions. In connection with such loans,
the fund will receive collateral from the borrower equal to at
least 100% of the value of the loaned securities. If the
borrower of the securities fails financially, there could be
delays in recovering the loaned securities or exercising rights

to the collateral.
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PAST PERFORMANCE

The bar chart and tables shown on the next page
illustrate the risks of investing in the fund. Before
the fund commenced operations, substantially all of
the assets of a predecessor common trust fund
(CTF) that, in all material respects (except as dis-
cussed below), had the same investment objective,
policies, guidelines and restrictions as the fund were
transferred to the fund. The bar chart on the next
page shows you how the performance of the fund’s
Class M shares has varied from year to year. The top
table compares the performance of the fund’s Class
M shares over time to that of the Lehman 1-3 Year
U.S. Government Index, a widely recognized, un-
managed performance benchmark for Treasury and
agency securities with maturities between one and
three years. Please note that the performance figures
for the fund’s Class M shares in the bar chart and
top table do not reflect the impact of any applicable
taxes and represent the performance of the prede-
cessor CTF through October 1, 2000, adjusted to
reflect the fund’s fees and expenses, by subtracting
from the actual performance of the CTF the
expenses of the fund’s Class M shares (net of any fee
waivers and expense reimbursements), and the per-
formance of the fund’s Class M shares thereafter.
The predecessor CTF was not registered under the
Investment Company Act of 1940 (1940 Act) and
therefore was not subject to certain investment
restrictions that might have adversely affected per-

formance.

The bottom table on the next page compares the
performance of the funds Class M shares and
Investor shares to that of the Lehman 1-3 Year U.S.
Government Index for various periods since the
date the fund commenced operations as an invest-
ment company registered under the 1940 Act
(October 2, 2000). These performance figures for
the fund’s Class M shares are shown before and after
taxes and do not reflect the predecessor CTF’s per-

formance.

GOVERNMENT SECURITIES FUND (continued)

After-tax performance is shown only for Class M
shares. After-tax performance of the fund’s Investor
shares will vary. After-tax returns are calculated
using the historical highest individual federal mar-
ginal income tax rates, and do not reflect the impact
of state and local taxes. Actual after-tax returns
depend on the investor’s tax situation and may dif-
fer from those shown, and the after-tax returns
shown are not relevant to investors who hold their
shares through tax-deferred arrangements such as

401(k) plans or individual retirement accounts.

All returns assume reinvestment of dividends and
distributions. Of course, past performance (before
and after taxes) is no guarantee of future results.
Performance for each share class will vary due to

differences in expenses.

Although the CTF was authorized to invest in
mortgage-backed securities (not including CMOs),
it did not do so.The fund is authorized to invest in
mortgage-backed securities, including CMOs, and
anticipates that it will do so. The CTF was not
authorized to invest in Rule 144A securities or
derivative instruments. Although the fund is autho-
rized to invest in derivatives, it anticipates that any
use it makes of them would be as an alternative
means of managing or maintaining risk exposure
similar to that associated with the CTF and that its
investment in derivatives would in no event exceed
10% of its total assets. The fund also does not antic-
ipate that its authority to invest in derivative instru-
ments and Rule 144A securities will cause its per-
formance to differ materially from what it would be
if it could not so invest. In addition, the fund expects
that its effective duration will be less than three
years. The CTF operated under a policy that its aver-
age maturity generally would be maintained be-
tween eighteen months and three years. During the
period for which performance is presented below
(through October 1,2000), the CTF’s duration gen-
erally ranged between 1.30 and 2.16 years.



Year-by-year total return as of 12/31 each year (%6)*
Class M shares

595 656 74 772

515
2.43 3.83

1.32 o080 133
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Best Quarter: Q3 '01 +3.42%
Worst Quarter: Q2 '04 -1.18%

The year-to-date total return of the fund’s Class M shares as of 9/30/07
was 4.28%.

Mellon

Average annual total return as of 12/31/06

1 Year 5 Years 10 Years

Mellon Short-Term

U.S. Government

Securities Fund -

Class M shares 3.83% 2.47% 4.25%*

Lehman 1-3 Year
U.S. Government
Index 4.12% 2.97% 4.79%

Average annual total return as of 12/31/06

Share class/ Since
inception date 1 Year 5 Years inception

Class M shares
(10/2/00)
returns before taxes 3.83% 2.47% 3.64%

Class M shares
returns after taxes
on distributions 2.29% 1.07% 2.04%

Class M shares
returns after taxes
on distributions and

sale of fund shares 2.47% 1.28% 2.15%
Investor shares

(7/m/o1)

returns before taxes 3.55% 2.22% 2.64%

Lehman 1-3 Year

U.S. Government Index

reflects no deduction for

fees, expenses or taxes 4.12% 2.97% 4.18%**

* Reflects the performance of the predecessor C'TF through 10/1/00.

** From inception of Class M shares. For comparative purposes, the
value of the index on 9/30/00 is used as the beginning value on
10/2/00.
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EXPENSES

As an investor, you pay certain fees and expenses in
connection with the fund, which are described in
the table below. Because annual fund operating
expenses are paid out of fund assets, their effect is
included in the share price. The fund has no sales
charge (load) or Rule 12b-1 distribution fees.

Fee table
Class M Investor
shares shares
Annual fund operating expenses
% of average daily net assets
Investment advisory fees 0.35% 0.35%
Shareholder services fee none 0.25%
Other expenses 0.20% 0.20%
Total 0.55% 0.80%

Expense example

1 Year 3 Years 5 Years 10 Years

Class M shares $56 $176 $307 $689
Investor shares $82 $255 $444 $990

This example shows what you could pay in expenses over
time. It uses the same hypothetical conditions other funds
use in their prospectuses: $10,000 initial investment, 5%
total return each year and no changes in expenses. The
figures shown would be the same whether you sold your
shares at the end of a period or kept them. Because actual
returns and expenses will be different, the example is for
comparison only.

GOVERNMENT SECURITIES FUND (continued)

Concepts to understand

Investment advisory fee: the fee paid to the investment
adviser for managing the fund's portfolio.

Shareholder services fee: the fee paid to the fund's
distributor for providing shareholder services to the holders
of Investor shares.

Other expenses: fees paid by the fund for the most recent
fiscal year, including an administration fee of 0.129% (based
on certain assets of the funds in the Mellon Funds Trust in the
aggregate) payable to Mellon Bank, N.A. for providing or
arranging for fund accounting, transfer agency, and certain
other fund administration services, and miscellaneous items
such as custody and professional service fees. The fund also
makes payments to certain financial intermediaries, including
affiliates, who provide sub-administration, recordkeeping
and/or sub-transfer agency services to beneficial owners of
the fund.




Mellon National Intermediate Municipal Bond Fund

GOAL/APPROACH

The fund seeks to maximize current income
exempt from federal income tax to the extent con-
sistent with the preservation of capital. This objec-
tive may be changed without shareholder approval.
To pursue its goal, the fund normally invests at least
80% of its assets in municipal bonds that provide
income exempt from federal income tax. The fund
occasionally, including for temporary defensive pur-
poses, may invest in taxable bonds.

The fund’s investments in municipal and taxable
bonds must be rated investment grade at the time of
purchase or, if unrated, deemed of comparable qual-
ity by the investment adviser. Generally, the fund’s
average effective portfolio maturity will be between
three and ten years and the average effective dura-
tion of the fund’s portfolio will not exceed eight
years. The fund may invest in individual municipal
and taxable bonds of any maturity or duration. In
calculating average effective portfolio maturity and
average effective duration, the fund may treat a
security that can be repurchased by its issuer on an
earlier date (known as a “call date”) as maturing on

the call date rather than on its stated maturity date.

The fund may, but is not required to, use derivatives,
such as futures, options and swap agreements as a
substitute for taking a position in an underlying
asset, to increase returns, to manage duration or
interest rate risk, or as part of a hedging strategy.
The fund may buy securities that pay interest at
rates that float inversely with changes in prevailing
interest rates and may make forward commitments
in which the fund agrees to buy or sell a security in

the future at a price agreed upon today.

Concepts to understand

Municipal bonds: debt securities that provide income free
from federal income tax, and state income tax if you live in
the issuing state. Municipal bonds are typically of two types:

o general obligation bonds, which are secured by the full
faith and credit of the issuer and its taxing power

o revenue bonds, which are payable from the revenue
derived from a specific revenue source, such as charges for
water and sewer service or highway tolls

Average effective portfolio maturity: an average of the
maturities of bonds held by the fund directly and the bonds
underlying derivative instruments entered into by the fund,
adjusted to reflect provisions or market conditions that may
cause a bond's principal to be repaid earlier than at its stated
maturity.

Duration: an indication of an investment's “interest rate risk,"”
or how sensitive a bond or mutual fund portfolio may be to
changes in interest rates. Generally, the longer a bond's
duration, the more likely it is to react to interest rate
fluctuations and the greater its long-term risk/return
potential.

Investment grade bonds: independent rating organizations
analyze and evaluate a bond issuer's credit history and ability
to repay debts. Based on their assessment, they assign letter
grades that reflect the issuer’s creditworthiness. AAA or Aaa
represents the highest credit rating, AA/Aa the second
highest, and so on down to D, for defaulted debt. Bonds rated
BBB or Baa and above are considered investment grade.
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MAIN RISKS

The fund’s principal risks are discussed below. The
value of your investment in the fund will fluctuate,
which means that you could lose money.

o Interest rate risk. Prices of municipal bonds tend to

move inversely with changes in interest rates.
Typically, a rise in rates will adversely affect bond
prices and, accordingly, the fund’s share price. The
longer the effective maturity and duration of the
fund’s portfolio, the more the fund’s share price is
likely to react to interest rates.

Call risk. Some municipal bonds give the issuer
the option to call, or redeem, the bonds before
their maturity date. If an issuer “calls” its bond
during a time of declining interest rates, the fund
might have to reinvest the proceeds in an invest-
ment offering a lower yield. During periods of
market illiquidity or rising interest rates, prices of
the fund’s “callable issues” are subject to increased
price fluctuation.

Credit risk. Failure of an issuer to make timely
interest or principal payments, or a decline or
perception of a decline in the credit quality of a
bond, can cause a municipal bond’s price to fall,
potentially lowering the fund’s share price.

Issuer and market risk. Changes in economic, busi-
ness or political conditions relating to a particular
municipal project, municipality, or state in which
the fund invests may have an impact on the fund’s
share price.

INTERMEDIATE MUNICIPAL BOND FUND (continued)

o Liquidity risk. The secondary market for certain

municipal bonds tends to be less well developed
or liquid than many other securities markets,
which may adversely affect the fund’s ability to
sell such municipal bonds at attractive prices.
When there is little or no active trading market
for specific types of securities, it can become
more difficult to sell the securities at or near their
perceived value. In such a market, the value of
such securities and the fund’s share price may fall
dramatically.

Market sector risk. The fund’s overall risk level will
depend on the market sectors in which the fund is
invested and the current interest rate, liquidity and
credit quality of such sectors. The fund may signif-
icantly overweight or underweight certain indus-
tries or market sectors, which may cause the fund’s
performance to be more or less sensitive to devel-
opments affecting those industries or sectors.

Tax risk. To be tax-exempt, municipal bonds gen-
erally must meet certain regulatory requirements.
Although the fund will invest in municipal bonds
that pay interest that is exempt, in the opinion of
counsel to the issuer (or on the basis of other
authority believed by the investment adviser to
be reliable), from federal income tax, if any such
municipal bond fails to meet these regulatory
requirements, the interest received by the fund
from its investment in such bonds and distributed
to fund shareholders will be taxable.



o Derivatives risk. The fund may use derivative
instruments, such as options, futures and options
on futures (including those relating to securities,
indexes and interest rates), swaps and inverse
floaters. Certain derivatives may cause taxable
income. A small investment in derivatives could
have a potentially large impact on the fund’s per-
formance. The use of derivatives involves risks
different from, or possibly greater than, the risks
associated with investing directly in the underly-
ing assets. Derivatives can be highly volatile, illiq-
uid and difficult to value, and there is the risk that
changes in the value of a derivative held by the
fund will not correlate with the underlying
instruments or funds other investments.
Derivative instruments also involve the risk that a
loss may be sustained as a result of the failure of
the counterparty to the derivative instruments to
make required payments or otherwise comply
with the derivative instruments’ terms.

Non-diversification risk. The fund is non-diversi-
fied, which means that a relatively high percent-
age of the fund’s assets may be invested in a lim-
ited number of issuers. Therefore, the fund’s per-
formance may be more vulnerable to changes in
the market value of a single issuer or a group of
issuers and more susceptible to risks associated
with a single economic, political or regulatory
occurrence than a diversified fund.

Other potential risks

Although the fund seeks to provide income exempt from
federal income tax, interest from some of its holdings may be
subject to federal income tax including the alternative
minimum tax. In addition, for temporary defensive purposes,
the fund may invest up to all of its assets in U.S. Treasury
securities and money market securities and in taxable bonds.
During such periods, the fund may not achieve its investment
objective.

Although municipal and taxable bonds must be rated
investment grade when purchased by the fund, they may
subsequently be downgraded.

The fund may lend its portfolio securities to brokers, dealers
and other financial institutions. In connection with such loans,
the fund will receive collateral from the borrower equal to at
least 100% of the value of the loaned securities. If the
borrower of the securities fails financially, there could be
delays in recovering the loaned securities or exercising rights
to the collateral.
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PAST PERFORMANCE

The bar chart and tables shown on the next page
illustrate the risks of investing in the fund. Before
the fund commenced operations, substantially all of
the assets of a predecessor common trust fund
(CTF) that, in all material respects (except as dis-
cussed below), had the same investment objective,
policies, guidelines and restrictions as the fund were
transferred to the fund. The bar chart on the next
page shows you how the performance of the fund’s
Class M shares has varied from year to year. The top
table compares the performance of the fund’s Class
M shares over time to that of the Lehman Brothers
7-Year Municipal Bond Index, a broad-based,
unmanaged total return performance benchmark of
investment grade municipal bonds maturing in the
6- to 8-year range. Please note that the performance
figures for the fund’s Class M shares in the bar chart
and top table do not reflect the impact of any
applicable taxes and represent the performance fig-
ures for the predecessor CTF through October 1,
2000, adjusted to reflect the fund’s fees and expens-
es, by subtracting from the actual performance of
the CTF the expenses of the fund’s Class M shares
(net of any fee waivers and expense reimburse-
ments), and the performance of the fund’s Class M
shares thereafter. The predecessor CTF was not reg-
istered under the Investment Company Act of 1940
(1940 Act) and therefore was not subject to certain
investment restrictions that might have adversely

affected performance.

The bottom table on the next page compares the
performance of the funds Class M shares and
Investor shares to that of the Lehman Brothers 7-
Year Municipal Bond Index for various periods
since the date the fund commenced operations as
an investment company registered under the 1940
Act (October 2, 2000). These performance figures
for the fund’s Class M shares are shown before and
after taxes and do not reflect the predecessor CTF’s

performance.

INTERMEDIATE MUNICIPAL BOND FUND (continued)

After-tax performance is shown only for Class M
shares. After-tax performance of the fund’s Investor
shares will vary. After-tax returns are calculated
using the historical highest individual federal mar-
ginal income tax rates, and do not reflect the impact
of state and local taxes. Actual after-tax returns
depend on the investor’s tax situation and may dif-
fer from those shown, and the after-tax returns
shown are not relevant to investors who hold their
shares through tax-deferred arrangements such as

401(k) plans or individual retirement accounts.

All returns assume reinvestment of dividends and
distributions. Of course, past performance (before
and after taxes) is no guarantee of future results.
Performance for each share class will vary due to

differences in expenses.

The CTF was not authorized to invest in futures or
option contracts. Although the fund is authorized
to invest in futures and option contracts, it antici-
pates that any use it makes of them would be as an
alternative means of managing or maintaining risk
exposure similar to that associated with the CTF
and that its investment in such derivatives would in
no event exceed 10% of its total assets. The fund
also does not anticipate that its authority to invest
in futures and option contracts will cause its per-
formance to differ materially from what it would
be if it could not so invest. In addition, the fund
expects that its effective duration will not exceed
eight years. The CTF had no maximum duration
policy. During the period for which performance is
presented below (through October 1, 2000), the
CTF’s duration generally ranged between 4.25 and
6.50 years.



Year-by-year total return as of 12/31 each year (%)*
Class M shares

7.28 9.99 8.21
499 5.01 4.24
74 .
3 2.09

6.27

-1.49
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Best Quarter: Q3 '02 +4.16%
Worst Quarter: Q2 '99 -1.88%

The year-to-date total return of the fund’s Class M shares as of 9/30/07
was 2.25%.

Mellon National

Average annual total return as of 12/31/06

1 Year 5 Years 10 Years

Mellon National

Intermediate

Municipal Bond Fund -

Class M shares 4.24% 4.64% 4.99%*

Lehman Brothers
7-Year Municipal
Bond Index 3.98% 4.89% 5.22%

Average annual total return as of 12/31/06

Share class/ Since
inception date 1 Year 5 Years inception

Class M shares
(10/2/00)
returns before taxes 4.24% 4.64% 5.11%

Class M shares
returns after taxes
on distributions 4.24% 4.58% 5.01%

Class M shares
returns after taxes
on distributions and

sale of fund shares 4.13% 4.53% 4.94%
Investor shares

(7/m/o1)

returns before taxes 3.91% 4.37% 4.30%

Lehman Brothers 7-Year

Municipal Bond Index

reflects no deduction for

fees, expenses or taxes 3.98% 4.89% 5.28%**

* Reflects the performance of the predecessor CTF through 10/1/00.

** From inception of Class M shares. For comparative purposes, the
value of the index on 9/30/00 is used as the beginning value on
10/2/00.
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EXPENSES

As an investor, you pay certain fees and expenses in
connection with the fund, which are described for
Class M shares and Investor shares in the table
below. Because annual fund operating expenses are
paid out of fund assets, their effect is included in the
share price. The fund’s Class M shares and Investor
shares do not have a sales charge (load) or Rule
12b-1 distribution fees.

Fee table
Class M Investor
shares shares
Annual fund operating expenses
% of average daily net assets
Investment advisory fees 0.35% 0.35%
Shareholder services fee none 0.25%
Other expenses 0.16% 0.16%
Total 0.51% 0.76%

Expense example

1 Year 3 Years 5 Years 10 Years

Class M shares $52 $164 $285 $640
Investor shares $78 $243 $422 $942

This example shows what you could pay in expenses over
time. It uses the same hypothetical conditions other funds
use in their prospectuses: $10,000 initial investment, 5%
total return each year and no changes in expenses. The
figures shown would be the same whether you sold your
shares at the end of a period or kept them. Because actual
returns and expenses will be different, the example is for
comparison only.

INTERMEDIATE MUNICIPAL BOND FUND (continued)

Concepts to understand

Investment advisory fee: the fee paid to the investment
adviser for managing the fund's portfolio.

Shareholder services fee: the fee paid to the fund's
distributor for providing shareholder services to the holders
of Investor shares.

Other expenses: fees paid by the fund for the most recent
fiscal year, including an administration fee of 0.129% (based
on certain assets of the funds in the Mellon Funds Trust in the
aggregate) payable to Mellon Bank, N.A. for providing or
arranging for fund accounting, transfer agency, and certain
other fund administration services, and miscellaneous items
such as custody and professional service fees. The fund also
makes payments to certain financial intermediaries, including
affiliates, who provide sub-administration, recordkeeping
and/or sub-transfer agency services to beneficial owners of
the fund.




Mellon National Short-Term Municipal Bond Fund

GOAL/APPROACH

The fund seeks to maximize current income
exempt from federal income tax to the extent con-
sistent with the preservation of capital. This objec-
tive may be changed without shareholder approval.
To pursue its goal, the fund normally invests at least
80% of its assets in municipal bonds that provide
income exempt from federal income tax. The fund
occasionally, including for temporary defensive pur-

poses, may invest in taxable bonds.

The fund’s investments in municipal and taxable
bonds must be rated investment grade at the time of
purchase or, if unrated, deemed of comparable qual-
ity by the investment adviser. Generally, the fund’s
average effective portfolio maturity and the average
effective duration of the fund’s portfolio will be less
than three years. The fund may invest in individual
municipal and taxable bonds of any maturity or
duration. In calculating average effective maturity
and average effective portfolio duration, the fund
may treat a security that can be repurchased by its
issuer on an earlier date (known as a “call date”) as
maturing on the call date rather than on its stated

maturity date.

The fund may, but is not required to, use derivatives,
such as futures, options and swap agreements, as a
substitute for taking a position in an underlying
asset, to increase returns, to manage duration or
interest rate risk, or as part of a hedging strategy.
The fund may buy securities that pay interest at
rates that float inversely with changes in prevailing
interest rates and may make forward commitments
in which the fund agrees to buy or sell a security in

the future at a price agreed upon today.

Concepts to understand

Municipal bonds: debt securities that provide income free
from federal income tax, and state income tax if you live in
the issuing state. Municipal bonds are typically of two types:

o general obligation bonds, which are secured by the full
faith and credit of the issuer and its taxing power

o revenue bonds, which are payable from the revenue
derived from a specific revenue source, such as charges for
water and sewer service or highway tolls

Average effective portfolio maturity: an average of the
maturities of bonds held by the fund directly and the bonds
underlying derivative instruments entered into by the fund,
adjusted to reflect provisions or market conditions that may
cause a bond's principal to be repaid earlier than at its stated
maturity.

Duration: an indication of an investment’s “interest rate risk,"”
or how sensitive a bond or mutual fund portfolio may be to
changes in interest rates. Generally, the longer a bond’s
duration, the more likely it is to react to interest rate
fluctuations and the greater its long-term risk/return
potential.

Investment grade bonds: independent rating organizations
analyze and evaluate a bond issuer’s credit history and ability
to repay debts. Based on their assessment, they assign letter
grades that reflect the issuer’s creditworthiness. AAA or Aaa
represents the highest credit rating, AA/Aa the second
highest, and so on down to D, for defaulted debt. Bonds rated
BBB or Baa and above are considered investment grade.
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MAIN RISKS

The fund’s principal risks are discussed below. The
value of your investment in the fund will fluctuate,
which means that you could lose money.

o Interest rate risk. Prices of municipal bonds tend to

move inversely with changes in interest rates.
Typically, a rise in rates will adversely affect bond
prices and, accordingly, the fund’s share price. The
longer the effective maturity and duration of the
fund’s portfolio, the more the fund’s share price is
likely to react to interest rates.

Call risk. Some municipal bonds give the issuer
the option to call, or redeem, the bonds before
their maturity date. If an issuer “calls” its bond
during a time of declining interest rates, the fund
might have to reinvest the proceeds in an invest-
ment offering a lower yield. During periods of
market illiquidity or rising interest rates, prices of
the fund’s “callable issues” are subject to increased
price fluctuation.

Credit risk. Failure of an issuer to make timely
interest or principal payments, or a decline or
perception of a decline in the credit quality of a
bond, can cause a municipal bond’s price to fall,
potentially lowering the fund’s share price.

Issuer and market risk. Changes in economic, busi-
ness or political conditions relating to a particular
municipal project, municipality, or state in which
the fund invests may have an impact on the fund’s
share price.

o Liquidity risk. The secondary market for certain

municipal bonds tends to be less well developed
or liquid than many other securities markets,
which may adversely affect the fund’s ability to
sell such municipal bonds at attractive prices.
When there is little or no active trading market
for specific types of securities, it can become
more difticult to sell the securities at or near their
perceived value. In such a market, the value of
such securities and the fund’s share price may fall
dramatically.

Market sector risk. The fund’s overall risk level will
depend on the market sectors in which the fund is
invested and the current interest rate, liquidity and
credit quality of such sectors. The fund may signif-
icantly overweight or underweight certain indus-
tries or market sectors, which may cause the fund’s
performance to be more or less sensitive to devel-
opments affecting those industries or sectors.

Tax risk. To be tax-exempt, municipal bonds gen-
erally must meet certain regulatory requirements.
Although the fund will invest in municipal bonds
that pay interest that is exempt, in the opinion of
counsel to the issuer (or on the basis of other
authority believed by the investment adviser to
be reliable), from federal income tax, if any such
municipal bond fails to meet these regulatory
requirements, the interest received by the fund
from its investment in such bonds and distributed
to fund shareholders will be taxable.



o Derivatives risk. The fund may use derivative
instruments, such as options, futures and options
on futures (including those relating to securities,
indexes and interest rates), swaps and inverse
floaters. Certain derivatives may cause taxable
income. A small investment in derivatives could
have a potentially large impact on the fund’s per-
formance. The use of derivatives involves risks
different from, or possibly greater than, the risks
associated with investing directly in the underly-
ing assets. Derivatives can be highly volatile, 1lliq-
uid and difficult to value, and there is the risk that
changes in the value of a derivative held by the
fund will not correlate with underlying instru-
ments or the fund’s other investments. Derivative
instruments also involve the risk that a loss may
be sustained as a result of the failure of the coun-
terparty to the derivative instruments to make
required payments or otherwise comply with the
derivative instruments’ terms.

Non-diversification risk. The fund is non-diversi-
fied, which means that a relatively high percent-
age of the fund’s assets may be invested in a lim-
ited number of issuers. Therefore, the fund’s per-
formance may be more vulnerable to changes in
the market value of a single issuer or a group of
issuers and more susceptible to risks associated
with a single economic, political or regulatory
occurrence than a diversified fund.

Other potential risks

Although the fund seeks to provide income exempt from
federal income tax, interest from some of its holdings may be
subject to federal income tax including the alternative
minimum tax. In addition, for temporary defensive purposes,
the fund may invest up to all of its assets in U.S. Treasury
securities and money market securities and in taxable bonds.
During such periods, the fund may not achieve its investment
objective.

Although municipal and taxable bonds must be rated
investment grade when purchased by the fund, they may
subsequently be downgraded.

The fund may lend its portfolio securities to brokers, dealers
and other financial institutions. In connection with such loans,
the fund will receive collateral from the borrower equal to at
least 100% of the value of the loaned securities. If the
borrower of the securities fails financially, there could be
delays in recovering the loaned securities or exercising rights
to the collateral.
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PAST PERFORMANCE

The bar chart and table shown illustrate the risks of
investing in the fund. The bar chart shows the per-
formance of the fund’s Class M shares from year to
year. The table compares the performance of the
fund’s Class M shares and Investor shares over time
to that of the Lehman 3-Year Municipal Index, an
unmanaged total return performance benchmark of
investment grade municipal bonds maturing in the

one- to (but not including) four-year range.

After-tax performance is shown only for Class M
shares. After-tax performance of the fund’s Investor
shares will vary. After-tax returns are calculated
using the historical highest individual federal mar-
ginal income tax rates, and do not reflect the impact
of state and local taxes. Actual after-tax returns
depend on the investor’s tax situation and may dif-
fer from those shown, and the after-tax returns
shown are not relevant to investors who hold their
shares through tax-deferred arrangements such as

401(k) plans or individual retirement accounts.

All returns assume reinvestment of dividends and
distributions. Of course, past performance (before
and after taxes) is no guarantee of future results.
Performance for each share class will vary due to

differences in expenses.

Year-by-year total return as of 12/31 each year (%)
Class M shares

548 543

194 o 142 290

97 98 99 00 O 02 03 04 05 06

Best Quarter: Q2 '02 +2.50%
Worst Quarter: Q2 '04 -0.99%

The year-to-date total return of the fund’s Class M shares as of 9/30/07
was 2.67%.

Average annual total return as of 12/31/06

Share class/ Since
inception date 1 Year 5 Years inception

Class M shares
(10/2/00)
returns before taxes 2.90% 2.54% 3.23%

Class M shares
returns after taxes
on distributions 2.89% 2.54% 3.19%

Class M shares
returns after taxes
on distributions and

sale of fund shares 2.89% 2.56% 3.18%
Investor shares

(7/m/on

returns before taxes 2.71% 2.28% 2.41%

Lehman 3-Year

Municipal Index

reflects no deduction for

fees, expenses or taxes 3.05% 3.00% 3.79%*

* From inception of Class M shares. For comparative purposes, the value
of the index on 9/30/00 is used as the beginning value on
10/2/00.



EXPENSES

As an investor, you pay certain fees and expenses in
connection with the fund, which are described in
the table below. Because annual fund operating
expenses are paid out of fund assets, their effect is
included in the share price. The fund has no sales
charge (load) or Rule 12b-1 distribution fees.

Fee table
Class M Investor
shares shares
Annual fund operating expenses
% of average daily net assets
Investment advisory fees 0.35% 0.35%
Shareholder services fee none 0.25%
Other expenses 0.20% 0.20%
Total 0.55% 0.80%

Expense example

1 Year 3 Years 5 Years 10 Years

Class M shares $56 $176 $307 $689
Investor shares $82 $255 $444 $990

This example shows what you could pay in expenses over
time. It uses the same hypothetical conditions other funds
use in their prospectuses: $10,000 initial investment, 5%
total return each year and no changes in expenses. The
figures shown would be the same whether you sold your
shares at the end of a period or kept them. Because actual
returns and expenses will be different, the example is for
comparison only.

Concepts to understand

Investment advisory fee: the fee paid to the investment
adviser for managing the fund's portfolio.

Shareholder services fee: the fee paid to the fund's
distributor for providing shareholder services to the holders
of Investor shares.

Other expenses: fees paid by the fund for the most recent
fiscal year, including an administration fee of 0.129% (based
on certain assets of the funds in the Mellon Funds Trust in the
aggregate) payable to Mellon Bank, N.A. for providing or
arranging for fund accounting, transfer agency, and certain
other fund administration services, and miscellaneous items
such as custody and professional service fees. The fund also
makes payments to certain financial intermediaries, including
affiliates, who provide sub-administration, recordkeeping
and/or sub-transfer agency services to beneficial owners of
the fund.
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Mellon Pennsylvania Intermediate Municipal Bond Fund

GOAL/APPROACH

The fund seeks as high a level of income exempt
from federal and Pennsylvania state income taxes as
is consistent with the preservation of capital. This
objective may be changed without shareholder
approval. To pursue its goal, the fund normally
invests at least 80% of its assets in municipal bonds
that provide income exempt from federal and
Pennsylvania state personal income taxes. These
municipal bonds include those issued by the
Commonwealth of Pennsylvania as well as those
issued by U.S. territories and possessions. The fund
also may invest in municipal bonds that are exempt
from federal income tax, but not Pennsylvania per-

sonal income tax, and in taxable bonds.

The fund’s investments in municipal and taxable
bonds must be rated investment grade at the time of
purchase or, if unrated, deemed of comparable qual-
ity by the investment adviser. Generally, the fund’s
average effective portfolio maturity will be between
three and ten years and the average effective dura-
tion of the fund’s portfolio will not exceed eight
years. The fund may invest in individual municipal
and taxable bonds of any maturity or duration. In
calculating average effective portfolio maturity and
average effective duration, the fund may treat a
security that can be repurchased by its issuer on an
earlier date (known as a “call date”) as maturing on

the call date rather than on its stated maturity date.

The fund may, but is not required to, use derivatives,
such as futures, options and swap agreements as a
substitute for taking a position in an underlying
asset, to increase returns, to manage duration or
interest rate risk, or as part of a hedging strategy.
The fund may buy securities that pay interest at
rates that float inversely with changes in prevailing
interest rates and may make forward commitments
in which the fund agrees to buy or sell a security in

the future at a price agreed upon today.

Concepts to understand

Municipal bonds: debt securities that provide income free
from federal income tax, and state income tax if you live in
the issuing state. Municipal bonds are typically of two types:

o general obligation bonds, which are secured by the full
faith and credit of the issuer and its taxing power

o revenue bonds, which are payable from the revenue
derived from a specific revenue source, such as charges for
water and sewer service or highway tolls

Average effective portfolio maturity: an average of the
maturities of bonds held by the fund directly and the bonds
underlying derivative instruments entered into by the fund,
adjusted to reflect provisions or market conditions that may
cause a bond's principal to be repaid earlier than at its stated
maturity.

Duration: an indication of an investment’s “interest rate risk,"”
or how sensitive a bond or mutual fund portfolio may be to
changes in interest rates. Generally, the longer a bond’s
duration, the more likely it is to react to interest rate
fluctuations and the greater its long-term risk/return
potential.

Investment grade bonds: independent rating organizations
analyze and evaluate a bond issuer’s credit history and ability
to repay debts. Based on their assessment, they assign letter
grades that reflect the issuer's creditworthiness. AAA or Aaa
represents the highest credit rating, AA/Aa the second
highest, and so on down to D, for defaulted debt. Bonds rated
BBB or Baa and above are considered investment grade.




MAIN RISKS

The fund’s principal risks are discussed below. The o Liquidity risk. The secondary market for certain
municipal bonds tends to be less well developed
or liquid than many other securities markets,

which may adversely affect the fund’s ability to

value of your investment in the fund will fluctuate,
which means that you could lose money.

o Interest rate risk. Prices of municipal bonds tend to

move inversely with changes in interest rates.
Typically, a rise in rates will adversely affect bond
prices and, accordingly, the fund’s share price. The
longer the effective maturity and duration of the
fund’s portfolio, the more the fund’s share price is
likely to react to interest rates.

Call risk. Some municipal bonds give the issuer
the option to call, or redeem, the bonds before
their maturity date. If an issuer “calls” its bond
during a time of declining interest rates, the fund
might have to reinvest the proceeds in an invest-
ment offering a lower yield. During periods of
market illiquidity or rising interest rates, prices of
the fund’s “callable issues” are subject to increased
price fluctuation.

Credit risk. Failure of an issuer to make timely
interest or principal payments, or a decline or
perception of a decline in the credit quality of a
bond, can cause a municipal bond’s price to fall,
potentially lowering the fund’s share price.
State-specific risk. Pennsylvania’s economy and the
revenues underlying its municipal bonds may
decline, meaning that the ability of the issuer to
make timely principal and interest payments may
be reduced. Investing primarily in a single state
makes the fund’s portfolio securities more sensi-
tive to risks specific to the state and may magni-

fy other risks.

Mellon Pennsylvania

sell such municipal bonds at attractive prices.
When there is little or no active trading market
for specific types of securities, it can become
more difficult to sell the securities at or near their
perceived value. In such a market, the value of
such securities and the fund’s share price may fall
dramatically.

Market sector risk. The fund’s overall risk level will
depend on the market sectors in which the fund is
invested and the current interest rate, liquidity and
credit quality of such sectors. The fund may signif-
icantly overweight or underweight certain indus-
tries or market sectors, which may cause the fund’s
performance to be more or less sensitive to devel-
opments affecting those industries or sectors.

Tax risk. To be tax-exempt, municipal bonds gen-
erally must meet certain regulatory requirements.
Although the fund will invest in municipal bonds
that pay interest that is exempt, in the opinion of
counsel to the issuer (or on the basis of other
authority believed by the investment adviser to
be reliable), from federal income tax and
Pennsylvania state personal income taxes, if any
such municipal bond fails to meet these regulato-
ry requirements, the interest received by the fund
from its investment in such bonds and distributed
to fund shareholders will be taxable.
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o Derivatives risk. The fund may use derivative

instruments, such as options, futures and options
on futures (including those relating to securities,
indexes and interest rates), swaps and inverse
floaters. Certain derivatives may cause taxable
income. A small investment in derivatives could
have a potentially large impact on the fund’s per-
formance. The use of derivatives involves risks
different from, or possibly greater than, the risks
associated with investing directly in the underly-
ing assets. Derivatives can be highly volatile, illig-
uid and difficult to value, and there is the risk that
changes in the value of a derivative held by the
fund will not correlate with underlying instru-
ments or the fund’s other investments. Derivative
instruments also involve the risk that a loss may
be sustained as a result of the failure of the coun-
terparty to the derivative instruments to make
required payments or otherwise comply with the
derivative instruments’ terms.

Non-diversification risk. The fund is non-diversi-
fied, which means that a relatively high percent-
age of the fund’s assets may be invested in a lim-
ited number of issuers. Therefore, the fund’s per-
formance may be more vulnerable to changes in
the market value of a single issuer or a group of
issuers and more susceptible to risks associated
with a single economic, political or regulatory
occurrence than a diversified fund.

INTERMEDIATE MUNICIPAL BOND FUND - MAIN RISKS (continued)

Other potential risks

Although the fund seeks to provide income exempt from
federal and Pennsylvania state income taxes, interest from
some of its holdings may be subject to federal income tax
including the alternative minimum tax. In addition, the fund
may invest in taxable bonds and/or municipal bonds that are
exempt only from federal income tax and, for temporary
defensive purposes, may invest up to all of its assets in such
bonds and in U.S Treasury securities and money market
securities. During such periods, the fund may not achieve its
investment objective.

Although municipal and taxable bonds must be rated
investment grade when purchased by the fund, they may
subsequently be downgraded.

The fund may lend its portfolio securities to brokers, dealers
and other financial institutions. In connection with such loans,
the fund will receive collateral from the borrower equal to at
least 100% of the value of the loaned securities. If the
borrower of the securities fails financially, there could be
delays in recovering the loaned securities or exercising rights
to the collateral.




PAST PERFORMANCE

The bar chart and tables shown on the next page
illustrate the risks of investing in the fund. Before
the fund commenced operations, substantially all of
the assets of a predecessor common trust fund
(CTF) that, in all material respects (except as dis-
cussed below), had the same investment objective,
policies, guidelines and restrictions as the fund were
transferred to the fund. The bar chart on the next
page shows you how the performance of the fund’s
Class M shares has varied from year to year. The top
table compares the performance of the fund’s Class
M shares over time to that of the Lehman Brothers
7-Year Municipal Bond Index, a broad-based,
unmanaged total return performance benchmark
of investment grade municipal bonds maturing in
the 6- to 8-year range. Please note that the perfor-
mance figures for the fund’s Class M shares in the
bar chart and top table do not reflect the impact of
any applicable taxes and represent the performance
of the predecessor CTF through October 1, 2000,
adjusted to reflect the fund’s fees and expenses, by
subtracting from the actual performance of the
CTF the expenses of the fund’s Class M shares (net
of any fee waivers and expense reimbursements),
and the performance of the fund’s Class M shares
thereafter. The predecessor CTF was not registered
under the Investment Company Act of 1940 (1940
Act) and therefore was not subject to certain invest-
ment restrictions that might have adversely affected

performance.

The bottom table on the next page compares the
performance of the funds Class M shares and
Investor shares to that of the Lehman Brothers 7-
Year Municipal Bond Index for various periods
since the date the fund commenced operations as
an investment company registered under the 1940
Act (October 2, 2000). These performance figures
for the fund’s Class M shares are shown before and
after taxes and do not reflect the predecessor CTF’s

performance.

Mellon Pennsylvania

After-tax performance is shown only for Class M
shares. After-tax performance of the fund’s Investor
shares will vary. After-tax returns are calculated
using the historical highest individual federal mar-
ginal income tax rates, and do not reflect the impact
of state and local taxes. Actual after-tax returns
depend on the investor’s tax situation and may dif-
fer from those shown, and the after-tax returns
shown are not relevant to investors who hold their
shares through tax-deferred arrangements such as

401(k) plans or individual retirement accounts.

All returns assume reinvestment of dividends and
distributions. Of course, past performance (before
and after taxes) is no guarantee of future results.
Performance for each share class will vary due to

differences in expenses.

The CTF was not authorized to invest in futures or
option contracts. Although the fund is authorized
to invest in futures and option contracts, it antici-
pates that any use it makes of them would be as an
alternative means of managing or maintaining risk
exposure similar to that associated with the CTF
and that its investment in such derivatives would in
no event exceed 10% of its total assets. In addition,
before June 1, 2000, the CTF had a stated policy
that, under normal circumstances, it sought to
maintain a minimum of 60% of its assets in issues
that are exempt from federal and Pennsylvania per-
sonal income taxes. Beginning June 1, 2000, the
CTF increased this percentage to 65%. Effective
May 22,2002, the fund changed its policy such that
it normally invests at least 80% of its assets in
municipal bonds, the interest from which is exempt
from federal and Pennsylvania personal income

taxes.
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Year-by-year total return as of 12/31 each year (%6)*
Class M shares

7.06 9.25 778

5.69
. 4.67 . 4.39 304 474 3.84

-1.74

97 98 99 00 O 02 03 04 05 ©06

Best Quarter: Q3 '02 +3.90%
Worst Quarter: Q2 '04 -2.01%

The year-to-date total return of the fund’s Class M shares as of 9/30/07
was 2.03%.
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Average annual total return as of 12/31/06

1 Year 5 Years 10 Years

Mellon Pennsylvania

Intermediate Municipal

Bond Fund -

Class M shares 3.84% 4.14% 4.53%*

Lehman Brothers
7-Year Municipal
Bond Index** 3.98% 4.89% 5.22%

Average annual total return as of 12/31/06

Share class/ Since
inception date 1 Year 5 Years inception

Class M shares
(10/2/00)
returns before taxes 3.84% 4.14% 4.64%

Class M shares
returns after taxes
on distributions 3.80% 4.08% 4.55%

Class M shares
returns affer taxes
on distributions and

sale of fund shares 3.88% 411%  4.54%
Investor shares

(7/m/on

returns before taxes 3.58% 3.88% 3.81%

Lehman Brothers 7-Year

Municipal Bond Index**

reflects no deduction for

fees, expenses or taxes 3.98% 4.89%  5.28%***

* Reflects the performance of the predecessor C'TF through
10/1/00.

** Unlike the fund, the index is not limited to obligations issued by a
single state or municipalities in that state.
*** From inception of Class M shares. For comparative purposes, the

value of the index on 9/30/00 is used as the beginning value on
10/2/00.



EXPENSES

As an investor, you pay certain fees and expenses in
connection with the fund, which are described in
the table below. Because annual fund operating
expenses are paid out of fund assets, their effect is
included in the share price. The fund has no sales
charge (load) or Rule 12b-1 distribution fees.

Fee table
Class M Investor
shares shares
Annual fund operating expenses
% of average daily net assets
Investment advisory fees 0.50% 0.50%
Shareholder services fee none 0.25%
Other expenses 0.16% 0.16%
Total 0.66% 0.91%

Expense example

1 Year 3 Years 5 Years 10 Years

Class M shares $67 $21 $368 $822
Investor shares $93 $290 $504 $1,120

This example shows what you could pay in expenses over
time. It uses the same hypothetical conditions other funds
use in their prospectuses: $10,000 initial investment, 5%
total return each year and no changes in expenses. The
figures shown would be the same whether you sold your
shares at the end of a period or kept them. Because actual
returns and expenses will be different, the example is for
comparison only.

Concepts to understand

Investment advisory fee: the fee paid to the investment
adviser for managing the fund's portfolio.

Shareholder services fee: the fee paid to the fund's
distributor for providing shareholder services to the holders
of Investor shares.

Other expenses: fees paid by the fund for the most recent
fiscal year, including an administration fee of 0.129% (based
on certain assets of the funds in the Mellon Funds Trust in the
aggregate) payable to Mellon Bank, N.A. for providing or
arranging for fund accounting, transfer agency, and certain
other fund administration services, and miscellaneous items
such as custody and professional service fees. The fund also
makes payments to certain financial intermediaries, including
affiliates, who provide sub-administration, recordkeeping
and/or sub-transfer agency services to beneficial owners of
the fund.
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GOAL/APPROACH

The fund seeks as high a level of income exempt
from federal and Massachusetts state income taxes as
is consistent with the preservation of capital. This
objective may be changed without shareholder
approval. To pursue its goal, the fund normally
invests at least 80% of its assets in municipal bonds
that provide income exempt from federal and
Massachusetts state personal income taxes. These
municipal bonds include those issued by the
Commonwealth of Massachusetts as well as those
issued by U.S. territories and possessions. The fund
also may invest in municipal bonds that are exempt
from federal income tax, but not Massachusetts per-

sonal income tax, and in taxable bonds.

The fund’s investments in municipal and taxable
bonds must be rated investment grade at the time of
purchase or, if unrated, deemed of comparable qual-
ity by the investment adviser. Generally, the fund’s
average effective portfolio maturity will be between
three and ten years and the average eftective dura-
tion of the fund’s portfolio will not exceed eight
years. The fund may invest in individual municipal
and taxable bonds of any maturity or duration. In
calculating average effective portfolio maturity and
average effective duration, the fund may treat a
security that can be repurchased by its issuer on an
earlier date (known as a “call date”) as maturing on

the call date rather than on its stated maturity date.

The fund may, but is not required to, use derivatives,
such as futures, options and swap agreements, as a
substitute for taking a position in an underlying
asset, to increase returns, to manage duration or
interest rate risk, or as part of a hedging strategy.
The fund may buy securities that pay interest at
rates that float inversely with changes in prevailing
interest rates and may make forward commitments
in which the fund agrees to buy or sell a security in

the future at a price agreed upon today.

Concepts to understand

Municipal bonds: debt securities that provide income free
from federal income tax, and state income tax if you live in
the issuing state. Municipal bonds are typically of two types:

o general obligation bonds, which are secured by the full
faith and credit of the issuer and its taxing power

o revenue bonds, which are payable from the revenue
derived from a specific revenue source, such as charges for
water and sewer service or highway tolls

Average effective portfolio maturity: an average of the
maturities of bonds held by the fund directly and the bonds
underlying derivative instruments entered into by the fund,
adjusted to reflect provisions or market conditions that may
cause a bond's principal to be repaid earlier than at its stated
maturity.

Duration: an indication of an investment's “interest rate risk,"”
or how sensitive a bond or mutual fund portfolio may be to
changes in interest rates. Generally, the longer a bond's
duration, the more likely it is to react to interest rate
fluctuations and the greater its long-term risk/return
potential.

Investment grade bonds: independent rating organizations
analyze and evaluate a bond issuer’s credit history and ability
to repay debts. Based on their assessment, they assign letter
grades that reflect the issuer’s creditworthiness. AAA or Aaa
represents the highest credit rating, AA/Aa the second
highest, and so on down to D, for defaulted debt. Bonds rated
BBB or Baa and above are considered investment grade.




MAIN RISKS

The fund’s principal risks are discussed below. The o Liquidity risk. The secondary market for certain
municipal bonds tends to be less well developed
or liquid than many other securities markets,

which may adversely affect the fund’s ability to

value of your investment in the fund will fluctuate,
which means that you could lose money.

o Interest rate risk. Prices of municipal bonds tend to

move inversely with changes in interest rates.
Typically, a rise in rates will adversely affect bond
prices and, accordingly, the fund’s share price. The
longer the effective maturity and duration of the
fund’s portfolio, the more the fund’s share price is
likely to react to interest rates.

Call risk. Some municipal bonds give the issuer
the option to call, or redeem, the bonds before
their maturity date. If an issuer “calls” its bond
during a time of declining interest rates, the fund
might have to reinvest the proceeds in an invest-
ment offering a lower yield. During periods of
market illiquidity or rising interest rates, prices of
the fund’s “callable issues” are subject to increased
price fluctuation.

Credit risk. Failure of an issuer to make timely
interest or principal payments, or a decline or
perception of a decline in the credit quality of a
bond, can cause a municipal bond’s price to fall,
potentially lowering the fund’s share price.
State-specific risk. Massachusetts’ economy and the
revenues underlying its municipal bonds may
decline, meaning that the ability of the issuer to
make timely principal and interest payments may
be reduced. Investing primarily in a single state
makes the fund’s portfolio securities more sensi-
tive to risks specific to the state and may magni-

fy other risks.

Mellon Massachusetts

sell such municipal bonds at attractive prices.
When there is little or no active trading market
for specific types of securities, it can become
more difficult to sell the securities at or near their
perceived value. In such a market, the value of
such securities and the fund’s share price may fall
dramatically.

Market sector risk. The fund’s overall risk level will
depend on the market sectors in which the fund is
invested and the current interest rate, liquidity and
credit quality of such sectors. The fund may signif-
icantly overweight or underweight certain indus-
tries or market sectors, which may cause the fund’s
performance to be more or less sensitive to devel-
opments affecting those industries or sectors.

Tax risk. To be tax-exempt, municipal bonds gen-
erally must meet certain regulatory requirements.
Although the fund will invest in municipal bonds
that pay interest that is exempt, in the opinion of
counsel to the issuer (or on the basis of other
authority believed by the investment adviser to
be reliable), from federal income tax and
Massachusetts state personal income taxes, if any
such municipal bond fails to meet these regulato-
ry requirements, the interest received by the fund
from its investment in such bonds and distributed
to fund shareholders will be taxable.
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o Derivatives risk. The fund may use derivative

instruments, such as options, futures and options
on futures (including those relating to securities,
indexes and interest rates), swaps and inverse
floaters. Certain derivatives may cause taxable
income. A small investment in derivatives could
have a potentially large impact on the fund’s per-
formance. The use of derivatives involves risks
different from, or possibly greater than, the risks
associated with investing directly in the underly-
ing assets. Derivatives can be highly volatile, illig-
uid and difficult to value, and there is the risk that
changes in the value of a derivative held by the
fund will not correlate with the funds other
investments. Derivative instruments also involve
the risk that a loss may be sustained as a result of
the failure of the counterparty to the derivative
instruments to make required payments or other-
wise comply with the derivative instruments’
terms.

Non-diversification risk. The fund is non-diversi-
fied, which means that a relatively high percent-
age of the fund’s assets may be invested in a lim-
ited number of issuers. Therefore, the fund’s per-
formance may be more vulnerable to changes in
the market value of a single issuer or a group of
issuers and more susceptible to risks associated
with a single economic, political or regulatory
occurrence than a diversified fund.

INTERMEDIATE MUNICIPAL BOND FUND - MAIN RISKS (continued)

Other potential risks

Although the fund seeks to provide income exempt from
federal and Massachusetts state income taxes, interest from
some of its holdings may be subject to federal income tax
including the alternative minimum tax. In addition, the fund
may invest in taxable bonds and/or municipal bonds that are
exempt only from federal income tax and, for temporary
defensive purposes, may invest up to all of its assets in such
bonds and in U.S. Treasury securities and money market
securities. During such periods, the fund may not achieve its
investment objective.

Although municipal and taxable bonds must be rated
investment grade when purchased by the fund, they may
subsequently be downgraded.

The fund may lend its portfolio securities to brokers, dealers
and other financial institutions. In connection with such loans,
the fund will receive collateral from the borrower equal to at
least 100% of the value of the loaned securities. If the
borrower of the securities fails financially, there could be
delays in recovering the loaned securities or exercising rights
to the collateral.




PAST PERFORMANCE

The bar chart and table shown illustrate the risks of
investing in the fund. Before the fund commenced
operations (as of the close of business on September
6, 2002), substantially all of the assets of another
investment company managed by the investment
adviser, Dreyfus Premier Limited Term Massachusetts
Municipal Fund (the “Premier Massachusetts Fund”),
were transferred to the fund in a tax-free reorganiza-
tion. The performance figures for the fund’s Investor
shares in the bar chart at right represent the perfor-
mance of Premier Massachusetts Fund’s Class A shares
from year to year through September 6, 2002 and the
performance of the fund’s Investor shares thereafter.
These performance figures do not reflect the front-
end sales load that was applicable to the Premier
Massachusetts Fund’s Class A shares. If such sales load
were reflected, the returns shown would have been
lower. The performance figures for the fund’s Investor
shares and Class M shares in the table at right repre-
sent the performance of Premier Massachusetts
Fund’s Class A shares and Class R shares, respectively,
through September 6, 2002 and the performance of
the fund’s Investor shares and Class M shares there-
after. These performance figures are compared to
those of the Lehman Brothers 7-Year Municipal
Bond Index, a broad-based, unmanaged total return
performance benchmark of investment grade munic-
ipal bonds maturing in the 6- to 8-year range. All
returns assume reinvestment of dividends and distrib-
utions. Of course, past performance (before and after
taxes) is no guarantee of future results. Performance
for each share class will vary due to differences in

expenses.

After-tax performance is shown only for Investor
shares. After-tax performance of the fund’s Class M
shares will vary. After-tax returns are calculated
using the historical highest individual federal mar-
ginal income tax rates, and do not reflect the impact
of state and local taxes. Actual after-tax returns
depend on the investor’s tax situation and may dif-
fer from those shown, and the after-tax returns
shown are not relevant to investors who hold their
shares through tax-deferred arrangements such as

401(k) plans or individual retirement accounts.

Mellon Massachusetts

Year-by-year total return as of 12/31 each year (%)
Investor shares*

8.90 8.06

5.25 4.38 406 594 179 4.00

Al

-1.60

97 98 99 00 O 02 03 04 05 ©06

Best Quarter: Q3 '02 +3.88%
Worst Quarter: Q2 '04 -2.09%

The year-to-date total return of the fund’s Investor shares as of 9/30/07
was 1.99%.

Average annual total return as of 12/31/06

Share class/
Inception date 1 Year 5 Years 10 Years

Investor shares*
(9/24/85)
returns before taxes 4.00% 4.15% 4.45%

Investor shares*
returns after taxes
on distributions 4.00% 4.14% 4.43%

Investor shares*
returns after taxes
on distributions and

sale of fund shares 3.83% 4.08% 4.38%
Class M shares**

(2/1/93)

returns before taxes 4.17% 4.41% 4.711%

Lehman Brothers

T7-year Municipal

Bond Index***

reflects no deduction for

fees, expenses or taxes 3.98% 4.89% 5.22%

* Reflects the performance of Class A shares of Premier Massachusetts
Fund through September 6, 2002.

** Reflects the performance of Class R shares of Premier Massachusetts
Fund through September 6, 2002.

**% Unlike the fund, the index is not limited to obligations issued by a
single state or municipalities in that state.
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EXPENSES

As an investor, you pay certain fees and expenses in
connection with the fund, which are described for
Class M shares and Investor shares in the table
below. Because annual fund operating expenses are
paid out of fund assets, their effect is included in the
share price. The fund’s Class M shares and Investor
shares do not have a sales charge (load) or Rule
12b-1 distribution fees.

Fee table
Class M Investor
shares shares
Annual fund operating expenses
% of average daily net assets
Investment advisory fees 0.35% 0.35%
Shareholder services fee none 0.25%
Other expenses 0.18% 0.18%

Total annual fund

operating expenses 0.53% 0.78%

Expense example

1 Year 3 Years 5 Years 10 Years

Class M shares $54 $170 $296 $665
Investor shares $80 $249 $433 $966

This example shows what you could pay in expenses over
time. It uses the same hypothetical conditions other funds
use in their prospectuses: $10,000 initial investment, 5%
total return each year and no changes in expenses. The
figures shown would be the same whether you sold your
shares at the end of a period or kept them. Because actual
returns and expenses will be different, the example is for
comparison only.

INTERMEDIATE MUNICIPAL BOND FUND (continued)

Concepts to understand

Investment advisory fee: the fee paid to the investment
adviser for managing the fund's portfolio. For the fiscal year
ended August 31, 2007, Mellon Bank, N.A. waived fees and/or
reimbursed fund expenses pursuant to a contractual
undertaking, reducing total expenses to 0.50% for Class M
shares and 0.75% for Investor shares. This undertaking is no
longer in effect.

Shareholder services fee: the fee paid to the fund's
distributor for providing shareholder services to the holders
of Investor shares.

Other expenses: fees paid by the fund for the current fiscal
year, including an administration fee of 0.129% (based on
certain assets of the funds in the Mellon Funds Trust in the
aggregate) payable to Mellon Bank, N.A. for providing or
arranging for fund accounting, transfer agency, and certain
other fund administration services, and miscellaneous items
such as custody and professional service fees. The fund also
makes payments to certain financial intermediaries, including
affiliates, who provide sub-administration, recordkeeping
and/or sub-transfer agency services to beneficial owners of
the fund.




Mellon Balanced Fund

GOAL/APPROACH

The fund seeks long-term growth of principal in
conjunction with current income. This objective

may be changed without shareholder approval.

The fund is designed for investors who seek capital
appreciation and current income. The fund may
invest in both individual securities and other
Mellon funds (referred to below as the “underlying
funds”). To pursue its goal, the fund currently
intends to invest in a combination of equity securi-
ties, income-producing bonds, Mellon Mid Cap
Stock Fund, Mellon Small Cap Stock Fund, Mellon
International Fund and Mellon Emerging Markets
Fund. Mellon Mid Cap Stock Fund, Mellon Small
Cap Stock Fund, Mellon International Fund and
Mellon Emerging Markets Fund, in turn, may
invest in a wide range of securities, including those
of foreign issuers. The fund may also invest a por-

tion of its assets in money market instruments.

The fund has established target allocations for its
assets of 60% in the aggregate to equity securities
(directly and through underlying funds that invest
principally in equity securities), and 40% to bonds
and money market instruments (directly and, possi-
bly in the future, through underlying funds that
invest principally in such securities). The fund may
deviate from these target allocations within ranges
of 15% above or below the target amount. The
fund’s investment in each of Mellon Mid Cap Stock
Fund, Mellon Small Cap Stock Fund, Mellon
International Fund, and Mellon Emerging Markets
Fund is subject to a separate limit of 20% of the
fund’s total assets, as is the fund’s investment in
money market instruments. Subject to these per-
centage limitations, the fund’s investment adviser
allocates the fund’s investments (directly and
through Mellon Mid Cap Stock Fund, Mellon
Small Cap Stock Fund, Mellon International Fund
and Mellon Emerging Markets Fund, or, possibly in
the future, through other underlying funds) among
equity securities, bonds, and money market instru-
ments using fundamental and quantitative analysis,
its outlook for the economy and financial markets,

and the relative performance of the underlying

funds. The fund’s investment adviser normally con-
siders reallocating the fund’s investments at least
quarterly, but may change allocations more fre-
quently if it believes that market conditions warrant

such a change.

The target allocations and the investment percent-
age ranges for the fund are based on the investment
adviser’s expectation that the selected securities and
underlying funds, in combination, will be appropri-
ate to achieve the fund’s investment objective. If
appreciation or depreciation in the value of selected
securities or an underlying fund’s shares causes the
percentage of the fund’s assets invested in a type of
security or underlying fund or the allocation among
the different types of securities or underlying funds
to fall outside the applicable investment range, the
investment adviser will consider whether to reallo-
cate the fund’s assets, but is not required to do so.
The underlying funds, the target allocations among
security or fund types, and the investment percent-
age ranges for securities and each underlying fund
may be changed by the fund’s board at any time.

In selecting equity securities in which the fund

invests directly, the investment adviser uses a com-

puter model to identify and rank stocks within an

industry or sector, based on several characteristics,

including:

o value, or how a stock is priced relative to its per-
ceived intrinsic worth

o growth, in this case the sustainability or growth
of earnings

o financial profile, which measures the financial
health of the company

Next, based on fundamental analysis, the investment
adviser generally selects the most attractive of the
higher ranked securities, drawing on a variety of
sources, including internal as well as Wall Street

research and company management.

Finally, the investment adviser manages risk by diver-
sifying across companies and industries, seeking to
limit the potential adverse impact from any one stock
or industry.
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Bonds in which the fund may invest include:

o U.S. government and agency bonds

o corporate bonds

o mortgage-related securities, including commer-
cial mortgage-backed securities

o foreign corporate and government bonds

The fund’s investments in bonds must be rated
investment grade at the time of purchase or, if
unrated, deemed of comparable quality by the
investment adviser. Generally, the average effective
duration of the funds portfolio will not exceed
eight years. The fund may invest in individual bonds
of any duration. In calculating average effective
portfolio duration, the fund may treat a security that
can be repurchased by its issuer on an earlier date
(known as a “call date”) as maturing on the call date

rather than on its stated maturity date.

The investment adviser uses a disciplined process to
select bonds and manage risk. The investment advis-
er chooses bonds based on yield, credit quality, the
level of interest rates and inflation, general econom-
ic and financial trends, and its outlook for the secu-
rities markets. Bonds selected must fit within man-
agement’s predetermined targeted positions for
quality, duration, coupon, maturity and sector. The
process includes computer modeling and scenario
testing of possible changes in market conditions.
The investment adviser will use other techniques in

an attempt to manage market risk and duration.

The fund may, but is not required to, use derivatives,
such as futures and options, as a substitute for tak-
ing a position in an underlying asset, to increase
returns, to manage duration or interest rate risk, or

as part of a hedging strategy.

Concepts to understand

Computer model: a proprietary computer model that
evaluates and ranks a large universe of stocks. The model
screens each stock for relative attractiveness within its
economic sector and industry. To ensure that the model
remains effective, the investment adviser reviews each of the
screens on a reqular basis, and maintains the flexibility to
adapt the screening criteria to changes in market conditions.

Duration: an indication of an investment's “interest rate risk,"
or how sensitive a bond or mutual fund portfolio may be to
changes in interest rates. Generally, the longer a bond's
duration, the more likely it is to react to interest rate
fluctuations and the greater its long-term risk/return
potential.

Investment grade bonds: independent rating organizations
analyze and evaluate a bond issuer’s credit history and ability
to repay debts. Based on their assessment, they assign letter
grades that reflect the issuer’s creditworthiness. AAA or Aaa
represents the highest credit rating, AA/Aa the second
highest, and so on down to D, for defaulted debt. Bonds rated
BBB or Baa and above are considered investment grade.

Commercial mortgage-backed securities: represent direct
or indirect participations in, or are secured by and payable
from, pools of loans or leases secured by commercial
properties, including retail, office or industrial properties,
health-care facilities and multifamily residential properties.




MAIN RISKS

The fund’s principal risks are discussed below.

The value of your investment in the fund will fluc-
tuate, sometimes dramatically, which means that
you could lose money. Your investment in the fund
is subject to both the risks of investment in the
securities held directly by the fund and the risks of
investments in the securities held by the underlying
funds. The fund’s performance therefore depends
not only on the allocation of its assets among secu-
rities and the various underlying funds, but also on
the performance of the securities themselves and
the underlying funds’ ability to meet their invest-
ment objectives. The investment adviser may not
accurately assess the attractiveness or risk potential

of particular securities or underlying funds.

In addition, the fund will bear both its own operat-
ing expenses and its pro rata share of the operating
expenses of the underlying funds in which it invests.
One underlying fund may purchase the same securi-
ties that another underlying fund sells. By investing in
both underlying funds, the fund would indirectly
bear a portion of the costs of these trades without

accomplishing any investment purpose.

Any taxable gains that the fund distributes to its
shareholders will be generated by transactions in its
portfolio securities or in shares of the underlying
funds and by the underlying funds’ own portfolio

transactions.

Because the fund invests, directly and through the
underlying funds, in both equity securities and
bonds, the fund is subject to equity risk, interest rate
risk, and credit risk. Investing in the fund includes
the principal risks summarized below, although not
all of those risks apply to each underlying fund. For
more information on the investment objectives of,
and the main risks associated with investment in, the
underlying funds, please read the underlying funds’

descriptions contained above in this prospectus.

Equity securities and the underlying funds

o Market risk. The market value of a security may
decline due to general market conditions that are
not specifically related to a particular company,
such as real or perceived adverse economic con-
ditions, changes in the general outlook for corpo-
rate earnings, changes in interest or currency rates
or adverse investor sentiment generally. A securi-
ty’s market value also may decline because of fac-
tors that affect a particular industry or industries,
such as labor shortages or increased production
costs and competitive conditions within an
industry.

o Issuer risk. The value of a security may decline for
a number of reasons which directly relate to the
issuer, such as management performance, financial
leverage and reduced demand for the issuer’s
products or services.

o Growth and value stock risk. By investing, directly
and through the underlying funds, in a mix of
growth and value companies, the fund assumes
the risks of both. Investors often expect growth
companies to increase their earnings at a certain
rate. If these expectations are not met, investors
can punish the stocks inordinately, even if earn-
ings do increase. In addition, growth stocks typi-
cally lack the dividend yield that can cushion
stock prices in market downturns. Value stocks
involve the risk that they may never reach what
the portfolio managers believe is their full market
value, either because the market fails to recognize
the stock’s intrinsic worth or the portfolio man-
agers misgauged that worth. They also may
decline in price, even though in theory they are
already undervalued.

o Small and midsize company risk. Small and midsize
companies carry additional risks because their
earnings and revenues tend to be less predictable
(and some companies may be experiencing signif-
icant losses), and their share prices more volatile
than those of larger, more established companies.
The shares of smaller companies tend to trade less
frequently than those of larger, more established
companies, which can adversely affect the pricing
of these securities and the fund’s ability to sell
these securities. These companies may have limit-
ed product lines, markets, or financial resources, or
may depend on a limited management group.
Some of the fund’s investments will rise and fall
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based on investor perception rather than econom-
ic factors. Other investments, including special sit-
uations, are made in anticipation of future prod-
ucts and services or events whose delay or cancel-
lation could cause the stock price to drop.

Foreign and emerging market investment risk. Because
all of the underlying funds may invest in foreign
securities, and Mellon International Fund and
Mellon Emerging Markets Fund normally invest
most of their assets in such securities, the fund’s
performance will be influenced by political, social
and economic factors affecting investments in for-
eign companies. Special risks associated with
investments in foreign companies include expo-
sure to currency fluctuations, less liquidity, less
developed or less efficient trading markets, lack of
comprehensive company information, political
and economic instability and differing auditing
and legal standards. To the extent the fund’s invest-
ments are concentrated in a limited number of
foreign countries, the fund’s performance could
be more volatile than that of more geographically
diversified funds. These risks are intensified with
respect to emerging market securities. Emerging
markets tend to be more volatile than the markets
of more mature economies, and generally have less
diverse and less mature economic structures and
less stable political systems than those of devel-
oped countries. The securities of companies locat-
ed or doing substantial business in emerging mar-
kets are often subject to rapid and large changes in
price. In particular, countries with emerging mar-
kets may have relatively unstable governments,
present the risk of sudden adverse government or
regulatory action and even nationalization of busi-
nesses, restrictions on foreign ownership, or prohi-
bitions of repatriation of assets, and may have less
protection of property rights than more devel-
oped countries. The economies of countries with
emerging markets may be based predominantly
on only a few industries, may be highly vulnera-
ble to changes in local or global trade conditions,
and may suffer from extreme debt burdens or
volatile inflation rates. Local securities markets
may trade a small number of securities and may be
unable to respond effectively to increases in trad-
ing volume, potentially making prompt liquida-
tion of substantial holdings difficult. Transaction
settlement and dividend collection procedures
also may be less reliable in emerging markets than
in developed markets.

o Foreign currency risk. Investments in foreign cur-

rencies are subject to the risk that those curren-
cies will decline in value relative to the U.S. dol-
lar, or, in the case of hedged positions, that the
U.S. dollar will decline relative to the currency
being hedged. Currency rates in foreign countries
may fluctuate significantly over short periods of
time. A decline in the value of foreign currencies
relative to the U.S. dollar will reduce the value of
securities held by the fund and denominated in
those currencies. Foreign currencies also are sub-
ject to risks caused by inflation, interest rates, bud-
get deficits and low savings rates, political factors
and government controls.

IPO risk. The fund and the underlying funds may
purchase securities of companies in initial public
offerings (IPOs). The prices of securities pur-
chased in IPOs can be very volatile. The effect of
IPOs on a fund’s performance depends on a vari-
ety of factors, including the number of IPOs the
fund invests in relative to the size of the fund and
whether and to what extent a security purchased
in an IPO appreciates or depreciates in value. As
a fund’s asset base increases, IPOs often have a
diminished effect on such fund’s performance.

Bonds

o Interest rate risk. Prices of bonds tend to move

inversely with changes in interest rates. Typically,
a rise in rates will adversely affect bond prices
and, accordingly, the fund’s share price. The
longer the effective maturity and duration of the
fund’s portfolio, the more the fund’s share price is
likely to react to interest rates.

Call risk. Some bonds give the issuer the option
to call, or redeem, the bonds before their maturi-
ty date. If an issuer “calls” its bond during a time
of declining interest rates, the fund might have to
reinvest the proceeds in an investment offering a
lower yield. During periods of market illiquidity
or rising interest rates, prices of the fund’s
“callable” issues are subject to increased price
fluctuation.

Credit risk. Failure of an issuer to make timely
interest or principal payments, or a decline or
perception of a decline in the credit quality of a
bond, can cause a bond’s price to fall, potentially
lowering the fund’s share price.

o Market risk. The market value of a security may

decline due to general market conditions that are



not specifically related to a particular company,
such as real or perceived adverse economic con-
ditions, changes in the outlook for corporate
earnings, changes in interest or currency rates or
adverse investor sentiment generally. A security’s
market value also may decline because of factors
that affect a particular industry.

o Liquidity risk. When there is little or no active
trading market for specific types of securities, it
can become more difficult to sell the securities at
or near their perceived value. In such a market,
the value of such securities and the fund’s share
price may fall dramatically. Investments in foreign
securities tend to have greater exposure to liquid-
ity risk than domestic securities.

o DPrepayment and extension risk. When interest rates
fall, the principal on mortgage-backed and cer-
tain asset-backed securities may be prepaid. The
loss of higher yielding, underlying mortgages and
the reinvestment of proceeds at lower interest
rates can reduce the fund’s potential price gain in
response to falling interest rates, reduce the fund’s
yield, or cause the fund’s share price to fall. When
interest rates rise, the effective duration of the
fund’s mortgage-related and other asset-backed
securities may lengthen due to a drop in prepay-
ments of the underlying mortgages or other
assets. This is known as extension risk and would
increase the fund’s sensitivity to rising rates and its
potential for price declines.

o Foreign investment risk. The prices and yields of
foreign bonds can be affected by political and
economic instability or changes in currency rates.

o Market sector risk. The fund may significantly over-
weight or underweight certain industries or mar-
ket sectors, which may cause the fund’s perfor-
mance to be more or less sensitive to develop-
ments affecting those industries or sectors.

Money market instruments

The fund may invest, and under adverse market con-
ditions Mellon Mid Cap Stock Fund, Mellon Small
Cap Stock Fund, Mellon International Fund and
Mellon Emerging Markets Fund may also invest, in
U.S. Treasury securities and money market securi-
ties. To the extent the funds are invested in these
types of securities, they would be less likely to ben-
efit from any upswing in the market and achieve

their investment objectives.

Other potential risks

The fund may invest in mortgage-related securities, and the
fund and the underlying funds may invest in other derivative
instruments, such as options, futures and options on futures
(including those relating to stocks, indexes, foreign currencies
and, with respect to the fund, interest rates). A small
investment in derivatives could have a potentially large
impact on the fund's performance. Certain derivatives, such
as stripped mortgage-backed securities, may move in the
same direction as interest rates. The use of derivatives
involves risks different from, or possibly greater than, the
risks associated with investing directly in the underlying
assets. Derivatives can be highly volatile, illiquid and difficult
to value, and there is a risk that changes in the value of a
derivative held by the fund will not correlate with the fund's
other investments. Derivative instruments also involve the
risk that a loss may be sustained as a result of the failure of
the counterparty to the derivative instruments to make
required payments or otherwise comply with the derivative
instruments’ terms.

While some of the fund's securities may carry guarantees of
the U.S. government or its agencies or instrumentalities,
these guarantees do not apply to the market value of those
securities or to shares of the fund itself.

Although bonds must be rated investment grade when
purchased by the fund, they may subsequently be
downgraded.

In the case of commercial mortgage-backed securities, the
ability of borrowers to make payments on underlying loans,
and the recovery on collateral sufficient to provide repayment
on such loans, may be less than for other mortgage-backed
securities.

At times, the fund, Mellon Small Cap Stock Fund or Mellon
Emerging Markets Fund may engage in short-term trading,
which could produce higher transaction costs and taxable
distributions, and lower the fund's after-tax performance.

The fund and the underlying funds may lend portfolio
securities to brokers, dealers and other financial institutions.
In connection with such loans, a fund will receive collateral
from the borrower equal to at least 100% of the value of the
loaned securities. If the borrower of the securities fails
financially, there could be delays in recovering the loaned
securities or exercising rights to the collateral.
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PAST PERFORMANCE

The bar chart and table shown illustrate the risks of
investing in the fund. The bar chart shows the per-
formance of the fund’s Class M shares from year to
year. The table compares the performance of the
fund’s Class M shares and Investor shares over time
to that of the listed indexes.

After-tax performance is shown only for Class M
shares. After-tax performance of the fund’s Investor
shares will vary. After-tax returns are calculated
using the historical highest individual federal mar-
ginal income tax rates, and do not reflect the impact
of state and local taxes. Actual after-tax returns
depend on the investor’s tax situation and may dif-
fer from those shown, and the after-tax returns
shown are not relevant to investors who hold their
shares through tax-deferred arrangements such as

401(k) plans or individual retirement accounts.

All returns assume reinvestment of dividends and
distributions. Of course, past performance (before
and after taxes) is no guarantee of future results.
Performance for each share class will vary due to

differences in expenses.

Year-by-year total return as of 12/31 each year (%)
Class M shares

18.74

-8.72
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Best Quarter: Q2 '03 +8.81%
Worst Quarter: Q3 '02 -1.711%

The year-to-date total return of the fund’s Class M shares as of 9/30/07
was 9.25%.

Average annual total return as of 12/31/06

Share class/ Since
inception date 1 Year 5 Years inception

Class M shares
(10/2/00)
returns before taxes 10.28% 6.88% 4.64%

Class M shares
returns affer taxes
on distributions 7.74% 5.75% 3.46%

Class M shares
returns after taxes
on distributions and

sale of fund shares 9.04% 5.51% 3.47%
Investor shares

(7/11/01)

returns before taxes 10.05% 6.64% 6.19%
Hybrid index

reflects no deduction for
fees, expenses or taxes 11.20% 6.20% 3.78%*

S&P 500

reflects no deduction for

fees, expenses or taxes 15.78% 6.18% 1.49%*
Lehman Brothers U.S.

Aggregate Index

reflects no deduction for

fees, expenses or taxes 4.33% 5.06% 6.08%*

* From inception of Class M shares. For comparative purposes, the value
of each index on 9/30/00 is used as the beginning value on
10/2/00.

Concepts to understand

Hybrid index: an unmanaged index composed of 60% S&P 500
and 40% Lehman Brothers U.S. Aggregate Index.

S&P 500: a widely recognized unmanaged index of U.S. stock
market performance.

Lehman Brothers U.S. Aggregate Index: a broad-based,
unmanaged index of corporate, U.S. government and U.S.
government agency debt instruments, mortgage-backed
securities and asset-backed securities with an average maturity
of one to ten years.




EXPENSES

As an investor, you pay certain fees and expenses in
connection with the fund, which are described
below and on the next page. Because annual fund
operating expenses are paid out of fund assets, their
effect is included in the share price. The fund has no
sales charge (load) or Rule 12b-1 distribution fees.

The fund has agreed to pay an investment advisory
fee at the rate of 0.65% applied to that portion of
its average daily net assets allocated to direct invest-
ments in equity securities, at the rate of 0.40%
applied to that portion of its average daily net assets
allocated to direct investments in debt securities,
and at the rate of 0.15% applied to that portion of
its average daily net assets allocated to money mar-

ket instruments or the underlying funds.

The fund will also indirectly bear its pro rata share
of the expenses of the underlying funds. Each of the
underlying funds pays an investment advisory fee to
the investment adviser and also pays other operating
expenses. An investor in the fund will indirectly pay
the investment advisory fees and other expenses of’
the underlying funds the fund holds.

The following table shows the total annual expense
ratios for each underlying fund’s Class M shares as a
percentage of average net assets. Note that the fund’s
pro rata share of expenses fluctuates along with
changes in the average assets in each of the underly-

ing funds.

Expense ratio table
Total

Underlying fund (Class M shares) annual expense ratio

Mellon Mid Cap Stock Fund 0.90%
Mellon Small Cap Stock Fund 1.01%
Mellon International Fund 1.08%
Mellon Emerging Markets Fund 1.50%

The fund has also agreed to pay an administration
fee to Mellon Bank, N.A. for providing or arrang-
ing for fund accounting, transfer agency, and certain
other fund administration services, which is applied
to that portion of its average daily net assets allocat-
ed to direct investments in equity or debt securities.
In addition, the fund will pay certain expenses for

custody and other items.
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The following table shows the total annual expense

ratios of each class of the fund.

Fee table
Class M Investor
shares shares
Annual fund operating expenses
% of average daily net assets
Investment advisory fees 0.44% 0.44%
Shareholder services fee none 0.25%
Other expenses 0.14% 0.17%
Acquired fund fees and expenses .02% .02%
Total 0.60% 0.88%

Concepts to understand

Investment advisory fee: the fee paid to the investment
adviser for managing the fund's portfolio.

Shareholder services fee: the fee paid to the fund's
distributor for providing shareholder services to the holders
of Investor shares.

Other expenses: fees paid by the fund for the most recent
fiscal year, including an administration fee of 0.127% (based
on certain assets of the funds in the Mellon Funds Trust in the
aggregate) payable to Mellon Bank, N.A. for providing or
arranging for fund accounting, transfer agency, and certain
other fund administration services, and miscellaneous items
such as custody and professional service fees. The fund also
makes payments to certain financial intermediaries, including
affiliates, who provide sub-administration, recordkeeping
and/or sub-transfer agency services to beneficial owners of
the fund.

Acquired fund fees and expenses: fees and expenses
incurred indirectly by the fund as a result of its investment in
investment companies or private investment funds. These
fees and expenses are not included in the Financial Highlights
tables; accordingly, total annual fund operating expenses do
not correlate to the ratio of expenses to average net assets in
the Financial Highlights tables.

Expense example

1 Year 3 Years 5 Years 10 Years

Class M shares $61 $192 $335 $750
Investor shares $90 $281 $488 $1,084

This example shows what you could pay in expenses over
time. It uses the same hypothetical conditions other funds
use in their prospectuses: $10,000 initial investment, 5%
total return each year and no changes in expenses. The
figures shown would be the same whether you sold your
shares at the end of a period or kept them. Because actual
returns and expenses will be different, the example is for
comparison only.



Mellon Money Market Fund

GOAL/APPROACH

The fund seeks as high a level of current income as
is consistent with the preservation of capital and the
maintenance of liquidity. This objective may be
changed without shareholder approval. As a money
market fund, the fund is subject to strict federal
requirements and must maintain an average dollar-
weighted portfolio maturity of 90 days or less and
buy individual securities that have remaining matu-

rities of 13 months or less.

To pursue its goal, the fund invests in a diversified
portfolio of high quality, short-term debt securities,
including:

o securities issued or guaranteed by the U.S. gov-

ernment or its agencies or instrumentalities

o certificates of deposit, time deposits, bankers’
acceptances, and other short-term securities
issued by domestic or foreign banks or their sub-
sidiaries or branches

o repurchase agreements, including tri-party repur-
chase agreements

o asset-backed securities

o high grade commercial paper, and other short-
term corporate obligations, including those with
floating or variable rates of interest

o taxable municipal obligations, including those
with floating or variable rates of interest

Normally, the fund invests at least 25% of its net

assets in bank obligations.

MAIN RISKS

The funds yield will fluctuate as the short-term
securities in its portfolio mature and the proceeds are
reinvested in securities with different interest rates.

An investment in the fund is not insured or guaran-
teed by the Federal Deposit Insurance Corporation
or any other government agency. Although the fund
seeks to preserve the value of your investment at
$1.00 per share, it is possible to lose money by
investing in the fund.

While the fund has maintained a constant share
price since inception, and will continue to try to do
so, the following factors could reduce the fund’s
income level and/or share price:

o interest rates could rise sharply, causing the value of
the fund’s investments and its share price to drop

o interest rates could drop, thereby reducing the
fund’s yield

o any of the fund’s holdings could have its credit
rating downgraded or could default

o the risks generally associated with concentrating
investments in the banking industry, such as inter-
est rate risk, credit risk and regulatory develop-
ments relating to the banking industry

o the risks generally associated with dollar-denom-
inated foreign investments, such as economic and
political developments, seizure or nationalization
of deposits, imposition of taxes or other restric-
tions on the payment of principal and interest

o the risk that a counterparty in a repurchase agree-
ment could fail to honor the terms of its agreement

Concept to understand

Repurchase agreement: a U.S. commercial bank or
securities dealer sells U.S. government securities to the fund
and agrees to repurchase them at an agreed-upon date
(usually the next day) and price. These agreements offer the
fund a means of investing money for a short period of time.

Concepts to understand

Credit rating: a measure of the issuer’s expected ability to
make all required interest and principal payments in a timely
manner. An issuer with the highest credit rating has a very
strong degree of certainty (or safety) with respect to making
all payments. An issuer with the second-highest credit rating
has a strong capacity to make all payments, but the degree
of safety is somewhat less.

Generally, the fund is required to invest at least 95% of its
assets in the securities of issuers with the highest credit
rating, with the remainder invested in securities with the
second-highest credit rating, or the unrated equivalent as
determined by Dreyfus. The fund, however, intends to
purchase only securities with the highest credit rating,

or the unrated equivalent.
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The bar chart and table shown illustrate the risks of
investing in the fund. The bar chart shows the per-
formance of Class M shares for the fund’s first full
calendar year of operations. The table shows the
average annual total returns of the fund’s Class M
shares and Investor shares over time. All returns
assume reinvestment of dividends and distributions.
Of course, past performance is no guarantee of
future results. Performance for each share class will

vary due to differences in expenses.

Year-by-year total return as of 12/31 each year (%)
Class M shares

4.84

mm

97 98 99 00 O 02 03 04 05 ©06

Best Quarter: Q4 '06 +1.27%
Worst Quarter: Q1'04 +0.19%

The year-to-date total return of the fund’s Class M shares as of 9/30/07
was 3.85%.

Average annual total return as of 12/31/06

Since
inception
1 Year (6/2/03)

Class M shares 4.84% 2.61%
Investor shares 4.58% 2.35%

For the fund's current yield, Wealth Management Clients
may call toll free 1-888-281-7350; Individual Clients may
call toll free 1-800-645-6561; BNY Mellon Wealth Advisors
Brokerage Clients may call toll free 1-800-803-0549 -
Option 2; and participants in Qualified Employee Benefit
Plans may call toll free 1-877-774-0327.



EXPENSES

As an investor, you pay certain fees and expenses in
connection with the fund, which are described in
the table below. Because annual fund operating
expenses are paid out of fund assets, their effect is
reflected in the amount of income available for dis-
tribution to shareholders. The fund has no sales
charge (load) or Rule 12b-1 distribution fees.

Fee table
Class M Investor
shares shares
Annual fund operating expenses
% of average daily net assets
Investment advisory fees 0.15% 0.15%
Shareholder services fee none 0.25%
Other expenses 0.15% 0.15%
Total 0.30% 0.55%

Expense example

1 Year 3 Years 5 Years 10 Years

Class M shares $31 $97 $169 $381
Investor shares $56 $176 $307 $689

This example shows what you could pay in expenses over
time. It uses the same hypothetical conditions other funds
use in their prospectuses: $10,000 initial investment, 5%
total return each year and no changes in expenses. The
figures shown would be the same whether you sold your
shares at the end of a period or kept them. Because actual
returns and expenses will be different, the example is for
comparison only.

Concepts to understand

Investment advisory fee: the fee paid to the investment
adviser for managing the fund's portfolio.

Shareholder services fee: the fee paid to the fund’s
distributor for providing shareholder services to the holders
of Investor shares.

Other expenses: fees paid by the fund for the most recent
fiscal year, including an administration fee of 0.129% (based
on certain assets of the funds in the Mellon Funds Trust in the
aggregate) payable to Mellon Bank, N.A. for providing or
arranging for fund accounting, transfer agency, and certain
other fund administration services, and miscellaneous items
such as custody and professional service fees. The fund also
makes payments to certain financial intermediaries, including
affiliates, who provide sub-administration, recordkeeping
and/or sub-transfer agency services to beneficial owners of
the fund.
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Mellon National Municipal Money Market Fund

GOAL/APPROACH

The fund seeks as high a level of current income
exempt from federal income tax as is consistent
with the preservation of capital and the mainte-
nance of liquidity. This objective may be changed
without shareholder approval. As a money market
fund, the fund is subject to strict federal require-
ments and must maintain an average dollar-weight-
ed portfolio maturity of 90 days or less and buy
individual securities that have remaining maturities

of 13 months or less.

To pursue its goal, the fund invests at least 80% of its
assets in short-term municipal obligations that pro-
vide income exempt from federal income tax.
Among these are municipal notes, short-term
municipal bonds, tax-exempt commercial paper
and municipal leases. The fund reserves the right
to invest up to 20% of total assets in taxable money
market securities, such as U.S. government obliga-
tions, U.S. and foreign bank and corporate obliga-
tions and commercial paper. The fund also may

invest in custodial receipts.

Concepts to understand

Municipal obligations: debt securities that provide income
free from federal income tax, and state income tax if you
live in the issuing state. Municipal obligations are typically of
two types:

o general obligation bonds, which are secured by the full
faith and credit of the issuer and its taxing power

o revenue bonds, which are payable from the revenues
derived from a specific revenue source, such as charges
for water and sewer service or highway tolls

Custodial receipts: debt securities that represent the
purchaser's right to receive future principal and interest
payments on the municipal obligations underlying the
receipts.

Credit rating: a measure of the issuer's expected ability to
make all required interest and principal payments in a timely
manner. An issuer with the highest credit rating has a very
strong degree of certainty (or safety) with respect to making
all payments. An issuer with the second-highest credit rating
has a strong capacity to make all payments, but the degree
of safety is somewhat less.

Generally, the fund is required to invest its assets in securities
with the highest or second-highest credit rating, or the
unrated equivalent as determined by the investment adviser.




MAIN RISKS

The funds yield will fluctuate as the short-term
securities in its portfolio mature and the proceeds are

reinvested in securities with different interest rates.

An investment in the fund is not insured or guaran-
teed by the Federal Deposit Insurance Corporation
or any other government agency. Although the fund
seeks to preserve the value of your investment at
$1.00 per share, it is possible to lose money by

investing in the fund.

While the fund has maintained a constant share
price since inception, and will continue to try to do
so, the following factors could reduce the fund’s
income level and/or share price:

o interest rates could rise sharply, causing the value of
the fund’s investments and its share price to drop

o interest rates could drop, thereby reducing the
fund’s yield

o any of the fund’s holdings could have its credit
rating downgraded or could default

To the extent that the fund invests in municipal
leases, it takes on additional risks. Because munici-
pal leases generally are backed by revenues from a
particular source or that depend on future appro-
priations by municipalities and are not obligations
of their issuers, they are less secure than most

municipal obligations.

To be tax-exempt, municipal obligations generally
must meet certain regulatory requirements.
Although the fund will invest in municipal obliga-
tions that pay interest that is exempt, in the opinion
of counsel to the issuer (or on the basis of other
authority believed by the investment adviser to be
reliable), from federal personal income tax, if any
such municipal obligations fail to meet these regu-
latory requirements, the interest received by the
fund from its investment in such obligations and
distributed to fund shareholders will be taxable.

Although the fund seeks to provide income exempt
from federal income tax, interest from some of its
holdings may be subject to federal income tax
including the alternative minimum tax. In addition,
the fund occasionally may invest in high quality, tax-

able money market instruments.
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PAST PERFORMANCE

The bar chart and table shown illustrate the risks of
investing in the fund. The bar chart shows the per-
formance of Class M shares for the fund’s first full
calendar year of operations. The table shows the
average annual total returns of the fund’s Class M
shares and Investor shares over time. All returns
assume reinvestment of dividends and distributions.
Of course, past performance is no guarantee of
future results. Performance for each share class will

vary due to differenes in expenses.

Year-by-year total return as of 12/31 each year (%)
Class M shares

97 98 99 00 O 02 03 04 05 ©06

Best Quarter: Q4 '06 +0.83%
Worst Quarter: Q104 +0.16%

The year-to-date total return of the fund’s Class M shares as of 9/30/07
was 2.57%.

Average annual total return as of 12/31/06

Since

inception

1 Year (6/2/03)
Class M shares 3.16% 1.82%
Investor shares 2.90% 1.56%

For the fund's current yield, Wealth Management Clients
may call toll free 1-888-281-7350; Individual Clients may
call toll free 1-800-645-6561; BNY Mellon Wealth Advisors
Brokerage Clients may call toll free 1-800-803-0549 -
Option 2; and participants in Qualified Employee Benefit
Plans may call toll free 1-877-774-0327.



EXPENSES

As an investor, you pay certain fees and expenses in
connection with the fund, which are described in
the table below. Because annual fund operating
expenses are paid out of fund assets, their effect is
reflected in the amount of income available for dis-
tribution to shareholders. The fund has no sales
charge (load) or Rule 12b-1 distribution fees.

Fee table
Class M Investor
shares shares
Annual fund operating expenses
% of average daily net assets
Investment advisory fees 0.15% 0.15%
Shareholder services fee none 0.25%
Other expenses 0.15% 0.16%
Total 0.30% 0.56%

Expense example

1 Year 3 Years 5 Years 10 Years

Class M shares $31 $97 $169 $381
Investor shares $57 $179 $313 $701

This example shows what you could pay in expenses over
time. It uses the same hypothetical conditions other funds
use in their prospectuses: $10,000 initial investment, 5%
total return each year and no changes in expenses. The
figures shown would be the same whether you sold your
shares at the end of a period or kept them. Because actual
returns and expenses will be different, the example is for
comparison only.

Concepts to understand

Investment advisory fee: the fee paid to the investment
adviser for managing the fund's portfolio.

Shareholder services fee: the fee paid to the fund's
distributor for providing shareholder services to the holders
of Investor shares.

Other expenses: fees paid by the fund for the most recent
fiscal year, including an administration fee of 0.129% (based
on certain assets of the funds in the Mellon Funds Trust in the
aggregate) payable to Mellon Bank, N.A. for providing or
arranging for fund accounting, transfer agency, and certain
other fund administration services, and miscellaneous items
such as custody and professional service fees. The fund also
makes payments to certain financial intermediaries, including
affiliates, who provide sub-administration, recordkeeping
and/or sub-transfer agency services to beneficial owners of
the fund.
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MANAGEMENT

Investment adviser

The investment adviser for the funds is Mellon
Fund Advisers, a division of The Dreyfus
Corporation (Dreyfus), 200 Park Avenue, New
York, New York 10166. Founded in 1947, Dreyfus
manages approximately $247 billion in approxi-
mately 180 mutual fund portfolios. Dreyfus is the
primary mutual fund business of The Bank of New
York Mellon Corporation (BNY Mellon), a global
financial services company focused on helping clients
move and manage their financial assets, operating in
37 countries and serving more than 100 markets.
BNY Mellon is a leading provider of financial ser-
vices for institutions, corporations and high-net-
worth individuals, providing asset and wealth man-
agement, asset servicing, issuer services, and treasury
services through a worldwide client-focused team.
BNY Mellon has more than $20 trillion in assets
under custody and administration and $1 trillion in
assets under management, and it services more than
$11 trillion in outstanding debt. Additional informa-

tion is available at www.bnymellon.com.

Distributor

Each fund’s distributor is MBSC Securities
Corporation (MBSC), a wholly owned subsidiary
of the investment adviser. The investment adviser or
MBSC may provide cash payments out of its own
resources to financial intermediaries that sell shares
of a fund or provide other services. Such payments
are separate from any sales charges, 12b-1 fees
and/or shareholder services fees or other expenses
paid by the funds to those intermediaries. Because
those payments are not made by you or the fund,
the fund’s total expense ratio will not be affected by
any such payments. These additional payments may
be made to intermediaries, including affiliates, that
provide shareholder servicing, sub-administration,
recordkeeping and/or sub-transfer agency services,
marketing support and/or access to sales meetings,
sales representatives and management representa-
tives of the financial intermediary. Cash compensa-
tion also may be paid from the investment adviser’s

or MBSC’s own resources to intermediaries for

inclusion of a fund on a sales list, including a pre-
ferred or select sales list or in other sales programs.
These payments sometimes are referred to as “rev-
enue sharing.” From time to time, the investment
adviser or MBSC also may provide cash or non-
cash compensation to financial intermediaries or
their representatives in the form of occasional gifts;
occasional meals, tickets or other entertainment;
support for due diligence trips; educational confer-
ence sponsorship; support for recognition pro-
grams; and other forms of cash or non-cash com-
pensation permissible under broker-dealer regula-
tions. In some cases, these payments or compensa-
tion may create an incentive for a financial interme-
diary or its employees to recommend or sell shares
of a fund to you. Please contact your financial rep-
resentative for details about any payments they or
their firm may receive in connection with the sale

of fund shares or the provision of services to a fund.

Code of ethics

The funds, the investment adviser and MBSC have
each adopted a code of ethics that permits its person-
nel, subject to such code, to invest in securities,
including securities that may be purchased or held by
a fund. The investment advisers code of ethics
restricts the personal securities transactions of its
employees, and requires portfolio managers and other
investment personnel to comply with the code’s pre-
clearance and disclosure procedures. The primary
purpose of the code is to ensure that personal trading
by the investment adviser’s employees does not disad-

vantage any fund managed by the investment adviser.



Portfolio managers

Name of fund

Primary portfolio manager

Mellon Large Cap Stock Fund
Mellon Income Stock Fund

Mellon Mid Cap Stock Fund

Mellon Small Cap Stock Fund

Mellon U.S. Core Equity 130/30 Fund

Mellon International Fund

Mellon Emerging Markets Fund

Mellon Bond Fund

Mellon Intermediate Bond Fund

Mellon Short-Term U.S. Government Securities Fund
Mellon National Intermediate Municipal Bond Fund

Mellon National Short-Term Municipal Bond Fund

Mellon Pennsylvania Intermediate Municipal Bond Fund

Mellon Massachusetts Intermediate Municipal Bond Fund

Mellon Balanced Fund

Sean P. Fitzgibbon

Brian C. Ferguson

James C. Wadsworth

Dwight E. Cowden

Sean P. Fitzgibbon and Jeffrey D. McGrew

D. Kirk Henry (value investment style) and
William S. Patzer (core investment style)

D. Kirk Henry (value investment style) and
William S. Patzer (core investment style)

John F. Flahive

John F. Flahive

Lawrence R. Dunn

John F. Flahive and Mary Collette O'Brien
Jeremy N. Baker and Timothy J. Sanville
Jeremy N. Baker and Mary Collette O'Brien
John F. Flahive and Mary Collette O'Brien
Sean P. Fitzgibbon and John F. Flahive

Biographical information

Jeremy N. Baker, CFA, has been a primary portfo-
lio manager of the Mellon National Short-Term
Municipal Bond Fund and Mellon Pennsylvania
Intermediate Municipal Bond Fund and a portfolio
manager at Dreyfus since March 2006. Mr. Baker is
also a vice president of Mellon Trust of New
England, N.A., an affiliate of Dreyfus, which he
joined in September 2002.

Dwight E. Cowden, CFA, has been a portfolio
manager of the Mellon Small Cap Stock Fund and a
portfolio manager at Dreyfus since April 2002. Mr.
Cowden is also a vice president of Mellon Bank,
N.A., which he joined in June 1996.

Lawrence R. Dunn, CFA, has been a portfolio
manager of the Mellon Short-Term U.S.
Government Securities Fund since its inception in
October 2000 and a portfolio manager at Dreyfus
since November 1995. Mr. Dunn is also an assistant
vice president of Mellon Bank, N.A., which he
joined in April 1990.

Brian C. Ferguson has been the primary portfolio
manager of the Mellon Income Stock Fund since
February 2007 and a portfolio manager at Dreyfus
since October 2002. Mr. Ferguson is also a senior
vice president and the director of the U.S. Large
Cap Value Equity Team of The Boston Company
Asset Management, LLC (TBCAM), an affiliate of
Dreyfus, where he has been employed since June

1997.
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Sean P. Fitzgibbon, CFA, has been the primary
portfolio manager of the Mellon Large Cap Stock
Fund and a primary portfolio manager of the
Mellon Balanced Fund since February 2007 and of
the Mellon U.S. Core Equity 130/30 Fund since its
inception in July 2007. Mr. Fitzgibbon also has been
a portfolio manager at Dreyfus since October 2004.
He also is a senior vice president, portfolio manag-
er, research analyst and member of the U.S. Large
Cap Core Equity Team of TBCAM, where he has
been employed since August 1991.

John E Flahive, CFA, has been a portfolio manag-
er of the Mellon National Intermediate Municipal
Bond Fund since its inception in October 2000, of
the Mellon Massachusetts Intermediate Municipal
Bond Fund since its inception in September 2002
and of the Mellon Bond Fund since August 2005.
He also has been a portfolio manager of the Mellon
Balanced Fund, Mellon Intermediate Bond Fund,
Mellon Money Market Fund and Mellon National
Municipal Money Market Fund since March 2006
and a portfolio manager at Dreyfus since November
1994. Mr. Flahive is also first vice president of
Mellon Trust of New England, N.A., which he
joined in October 1994.

D. Kirk Henry, CFA, has been a portfolio manag-
er of the Mellon Emerging Markets Fund since its
inception in October 2000 and of the Mellon
International Fund since September 2002 and a
portfolio manager at Dreyfus since May 1996. He is
also executive vice president and international
equity portfolio manager of TBCAM. He has held
that position since May 1994.

Jeffrey D. McGrew, CFA, has been a primary port-
folio manager of Mellon U.S. Core Equity 130/30
Fund since its inception in July 2007 and a portfo-
lio manager at Dreyfus since April 2006. He is also
a vice president, portfolio manager, research analyst
and member of the U.S. Large Cap Core Equity
team of TBCAM, where he has been employed
since 2002.

Mary Collette O’Brien, CFA, has been a portfo-
lio manager of the Mellon Pennsylvania
Intermediate Municipal Bond Fund since its incep-
tion in October 2000, a portfolio manager of the
Mellon National Intermediate Municipal Bond
Fund and Mellon Massachusetts Intermediate
Municipal Bond Fund since March 2006 and a
portfolio manager at Dreyfus since July 1996. She is
also a vice president of Mellon Bank, N.A. and
Mellon Trust of New England, N.A., which she
joined in April 1995.

William S. Patzer, CFA, has been a primary port-
folio manager of the Mellon International Fund
and the Mellon Emerging Markets Fund, and a
portfolio manager at Dreyfus, since August 2007.
He is also a portfolio manager of TBCAM, which
he joined in November 2005. Prior to joining
TBCAM, Mr. Patzer served as a senior analyst with
Goldman Sachs Asset Management from September
2003 to February 2005. Before joining Goldman
Sachs Asset Management, Mr. Patzer was a portfo-
lio manager and analyst at Merrill Lynch
Investment Managers from September 1996 to
September 2003.

Timothy J. Sanville, CFA, has been a portfolio
manager of the Mellon National Short-Term
Municipal Bond Fund since its inception in
October 2000 and a portfolio manager at Dreyfus
since July 2000. He is also an assistant vice president
of Mellon Trust of New England, N.A. and Mellon
Bank, N.A. He has been with Mellon Trust of New
England, N.A. since 1992.

James C. Wadsworth, CFA, has been a portfolio
manager of the Mellon Mid Cap Stock Fund since
December 2004 and a portfolio manager at Dreyfus
since October 2004. Mr. Wadsworth is also senior
vice president of Mellon Bank, N.A., which he
joined in 1977.

The funds’ Statement of Additional Information
(SAI) provides additional information about the
portfolio managers’ compensation, other accounts
managed by the portfolio managers and the portfo-

lio managers’ ownership of fund shares.



Investment advisory fee

Each of the funds has agreed to pay the investment A discussion regarding the basis for the board’s
adviser an investment advisory fee at the annual rate approving each fund’s investment advisory agree-
set forth in the table below, and, for the fiscal year ment with the investment adviser is available in the
ended August 31, 2007, each of the funds paid the fund’s annual report for the fiscal year ended August
investment adviser an investment advisory fee at the 31,2007.

effective annual rate set forth in the table below.

Investment advisory fees

Contractual Effective
investment advisory fee investment advisory fee

(as a percentage of (as a percentage of
Name of fund average daily net assets) average daily net assets)
Mellon Large Cap Stock Fund 0.65% 0.65%
Mellon Income Stock Fund 0.65% 0.65%
Mellon Mid Cap Stock Fund 0.75% 0.75%
Mellon Small Cap Stock Fund 0.85% 0.85%
Mellon U.S. Core Equity 130/30 Fund 0.80% 0.00%*
Mellon International Fund 0.85% 0.85%
Mellon Emerging Markets Fund 115% 1.15%
Mellon Bond Fund 0.40% 0.40%
Mellon Intermediate Bond Fund 0.40% 0.40%
Mellon Short-Term U.S. Government Securities Fund 0.35% 0.35%
Mellon National Intermediate Municipal Bond Fund 0.35% 0.35%
Mellon National Short-Term Municipal Bond Fund 0.35% 0.35%
Mellon Pennsylvania Intermediate Municipal Bond Fund 0.50% 0.50%
Mellon Massachusetts Intermediate Municipal Bond Fund 0.35% 0.32%**
Mellon Balanced Fund ok 0.44%
Mellon Money Market Fund 0.15% 0.15%
Mellon National Municipal Money Market Fund 0.15% 0.15%

* The effective investment advisory fee for this fund reflects a fee waiver/expense reinbursement in effect.

** The effective investment advisory fee for this fund reflects a_fee waiver/expense reimbursement in effect for the fund’ fiscal year ended August 31, 2007. The fee
waiver/expense reimbursement is no longer in effect.

*4% Mellon Balanced Fund has agreed to pay an investment advisory fee of 0.65% applied to direct investment in equity securities, 0.40% to direct investment in

debt securities and 0.15% to investments in money market instruments and the underlying funds that it invests in.
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FINANCIAL HIGHLIGHTS

The following tables describe the performance of
each fund’s Class M shares and Investor shares for
the fiscal periods indicated. “Total return” shows
how much your investment in a fund would have
increased (or decreased) during each period, assum-
ing you had reinvested all dividends and distribu-

tions. These financial highlights have been audited
by KPMG LLP, an independent registered public
accounting firm, whose report, along with each
fund’s financial statements, is included in the annu-

al report, which is available upon request.

Class M shares

Year Ended August 31,

Mellon Large Cap Stock Fund 2007 2006 2005 2004 2003!
Per-Share Data ($):
Net asset value, beginning of period 10.31 9.79 8.74 8.16 77
Investment operations:  Investment income — net?2 .09 10 Al .07 .06

Net realized and unrealized gain (loss)

on investments 1.49 .52 1.05 .58 .39
Total from investment operations 1.58 .62 116 .65 .45
Distributions: Dividends from investment income — net (.08) (10) (@) (.07) (.06)

Dividends from net realized gain

on investments (.25) - - - -
Total distributions (.33) (.10) [@1)) (.07) (.06)
Net asset value, end of period 1.56 10.31 9.79 8.74 8.16
Total Return (%) 15.60 6.32 13.27 795 576
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets .80 .80 .80 .81 .81
Ratio of net expenses to average net assets 79 .80 .80 .81 .81
Ratio of net investment income to average net assets 76 96 113 a7 .83
Portfolio turnover rate 7746 19.08 23.49 43.52 56.96

Net assets, end of period ($ x 1,000)

! Effective December 16, 2002, MPAM shares were redesignated as Class M shares.

2 Based on average shares outstanding at each month end.

1970,482 1,766,105 1,733,531 1,545,002 1,479,855



Investor shares

Year Ended August 31,

Mellon Large Cap Stock Fund 2007 2006 2005 2004 2003
Per-Share Data ($):
Net asset value, beginning of period 10.33 9.82 8.76 8.16 77
Investment operations:  Investment income (loss) — net! .06 .07 .08 .06 .04

Net realized and unrealized gain (loss)

on investments 1.50 .51 1.06 .58 .39
Total from investment operations 1.56 .58 114 .64 43
Distributions: Dividends from investment income — net (.06) (.07) (.08) (.04) (.04)

Dividends from net realized gain

on investments (.25) - - - -
Total distributions (.30 (.07) (.08) (.04) (.04)
Net asset value, end of period 11.58 10.33 9.82 8.76 8.16
Total Return (%) 15.29 5.95 13.08 7.88 5.50
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets 1.05 1.06 1.05 1.06 1.07
Ratio of net expenses to average net assets 1.04 1.06 1.05 1.06 1.07
Ratio of net investment income (loss) to average net assets .51 72 .87 .59 .56
Portfolio turnover rate 7746 19.08 23.49 43.52 56.96
Net assets, end of period ($ x 1,000) 11,704 7,629 3,985 3,356 2121

I Based on average shares outstanding at each month end.
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Class M shares

Year Ended August 31,
Mellon Income Stock Fund 2007 2006 2005 2004 20031
Per-Share Data ($):
Net asset value, beginning of period 10.43 9.92 9.50 8.56 8.24
Investment operations:  Investment income — net? 19 .22 .21 16 12
Net realized and unrealized gain (loss)
on investments 1.04 75 1.27 1.09 37
Total from investment operations 1.23 97 1.48 1.25 .49
Distributions: Dividends from investment income — net (19) (.22) (.20) a7 (12)
Dividends from net realized gain
on investments (.86) (.24) (.86) (14) (.05)
Total distributions (1.05) (.46) (1.06) (.31 17)
Net asset value, end of period 10.61 10.43 9.92 9.50 8.56
Total Return (%) 1211 10.00 16.23 14.68 6.19
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets .81 .81 .82 .83 .83
Ratio of net expenses to average net assets .81 .81 .82 .83 .83
Ratio of net investment income to average net assets 1.81 214 212 1.75 1.48
Portfolio turnover rate 62.06 40.75 34.61 52.47 12.82
Net assets, end of period ($ x 1,000) 414,866 421,266 394977 274,881 271,085
! Effective December 16, 2002, MPAM shares were redesignated as Class M shares.
2 Based on average shares outstanding at each month end.
Investor shares
Year Ended August 31,
Mellon Income Stock Fund 2007 2006 2005 2004 2003
Per-Share Data ($):
Net asset value, beginning of period 10.49 9.98 9.53 8.58 8.25
Investment operations:  Investment income — net! a7 19 18 14 10
Net realized and unrealized gain (loss)
on investments 1.04 75 1.29 1.08 .38
Total from investment operations 1.21 94 1.47 1.22 .48
Distributions: Dividends from investment income - net a7 (19) (16) (13) (10)
Dividends from net realized gain
on investments (.86) (.24) (.86) (14) (.05)
Total distributions (1.03) (.43) (1.02) (.27) (15)
Net asset value, end of period 10.67 10.49 9.98 9.53 8.58
Total Return (%) 1.78 9.68 16.00 14.26 6.03
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets 1.06 1.06 1.07 1.08 1.09
Ratio of net expenses to average net assets 1.06 1.06 1.07 1.08 1.09
Ratio of net investment income to average net assets 1.55 1.92 1.88 1.49 1.21
Portfolio turnover rate 62.06 40.75 34.61 52.47 12.82
Net assets, end of period ($ x 1,000) 1,719 1,468 1,092 756 1,080

! Based on average shares outstanding at each month end.



Class M shares

Year Ended August 31,
Mellon Mid Cap Stock Fund 2007 2006 2005 2004 20031
Per-Share Data ($):
Net asset value, beginning of period 14.26 14.80 12.29 1.07 9.92
Investment Operations:  Investment income — net? .06 .08 .04 .04 .05
Net realized and unrealized gain (loss)
on investments 217 1.21 3.33 1.21 113
Total from Investment Operations 2.23 1.29 3.37 1.25 118
Distributions: Dividends from investment income — net (.08) (.01 (.04) (.03) (.03)
Dividends from net realized gain on investments (2.22) (1.82) (.82) - -
Total distributions (2.30) (1.83) (.86) (.03) (.03)
Net asset value, end of period 14.19 14.26 14.80 12.29 1.07
Total Return (%) 16.76 9.14 28.41 1.33 1.94
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets 90 91 91 91 92
Ratio of net expenses to average net assets 90 91 91 91 92
Ratio of net investment income to average net assets 42 .51 .26 .34 A7
Portfolio turnover rate 12.31 93.33 83.57 69.03 6797
Net assets, end of period ($ x 1,000) 1,708,747 1,560,575 1,458,952 1,159,657 1,073,837
! Effective December 16, 2002, MPAM shares were redesignated as Class M shares.
2 Based on average shares outstanding at each month end.
Investor shares
Year Ended August 31,
Mellon Mid Cap Stock Fund 2007 2006 2005 2004 2003
Per-Share Data ($):
Net asset value, beginning of period 14.16 1473 12.24 1.03 9.90
Investment operations:  Investment income (loss) — net! .02 .04 .002 .01 .02
Net realized and unrealized gain (loss)
on investments 215 1.21 3.32 1.21 113
Total from investment operations 217 1.25 3.32 1.22 115
Distributions: Dividends from investment income — net (.04) - (.01 (.on (.02)
Dividends from net realized gain on investments (2.22) (1.82) (.82) - -
Total distributions (2.26) (1.82) (.83) (.o (.02)
Net asset value, end of period 14.07 14.16 14.73 12.24 11.03
Total Return (%) 16.44 8.93 28.05 1.02 1.66
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets 115 115 115 116 1.20
Ratio of net expenses to average net assets 115 115 115 116 1.20
Ratio of net investment income (loss) to average net assets 16 .26 .02 10 19
Portfolio turnover rate 12.31 93.33 83.57 69.03 6797
Net assets, end of period ($ x 1,000) 35,139 30,433 26,445 21,810 18,117

! Based on average shares outstanding at each month end.
2 Amount represents less than $.01 per share.
3 Amount represents less than .01%.
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Class M shares

Year Ended August 31,
Mellon Small Cap Stock Fund 2007 2006 2005 2004 2003!
Per-Share Data ($):
Net asset value, beginning of period 15.39 1718 14.92 1317 10.95
Investment operations:  Investment income (loss) — net?2 .003 (.01 (.01 (.02) (.00)3
Net realized and unrealized gain (loss)
on investments 1.83 .80 2.66 177 2.22
Total from investment operations 1.83 79 2.65 175 2.22
Distributions: Dividends from net realized gain
on investments (2.40) (2.58) (.39) - -
Net asset value, end of period 14.82 15.39 1718 14.92 13.17
Total Return (%) 12.53 5.04 17.86 13.29 20.27
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets 1.01 1.01 1.01 1.02 1.04
Ratio of net expenses to average net assets 1.00 1.01 1.01 1.02 1.03
Ratio of net investment income (loss) to average net assets .02 (.08) (.07) 1) (.02)
Portfolio turnover rate 167.04 108.79 148.54 o1.71 91.99
Net assets, end of period ($ x 1,000) 670,238 667,241 797,808 747,637 558,172
! Effective December 16, 2002, MPAM shares were redesignated as Class M shares.
2 Based on average shares outstanding at each month end.
3 Amount represents less than $.01 per share.
Investor shares
Year Ended August 31,
Mellon Small Cap Stock Fund 2007 2006 2005 2004 2003
Per-Share Data ($):
Net asset value, beginning of period 1513 16.97 14.78 13.08 10.90
Investment operations:  Investment (loss) — net! (.03) (.05) (.05) (.05) (.03)
Net realized and unrealized gain (loss)
on investments 1.80 79 2.63 175 2.21
Total from investment operations 177 74 2.58 1.70 218
Distributions: Dividends from net realized gain
on investments (2.40) (2.58) (.39) - -
Net asset value, end of period 14.50 1513 16.97 14.78 13.08
Total Return (%) 12.33 478 17.55 13.00 20.00
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets 1.26 1.26 1.26 1.26 1.29
Ratio of net expenses to average net assets 1.25 1.26 1.26 1.26 1.28
Ratio of net investment (loss) to average net assets (.23) (.35) (.33) (.35) .27)
Portfolio turnover rate 167.04 108.79 148.54 91.71 91.99
Net assets, end of period ($ x 1,000) 5,341 6,618 4,692 3,310 3,578

! Based on average shares outstanding at each month end.



Class M shares
Period Ended August 31,

Investor shares
Period Ended August 31,

Mellon U.S. Core Equity 130/30 Fund 2007' 2007!
Per-Share Data ($)
Net asset value, beginning of period 12.50 12.50
Investment operations:  Investment (loss) — net23 (.00) (.00)
Net realized and unrealized
gain (loss) on investments 14 13
Total from investment operations 14 13
Net asset value, end of period 12.64 12.63
Total Return (%)4 112 1.04
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets4 .50 .50
Ratio of net expenses to average net assets4 .28 .28
Ratio of net investment (loss) to average net assets# (.03) (.03)
Portfolio turnover rate4 1.94 1.94
Net assets, end of period ($ x 1,000) 26,064 10

T From August 1, 2007 (commencement of operations) to August 31, 2007.
2 Based on average shares outstanding at each month end.

3 Amount represents less than $.01 per share.

# Not annualized.
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Class M shares

Year Ended August 31,
Mellon International Fund 2007 2006 2005 2004 2003!
Per-Share Data ($):
Net asset value, beginning of period 1777 16.20 14.29 n77 1.03
Investment operations:  Investment income — net? .28 .28 .22 .20 .20
Net realized and unrealized gain (loss)
on investments 1.92 3.02 2.52 2.51 .68
Total from investment operations 2.20 3.30 274 21 .88
Distributions: Dividends from investment income — net (.30) (.23) (.20) (19) (14)
Dividends from net realized gain
on investments 2.1) (1.50) (.63) - -
Total distributions (2.41) (1.73) (.83) (19) (14)
Net asset value, end of period 17.56 17.77 16.20 14.29 1n.77
Total Return (%) 12.93 21.86 19.51 23.15 8.19
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets 1.08 110 1.09 1m 112
Ratio of net expenses to average net assets 1.08 110 1.09 110 1.05
Ratio of net investment income to average net assets 1.59 1.68 1.40 1.46 1.99
Portfolio turnover rate 72.83 70.02 4492 45.60 36.52
Net assets, end of period ($ x 1,000) 2,836968 2,534,753 1,857,398 1,265,004 820,568
I Effective December 16, 2002, MPAM shares were as redesignated as Class M shares.
2 Based on average shares outstanding at each month end.
Investor shares
Year Ended August 31,
Mellon International Fund 2007 2006 2005 2004 2003
Per-Share Data ($):
Net asset value, beginning of period 18.41 16.74 1474 1213 1.34
Investment operations:  Investment income (loss) — net! .23 .26 .24 .49 13
Net realized and unrealized gain (loss)
on investments 2.03 31 2.55 2.20 78
Total from investment operations 2.26 3.37 279 2.69 91
Distributions: Dividends from investment income - net (.27) (.20) (16) (.08) (12)
Dividends from net realized gain
on investments 211 (1.50) (.63) - -
Total distributions (2.38) (1.70) (.79) (.08) (12)
Net asset value, end of period 18.29 18.41 16.74 14.74 1213
Total Return (%) 12.73 21.49 19.24 22.28 8.24
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets 1.33 1.36 1.34 1.35 1.36
Ratio of net expenses to average net assets 1.32 1.36 1.34 1.35 1.30
Ratio of net investment income (loss) to average net assets 1.26 1.50 1.50 2.63 1.10
Portfolio turnover rate 72.83 70.02 4492 45.60 36.52
Net assets, end of period ($ x 1,000) 13,634 9,256 3,466 900 308

! Based on average shares outstanding at each month end.



Class M shares

Year Ended August 31,

Mellon Emerging Markets Fund 2007 2006 2005 2004 2003!
Per-Share Data ($):
Net asset value, beginning of period 24.53 22.69 1798 14.92 12.33
Investment operations:  Investment income — net? .25 .29 .32 .25 .22

Net realized and unrealized gain (loss)

on investments 718 496 6.09 316 277
Total from investment operations 7.43 5.25 6.41 3.4 299
Distributions: Dividends from investment income — net (.22) (.44) (12) (12) (12)

Dividends from net realized gain

on investments (7.32) (2.97) (1.58) (.23) (.28)
Total distributions (7.54) (3.41) (1.70) (.35) (.40)
Net asset value, end of period 24.42 24.53 22.69 17.98 14.92
Total Return (%) 35.81 24.59 36.62 22.93 25.18
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets 1.50 1.52 1.51 1.51 1.61
Ratio of net expenses to average net assets 1.50 1.52 1.51 1.50 1.35
Ratio of net investment income to average net assets 1.05 118 1.52 1.39 1.77
Portfolio turnover rate 60.72 49.06 4297 46.36 26.43
Net assets, end of period ($ x 1,000) 1,521,024 1,312,055 1,337,801 1,001,344 526,049
! Effective December 16, 2002, MPAM shares were redesignated as Class M shares.
2 Based on average shares outstanding at each month end.

Investor shares
Year Ended August 31,

Mellon Emerging Markets Fund 2007 2006 2005 2004 2003
Per-Share Data ($):
Net asset value, beginning of period 24.65 22.79 18.08 15.00 12.38
Investment operations:  Investment income — net! 15 .26 .30 a7 a7

Net realized and unrealized gain (loss)

on investments 7.27 496 6.09 3.22 2.82
Total from investment operations 742 5.22 6.39 3.39 2.99
Distributions: Dividends from investment income — net (15) (.39) (10) (.08) (.09)

Dividends from net realized gain

on investments (7.32) (2.97) (1.58) (.23) (.28)
Total distributions (7.47) (3.36) (1.68) (.31 (.37)
Net asset value, end of period 24.60 24.65 22.79 18.08 15.00
Total Return (%) 35.52 24.29 36.26 22.68 24.99
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets 1.75 1.78 172 1.84 1.85
Ratio of net expenses to average net assets 174 178 172 1.83 1.60
Ratio of net investment income to average net assets .65 1.07 1.48 114 112
Portfolio turnover rate 60.72 49.06 4297 46.36 26.43
Net assets, end of period ($ x 1,000) 10,846 1,761 4,557 3,424 313

I Based on average shares outstanding at each month end.
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Class M shares

Year Ended August 31,

Mellon Bond Fund 2007 2006 2005 2004 2003!
Per-Share Data ($):
Net asset value, beginning of period 12.23 12.66 12.79 12.92 12.95
Investment operations:  Investment income — net? .57 .52 48 .49 .56

Net realized and unrealized gain (loss)

on investments .04 (.38) (.07) .21 .06
Total from investment operations .61 14 41 70 .62
Distributions: Dividends from investment income — net (.60) (.57) (.54) (.56) (.62)

Dividends from net realized gain

on investments - - - (.27) (.03)
Total distributions (.60) (.57) (.54) (.83) (.65)
Net asset value, end of period 12.24 12.23 12.66 12.79 1292
Total Return (%) 5.06 1.20 3.30 5.63 473
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets .56 .56 .56 .56 .57
Ratio of net expenses to average net assets .56 .56 .56 .56 .55
Ratio of net investment income to average net assets 4.67 4.27 3.81 3.79 4.30
Portfolio turnover rate 134.49 104.533 151.343 133.003 13412
Net assets, end of period ($ x 1,000) 944,416 885,994 839,804 819,664 846,464

I Effective December 16, 2002, MPAM shares were redesignated as Class M shares.

2 Based on average shares outstanding at each month end.

3 The portfolio turnover rate excluding mortgage dollar roll transactions for the periods ended August 31, 2006, August 31, 2005 and August 31, 2004, were

101.12%, 104.24% and 106.10%, respectively.

Investor shares

Year Ended August 31,

Mellon Bond Fund 2007 2006 2005 2004 2003
Per-Share Data ($):
Net asset value, beginning of period 12.21 12.63 12.77 12.90 1294
Investment operations:  Investment income — net! .53 49 .45 .50 .54
Net realized and unrealized gain (loss)
on investments .04 (.37) (.08) a7 .04
Total from investment operations .57 12 37 .67 .58
Distributions: Dividends from investment income - net (.57) (.54) (.51) (.53) (.59)
Dividends from net realized gain
on investments - - - (.27) (.03)
Total distributions (.57) (.54) (.51) (.80) (.62)
Net asset value, end of period 12.21 12.21 12.63 1277 12.90
Total Return (%) 4.82 1.01 298 5.29 4.48
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets .81 .80 .81 .81 .82
Ratio of net expenses to average net assets .81 .80 .81 .81 .80
Ratio of net investment income to average net assets 4.42 4.02 3.56 3.52 41
Portfolio turnover rate 134.49 104.532 151.342 133.0072 13412
Net assets, end of period ($ x 1,000) 4,621 3,319 2,104 3,068 3,861

! Based on average shares outstanding at each month end.

2 The portfolio turnover rate excluding mortgage dollar roll transactions for the periods ended August 31, 2006, August 31, 2005 and August 31, 2004, were

101.2%, 104.24% and 106.10%, respectively.



Class M shares

Year Ended August 31,

Mellon Intermediate Bond Fund 2007 2006 2005 2004 20031
Per-Share Data ($):
Net asset value, beginning of period 1214 12.47 12.77 12.97 13.04
Investment operations:  Investment income — net?2 .53 46 A 42 .51

Net realized and unrealized gain (loss)

on investments .09 (.26) (.22) 14 n
Total from investment operations .62 .20 19 .56 .62
Distributions: Dividends from investment income — net (.57) (.53) (.49) (.52) (.59)

Dividends from net realized gain

on investments - - - (.24) (10)
Total distributions (.57) (.53) (.49) (.76) (.69)
Net asset value, end of period 12.19 1214 12.47 12.77 12.97
Total Return (%) 5.22 1.69 1.53 4.45 477
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets .56 .56 57 .57 57
Ratio of net expenses to average net assets .56 .56 .57 .57 .56
Ratio of net investment income to average net assets 4.36 379 3.23 3.26 3.88
Portfolio turnover rate 84.24 86.50 12.513 109.19 104.98
Net assets, end of period ($ x 1,000) 725,064 656,120 569,233 524,590 467,627

I Effective December 16, 2002, MPAM shares were redesignated as Class M shares.
2 Based on average shares outstanding at each month end.
3 The portfolio turnover rate excluding mortgage dollar roll transactions for the period ended August 31, 2005, was 111.52%.

Investor shares
Year Ended August 31,
Mellon Intermediate Bond Fund 2007 2006 2005 2004 2003

Per-Share Data ($):

Net asset value, beginning of period 1214 12.47 12.77 13.02 13.08
Investment operations:  Investment income — net! 48 43 37 .55 48
Net realized and unrealized gain (loss)
on investments 1 (.26) (.21) (.07)2 12
Total from investment operations .59 a7 16 .48 .60
Distributions: Dividends from investment income - net (.54) (.50) (.46) (.49) (.56)

Dividends from net realized gain

on investments - - - (.24) (10)
Total distributions (.54) (.50) (.46) (.73) (.66)
Net asset value, end of period 12.19 1214 12.47 12.77 13.02
Total Return (%) 496 1.43 1.30 3.88 4.51
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets .81 .81 .81 .82 .81
Ratio of net expenses to average net assets .81 .81 .81 .82 .81
Ratio of net investment income to average net assets 410 3.55 3.00 3.01 3.57
Portfolio turnover rate 84.24 86.50 12.513 109.19 104.98
Net assets, end of period ($ x 1,000) 1,931 681 547 455 305

! Based on average shares outstanding at each month end.

2 This amount includes a decrease in net asset value per share resulting from the timing of issuances and redemptions of shares in relation to fluctuating market values
for the fund’s investments.

3 The portfolio turnover rate excluding mortgage dollar roll transactions for the period ended August 31, 2005, was 111.52%.
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Class M shares

Year Ended August 31,
Mellon Short-Term U.S. Government Securities Fund 2007 2006 2005 2004 2003!
Per-Share Data ($):
Net asset value, beginning of period 11.99 1214 12.47 12.70 1294
Investment operations:  Investment income — net? .56 .39 .28 .25 .34
Net realized and unrealized gain (loss)
on investments .03 (.06) (16) (.o (@)
Total from investment operations .59 .33 12 .24 .23
Distributions: Dividends from investment income — net (.56) (.48) (.45) (.45) (.44)
Dividends from net realized gain
on investments - - - (.02) (.03)
Total distributions (.56) (.48) (.45) (.47) .47)
Net asset value, end of period 12.02 1.99 1214 12.47 12.70
Total Return (%) 5.05 278 1.00 197 1.68
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets .55 .54 .55 .55 .56
Ratio of net expenses to average net assets .55 .54 .55 .55 .55
Ratio of net investment income to average net assets 4.65 3.24 2.25 1.97 2.68
Portfolio turnover rate 127.30 85.97 69.1 44.76 88.05
Net assets, end of period ($ x 1,000) 128,628 131,885 161963 176,301 139,971
! Effective December 16, 2002, MPAM shares were redesignated as Class M shares.
2 Based on average shares outstanding at each month end.
Investor shares
Year Ended August 31,
Mellon Short-Term U.S. Government Securities Fund 2007 2006 2005 2004 2003
Per-Share Data ($):
Net asset value, beginning of period 12.00 1214 12.47 12.73 12.93
Investment operations:  Investment income — net'’ .49 41 .23 37 .30
Net realized and unrealized gain (loss)
on investments .06 (10) (14) (19) (.06)
Total from investment operations .55 31 .09 18 .24
Distributions: Dividends from investment income — net (.53) (.45) (.42) (.42) 41
Dividends from net realized gain
on investments - - - (.02) (.03)
Total distributions (.53) (.45) (.42) (.44) (.44)
Net asset value, end of period 12.02 12.00 1214 12.47 12.73
Total Return (%) 4.67 2.62 78 146 1.78
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets .80 a7 .81 78 .83
Ratio of net expenses to average net assets .80 a7 .81 78 .80
Ratio of net investment income to average net assets 4.51 3.25 1.99 174 2.38
Portfolio turnover rate 127.30 85.97 69.11 4476 88.05
Net assets, end of period ($ x 1,000) 140 281 20 1 1

! Based on average shares outstanding at each month end.



Class M shares

Year Ended August 31,
Mellon National Intermediate Municipal Bond Fund 2007 2006 2005 2004 2003!
Per-Share Data ($):
Net asset value, beginning of period 13.01 13.25 13.34 13.09 13.25
Investment operations:  Investment income — net? .50 .50 .50 .51 .50
Net realized and unrealized gain (loss)
on investments (.20) (16) (.03) .29 (14)
Total from investment operations .30 .34 A7 .80 .36
Distributions: Dividends from investment income — net (.50) (.50) (.50) (.51) (.50)
Dividends from net realized gain
on investments - (.08) (.06) (.04) (.02)
Total distributions (.50) (.58) (.56) (.55) (.52)
Net asset value, end of period 12.81 13.01 13.25 13.34 13.09
Total Return (%) 2.36 2.64 3.62 6.22 277
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets .51 .51 .52 .52 .53
Ratio of net expenses to average net assets .51 .51 .52 .52 52
Ratio of net investment income to average net assets 390 3.87 3.80 3.84 377
Portfolio turnover rate 2718 28.19 4272 53.26 50.68
Net assets, end of period ($ x 1,000) 944,909 807,634 732,71 646,793 625,558
! Effective December 16, 2002, MPAM shares were redesignated as Class M shares.
2 Based on average shares outstanding at each month end.
Investor shares
Year Ended August 31,
Mellon National Intermediate Municipal Bond Fund 2007 2006 2005 2004 2003
Per-Share Data ($):
Net asset value, beginning of period 13.00 13.23 13.33 13.08 13.24
Investment operations:  Investment income - net! A7 47 A7 48 .50
Net realized and unrealized gain (loss)
on investments (.20) (15) (.04) .29 (18)
Total from investment operations .27 .32 43 N .32
Distributions: Dividends from investment income — net (.47) (.47) (.47) (.48) (.46)
Dividends from net realized gain
on investments - (.08) (.06) (.04) (.02)
Total distributions .47) (.55) (.53) (.52) (.48)
Net asset value, end of period 12.80 13.00 13.23 13.33 13.08
Total Return (%) 21 2.47 3.28 6.04 2.36
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets 76 76 77 a7 79
Ratio of net expenses to average net assets 76 76 77 a7 a7
Ratio of net investment income to average net assets 3.65 3.62 3.56 3.60 3.52
Portfolio turnover rate 2718 28.19 4272 53.26 50.68
Net assets, end of period ($ x 1,000) 25,262 27,084 27,409 30,164 34,673

! Based on average shares outstanding at each month end.
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Class M shares

Year Ended August 31,
Mellon National Short-Term Municipal Bond Fund 2007 2006 2005 2004 2003!
Per-Share Data ($):
Net asset value, beginning of period 12.59 12.63 12.81 12.86 12.91
Investment operations:  Investment income — net? .40 .33 .29 .29 .34
Net realized and unrealized gain (loss)
on investments - (.04) (18) (.05) (.03)
Total from investment operations .40 .29 Al .24 .31
Distributions: Dividends from investment income — net (.40) (.33) (.29) (.29) (.35)
Dividends from net realized gain
on investments - - - - (o1
Total distributions (.40) (.33) (.29) (.29) (.36)
Net asset value, end of period 12.59 12.59 12.63 12.81 12.86
Total Return (%) 3.21 2.36 91 2.00 2.35
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets .55 .53 .54 .53 .55
Ratio of expenses to average net assets .54 .53 .53 .53 .52
Ratio of net investment income to average net assets 314 2.65 2.31 2.28 2.66
Portfolio turnover rate 3374 4994 40.92 28.12 2215
Net assets, end of period ($ x 1,000) 145,395 160,551 207,063 221,600 210,574
I Effective December 16, 2002, MPAM shares were redesignated as Class M shares.
2 Based on average shares outstanding at each month end.
Investor shares
Year Ended August 31,
Mellon National Short-Term Municipal Bond Fund 2007 2006 2005 2004 2003
Per-Share Data ($):
Net asset value, beginning of period 12.58 12.62 12.79 12.84 12.91
Investment operations:  Investment income — net! 37 .31 .27 .29 .29
Net realized and unrealized gain (loss)
on investments (.01 (.05) (18) (.07) (.04)
Total from investment operations .36 .26 .09 .22 .25
Distributions: Dividends from investment income — net (.36) (.30) (.26) (.27) (.31
Dividends from net realized gain
on investments - - - - (.o
Total distributions (.36) (.30) (.26) (.27) (.32)
Net asset value, end of period 12.58 12.58 12.62 12.79 12.84
Total Return (%) 295 210 73 172 2.01
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets .80 79 79 79 .81
Ratio of net expenses to average net assets .80 79 78 79 76
Ratio of net investment income to average net assets 294 2.47 2.06 2.08 2.44
Portfolio turnover rate 3374 4994 40.92 28.12 2215
Net assets, end of period ($ x 1,000) 635 277 150 94 33

! Based on average shares outstanding at each month end.



Class M shares

Year Ended August 31,
Mellon Pennsylvania Intermediate Municipal Bond Fund 2007 2006 2005 2004 20031
Per-Share Data ($):
Net asset value, beginning of period 12.66 12.92 1313 1295 1315
Investment operations:  Investment income — net? 48 48 49 .50 .51
Net realized and unrealized gain (loss)
on investments (.20) (18) (13) .21 (.20)
Total from investment operations .28 .30 .36 N .31
Distributions: Dividends from investment income — net (.48) (.48) (.49) (.50) (.51)
Dividends from net realized gain
on investments (.03) (.08) (.08) (.03) -
Total distributions (.51) (.56) (.57) (.53) (.51)
Net asset value, end of period 12.43 12.66 12.92 1313 12.95
Total Return (%) 2.23 2.4 2.84 5.60 2.35
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets .66 .66 .66 .66 .67
Ratio of net expenses to average net assets .66 .66 .66 .66 .67
Ratio of net investment income to average net assets 3.83 3.81 378 3.82 3.88
Portfolio turnover rate 2018 13.80 23.88 18.87 17.58
Net assets, end of period ($ x 1,000) 610,618 646,610 656,901 681,295 740,587
I Effective December 16, 2002, MPAM shares were redesignated as Class M shares.
2 Based on average shares outstanding at each month end.
Investor shares
Year Ended August 31,
Mellon Pennsylvania Intermediate Municipal Bond Fund 2007 2006 2005 2004 2003
Per-Share Data ($):
Net asset value, beginning of period 12.65 1291 1313 12.95 1314
Investment operations:  Investment income — net! 45 46 .45 47 48
Net realized and unrealized gain (loss)
on investments (.21) (19) (13) 21 (.20)
Total from investment operations .24 .27 .32 .68 .28
Distributions: Dividends from investment income — net (.45) (.45) (.46) (.47) (.47)
Dividends from net realized gain
on investments (.03) (.08) (.08) (.03) -
Total distributions (.48) (.53) (.54) (.50) (.47)
Net asset value, end of period 12.41 12.65 12.91 1313 12.95
Total Return (%) 1.89 215 2.50 5.41 2.09
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets 91 91 91 92 93
Ratio of net expenses to average net assets 91 91 91 92 92
Ratio of net investment income to average net assets 3.59 3.57 3.50 3.56 3.59
Portfolio turnover rate 20.18 13.80 23.88 18.87 17.58
Net assets, end of period ($ x 1,000) 1,295 3,586 4,561 2,74 2944

! Based on average shares outstanding at each month end.
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FINANCIAL HIGHLIGHTS (continued)

Class M shares

Year Ended August 31,

Mellon Balanced Fund 2007 2006 2005 2004 2003!
Per-Share Data ($):
Net asset value, beginning of period 1317 12.79 1.56 10.79 10.28
Investment operations:  Investment income — net? .29 .27 .22 .20 .25

Net realized and unrealized gain (loss)

on investments 1.21 .64 1.25 78 .51
Total from investment operations 1.50 91 1.47 98 76
Distributions: Dividends from investment income — net (.32) (.30) (.24) (.21) (.25)

Dividends from net realized gain

on investments (1.44) (.23) - - -
Total distributions (1.76) (.53) (.24) (.21 (.25)
Net asset value, end of period 12.91 1317 12.79 1.56 10.79
Total Return (%) 12.09 7.22 12.78 9.13 7.68
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets .58 .60 .58 .59 .62
Ratio of net expenses to average net assets .58 .60 .58 .59 .62
Ratio of net investment income to average net assets 2.26 210 1.81 177 2.4
Portfolio turnover rate 89.783 64.433 62.643 61.773 83.22
Net assets, end of period ($ x 1,000) 358,068 342,110 351,525 342,326 348,402

! Effective December 16, 2002, MPAM shares were redesignated as Class M shares.

# Based on average shares outstanding at each month end.

3 The portfolio turnover rates excluding mortgage dollar roll transactions for the periods ended August 31, 2007, August 31, 2006, August 31, 2005 and August 31,
2004, were 75.75%, 61.53%, 45.79% and 55.45%, respectively.

Investor shares

Year Ended August 31,

Mellon Balanced Fund 2007 2006 2005 2004 2003
Per-Share Data ($):
Net asset value, beginning of period 13.21 12.83 1.57 10.79 10.27
Investment operations:  Investment income — net! .26 .24 18 a7 .23

Net realized and unrealized gain (loss)

on investments 1.21 .63 1.26 a7 .51
Total from investment operations 1.47 .87 1.44 94 T4
Distributions: Dividends from investment income — net (.28) (.26) (18) (16) (.22)

Dividends from net realized gain

on investments (1.44) (.23) - - -
Total distributions (1.72) (.49) (18) (16) (.22)
Net asset value, end of period 12.96 13.21 12.83 n.57 10.79
Total Return (%) n.73 6.93 12.55 8.76 7.52
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets .86 .85 .85 .85 .87
Ratio of net expenses to average net assets .86 .85 .85 .85 .87
Ratio of net investment income to average net assets 1.98 1.86 1.45 1.45 213
Portfolio turnover rate 89.782 64.432 62.642 61772 83.22
Net assets, end of period ($ x 1,000) 4,274 3,727 1,848 665 431

! Based on average shares outstanding at each month end.
2 The portfolio turnover rates excluding mortgage dollar roll transactions for the periods ended August 31, 2007, August 31, 2006, August 31, 2005 and August 31,
2004, were 75.75%, 61.53%, 45.79% and 55.45%, respectively.
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Class M shares

Year Ended August 31,

Mellon Money Market Fund 2007 2006 2005 2004 2003!
Per-Share Data ($):

Net asset value, beginning of period 1.00 1.00 1.00 1.00 1.00
Investment operations:  Investment income — net .050 .043 .023 .008 .002
Distributions: Dividends from investment income — net (.050) (.043) (.023) (.008) (.002)
Net asset value, end of period 1.00 1.00 1.00 1.00 1.00
Total Return (%) 516 4.35 2.30 .82 762
Ratios/Supplemental Data (%):

Ratio of total expenses to average net assets .30 .31 .31 .33 .362
Ratio of net expenses to average net assets .30 .31 .31 .33 .362
Ratio of net investment income to average net assets 5.04 4.29 2.36 .82 782
Net assets, end of period ($ x 1,000) 843,242 754,727 678,569 471,723 388,979
I From June 2, 2003 (commencement of operations) to August 31, 2003.
2 Annualized.

Investor shares
Year Ended August 31,

Mellon Money Market Fund 2007 2006 2005 2004 2003!
Per-Share Data ($):

Net asset value, beginning of period 1.00 1.00 1.00 1.00 1.00
Investment operations:  Investment income — net .048 .040 .020 .006 .001
Distributions: Dividends from investment income — net (.048) (.040) (.020) (.006) (.001)
Net asset value, end of period 1.00 1.00 1.00 1.00 1.00
Total Return (%) 4.89 4.09 2.05 .57 522
Ratios/Supplemental Data (%):

Ratio of total expenses to average net assets .55 .56 .57 .64 622
Ratio of net expenses to average net assets .55 .56 .57 .64 622
Ratio of net investment income to average net assets 4.80 4.09 2.20 79 482
Net assets, end of period ($ x 1,000) 1,354 890 640 213 1

I From June 2, 2003 (commencement of operations) to August 31, 2003.
2 Annualized.

Financial
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Class M shares

Year Ended August 31,

Mellon National Municipal Money Market Fund 2007 2006 2005 2004 20031
Per-Share Data ($):

Net asset value, beginning of period 1.00 1.00 1.00 1.00 1.00
Investment Operations:  Investment income — net .033 .028 .017 .007 .002
Distributions: Dividends from investment income — net (.033) (.028) (.017) (.007) (.002)
Net asset value, end of period 1.00 1.00 1.00 1.00 1.00
Total Return (%) 3.40 2.88 1.68 70 .642
Ratios/Supplemental Data (%):

Ratio of total expenses to average net assets .30 .32 .32 .33 .352
Ratio of net expenses to average net assets .30 31 .32 .33 352
Ratio of net investment income to average net assets 3.35 2.86 1.68 N 622
Net assets, end of period ($ x 1,000) 940,257 734,525 613,375 488,926 265,068
' From June 2, 2003 (commencement of operations) to August 31, 2003.
2 Annualized.

Investor shares
Year Ended August 31,

Mellon National Municipal Money Market Fund 2007 2006 2005 2004 2003!
Per-Share Data ($):

Net asset value, beginning of period 1.00 1.00 1.00 1.00 1.00
Investment operations:  Investment income — net .031 .026 .014 .005 .001
Distributions: Dividends from investment income - net (.031) (.026) (.014) (.005) (.001)
Net asset value, end of period 1.00 1.00 1.00 1.00 1.00
Total Return (%) 315 2.62 1.43 45 .362
Ratios/Supplemental Data (%):

Ratio of total expenses to average net assets .56 .57 .58 .60 572
Ratio of net expenses to average net assets .55 .57 .57 .60 .572
Ratio of net investment income to average net assets 316 2.60 1.38 .58 482

Net assets, end of period ($ x 1,000)

I From June 2, 2003 (commencement of operations) to August 31, 2003.
2 Annualized.



FINANCIAL HIGHLIGHTS

Mellon Massachusetts Intermediate
Municipal Bond Fund

Please note that the financial highlights information
in the following tables for the fund’s Investor shares
and Class M shares represents the financial high-
lights of Premier Massachusetts Fund’s Class A
shares and Class R shares, respectively, for the fiscal
period indicated before the fund commenced oper-
ations as of the close of business on September 0,
2002, and represents the performance of the fund’s
Investor shares and Class M shares, respectively,

thereafter. Before the fund commenced operations,

a tax-free reorganization. “Total return” shows how
much an investment in Premier Massachusetts
Fund’s Class A shares and Class R shares, and the
fund’s Investor shares and Class M shares, would
have increased (or decreased) during the period,
assuming all dividends and distributions were rein-
vested. These financial highlights have been audited
by KPMG LLP, an independent registered public
accounting firm, whose report is included in the

fund’s annual report, which is available upon

substantially all of the assets of Premier request.
Massachusetts Fund were transferred to the fund in
Class M shares
Year Ended August 31,

Mellon Massachusetts Intermediate Municipal Bond Fund 2007 2006 2005 2004 2003'
Per-Share Data ($):
Net asset value, beginning of period 12.58 12.75 12.81 12.59 12.79
Investment operations:  Investment income — net?2 A7 A7 A7 48 .50

Net realized and unrealized gain (loss)

on investments (16) (14) (.06) .22 (.21)
Total from investment operations 31 .33 A4 .70 .29
Distributions: Dividends from investment income - net .47) .47) .47) (.48) (.49)

Dividends from net realized gain on investments - (.03) - - -
Total distributions .47) (.50) (.47) (.48) (.49)
Net asset value, end of period 12.42 12.58 12.75 12.81 12.59
Total Return (%) 2.47 2.65 3.25 5.72 2.23
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets .53 .54 .54 .55 .58
Ratio of net expenses to average net assets .50 .50 .50 .50 .50
Ratio of net investment income to average net assets 372 373 3.67 374 393
Portfolio turnover rate 18.85 20.57 3216 27.26 15.54
Net assets, end of period ($ x 1,000) 342,583 299,263 228,239 197,140 173,31

U Effective December 16, 2002, MPAM shares were redesignated as Class M shares.

2 Based on average shares outstanding at each month end.

Financial Highlights 17



FINANCIAL HIGHLIGHTS (continued)

18

Investor shares

Year Ended August 31,
Mellon Massachusetts Intermediate Municipal Bond Fund 2007 2006 2005 2004 2003
Per-Share Data ($):
Net asset value, beginning of period 12.58 12.75 12.80 12.59 12.79
Investment operations:  Investment income — net! 44 44 44 45 A7
Net realized and unrealized gain (loss)
on investments (16) (14) (.05) .21 (.20)
Total from investment operations .28 .30 .39 .66 .27
Distributions: Dividends from investment income - net (.44) (.44) (.44) (.45) (.47)
Dividends from net realized gain on investments - (.03) - - -
Total distributions (.44) .47) (.44) (.45) (.47)
Net asset value, end of period 12.42 12.58 12.75 12.80 12.59
Total Return (%) 2.21 2.40 3.07 5.38 197
Ratios/Supplemental Data (%):
Ratio of total expenses to average net assets 78 79 79 .80 .83
Ratio of net expenses to average net assets 75 75 75 75 75
Ratio of net investment income to average net assets 3.48 3.49 3.43 3.50 3.68
Portfolio turnover rate 18.85 20.57 3216 27.26 15.54
Net assets, end of period ($ x 1,000) 9,024 9,854 10,371 11,698 12,965

! Based on average shares outstanding at each month end.



Your Investment

ACCOUNT POLICIES AND SERVICES

Buying shares

Each fund is offering its Class M shares and
Investor shares in this prospectus. Class M shares are
generally offered only to Wealth Management
Clients. In addition, Mellon Money Market Fund
and Mellon National Municipal Money Market
Fund may be used as “sweep vehicles” for cash held
in Qualified Accounts. Any such investments must
be in the respective fund’s Class M shares. Class M
shares owned by Wealth Management Clients will
be held in omnibus accounts, or separate accounts,
with the funds’ transfer agent (Mellon Fund
Accounts). Investor shares are generally offered only
to Individual Clients, BNY Mellon Wealth Advisors
Brokerage Clients and Qualified Employee Benefit
Plans, except that Individual Clients of a fund on
July 10,2001 will continue to be eligible to purchase
Class M shares of that fund for their then-existing
accounts. Fund shares owned by Individual Clients
will be held in separate accounts (Individual
Accounts). Fund shares owned by BNY Mellon
‘Wealth Advisors Brokerage Clients also will be held
in separate accounts (BNY Mellon Wealth Advisors
Brokerage Accounts). Investor shares owned by par-
ticipants in Qualified Employee Benefit Plans gen-
erally will be held in accounts maintained by an
administrator or recordkeeper retained by the plan
sponsor (Qualified Employee Benefit Plan
Accounts) and records relating to these accounts
generally will not be maintained by Dreyfus, Mellon
Bank, N.A. or their affiliates.

Wealth Management Clients may transfer Class
M shares from a Mellon Fund Account to other
existing Wealth Management Clients for their
Mellon Fund Accounts. Wealth Management
Clients also may transfer shares from a Mellon Fund
Account to an Individual Account or a BNY
Mellon Wealth Advisors Brokerage Account. Before
any such transfer (other than a transfer to Individual
Clients of a fund as of July 10,2001 for their then-
existing accounts), the Wealth Management Client’s
Class M shares will be converted into Investor
shares of equivalent value (at the time of conver-
sion) and, accordingly, the Individual Client or
BNY Mellon Wealth Advisors Brokerage Client will

receive Investor shares. Wealth Management Clients
who terminate their relationship with BNY Mellon
Affiliates, but who wish to continue to hold fund
shares may do so only by establishing Individual
Accounts or BNY Mellon Wealth Advisors
Brokerage Accounts, and their Class M shares gen-
erally will be converted into Investor shares. The
conversion of such shareholder’s Class M shares into
Investor shares will be at the equivalent net asset
value of each class at the time of the conversion.
Individual Clients and BNY Mellon Wealth
Advisors Brokerage Clients in the Investor class of a
fund who make subsequent investments in that
fund will receive Investor shares of that fund. See

the SAI for more information.

You pay no sales charges to invest in either share
class of any fund. Your price for fund shares is the
fund’s net asset value per share (NAV), which is
generally calculated as of 12:00 noon Eastern time
for Mellon Money Market Fund and Mellon
National Municipal Money Market Fund, and as of
the close of trading on the New York Stock
Exchange (NYSE) (usually 4:00 p.m. Eastern time)
for each fund other than Mellon Money Market
Fund and Mellon National Municipal Money
Market Fund, on days the NYSE is open for regu-
lar business. Each of Mellon Money Market Fund
and Mellon National Municipal Money Market
Fund also may process purchase and sale orders and
calculate its NAV on days that the fund’s primary
trading markets are open and the fund’s manage-

ment determines to do so.

Your order will be priced at the next NAV calcu-
lated after your order is received in proper form by
the fund’s transfer agent or other authorized entity.
Investments in debt securities generally are valued
by one or more independent pricing services
approved by the Trust’s board or on the basis of mar-
ket quotations. The pricing service’s procedures are
reviewed under the general supervision of the
board. If market quotations or official closing prices
or prices from a pricing service are not readily avail-

able, or are determined not to reflect accurately fair
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value (such as when the value of a security has been
materially affected by events occurring after the
close of the exchange or market on which the secu-
rity is principally traded (for example, a foreign
exchange or market), but before the fund calculates
its NAV), the fund may value those investments at
fair value as determined in accordance with proce-
dures approved by the Trust’s board. Fair value of
investments may be determined by the Trust’s board,
its pricing committee or its valuation committee in
good faith using such information as it deems

appropriate under the circumstances.

Investments in money market securities are valued at
amortized cost, which does not take into account
unrealized gains or losses. As a result, such securities
are valued at their acquisition cost and adjusted for
discounts or premiums reflected in their purchase
price. This method of valuation is designed for
money market funds, such as Mellon Money Market
Fund and Mellon National Municipal Money
Market Fund, to be able to price their shares at
$1.00 per share.

Fair value of foreign equity securities may be deter-
mined with the assistance of a pricing service using
correlations between the movement of prices of for-
eign securities and indexes of domestic securities
and other appropriate indicators, such as closing
market prices of relevant ADRs and futures con-
tracts. Using fair value to price securities may result
in a value that is different from a security’s most
recent closing price and from the prices used by
other mutual funds to calculate their net asset values.
Foreign securities held by a fund may trade on days
when the fund does not calculate its NAV and thus
may affect the fund’s NAV on days when investors
have no access to the fund. The effect on NAV may
be more pronounced for Mellon Emerging Markets
Fund and Mellon International Fund, which invest

primarily in foreign securities.

Investments in foreign securities, small-capitaliza-
tion equity securities, certain municipal bonds and
certain other thinly traded securities may provide
short-term traders arbitrage opportunities with
respect to a fund’s shares. For example, arbitrage
opportunities may exist when trading in a portfolio
security or securities is halted and does not resume,
or the market on which such securities are traded
closes before the fund calculates its NAV. If short-
term investors in the fund were able to take advan-
tage of these arbitrage opportunities, they could
dilute the NAV of fund shares held by long-term
investors. Portfolio valuation policies can serve to
reduce arbitrage opportunities available to short-
term traders, but there is no assurance that such val-
uation policies will prevent dilution of a fund’s
NAV by short-term traders. While the funds have a
policy regarding frequent trading, it too may not be
completely effective to prevent short-term NAV
arbitrage trading, particularly in regard to omnibus
accounts. Please see “Your Investment — Account
Policies and Services — General Policies” for fur-
ther information about the funds’ frequent trading

policy.

Because Mellon National Intermediate Municipal
Bond Fund, Mellon National Short-Term
Municipal Bond Fund, Mellon Pennsylvania
Intermediate Municipal Bond Fund, Mellon
Massachusetts Intermediate Municipal Bond Fund
and Mellon National Municipal Money Market
Fund seek tax-exempt income, they are not recom-
mended for purchase by qualified retirement plans

or other tax-advantaged accounts.



Selling shares

You may sell (redeem) shares at any time. Your
shares will be sold at the next NAV calculated after
your order is received in proper form by the fund’s
transfer agent or other authorized entity. Your order
will be processed promptly and you will generally

receive the proceeds within a week.

Before selling shares recently purchased by
check, TeleTransfer or Automatic Asset Builder,
please note that:

o if you send a written request to sell such shares,
the fund may delay sending the proceeds (or
selling the shares in the case of the money market
funds) for up to eight business days following the
purchase of those shares

o the fund will not honor redemption checks, or
process wire, telephone or TeleTransfer redemp-
tion requests for up to eight business days follow-
ing the purchase of those shares

Purchases, redemptions and exchanges
through Mellon Fund Accounts and BNY Mellon
Wealth Advisors Brokerage Accounts

Persons who hold fund shares through Mellon
Fund Accounts or BNY Mellon Wealth Advisors
Brokerage Accounts should contact their account
officer or financial advisor, respectively, for informa-
tion concerning purchasing, selling (redeeming), and
exchanging fund shares. The policies and fees applic-
able to these accounts may differ from those described
in this prospectus, and different minimum investments
or limitations on buying, selling and exchanging

shares may apply.

Purchases, redemptions and exchanges
through Qualified Employee Benefit Plan
Accounts

Persons who hold fund shares through Qualified
Employee Benefit Plan Accounts should contact
their plan sponsor or administrator for information
concerning purchasing, selling (redeeming), and
exchanging fund shares. The policies and fees
applicable to these accounts may differ from those
described in this prospectus, and different minimum
investments or limitations on buying, selling and

exchanging shares may apply.

Purchases and redemptions through
Individual Accounts

Purchasing shares

Individual Accounts generally may be opened
only by the transfer of fund shares from a Mellon
Fund Account, by Wealth Management Clients who
terminate their relationship with BNY Mellon
Affiliates, but who wish to continue to hold fund
shares, or by exchange from Individual Accounts
holding other Mellon funds as described below
under “Individual Account services and policies —
Exchange privilege” The minimum initial invest-
ment in a fund through an Individual Account is
$10,000, and the minimum for subsequent invest-
ments is $100. You may purchase additional shares for
an Individual Account by mail, wire, electronic check

or TeleTransfer, or automatically.

Mail. To purchase additional shares by mail, fill out
an investment slip and send the slip and a check

with your account number written on it to:

Name of Fund
Mellon Funds
P.O. Box 55268, Boston, MA 02205-8502

Make checks payable to: Mellon Funds.

Wire. To purchase additional shares by wire, have
your bank send your investment to Mellon Trust of
New England, N.A., with these instructions:

* ABA# 011001234

* DDA# 00-0388

* the fund name

* the share class

* your account number

* name(s) of investor(s)
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Electronic check. To purchase additional shares by
electronic check, which will transfer money out of
your bank account, follow the instructions for pur-
chases by wire, but insert “569” before your 14-digit
account number. Your transaction is entered
automatically, but may take up to eight business days
to clear. Electronic checks usually are available
without a fee at all Automated Clearing House
(ACH) banks.

TeleTransfer. To purchase additional shares through
TeleTransfer call 1-800-645-6561 (outside the U.S.
516-794-5452) to request your transaction.

Automatically. Call us at 1-800-645-6561 to
request a form to add any automatic investing ser-
vice. Complete and return the forms along with
any other required materials. These services are
available only for holders of Individual Accounts.

See “Individual Account services and policies.”

IR As. For information on how to purchase addi-
tional shares for IRA accounts, call 1-800-645-
6561, consult your financial representative, or refer
to the SAL

Selling (redeeming) shares

You may sell (redeem) shares in writing, or by

telephone, wire or TeleTransfer, or automatically.

Written sell orders. Some circumstances require
written sell orders along with signature guarantees.
These include:

o amounts of $10,000 or more on accounts whose
address has been changed within the last 30 days

o requests to send the proceeds to a different payee
or address

Written sell orders of $100,000 or more must also

be signature guaranteed.

A signature guarantee helps protect against fraud.
You can obtain one from most banks or securities
dealers, but not from a notary public. For joint
accounts, each signature must be guaranteed. Please
call us to ensure that your signature guarantee will

be processed correctly.

In writing or by check. You may sell (redeem)
shares by writing a letter of instruction and, for the
funds specified below under “Individual Account
services and policies — Checkwriting Privilege”
only, by writing a redemption check. The letter of
instruction and redemption check should include

the following information:

* your name(s) and signatures(s)

* your account number

e the fund name

¢ the share class

* the dollar amount you want to sell

* how and where to send the proceeds

Obtain a signature guarantee or other documenta-
tion, if required. Mail your request to:

Mellon Funds
P.O. Box 55268
Boston, MA 02205-8502

Telephone. Unless you have declined telephone
privileges on your account application, you may
also redeem your shares by telephone (maximum
$250,000 per day) by calling 1-800-645-6561 (out-
side the U.S. 516-794-5452). A check will be

mailed to your address of record.

Wire or TeleTransfer. To sell (redeem) shares by
wire or TeleTransfer (minimum $1,000 and $500,
respectively; maximum $500,000 for joint accounts
every 30 days), call 1-800-645-6561 (outside the
U.S. 516-794-5452) to request your transaction. Be
sure the fund has your bank account information
on file. Proceeds will be sent to your bank by wire
for wire redemptions and by electronic check for

TeleTransfer redemptions.

IR As. For information on how to sell (redeem)
shares held in IR A accounts, call 1-800-645-6561,
consult your financial representative, or refer to the

SAL



Individual Account services and policies

The services and privileges described in this sec-
tion are available only to holders of Individual

Accounts.

Automatic services. Buying or selling shares auto-
matically is easy with the services described below.
With each service, you select a schedule and
amount, subject to certain restrictions. You can set
up most of these services with your application or
by calling 1-800-645-6561.

For investing

Automatic For making automatic investments
Asset Builder from a designated bank account.
Payroll For making automatic investments
Savings Plan through a payroll deduction.
Government For making automatic investments
Direct Deposit from your federal employment,
Privilege Social Security or other regular

federal government check.

Dividend For automatically reinvesting the

Sweep dividends and distributions from
one Mellon fund into another
(not available for IRAS).

For exchanging shares

Auto-Exchange For making regular exchanges
Privilege from one Mellon fund into
another.

For selling shares

Automatic For making reqular withdrawals
Withdrawal Plan from most Mellon funds.

Checkwriting privilege. (Fixed-Income Funds
and Money Market Funds only). Holders of
Individual Accounts in Mellon Bond Fund, Mellon
Intermediate Bond Fund, Mellon Short-Term U.S.
Government Securities Fund, Mellon National
Intermediate Municipal Bond Fund, Mellon
National Short-Term Municipal Bond Fund,
Mellon Pennsylvania Intermediate Municipal Bond
Fund, Mellon Massachusetts Intermediate
Municipal Bond Fund, Mellon Money Market
Fund and Mellon National Municipal Money
Market Fund may sell (redeem) shares by check.You
may write redemption checks against your fund
account in amounts of $500 or more. These checks
are free. However, a fee will be charged if you
request a stop payment or if the transfer agent can-
not honor a redemption check due to insufficient
funds or another valid reason. Please do not post-

date your checks or use them to close your account.

Exchange privilege. You generally can exchange
shares of a class of a Mellon fund worth $500 or
more into shares of the same class of any other
Mellon fund. However, each fund account, includ-
ing those established through exchanges, must meet
the minimum account balance requirement of
$10,000.You can request your exchange in writing
or by phone. Be sure to read the current prospectus
for any fund into which you are exchanging before
investing. Any new account established through an
exchange will generally have the same privileges as
your original account (as long as they are available).

There is currently no fee for exchanges.

Your Investment 123



ACCOUNT POLICIES AND SERVICES (continued)

124

General policies

Unless you decline teleservice privileges on your
application, the funds’ transfer agent is authorized to
act on telephone or online instructions from any
person representing himself or herself to be you and
reasonably believed by the transfer agent to be gen-
uine. You may be responsible for any fraudulent
telephone or online order as long as the fund’s
transfer agent takes reasonable measures to confirm

that instructions are genuine.

The funds (other than the money market funds) are
designed for long-term investors. Frequent pur-
chases, redemptions, and exchanges may disrupt
portfolio management strategies and harm fund per-
formance by diluting the value of fund shares and
increasing brokerage and administrative costs. As a
result, the investment adviser and the Trust’s board
have adopted a policy of discouraging excessive trad-
ing, short-term market timing, and other abusive
trading practices (frequent trading) that could
adversely affect the funds or their operations. The
investment adviser and the funds will not enter into
arrangements with any person or group to permit

frequent trading.

Each fund reserves the right to:

o change or discontinue its exchange privilege, or
temporarily suspend the privilege during unusual
market conditions

o change its minimum or maximum investment
amounts

o delay sending out redemption proceeds for up to
seven days (generally applies only during unusual
market conditions or in cases of very large
redemptions or excessive trading)

o “redeem in kind,” or make payments in securities
rather than cash, if the amount redeemed is large
enough to affect fund operations (for example, if
it exceeds 1% of the fund’s assets)

o refuse any purchase or exchange request,
including those from any individual or group
who, in the investment adviser’s view, is likely to
engage in frequent trading

More than four roundtrips within a rolling 12-
month period generally is considered to be frequent
trading. A roundtrip consists of an investment that is
substantially liquidated within 60 days. Based on the
facts and circumstances of the trades, a fund may
also view as frequent trading a pattern of invest-
ments that are partially liquidated within 60 days.

The investment adviser monitors selected transac-
tions to identify frequent trading. When its surveil-
lance systems identify multiple roundtrips, the
investment adviser evaluates trading activity in the
account for evidence of frequent trading. The
investment adviser considers the investor’s trading
history in other accounts under common owner-
ship or control, in Dreyfus and Dreyfus Founders
funds, and, if known, in non-affiliated mutual funds
and accounts under common control. These evalu-
ations involve judgments that are inherently subjec-
tive, and while the investment adviser seeks to apply
the policy and procedures uniformly, it is possible
that similar transactions may be treated differently.
In all instances, the investment adviser seeks to
make these judgments to the best of its abilities in a
manner that it believes is consistent with sharehold-
er interests. If the investment adviser concludes the
account is likely to engage in frequent trading, the
investment adviser may cancel or revoke the pur-
chase or exchange on the following business day.
The investment adviser may also temporarily or
permanently bar such investor’s future purchases
into a fund in lieu of, or in addition to, canceling or
revoking the trade. At its discretion, the investment
adviser may apply these restrictions across all
accounts under common ownership, control, or

perceived affiliation.

The funds’ shares often are held through omnibus
accounts maintained by financial intermediaries,
such as brokers and retirement plan administrators,
where the holdings of multiple shareholders, such as
all the clients of a particular broker, are aggregated.
The investment adviser’s ability to monitor the

trading activity of investors whose shares are held in



omnibus accounts is limited and dependent upon
the cooperation of the financial intermediary in
providing information with respect to individual
shareholder transactions. However, the agreements
between the distributor and financial intermediaries
include obligations to comply with the terms of this
prospectus. Further, all intermediaries have been
requested in writing to notify the distributor
immediately if, for any reason, they cannot meet
their commitment to make the funds’ shares avail-
able in accordance with the terms of the prospectus

and relevant rules and regulations.

To the extent a fund significantly invests in foreign
securities traded on markets that close before the
fund calculates its NAV, events that influence the
value of these foreign securities may occur after the
close of these foreign markets and before the fund
calculates its NAV. As a result, certain investors may
seek to trade fund shares in an effort to benefit from
their understanding of the value of these foreign
securities at the time the fund calculates its NAV
(referred to as price arbitrage). This type of frequent
trading may dilute the value of fund shares held by
other shareholders. The fund has adopted proce-
dures designed to adjust closing market prices of
foreign equity securities under certain circum-
stances to reflect what it believes to be their fair

value.

To the extent that a fund significantly invests in
thinly traded small-capitalization equity securities
or municipal bonds, certain investors may seek to
trade fund shares in an effort to benefit from their
understanding of the value of these securities
(referred to as price arbitrage). Any such frequent
trading strategies may interfere with efficient man-
agement of the fund’s portfolio to a greater degree
than funds that invest in highly liquid securities, in
part because the fund may have difficulty selling
these portfolio securities at advantageous times or
prices to satisfy large and/or frequent redemption
requests. Any successful price arbitrage may also
cause dilution in the value of fund shares held by

other shareholders.

Although the funds’ frequent trading and fair valu-
ation policies and procedures are designed to dis-
courage market timing and excessive trading, none
of these tools alone, nor all of them together, com-

pletely eliminates the potential for frequent trading.

Transactions made through Automatic Investment
Plans, Automatic Withdrawal Plans and Auto-
Exchange Privileges generally are not considered to

be frequent trading.

Money market funds generally are used by investors
for short-term investments, often in place of bank
checking or savings accounts, or for cash manage-
ment purposes. Investors value the ability to add
and withdraw their funds quickly, without restric-
tion. For this reason, although the investment advis-
er discourages excessive trading and other abusive
trading practices, Mellon Money Market Fund and
Mellon National Municipal Money Market Fund
(collectively, Money Market Funds) have not adopt-
ed policies and procedures, or imposed redemption
fees or other restrictions such as minimum holding
periods, to deter frequent purchases and redemp-
tions of shares of the Money Market Funds. The
investment adviser also believes that money market
funds, such as the Money Market Funds, are not tar-
gets of abusive trading practices, because money
market funds seek to maintain a $1.00 per share
price and typically do not fluctuate in value based
on market prices. However, frequent purchases and
redemptions of a Money Market Fund’s shares
could increase the Money Market Fund’s transac-
tion costs, such as market spreads and custodial fees,
and may interfere with the efficient management of
the Money Market Fund’s portfolio, which could
detract from the Money Market Fund’s perfor-
mance. Accordingly, each Money Market Fund
reserves the right to refuse any purchase or

exchange request.

Each Money Market Fund also may process pur-
chase and sale orders and calculate its NAV on days
that the fund’s primary trading markets are open

and the fund’s management determines to do so.
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DISTRIBUTIONS AND TAXES

Each fund usually pays its shareholders dividends,

if any, from its net investment income as follows:

Fund

Dividend payment frequency

Mellon Large Cap Stock Fund

Mellon Income Stock Fund

Mellon Mid Cap Stock Fund

Mellon Small Cap Stock Fund

Mellon U.S. Core Equity 130/30 Fund

Mellon International Fund

Mellon Emerging Markets Fund

Mellon Bond Fund

Mellon Intermediate Bond Fund

Mellon Short-Term U.S. Government Securities Fund
Mellon National Intermediate Municipal Bond Fund
Mellon National Short-Term Municipal Bond Fund
Mellon Pennsylvania Intermediate Municipal Bond Fund
Mellon Massachusetts Intermediate Municipal Bond Fund
Mellon Balanced Fund

Mellon Money Market Fund

Mellon National Municipal Money Market Fund

Each fund generally distributes any net capital
gains it has realized once a year. Each share class will
generate a different dividend because each has dif-
ferent expenses. For Individual Accounts, dividends
and other distributions will be reinvested in fund
shares unless you instruct the fund otherwise. For
information on reinvestment of dividends and other
distributions on Mellon Fund Accounts or BNY
Mellon Wealth Advisors Brokerage Accounts, con-
tact your account officer or financial advisor,
respectively. There are no fees or sales charges on

reinvestments.

Monthly
Monthly
Annually
Annually
Annually
Annually
Annually
Monthly
Monthly
Monthly
Monthly
Monthly
Monthly
Monthly
Monthly
Monthly
Monthly



Distributions paid by a fund (except to the extent
attributable to tax-exempt income) are subject to
federal income tax, and may also be subject to state
or local taxes (unless you are investing through a
tax-advantaged retirement account). For federal tax
purposes, in general, certain fund distributions,
including interest income and distributions of
short-term capital gains, are taxable to you as ordi-
nary income. Other fund distributions, including
dividends from U.S. companies and certain foreign
companies and distributions of long-term capital
gains, generally are taxable to you as qualified divi-

dends and capital gains, respectively.

Mellon Pennsylvania Intermediate Municipal Bond
Fund and Mellon Massachusetts Intermediate
Municipal Bond Fund anticipate that virtually all
dividends paid to you will be exempt from federal
and Pennsylvania personal income taxes in the case
of Mellon Pennsylvania Intermediate Municipal
Bond Fund and Massachusetts personal income
taxes in the case of Mellon Massachusetts
Intermediate Municipal Bond Fund. However, for
federal tax purposes, certain distributions, such as
distributions of short-term capital gains, are taxable
to you as ordinary income, while long-term capital
gains are taxable to you as capital gains.

For Pennsylvania and Massachusetts personal
income tax purposes, distributions derived from
interest on municipal securities of Pennsylvania and
Massachusetts issuers, respectively, and from interest
on qualifying securities issued by U.S. territories
and possessions are generally exempt from tax.
Distributions that are federally taxable as ordinary
income or capital gains are generally subject to
Pennsylvania and Massachusetts state personal

income taxes, respectively.

High portfolio turnover and more volatile markets
can result in significant taxable distributions to
shareholders, regardless of whether their shares have

increased in value.

If you buy shares of a fund when the fund has real-
ized but not yet distributed income or capital gains,
you will be “buying a dividend” by paying the full
price for the shares and then receiving a portion

back in the form of a taxable distribution.

Your sale of shares, including exchanges into other
funds, may result in a capital gain or loss for tax pur-
poses. A capital gain or loss on your investment in a
fund generally is the difference between the cost of
your shares and the amount you receive when you
sell them.

The tax status of any distribution generally is the
same regardless of how long you have been in the
fund and whether you reinvest your distributions or

take them in cash.

The tax status of your dividends and distributions
will be detailed in your annual tax statement from
the fund. Because everyone’s tax situation is unique,

please consult your tax advisor before investing.

Your Investment 127
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For More Information

Mellon Large Cap Stock Fund

Mellon Income Stock Fund

Mellon Mid Cap Stock Fund

Mellon Small Cap Stock Fund

Mellon U.S. Core Equity 130/30 Fund
Mellon International Fund

Mellon Emerging Markets Fund
Mellon Bond Fund

Mellon Intermediate Bond Fund

Mellon Short-Term U.S. Government
Securities Fund

Mellon National Intermediate
Municipal Bond Fund

Mellon National Short-Term Municipal Bond Fund

Mellon Pennsylvania Intermediate
Municipal Bond Fund

Mellon Massachusetts Intermediate
Municipal Bond Fund

Mellon Balanced Fund
Mellon Money Market Fund
Mellon National Municipal Money Market Fund

Series of Mellon Funds Trust
SEC file number: 811-09903

To obtain information:

By telephone Wealth Management Clients, please contact your
Account Officer or call 1-888-281-7350.

BNY Mellon Wealth Advisors Brokerage Clients, please contact
your financial advisor or call 1-800-830-0549-Option 2.
Individual Account holders, please call Dreyfus at 1-800-645-
6561. Participants in Qualified Employee Benefit Plans, please
contact your plan sponsor or administrator or call 1-877-774-0327

By mail Wealth Management Clients, write to your
Account Officer

c/o Mellon Bank, N.A.

One Mellon Bank Center

Pittsburgh, PA 15258

BNY Mellon Wealth Advisors Brokerage Clients, write to your
financial advisor

P.O. Box 9012

Hicksville, NY 11802-9012

Individual Account holders and participants in Qualified
Employee Benefit Plans, write to:

Mellon Funds

P.0. Box 55268

Boston, MA 02205-8502

On the Internet Text-only versions of certain fund documents
can be viewed online or downloaded from:
http://www.sec.gov

You can also obtain copies, after paying a duplicating fee,

by visiting the SEC's Public Reference Room in Washington, DC
(for information, call 1-202-551-8090) or by e-mail request to
publicinfo@sec.gov, or by writing to the SEC's Public Reference
Section, Washington, DC 20549-0102.

© 2008 MBSC Securities Corporation

More information on any fund is available free

upon request, including the following:

Annual/Semiannual Report

Describes each fund’s performance, lists portfolio
holdings and contains a letter from the portfolio
manager(s) discussing recent market conditions,
economic trends and fund strategies that significant-
ly affected the fund’s performance during the last
fiscal year. Each fund’s most recent annual and semi-

annual report is available at www.dreyfus.com.

Statement of Additional Information (SAI)

Provides more details about each fund and its
policies. A current SAI is available at
www.dreyfus.com and is on file with the
Securities and Exchange Commission (SEC). The
SAI is incorporated by reference (is legally consid-
ered part of this prospectus).

Portfolio Holdings

Each fund will disclose its complete schedule of
portfolio holdings, as reported on a month-end
basis, at www.dreyfus.com, under Mutual Fund
Center — Dreyfus Mutual Funds — Mutual Fund
Total Holdings Reports. The information will be
posted with a one-month lag and will remain acces-
sible until the Trust files a report on Form N-Q or
Form N-CSR for the period that includes the date
as of which the information was current. In addi-
tion, fifteen days following the end of each calendar
quarter, each fund will publicly disclose at
www.dreyfus.com its complete schedule of portfo-

lio holdings as of the end of such quarter.

A complete description of the Trust’s policies and
procedures with respect to the disclosure of a fund’s

portfolio securities is available in the Trust’s SAIL

MFTP0208



MELLON FUNDS TRUST
CLASS M SHARES, INVESTOR SHARES AND DREYFUS PREMIER SHARES

MELLON LARGE CAP STOCK FUND, MELLON INCOME STOCK FUND, MELLON MID CAP
STOCK FUND, MELLON SMALL CAP STOCK FUND, MELLON U.S. CORE EQUITY 130/30
FUND, MELLON INTERNATIONAL FUND, MELLON EMERGING MARKETS FUND, MELLON
BOND FUND, MELLON INTERMEDIATE BOND FUND, MELLON SHORT-TERM U.S.
GOVERNMENT SECURITIES FUND, MELLON NATIONAL INTERMEDIATE MUNICIPAL
BOND FUND, MELLON NATIONAL SHORT-TERM MUNICIPAL BOND FUND, MELLON
PENNSYLVANIA INTERMEDIATE MUNICIPAL BOND FUND, MELLON MASSACHUSETTS
INTERMEDIATE MUNICIPAL BOND FUND, MELLON BALANCED FUND, MELLON MONEY
MARKET FUND AND MELLON NATIONAL MUNICIPAL MONEY MARKET FUND

STATEMENT OF ADDITIONAL INFORMATION
DECEMBER 31, 2007, AS REVISED, FEBRUARY 7, 2008

This Statement of Additional Information (“SAI”), which is not a prospectus, supplements and
should be read in conjunction with the current combined Prospectus of the funds named above (each, a
“Fund” and collectively, the “Funds”) dated December 31, 2007, as revised, February 7, 2008, with
respect to the Funds’ Class M shares and Investor shares (the “Class M and Investor Class Prospectus™),
and the current combined Prospectus of Mellon Mid Cap Stock Fund, Mellon National Intermediate
Municipal Bond Fund and Mellon Massachusetts Intermediate Municipal Bond Fund dated December 31,
2007, with respect to the Dreyfus Premier shares that those Funds also offer (the “Dreyfus Premier Class
Prospectus™), as each Prospectus may be revised from time to time. The Funds are separate portfolios of
Mellon Funds Trust, an open-end management investment company (the “Trust”) that is registered with
the Securities and Exchange Commission (the “SEC”). To obtain a copy of the relevant Prospectus,
please write to the Funds at 144 Glenn Curtiss Boulevard, Uniondale, New York 11556-0144, visit
www.dreyfus.com, or call one of the following numbers: Wealth Management Clients - call toll free 1-
888-281-7350 and outside the U.S. call collect 617-248-3014; Individual Account Holders of Class M
shares and Investor shares (other than brokerage clients of BNY Mellon Wealth Advisors) — call toll free
1-800-645-6561 and outside the U.S. call collect 516-794-5452; holders of Dreyfus Premier shares — call
toll free 1-800-554-4611 and outside the U.S. call collect 516-794-5452; brokerage clients of BNY
Mellon Wealth Advisors — call toll free 1-800- 803-0549 — Option 2; and participants in Qualified
Employee Benefit Plans (as defined under “How to Buy Shares” below) — call toll free 1-877-774-0327.

The most recent Annual Report and Semi-Annual Report to Shareholders for each Fund are
separate documents supplied with this SAI, and the financial statements, accompanying notes and report
of the independent registered public accounting firm appearing in the Annual Reports are incorporated by
reference into this SAI.
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DESCRIPTION OF THE TRUST AND FUNDS

The Trust is an open-end management investment company organized as an unincorporated
business trust under the laws of the Commonwealth of Massachusetts by a Declaration of Trust dated
April 12, 2000. The Trust is authorized to issue an unlimited number of shares of beneficial interest, par
value $.001 per share. Effective December 16, 2002, the Trust changed its name from “MPAM Funds
Trust” to its current name and each Fund deleted “MPAM” and substituted “Mellon” in its name and
renamed its MPAM shares “Class M” shares.

The investment objectives, policies, restrictions, practices and procedures of the Funds, unless
otherwise specified, may be changed without shareholder approval. As with other mutual funds, there is
no assurance that a Fund will achieve its investment objective.

Mellon Fund Advisers, a division of The Dreyfus Corporation (“Dreyfus”), serves as each Fund’s
investment manager (the “Investment Adviser”)

MBSC Securities Corporation (the “Distributor”), a wholly-owned subsidiary of Dreyfus, is the
distributor of each Fund’s shares.

THE FUNDS AND THEIR INVESTMENTS

The following information supplements and should be read in conjunction with the relevant Class
M and Investor Class Prospectus and Dreyfus Premier Class Prospectus. The following summaries
briefly describe the portfolio securities in which the Funds can invest and the investment techniques they
can employ. Additional information about these portfolio securities and investment techniques is
provided under “The Funds’ Investments, Related Risks and Limitations.”

DOMESTIC EQUITY FUNDS

Mellon Large Cap Stock Fund, Mellon Income Stock Fund, Mellon Mid Cap Stock Fund, Mellon
Small Cap Stock Fund and Mellon U.S. Core Equity 130/30 Fund are sometimes referred to herein as the
“Domestic Equity Funds.”

Mellon Large Cap Stock Fund seeks capital appreciation.

The Fund may invest in the following portfolio securities: common stock, foreign securities
including American Depositary Receipts (“ADRs”) and New York Shares, government obligations,
illiquid securities, securities issued in initial public offerings (“IPOs”), other investment companies,
exchange-traded funds (“ETFs”) and money market instruments.

The Fund may utilize the following investment techniques: borrowing, when-issued securities and
delayed delivery transactions, securities lending, reverse repurchase agreements, and derivative
instruments (including options, futures contracts and options on futures contracts).

Mellon Income Stock Fund seeks total return (consisting of capital appreciation and income).

The Fund may invest in the following portfolio securities: common stock, preferred stock,
convertible securities, corporate obligations, foreign securities including ADRs and New York Shares,
government obligations, illiquid securities, securities issued in IPOs, other investment companies, ETFs
and money market instruments.



The Fund may utilize the following investment techniques: borrowing, when-issued securities
and delayed-delivery transactions, securities lending, reverse repurchase agreements, and derivative
instruments (including options, futures contracts and options on futures contracts).

Mellon Mid Cap Stock Fund seeks capital appreciation.

The Fund may invest in the following portfolio securities: common stock, foreign securities
including ADRs and New York Shares, government obligations, illiquid securities, securities issued in
IPOs, other investment companies, ETFs and money market instruments.

The Fund may utilize the following investment techniques: borrowing, when-issued securities
and delayed-delivery transactions, securities lending, reverse repurchase agreements, derivative
instruments (including options, futures contracts and options on futures contracts, swaps, caps, collars and
floors), foreign currency transactions and forward contracts.

Mellon Small Cap Stock Fund seeks capital appreciation.

The Fund may invest in the following portfolio securities: common stock, foreign securities
including ADRs and New York Shares, government obligations, illiquid securities, securities issued in
IPOs, other investment companies, ETFs and money market instruments.

The Fund may utilize the following investment techniques: borrowing, when-issued securities and
delayed delivery transactions, securities lending, reverse repurchase agreements, derivative instruments
(including options, futures contracts and options on futures contracts, swaps, caps, collars and floors),
foreign currency transactions and forward contracts.

Mellon U.S. Core Equity 130/30 Fund seeks capital appreciation.

The Fund may invest in the following portfolio securities: common stocks, preferred stocks,
convertible securities, warrants, securities issued by real estate investment trusts (“REITs”), ETFs, other
investment companies, government obligations, illiquid securities, securities issued in IPOs, foreign
securities including ADRs and New York Shares and money market instruments.

The Fund may utilize the following investment techniques: short-selling, borrowing, when-
issued securities and delayed delivery transactions, securities lending, reverse repurchase agreements,
derivative instruments (including options, futures contracts and options on futures contracts, swaps, caps,
collars and floors), foreign currency transactions and forward contracts.

INTERNATIONAL EQUITY FUNDS

Mellon International Fund and Mellon Emerging Markets Fund are sometimes referred to herein
as the “International Equity Funds.”

Mellon International Fund seeks long-term capital growth.

The Fund may invest in the following portfolio securities: common stock, preferred stock,
convertible securities, foreign securities including ADRs, Global Depositary Receipts (“GDRs”), and
New York Shares, illiquid securities, other investment companies, ETFs, warrants, foreign bank deposit
obligations, and money market instruments.



The Fund may utilize the following investment techniques: borrowing, when-issued securities
and delayed delivery transactions, derivative instruments (including options, futures contracts and options
on futures contracts), securities lending, short-selling, foreign currency transactions and forward
contracts.

Mellon Emerging Markets Fund seeks long-term capital growth.

The Fund may invest in the following portfolio securities: common stock, preferred stock,
convertible securities, foreign securities including ADRs, GDRs, and New York Shares, foreign
government obligations, securities of supranational entities, illiquid securities, other investment
companies, ETFs, foreign bank deposit obligations, and money market instruments.

The Fund may utilize the following investment techniques: borrowing, when-issued securities
and delayed delivery transactions, derivative instruments (including options, futures contracts and options
on futures contracts), securities lending, short-selling, foreign currency transactions and forward
contracts.

TAXABLE BOND FUNDS

Mellon Bond Fund, Mellon Intermediate Bond Fund, and Mellon Short-Term U.S. Government
Securities Fund are sometimes referred to herein as the “Taxable Bond Funds.”

Mellon Bond Fund and Mellon Intermediate Bond Fund each seek total return (consisting of
capital appreciation and current income).

Each Fund may invest in the following portfolio securities: corporate obligations, government
obligations, variable and floating rate securities, mortgage-related securities (including commercial
mortgage-backed securities), asset-backed securities, convertible securities, zero coupon, pay-in-kind and
step-up securities, preferred stock, illiquid securities, foreign securities, other investment companies, and
money market instruments. Mellon Intermediate Bond Fund may also invest in municipal bonds,
municipal notes, and municipal commercial paper.

Each Fund may utilize the following investment techniques: borrowing, when-issued securities
and delayed delivery transactions, derivative instruments (including options, futures contracts and options
on futures contracts, swaps, caps, collars and floors), securities lending, foreign currency transactions,
forward contracts and mortgage dollar rolls.

Mellon Short-Term U.S. Government Securities Fund seeks to provide as high a level of
current income as is consistent with the preservation of capital.

The Fund may invest in the following portfolio securities: government obligations, mortgage-
related securities (including collateralized mortgage obligations, multi-class pass-through securities,
stripped mortgage-backed securities, and adjustable-rate mortgage loans), illiquid securities, other
investment companies and money market instruments.

The Fund may invest up to 35% of its net assets in mortgage-related securities issued by U.S.
government agencies or instrumentalities, including those with fixed, floating or variable interest rates,
those with interest rates that change based on multiples of changes in a specified index of interest rates
and those with interest rates that change inversely to a change in interest rates, as well as stripped
mortgage-backed securities which do not bear interest.



The Fund may utilize the following investment techniques: borrowing, when-issued securities and
delayed delivery transactions, derivative instruments (including options, futures contracts and options on
futures contracts), securities lending, short-selling, and mortgage dollar rolls.

MUNICIPAL BOND FUNDS

Mellon National Intermediate Municipal Bond Fund, Mellon National Short-Term Municipal
Bond Fund, Mellon Pennsylvania Intermediate Municipal Bond Fund and Mellon Massachusetts
Intermediate Municipal Bond Fund are sometimes referred to herein as the “Municipal Bond Funds.”

Mellon National Intermediate Municipal Bond Fund and Mellon National Short-Term
Municipal Bond Fund each seek to maximize current income exempt from Federal income tax to the
extent consistent with the preservation of capital. Each Fund seeks to achieve its objective by investing
primarily in debt obligations issued by or on behalf of states, territories and possessions of the United
States and their political subdivisions, agencies and instrumentalities, including cities, counties,
municipalities, municipal agencies and regional districts, and certain other specified securities, the interest
from which is, in the opinion of bond counsel to the respective issuers, exempt from Federal income tax
(“Municipal Obligations”). Each Fund may invest in Municipal Obligations that are rated investment
grade at the time of purchase.

As a fundamental policy, each Municipal Bond Fund invests, under normal market conditions, a
minimum of 80% of its net assets, plus any borrowings for investment purposes, in Municipal
Obligations. However, each Fund may invest without limit in obligations the interest on which is an item
of tax preference for purposes of the alternative minimum tax (a “Tax Preference Item”), and may invest
under normal market conditions up to 20% of its net assets in taxable obligations. In addition, each Fund
may, for defensive purposes under abnormal market conditions, temporarily invest more than 20% of its
net assets in taxable obligations. In managing each Fund, the Investment Adviser seeks to take advantage
of market developments, yield disparities and variations in the creditworthiness of issuers.

Each Fund may invest in the following portfolio securities: Municipal Obligations, including
municipal bonds, municipal notes, municipal commercial paper, municipal lease obligations, tender
option bonds (up to 10% of the value of its assets), floating rate and variable rate obligations, stand-by
commitments, tax-exempt participation interests, illiquid securities, zero coupon, pay-in-kind and step-up
securities, taxable investments, other investment companies, and money market instruments.

Each Fund may utilize the following investment techniques: borrowing, securities lending, when-
issued securities and delayed delivery transactions and derivative instruments (including municipal bond
index and interest rate futures contracts, options on municipal bond index and interest rate futures
contracts and swaps, interest rate locks, caps, collars and floors). A Fund’s use of certain of these
investment techniques may give rise to taxable income.

Mellon Pennsylvania Intermediate Municipal Bond Fund seeks as high a level of income
exempt from Federal and Pennsylvania state income taxes as is consistent with the preservation of capital.
Mellon Massachusetts Intermediate Municipal Bond Fund seeks as high a level of income exempt
from Federal and Massachusetts state income taxes as is consistent with the preservation of capital.

As a fundamental policy, Mellon Pennsylvania Intermediate Municipal Bond Fund invests, under
normal market conditions, at least 80% of its net assets, plus any borrowings for investment purposes, in
debt securities of the Commonwealth of Pennsylvania, its political subdivisions, authorities and
corporations, and certain other specified securities, the interest from which is, in the opinion of bond
counsel to the respective issuers, exempt from Federal and Pennsylvania personal income taxes



(collectively, “Pennsylvania Municipal Obligations”). However, the Fund may invest without limit in
obligations the interest on which is a Tax Preference Item, and may invest under normal market
conditions up to 20% of its net assets in taxable obligations and in Municipal Obligations the interest on
which is exempt from Federal, but not Pennsylvania, income taxes. In addition, the Fund may, for
defensive purposes under abnormal market conditions, temporarily invest more than 20% of its net assets
in securities the interest from which is subject to Federal or Pennsylvania personal income taxes or both.

As a fundamental policy, Mellon Massachusetts Intermediate Municipal Bond Fund invests,
under normal market conditions, at least 80% of its net assets, plus any borrowings for investment
purposes, in debt securities of the Commonwealth of Massachusetts, its political subdivisions, authorities
and corporations, and certain other specified securities, the interest from which is, in the opinion of bond
counsel to the respective issuers, exempt from Federal and Massachusetts personal income taxes
(collectively, “Massachusetts Municipal Obligations”). However, the Fund may invest without limit in
obligations the interest on which is a Tax Preference Item, and may invest under normal market
conditions up to 20% of its net assets in taxable obligations and in Municipal Obligations the interest on
which is exempt from Federal, but not Massachusetts, income taxes. In addition, the Fund may, for
defensive purposes under abnormal market conditions, temporarily invest more than 20% of its net assets
in securities the interest from which is subject to Federal or Massachusetts personal income taxes or both.

In managing each Fund, the Investment Adviser seeks to take advantage of market developments,
yield disparities and variations in the creditworthiness of issuers.

Each Fund may invest in the following portfolio securities: Municipal Obligations, including
municipal bonds, municipal notes, municipal commercial paper, and municipal lease obligations, tender
option bonds (up to 10% of the value of its assets), floating rate and variable rate obligations, custodial
receipts, stand-by commitments, tax-exempt participation interests, illiquid securities, zero coupon, pay-
in-kind and step-up securities, taxable investments, other investment companies, and money market
instruments.

Each Fund may utilize the following investment techniques: borrowing, securities lending, when-
issued securities and delayed delivery transactions and derivative instruments (including municipal bond
index and interest rate futures contracts, options on municipal bond index and interest rate futures
contracts and swaps, interest rate locks, caps, collars and floors). A Fund’s use of certain of these
investment techniques may give rise to taxable income.

BALANCED FUND

Mellon Balanced Fund seeks long-term growth of principal in conjunction with current income.
The Fund may invest in individual equity and debt securities of the types in which Mellon Large Cap
Stock Fund and Mellon Bond Fund may invest, and in shares of Mellon Mid Cap Stock Fund, Mellon
Small Cap Stock Fund, Mellon International Fund, and Mellon Emerging Markets Fund, as well as in
money market instruments.

The Fund may utilize the following investment techniques: borrowing, when-issued securities and
delayed delivery transactions, securities lending, reverse repurchase agreements, derivative instruments
(including options, futures contracts and options on futures contracts, swaps, caps, collars and floors),
foreign currency transactions, forward contracts and mortgage dollar rolls.



MONEY MARKET FUNDS

Mellon Money Market Fund and Mellon National Municipal Money Market Fund are
sometimes referred to herein as the “Money Market Funds.”

Each Money Market Fund expects to maintain, but does not guarantee, a net asset value of $1.00
per share. To do so, each Money Market Fund uses the amortized cost method of valuing its securities
pursuant to Rule 2a-7 under the Investment Company Act of 1940, as amended (the “1940 Act”), which
Rule includes various maturity, quality and diversification requirements, certain of which are summarized
as follows. In accordance with Rule 2a-7, each Money Market Fund must maintain a dollar-weighted
average portfolio maturity of 90 days or less and invest only in U.S. dollar-denominated securities with
remaining maturities of 397 days or less and which are determined to be of high quality with minimal
credit risk in accordance with procedures adopted by the Trust’s Board of Trustees (the “Board”). In
determining whether a security is of high quality with minimal credit risk, the Investment Adviser must
consider whether the security is rated in one of the two highest short-term rating categories by nationally
recognized statistical rating organizations or determined to be of comparable quality by the Investment
Adviser in accordance with requirements of these procedures. These procedures are reasonably designed
to assure that the prices determined by the amortized cost valuation will approximate the current market
value of each Money Market Fund’s securities. In accordance with Rule 2a-7, each Money Market Fund
generally will not invest more than 5% of its assets in the securities of any one issuer.

Mellon Money Market Fund seeks as high a level of current income as is consistent with the
preservation of capital and the maintenance of liquidity.

The Fund may invest in the following portfolio securities: securities issued or guaranteed by the
U.S. government or its agencies or instrumentalities (including Treasury Bills, Treasury Notes and
Treasury Bonds), bank obligations (including certificates of deposit, time deposits, bankers’ acceptances
and other short-term obligations issued by domestic or foreign banks or their subsidiaries or branches),
repurchase agreements and tri-party repurchase agreements, asset-backed securities, high-grade
commercial paper and other short-term corporate obligations, including those with floating or variable
rates of interest, taxable municipal obligations, including those with floating or variable rates of interest,
illiquid securities and other investment companies. Such securities at the time of purchase must be: (i)
backed by the full faith and credit of the United States, or (ii) rated in the two highest short-term rating
categories by at least two nationally recognized statistical rating organizations (or by one organization if
only one organization has rated the security), or if not rated, are obligations of an issuer whose other
outstanding short-term debt obligations are so rated or are of comparable quality, as determined by the
Investment Adviser under procedures established by the Board.

The Fund may use the following investment techniques: borrowing, when-issued securities and
delayed delivery transactions, securities lending, reverse repurchase agreements and derivatives
instruments (including participation interests, tender option bonds and custodial receipts) that are
consistent with the Fund’s investment objective and policies and comply with the diversification
standards of Rule 2a-7.

Mellon National Municipal Money Market Fund seeks as high a level of current income as is
consistent with the preservation of capital and the maintenance of liquidity. The Fund seeks to achieve its
objective by investing primarily in short-term debt obligations issued by or on behalf of states, territories
and possessions of the United States and their political subdivisions, agencies and instrumentalities, and
certain other specified securities, the interest from which is, in the opinion of bond counsel to the
respective issuers, exempt from Federal income tax and which obligations at the time of purchase: (i) are
backed by the full faith and credit of the United States, or (ii) are rated in the two highest short-term



rating categories by at least two nationally recognized statistical rating organizations (or by one
organization if only one organization has rated the security) or if not rated, are obligations of an issuer
whose other outstanding short-term debt obligations are so rated or are of comparable quality, as
determined by the Investment Adviser under procedures established by the Board. Such short-term debt
obligations are referred to herein collectively as “Municipal Securities.”

As a fundamental policy, the Fund invests, under normal market conditions, at least 80% of its
net assets, plus any borrowings for investment purposes, in Municipal Securities. However, the Fund
may invest without limit in obligations the interest on which is a Tax Preference Item, and may invest
under normal market conditions up to 20% of its net assets in taxable obligations. In addition, the Fund
may, for defensive purposes under abnormal market conditions, temporarily invest more than 20% of its
net assets in taxable money market obligations.

The Fund may invest in the following portfolio securities: Municipal Securities, including
municipal notes, short-term municipal bonds and municipal leases, floating and variable rate obligations,
including variable amount master demand notes, stand-by commitments, bank obligations, Eurodollar
certificates of deposit and time deposits, Yankee-Dollar certificates of deposit, corporate obligations,
government obligations, repurchase agreements, tax-exempt commercial paper, foreign securities, illiquid
securities and other investment companies.

The Fund may utilize the following investment techniques: borrowing, when-issued securities
and delayed delivery transactions, securities lending, reverse repurchase agreements and derivatives
instruments (including tax-exempt participation interests, tender option bonds and custodial receipts) that
are consistent with the Fund’s investment objective and policies and comply with the diversification
standards of Rule 2a-7. The Fund’s use of certain of these investment techniques may give rise to taxable
income.

CLASSIFICATION OF THE FUNDS

Mellon Large Cap Stock Fund, Mellon Income Stock Fund, Mellon Mid Cap Stock Fund, Mellon
Small Cap Stock Fund, Mellon International Fund, Mellon Emerging Markets Fund, Mellon U.S. Core
Equity 130/30 Fund, Mellon Bond Fund, Mellon Intermediate Bond Fund, Mellon Short-Term U.S.
Government Securities Fund, Mellon Balanced Fund, Mellon Money Market Fund and Mellon National
Municipal Money Market Fund are “diversified,” as defined in the 1940 Act, which means that, with
respect to 75% of its total assets, each Fund will not invest more than 5% of its assets in the securities of
any single issuer, nor hold more than 10% of the outstanding voting securities of any single issuer (other
than, in each case, securities of other investment companies, and securities issued or guaranteed by the
U.S. government, its agencies or instrumentalities).

The Municipal Bond Funds are classified as “non-diversified,” as defined under the 1940 Act,
and therefore, each Fund could invest all of its assets in the obligations of a single issuer or relatively few
issuers. Because it is non-diversified, a Municipal Bond Fund’s share price may fluctuate to a greater
degree in response to changes in the financial condition or in the market’s assessment of an individual
issuer in which the Fund invests than if the Fund were diversified. However, each Fund intends to
conduct its operations so that it will qualify under the Internal Revenue Code of 1986, as amended (the
“Code™), as a “regulated investment company.” To qualify, among other requirements, a Fund will be
required to limit its investments so that at the close of each quarter of its taxable year, with respect to at
least 50% of its total assets, not more than 5% of such assets will be invested in the securities of a single
issuer. In addition, not more than 25% of the value of each Fund’s total assets may be invested in the
securities of a single issuer at the close of each quarter of the Fund’s taxable year.



THE FUNDS’ INVESTMENTS, RELATED RISKS AND LIMITATIONS

The following information supplements and should be read in conjunction with the relevant Class
M and Investor Class Prospectus and Dreyfus Premier Class Prospectus and the section entitled “The
Funds and Their Investments” above, concerning the Funds’ investments, related risks and limitations.
Except as otherwise indicated in the relevant Prospectus or this SAI, the Funds have established no policy
limitations on their ability to use the investments or techniques discussed in these documents.

Certain Portfolio Securities

ADRs, GDRs and New York Shares. ADRs typically are receipts typically issued by a United
States bank or trust company and evidence ownership of underlying securities issued by foreign
companies. GDRs are receipts issued outside the United States typically by non-United States banks and
trust companies that evidence ownership of either foreign or domestic securities. Generally, ADRS in
registered form are designed for use in the United States securities markets and GDRs in bearer form are
designed for use outside the United States. New York Shares are securities of foreign companies that are
issued for trading in the United States. These securities may not necessarily be denominated in the same
currency as the securities into which they may be converted. ADRs, GDRs and New York Shares are
traded in the United States on national securities exchanges or in the over-the-counter market.

These securities may be purchased through “sponsored” or “unsponsored” facilities and may not
necessarily be denominated in the same currency as their underlying securities. A sponsored facility is
established jointly by the issuer of the underlying security and a depositary. A depositary may establish
an unsponsored facility without participation by the issuer of the deposited security. Holders of
unsponsored depositary receipts generally bear all the costs of such facilities, and the depositary of an
unsponsored facility frequently is under no obligation to distribute shareholder communications received
from the issuer of the deposited security or to pass through voting rights to the holders of such receipts in
respect of the deposited securities. Purchases or sales of certain ADRs may result, indirectly, in fees
being paid to the Depositary Receipts Division of The Bank of New York, an affiliate of the Investment
Adviser, by brokers executing the purchases or sales.

Asset-Backed Securities.  Asset-backed securities are a form of derivative securities that
represent direct or indirect participations in, or are secured by and payable from, assets such as motor
vehicle installment sales contracts, installment loan contracts, leases of various types of real and personal
property, and receivables from revolving credit (credit card) agreements. Such assets are securitized
through the use of trusts and special purpose corporations. The value of such securities partly depends on
loan repayments by individuals, which may be adversely affected during general downturns in the
economy. Payments or distributions of principal and interest on asset-backed securities may be supported
by credit enhancements, such as various forms of cash collateral accounts or letters of credit. As
discussed at greater length below under “Mortgage-Related Securities,” asset-backed securities are
subject to the risk of prepayment. The risk that recovery or repossessed collateral might be unavailable or
inadequate to support payments on asset-backed securities, however, is greater than is the case for
mortgage-backed securities.

Common and Preferred Stocks. Stocks represent shares of ownership in a company. Generally,
preferred stock has a specified dividend and ranks after bonds and before common stock in its claim on
income for dividend payments and on assets should the company be liquidated. After other claims are
satisfied, common stockholders participate in company profits on a pro-rata basis; profits may be paid out
in dividends or reinvested in the company to help it grow. Increases and decreases in earnings are usually
reflected in a company’s stock price, so common stocks generally have the greatest appreciation and
depreciation potential of all corporate securities. While most preferred stocks pay a dividend, a Fund may



purchase preferred stock where the issuer has omitted, or is in danger of omitting, payment of its
dividend. Such investments would be made primarily for their capital appreciation potential. A Fund
may purchase trust preferred securities, which are preferred stocks issued by a special purpose trust
subsidiary backed by subordinated debt of the corporate parent. These securities typically bear a market
rate coupon comparable to interest rates available on debt of a similarly rated company. Holders of the
trust preferred securities have limited voting rights to control the activities of the trust and no voting
rights with respect to the parent company.

Convertible Securities. Convertible securities may be converted at either a stated price or stated
rate into underlying shares of common stock. Convertible securities have characteristics similar to both
fixed-income and equity securities. Convertible securities generally are subordinated to other similar but
non-convertible securities of the same issuer, although convertible bonds, as corporate debt obligations,
enjoy seniority in right of payment to all equity securities, and convertible preferred stock is senior to
common stock of the same issuer. Because of the subordination feature, however, convertible securities
typically have lower ratings than similar non-convertible securities.

Although to a lesser extent than with fixed-income securities, the market value of convertible
securities tends to decline as interest rates increase and, conversely, tends to increase as interest rates
decline. In addition, because of the conversion feature, the market value of convertible securities tends to
vary with fluctuations in the market value of the underlying common stock. A unique feature of
convertible securities is that as the market price of the underlying common stock declines, convertible
securities tend to trade increasingly on a yield basis, and so may not experience market value declines to
the same extent as the underlying common stock. When the market price of the underlying common
stock increases, the prices of the convertible securities tend to rise as a reflection of the value of the
underlying common stock. While no securities investments are without risk, investments in convertible
securities generally entail less risk than investments in common stock of the same issuer.

Convertible securities provide for a stable stream of income with generally higher yields than
common stocks, but there can be no assurance of current income because the issuers of the convertible
securities may default on their obligations. A convertible security, in addition to providing fixed income,
offers the potential for capital appreciation through the conversion feature, which enables the holder to
benefit from increases in the market price of the underlying common stock. There can be no assurance of
capital appreciation, however, because securities prices fluctuate. Convertible securities generally offer
lower interest or dividend yields than non- convertible securities of similar quality because of the
potential for capital appreciation.

Corporate Obligations. The relevant Funds, other than the Money Market Funds, may purchase
corporate obligations rated at least Baa by Moody’s Investors Service, Inc. (“Moody’s”) or BBB, by
Standard & Poor’s, a division of The McGraw-Hill Companies, Inc. (“S&P”), or by Fitch Ratings
(“Fitch” and, together with Moody’s and S&P, the “Rating Agencies”), or if unrated, of comparable
quality as determined by the Investment Adviser. Securities rated Baa by Moody’s or BBB by S&P or
Fitch, or higher, are considered by those rating agencies to be “investment grade” securities, although
Moody’s considers securities rated Baa to have speculative characteristics. Further, while bonds rated
BBB by S&P exhibit adequate protection parameters, adverse economic conditions or changing
circumstances are more likely to lead to a weakened capacity to pay interest and principal for debt in this
category than debt in higher rated categories.

Each Money Market Fund may invest in corporate obligations that have received a short-term
rating from Moody’s or S&P in one of the two highest short-term rating categories, or that have been
issued by an issuer that has received a short-term rating from Moody’s or S&P in one of the two highest
short-term ratings categories with respect to a class of debt obligations that is comparable in priority and



security with the obligation in which the Fund invests. Each Money Market Fund may also invest in
unrated corporate obligations that are of comparable quality to the foregoing obligations, as determined
by the Investment Adviser. A Fund will dispose in a prudent and orderly fashion of bonds whose ratings
drop below these minimum ratings.

ECDs, ETDs and Yankee CDs. Each Money Market Fund may purchase Eurodollar certificates
of deposit (“ECDs”), which are U.S. dollar-denominated certificates of deposit issued by foreign branches
of domestic banks, Eurodollar time deposits (“ETDs”), which are U.S. dollar denominated deposits in a
foreign branch of a domestic bank or a foreign bank, and Yankee-Dollar certificates of deposit (“Yankee
CDs”) which are certificates of deposit issued by a domestic branch of a foreign bank denominated in
U.S. dollars and held in the United States. ECDs, ETDs, and Yankee CDs are subject to somewhat
different risks than domestic obligations of domestic banks. See “Foreign Bank Obligations and Foreign
Securities” and “Bank Obligations.”

Foreign Bank Deposit Obligations and Foreign Securities. The relevant Funds may invest in
deposit obligations of foreign banks and in foreign securities. “Foreign securities” include the securities
of companies organized under the laws of countries other than the United States and those issued or
guaranteed by governments other than the U.S. Government or by foreign supranational entities. They
also include securities of companies whose principal trading market is in a country other than the United
States or of companies (including those that are located in the United States or organized under U.S. law)
that derive a significant portion of their revenue or profits from foreign businesses, investments or sales,
or that have a majority of their assets outside the United States. They may be traded on foreign securities
exchanges or in the foreign over-the-counter markets. Supranational entities include international
organizations designated or supported by governmental entities to promote economic reconstruction or
development and international banking institutions and related government agencies. Examples include
the International Bank for Reconstruction and Development (the World Bank), the European Coal and
Steel Community, the Asian Development Bank and the InterAmerican Development Bank.

Securities of foreign issuers that are represented by ADRs or that are listed on a U.S. securities
exchange or traded in the U.S. over-the-counter markets are not considered “foreign securities” for the
purpose of a Fund’s investment allocations, because they are not subject to many of the special
considerations and risks, discussed in the Funds’ Prospectus and this SAI, that apply to foreign securities
traded and held abroad. A U.S. dollar investment in ADRs or shares of foreign issuers traded on U.S.
exchanges may be impacted differently by currency fluctuations than would an investment made in a
foreign currency on a foreign exchange in shares of the same issuer.

Mellon Emerging Markets Fund normally invests at least 80% of its net assets (plus borrowings
for investment purposes) in the stocks of companies organized, or with a majority of assets or business in,
emerging market countries. Emerging market countries generally include all countries represented by the
Morgan Stanley Capital International (MSCI) Emerging Markets Index. As of the date of this SAI, the
MSCI Emerging Markets Index consisted of the following emerging market countries: Argentina, Brazil,
Chile, China, Columbia, Czech Republic, Egypt, Hungary, India, Indonesia, Israel, Jordan, Malaysia,
Mexico, Morocco, Pakistan, Peru, Philippines, Poland, Russia, South Africa, South Korea, Taiwan,
Thailand, Turkey and Venezuela.

Government Obligations. U.S. Treasury obligations can differ in their interest rates, maturities
and times of issuance: (a) U.S. Treasury bills have a maturity of one year or less, (b) U.S. Treasury notes
have maturities of one to ten years, and (c) U.S. Treasury bonds generally have maturities of greater than
ten years.




Government obligations also include obligations issued or guaranteed by U.S. government
agencies and instrumentalities that are supported by any of the following: (a) the full faith and credit of
the U.S. Treasury, (b) the right of the issuer to borrow an amount limited to a specific line of credit from
the U.S. Treasury, (c) the discretionary authority of the U.S. Treasury to lend to such government agency
or instrumentality, or (d) the credit of the instrumentality. (Examples of agencies and instrumentalities
are: Federal Land Banks, Federal Housing Administration, Farmers Home Administration, Export-Import
Bank of the United States, Central Bank for Cooperatives, Federal Intermediate Credit Banks, Federal
Home Loan Banks, General Services Administration, Maritime Administration, Tennessee Valley
Authority, District of Columbia Armory Board, Inter-American Development Bank, Asian-American
Development Bank, Student Loan Marketing Association, International Bank for Reconstruction and
Development, and Fannie Mae). No assurance can be given that the U.S. government will provide
financial support to the agencies or instrumentalities described in (b), (c), and (d) in the future, other than
as set forth above, since it is not obligated to do so by law. A security backed by the U.S. Treasury or the
full faith and credit of the United States is guaranteed only as to the timely payment of interest and
principal when held to maturity. Neither the market value of such securities nor a Fund’s share price is
guaranteed.

Iliquid Securities. No Fund will knowingly invest more than 15% and, in the case of each of
Mellon Money Market Fund and Mellon National Municipal Money Market Fund, 10%, of the value of
its net assets in illiquid securities, including time deposits and repurchase agreements having maturities
longer than seven days. Securities that have readily available market quotations are not deemed illiquid
for purposes of this limitation (irrespective of any legal or contractual restrictions on resale). A Fund may
invest in commercial paper issued in reliance on the so-called “private placement” exemption from
registration afforded by Section 4(2) of the Securities Act of 1933, as amended (*“Section 4(2) paper”). A
Fund may also purchase securities that are not registered under the Securities Act of 1933, as amended,
but that can be sold to qualified institutional buyers in accordance with Rule 144A under that Act (“Rule
144A securities”). Liquidity determinations with respect to Section 4(2) paper and Rule 144A securities
will be made by the Investment Adviser pursuant to guidelines established by the Board. The Investment
Adviser will consider availability of reliable price information and other relevant information in making
such determinations. Section 4(2) paper is restricted as to disposition under the federal securities laws,
and generally is sold to institutional investors, such as the Funds, that agree that they are purchasing the
paper for investment and not with a view to public distribution. Any resale by the purchaser must be
pursuant to registration or an exemption therefrom. Section 4(2) paper normally is resold to other
institutional investors like the Funds through or with the assistance of the issuer or investment dealers
who make a market in the Section 4(2) paper, thus providing liquidity. Rule 144A securities generally
must be sold to other qualified institutional buyers. If a particular investment in Section 4(2) paper or
Rule 144A securities is not determined to be liquid, that investment will be included within the
percentage limitation on investment in illiquid securities. Investing in Rule 144A securities could have
the effect of increasing the level of a Fund’s illiquidity to the extent that qualified institutional buyers
become, for a time, uninterested in purchasing these securities from the Funds or other holder. As
described in “Municipal Obligations,” liquidity determinations for municipal lease obligations and
certificates of participation in municipal lease obligations may also be made by the Investment Adviser.

IPOs. An IPO is a corporation’s first offering of stock to the public. The prices of securities
issued in IPOs can be very volatile. Shares are given a market value reflecting expectations for the
corporation’s future growth. Special rules of the Financial Industry Regulatory Authority (“FINRA”)
apply to the distribution of IPOs. Corporations offering IPOs generally have limited operating histories
and may involve greater investment risk. The prices of these companies’ securities can be very volatile,
rising and falling rapidly based sometimes solely on investor perceptions rather than economic reasons.



Money Market Instruments. Money market instruments consist of high quality, short-term debt
obligations, including U.S. government securities, repurchase agreements, bank obligations and
commercial paper. A Fund may purchase money market instruments when it has cash reserves. Where
indicated for a Fund in its Prospectus, purchases of money market instruments in excess of cash reserves
will be limited to periods when the Investment Adviser determines that adverse market conditions exist,
during which the Fund may adopt a temporary defensive position by investing some or all of its assets in
money market instruments.

Bank Obligations. Certificates of deposit are short-term negotiable obligations of commercial
banks; time deposits are non-negotiable deposits maintained in banking institutions for specified periods
of time at stated interest rates; and bankers’ acceptances are time drafts drawn on commercial banks by
borrowers, usually in connection with international transactions. Domestic commercial banks organized
under Federal law are supervised and examined by the Comptroller of the Currency and are required to be
members of the Federal Reserve System and to be insured by the Federal Deposit Insurance Corporation.
Domestic banks organized under state law are supervised and examined by state banking authorities but
are members of the Federal Reserve System only if they elect to join. As a result of governmental
regulations, domestic branches of foreign banks are, among other things, generally required to maintain
specified levels of reserves, and are subject to other supervision and regulations designed to promote
financial soundness.

Obligations of foreign banks or foreign branches of domestic banks may be general obligations of
the parent bank in addition to the issuing branch, or may be limited by the terms of a specific obligation
and by governmental regulations. Payment of interest and principal upon obligations of foreign banks
and foreign branches of domestic banks may be affected by governmental action in the country of
domicile of the branch (generally referred to as sovereign risk). Examples of such action would be the
imposition of currency controls, interest limitations, seizure of assets, or the declaration of a moratorium.
In addition, there may be less publicly available information about a branch of a foreign bank than about a
domestic bank.

Commercial Paper. Commercial paper instruments are short-term obligations issued by banks
and corporations that have maturities ranging from two to 270 days. Each instrument may be backed only
by the credit of the issuer or may be backed by some form of credit enhancement, typically in the form of
a guarantee by a commercial bank. Commercial paper backed by guarantees of foreign banks may
involve additional risk due to the difficulty of obtaining and enforcing judgments against such banks and
the generally less restrictive regulations to which such banks are subject. The commercial paper
purchased by a Fund, other than Mellon Money Market Fund and Mellon National Municipal Money
Market Fund, will consist only of obligations which, at the time of their purchase, are (a) rated at least
Prime-1 by Moody’s, A-1 by S&P or F1 by Fitch; (b) issued by companies having an outstanding
unsecured debt issue currently rated at least Aa by Moody’s, or AA- by S&P or by Fitch; or (c) if unrated,
determined by the Investment Adviser to be of comparable quality to those rated obligations which may
be purchased by the Fund.

(Mellon Money Market Fund and Mellon National Municipal Money Market Fund only) The
commercial paper purchased by a Fund will consist only of direct obligations issued by domestic and
foreign entities which, at the time of their purchase, are (a) rated at least Prime-1 by Moody’s, A-1 by
S&P or F1 by Fitch; or (b) if unrated, determined by the Investment Adviser to be of comparable quality
to those rated obligations which may be purchased by the Fund. The other corporate obligations in which
a Fund may invest consist of high quality, U.S. dollar denominated short-term bonds and notes (including
variable amount master demand notes).



Repurchase Agreements. The relevant Funds may enter into repurchase agreements with
commercial banks or registered broker-dealers. Under each repurchase agreement the selling institution
will be required to maintain the value of the securities subject to the agreement at not less than their
repurchase price. A custodian employed in connection with a tri-party repurchase transaction will have
custody of, and will segregate securities acquired by a Fund under a repurchase agreement. If the other
party to the repurchase agreement defaults on its obligation to repurchase the underlying debt instrument
as required by the terms of a repurchase agreement, a Fund will incur a loss to the extent that the proceeds
it realizes on the sale of the collateral are less than the repurchase price of the instrument. In addition, a
Fund could incur certain costs to dispose of the collateral and its realization on the collateral may be
delayed or limited.

Mortgage-Related Securities.

Adjustable-Rate Mortgage Loans (““ARMs™). ARMs eligible for inclusion in a mortgage pool
will generally provide for a fixed initial mortgage interest rate for a specified period of time, generally for
either the first three, six, twelve, thirteen, thirty-six, or sixty scheduled monthly payments. Thereafter, the
interest rates are subject to periodic adjustments based on changes in an index. ARMs typically have
minimum and maximum rates beyond which the mortgage interest rate may not vary over the lifetime of
the loans. Certain ARMs provide for additional limitations on the maximum amount by which the
mortgage interest rate may adjust for any single adjustment period. Limitations on monthly payments can
result in monthly payments that are greater or less than the amount necessary to amortize a negatively
amortizing ARM by its maturity at the interest rate in effect during any particular month.

Collateralized Mortgage Pools. Collateralized mortgage pool securities are a form of derivative
composed of interests in pools of commercial or residential mortgages. Pools of mortgage loans are
assembled as securities for sale to investors by various governmental, government-related and private
organizations. These securities may include complex instruments such as collateralized mortgage
obligations, stripped mortgage-backed securities, mortgage pass-through securities, interest in real estate
mortgage investment conduits (“REMICs”), and ARMs.

Residential Mortgage-Related Securities.  Residential mortgage-related securities represent
participation interests in pools of one- to four-family residential mortgage loans issued or guaranteed by
governmental agencies or instrumentalities, such as the Government National Mortgage Association
(“GNMA”), the Federal National Mortgage Association (“FNMA”), and the Federal Home Loan
Mortgage Corporation (“FHLMC?™), or issued by private entities. Residential mortgage-related securities
have been issued using a variety of structures, including multi-class structures featuring senior and
subordinated classes.

Mortgage Pass-Through Certificates.  Mortgage pass-through certificates are issued by
governmental, government-related and private entities and are backed by pools of mortgages (including
those on residential properties and commercial real estate). The mortgage loans are made by savings and
loan institutions, mortgage bankers, commercial banks and other lenders. The securities are “pass-
through” securities because they provide investors with monthly payments of principal and interest which,
in effect, are a “pass-through” of the monthly payments made by the individual borrowers on the
underlying mortgages, net of any fees paid to the issuer or guarantor of the pass-through certificates. The
principal governmental issuer of such securities is GNMA, which is a wholly-owned U.S. government
corporation within the Department of Housing and Urban Development. Government-related issuers
include FHLMC and FNMA, both government sponsored corporations owned entirely by private
stockholders. Commercial banks, savings and loan institutions, private mortgage insurance companies,
mortgage bankers and other secondary market issues also create pass-through pools of conventional



residential and commercial mortgage loans. Such issuers may be the originators of the underlying
mortgage loans as well as the guarantors of the mortgage-related securities.

(1) GNMA Mortgage Pass-Through Certificates (“Ginnie Maes”). Ginnie Maes represent an
undivided interest in a pool of mortgages that are insured by the Federal Housing Administration or the
Farmers Home Administration or guaranteed by the Veterans Administration. Ginnie Maes entitle the
holder to receive all payments (including prepayments) of principal and interest owed by the individual
mortgagors, net of fees paid to GNMA and to the issuer which assembles the mortgage pool and passes
through the monthly payments to the certificate holders (typically, a mortgage banking firm), regardless
of whether the individual mortgagor actually makes the payment. Because payments are made to
certificate holders regardless of whether payments are actually received on the underlying mortgages,
Ginnie Maes are of the “modified pass-through” mortgage certificate type. The GNMA is authorized to
guarantee the timely payment of principal and interest on the Ginnie Maes as securities backed by an
eligible pool of mortgages. The GNMA guarantee is backed by the full faith and credit of the United
States, and the GNMA has unlimited authority to borrow funds from the U.S. Treasury to make payments
under the guarantee. This is not a guarantee against market decline of the value of these securities or the
shares of a Fund. It is possible that the availability (i.e., liquidity) of these securities could be adversely
affected by actions of the U.S. government to tighten the availability of its credit. The market for Ginnie
Maes is highly liquid because of the size of the market and the active participation in the secondary
market of securities dealers and a variety of investors.

(2) FHLMC Mortgage Participation Certificates (“Freddie Macs”). Freddie Macs represent
interests in groups of specified first lien residential conventional mortgages underwritten and owned by
FHLMC. Freddie Macs entitle the holder to timely payments of interest, which is guaranteed by
FHLMC. FHLMC guarantees either ultimate collection or timely payment of all principal payments on
the underlying mortgage loans. In cases where FHLMC has not guaranteed timely payment of principal,
FHLMC may remit the amount due on account of its guarantee of ultimate payment of principal at any
time after default on an underlying mortgage, but in no event later than one year after it becomes payable.
Freddie Macs are not guaranteed by the United States or by any of the Federal Home Loan Banks and do
not constitute a debt or obligation of the United States or of any Federal Home Loan Bank. The
secondary market for Freddie Macs is highly liquid because of the size of the market and the active
participation in the secondary market of FHLMC, securities dealers and a variety of investors.

(3) FNMA Guaranteed Mortgage Pass-Through Certificates (“Fannie Maes”). Fannie Maes
represent an undivided interest in a pool of conventional mortgage loans secured by first mortgages or
deeds of trust, on one family, or two to four family, residential properties. FNMA is obligated to
distribute scheduled monthly installments of principal and interest on the mortgages in the pool, whether
or not received, plus full principal of any foreclosed or otherwise liquidated mortgages. The obligation of
FNMA under its guaranty is solely the obligation of FNMA and is not backed by, nor entitled to, the full
faith and credit of the United States.

(4) Private issue mortgage certificates are pass-through securities structured in a similar fashion
to Ginnie Maes, Fannie Maes, and Freddie Macs. Private issuer mortgage certificates are generally
backed by conventional single family, multi-family and commercial mortgages. Private issuer mortgage
certificates typically are not guaranteed by the U.S. government, its agencies or instrumentalities, but
generally have some form of credit support in the form of over-collateralization, pool insurance or other
form of credit enhancement.

The market value of mortgage-related securities depends on, among other things, the level of
interest rates, the certificates’ coupon rates and the payment history of the mortgagors of the underlying
mortgages.



Collateralized Mortgage Obligations and Multi-Class Pass-Through Securities. Collateralized
mortgage obligations or “CMQOs” are multi-class bonds backed by pools of mortgage pass-through
certificates or mortgage loans. CMOs in which a Fund may invest may be collateralized by (a) pass-
through certificates issued or guaranteed by GNMA, FNMA or FHLMC, (b) unsecuritized mortgage
loans insured by the Federal Housing Administration or guaranteed by the Department of Veterans’
Affairs or (c) any combination thereof.

Each class of CMOs, often referred to as a “tranche,” is issued at a specific coupon rate and has a
stated maturity or final distribution date. Principal prepayments on collateral underlying a CMO may
cause it to be retired substantially earlier than the stated maturities or final distribution dates. The
principal and interest on the underlying mortgages may be allocated among the several classes of a series
of a CMO in many ways. One or more tranches of a CMO may have coupon rates, which reset
periodically at a specified increment over an index, such as the London Interbank Offered Rate
(“LIBOR”) (or sometimes more than one index). These floating rate CMOs typically are issued with
lifetime caps on the coupon rate thereon. A Fund also may invest in inverse floating rate CMOs. Inverse
floating rate CMOs constitute a tranche of a CMO with a coupon rate that moves in the reverse direction
of an applicable index such as the LIBOR. Accordingly, the coupon rate thereon will increase as interest
rates decrease. Inverse floating rate CMOs are typically more volatile than fixed or floating rate tranches
of CMOs. Many inverse floating rate CMOs have coupons that move inversely to a multiple of an
applicable index such as LIBOR. The effect of the coupon varying inversely to a multiple of an
applicable index creates a leverage factor. The markets for inverse floating rate CMOs with highly
leveraged characteristics may at times be very thin. A Fund’s ability to dispose of its positions in such
securities will depend on the degree of liquidity in the markets for such securities. It is impossible to
predict the amount of trading interest that may exist in such securities, and therefore the future degree of
liquidity. It should be noted that inverse floaters based on multiples of a stated index are designed to be
highly sensitive to changes in interest rates and can subject the holders thereof to extreme reductions of
yield and loss of principal.

As CMOs have evolved, some classes of CMO bonds have become more prevalent. The planned
amortization class (PAC) and targeted amortization class (TAC), for example, were designed to reduce
prepayment risk by establishing a sinking-fund structure. PAC and TAC bonds assure to varying degrees
that investors will receive payments over a predetermined period under varying prepayment scenarios.
Although PAC and TAC bonds are similar, PAC bonds are better able to provide stable cash flows under
various prepayment scenarios than TAC bonds because of the order in which these tranches are paid.

Stripped Mortgage-Backed Securities.  Stripped mortgage-backed securities are created by
segregating the cash flows from underlying mortgage loans or mortgage securities to create two or more
new securities, each with a specified percentage of the underlying security’s principal or interest
payments. Mortgage securities may be partially stripped so that each investor class receives some interest
and some principal. When securities are completely stripped, however, all of the interest is distributed to
holders of one type of security, known as an interest-only security, or 10, and all of the principal is
distributed to holders of another type of security known as a principal-only security, or PO. Strips can be
created in a pass-through structure or as tranches of a CMO. The yields to maturity on 10s and POs are
very sensitive to the rate of principal payments (including prepayments) on the related underlying
mortgage assets. If the underlying mortgage assets experience greater than anticipated prepayments of
principal, a Fund may not fully recoup its initial investment in 10s. Conversely, if the underlying
mortgage assets experience less than anticipated prepayments of principal, the yield on POs could be
materially and adversely affected.

Commercial Mortgage-Backed Securities. Commercial mortgage-backed securities are securities
that represent direct or indirect participation in, or are secured by and payable from, pools of loans or



leases secured by commercial properties, including but not limited to retail, office or industrial properties,
hotels, health-care facilities and multi-family residential properties. Such assets are securitized through
the use of trusts and special purpose corporations. The value of such securities partly depends on loan
repayments by individual commercial borrowers, which can depend in turn on rent payments from tenants
in secured properties, either of which may be adversely affected during general downturns in the
economy. Payments or distributions of principal and interest on commercial mortgage-backed securities
may be supported by credit enhancements, such as various forms of cash collateral accounts or letters of
credit. Like mortgage-backed securities, commercial mortgage-backed securities are subject to the risks
of prepayment. The risks that recovery or repossessed collateral might be unavailable or inadequate to
support payments on commercial mortgage-backed securities, however, is greater than is the case for non-
multifamily residential mortgage-backed securities.

Types of Credit Enhancement. To lessen the effect of failures by obligors on mortgage-related
securities to make payments, such securities may contain elements of credit enhancement. Such credit
enhancement falls into two categories: (1) loss protection and (2) liquidity protection. Loss protection
relates to losses resulting after default by an obligor on the underlying assets and collection of all amounts
recoverable directly from the obligor and through liquidation of the collateral. Liquidity protection refers
to the provision of advances, generally by the entity administering the pool of assets (usually the bank,
savings association or mortgage banker that transferred the underlying loans to the issuer of the security),
to ensure that the receipt of payments on the underlying pool occurs in a timely fashion. Loss protection
ensures ultimate payment of the obligations on at least a portion of the assets in the pool. Such protection
may be provided through guarantees, insurance policies or letters of credit obtained by the issuer or
sponsor, from third parties, through various means of structuring the transaction or through a combination
of such approaches. A Fund will not pay any additional fees for such credit enhancement, although the
existence of credit enhancement may increase the price of a security. Credit enhancements do not provide
protection against changes in the market value of the security. Examples of credit enhancement arising
out of the structure of the transaction include “senior subordinated securities” (multiple class securities
with one or more classes subordinate to other classes as to payment of principal thereof and interest
thereon, with the result that defaults on the underlying assets are borne first by the holders of the
subordinated class), creation of “spread accounts” or “reserve funds” (where cash or investments,
sometimes funded from a portion of the payments on the underlying assets, are held in reserve against
future losses) and “over collateralization” (where the scheduled payments on, or the principal amount of,
the underlying assets exceed that required to make payment of the securities and pay any servicing or
other fees). The degree of credit enhancement provided for each issue generally is based on historical
information regarding the level of credit risk associated with the underlying assets. Delinquency or loss
in excess of that anticipated could adversely affect the return on investment in such a security.

Municipal Obligations.

General. Unless otherwise specified, “Municipal Obligations,” when referred to below, include
Pennsylvania Municipal Obligations, with respect to Mellon Pennsylvania Intermediate Municipal Bond
Fund, Massachusetts Municipal Obligations, with respect to Mellon Massachusetts Intermediate
Municipal Bond Fund, and Municipal Securities, with respect to Mellon National Municipal Money
Market Fund. Municipal Obligations generally include debt obligations issued to obtain funds for various
public purposes as well as certain private activity bonds issued by or on behalf of public authorities.
Municipal Obligations include general obligation bonds, revenue bonds and notes. General obligation
bonds are secured by the issuer’s pledge of its full faith, credit and taxing power for the payment of
principal and interest. Revenue bonds are payable from the revenue derived from a particular facility or
class of facilities or, in some cases, from the proceeds of a special excise or other specific revenue source,
but not from the general taxing power. Notes are short-term instruments that are obligations of the
issuing municipalities or agencies and are sold in anticipation of a bond sale, collection of taxes or receipt



of other revenues. Municipal Obligations also include municipal lease/purchase agreements, which are
similar to installment purchase contracts for property or equipment issued by municipalities. Municipal
Obligations bear fixed, floating or variable rates of interest, which for each Fund (other than Mellon
National Municipal Money Market Fund) may be determined in some instances by formulas under which
the Municipal Obligation’s interest rate will change directly or inversely to changes in interest rates or an
index, or multiples thereof, in many cases subject to a maximum and minimum. Certain Municipal
Obligations are subject to redemption at a date earlier than their stated maturity pursuant to call options,
which may be separated from the related Municipal Obligation and purchased and sold separately.

The yields on Municipal Obligations are dependent on a variety of factors, including general
economic and monetary conditions, money market factors, conditions in the Municipal Obligations
market, size of a particular offering, maturity of the obligation and rating of the issue. The imposition of
a Fund’s management fee, as well as other operating expenses, will have the effect of reducing the yield
to investors.

Municipal Obligations may be repayable out of revenue streams generated from economically
related projects or facilities or whose issuers are located in the same state. The latter is likely to be the
case with respect to investments of Mellon Pennsylvania Intermediate Municipal Bond Fund and Mellon
Massachusetts Intermediate Municipal Bond Fund. Sizable investments in these obligations could
increase risk to the Funds should any of the related projects or facilities experience financial difficulties.

Obligations of issuers of Municipal Obligations are subject to the provisions of bankruptcy,
insolvency and other laws affecting the rights and remedies of creditors. In addition, the obligations of
such issuers may become subject to laws enacted in the future by Congress, state legislators, or referenda
extending the time for payment of principal and/or interest, or imposing other constraints upon
enforcement of such obligations or upon municipalities to levy taxes. There is also the possibility that, as
a result of litigation or other conditions, the power or ability of any issuer to pay, when due, the principal
of and interest on its Municipal Obligations may be materially affected.

Other types of tax-exempt instruments that may become available in the future may be purchased
by a Fund as long as the Investment Adviser believes the quality of these instruments meets the Fund’s
quality standards.

Municipal Bonds. Municipal bonds, which generally have a maturity of more than one year when
issued, have two principal classifications: general obligation bonds and revenue bonds. A private activity
bond is a particular kind of revenue bond. The classifications of general obligation bonds, revenue bonds
and private activity bonds are discussed below.

1. General Obligation Bonds. The proceeds of these obligations are used to finance a wide
range of public projects, including construction or improvement of schools, highways and roads, and
water and sewer systems. General obligation bonds are secured by the issuer’s pledge of its faith, credit,
and taxing power for the payment of principal and interest.

2. Revenue Bonds. Revenue bonds are issued to finance a wide variety of capital projects
including: electric, gas, water and sewer systems; highways, bridges and tunnels; port and airport
facilities; colleges and universities; and hospitals. The principal security for a revenue bond is generally
the net revenues derived from a particular facility, group of facilities or, in some cases, the proceeds of a
special excise or other specific revenue source. Although the principal security behind these bonds may
vary, many provide additional security in the form of a debt service reserve fund whose money may be
used to make principal and interest payments on the issuer’s obligations. Some authorities provide



further security in the form of a state’s ability (without obligation) to make up deficiencies in the debt
service reserve fund.

3. Private Activity Bonds. Private activity bonds, which are considered Municipal Obligations
if the interest paid thereon is exempt from Federal income tax, are issued by or on behalf of public
authorities to raise money to finance various privately operated facilities for business and manufacturing,
housing, sports and pollution control. These bonds are also used to finance public facilities such as
airports, mass transit systems, ports and parking. The payment of the principal and interest on such bonds
is dependent solely on the ability of the facility’s user to meet its financial obligations and the pledge, if
any, of real and personal property so financed as security for such payment. As discussed below under
“Dividends, Distributions and Taxes,” interest income on these bonds may be a Tax Preference Item.

Municipal Notes. Municipal notes generally are used to provide for short-term capital needs and
generally have maturities of thirteen months or less. Municipal notes include:

1. Tax Anticipation Notes. Tax anticipation notes are issued to finance working capital needs of
municipalities. Generally, they are issued in anticipation of various seasonal tax revenue, such as income,
sales, use and business taxes, and are payable from these specific future taxes.

2. Revenue Anticipation Notes. Revenue anticipation notes are issued in expectation of receipt
of other kinds of revenue, such as Federal revenues available under Federal Revenue Sharing programs.

3. Bond Anticipation Notes. Bond anticipation notes are issued to provide interim financing
until long-term financing can be arranged. In most cases, the long-term bonds then provide the money for
the repayment of the notes.

Municipal Commercial Paper. Issues of municipal commercial paper typically represent short-
term, unsecured, negotiable promissory notes. These obligations are issued by agencies of state and local
governments to finance seasonal working capital needs of municipalities or to provide interim
construction financing and are paid from general revenues of municipalities or are refinanced with long-
term debt. In most cases, municipal commercial paper is backed by letters of credit, lending agreements,
note repurchase agreements, or other credit facility agreements offered by banks or other institutions.

Municipal Lease Obligations. Municipal leases may take the form of a lease or a certificate of
participation in a purchase contract issued by state and local government authorities to obtain funds to
acquire a wide variety of equipment and facilities, such as fire and sanitation vehicles, computer
equipment and other capital assets. A lease obligation does not constitute a general obligation of the
municipality for which the municipality’s taxing power is pledged, although the lease obligation is
ordinarily backed by the municipality’s covenant to budget for, appropriate and make payments due under
the lease obligation. Municipal leases have special risks not normally associated with municipal bonds.
These obligations frequently contain “non-appropriation” clauses that provide that the governmental
issuer of the obligation has no obligation to make future payments under the lease or contract unless
money is appropriated for such purposes by the legislative body on a yearly or other periodic basis. A
Money Market Fund will only purchase municipal lease obligations subject to a non-appropriation clause
when the payment of principal and accrued interest is backed by an unconditional irrevocable letter of
credit or guarantee of a bank. The quality of the issuer of such letter of credit or guarantee, as the case
may be, as determined by the Investment Adviser, must be equivalent to the quality standard prescribed
for the Fund. In addition, the Investment Adviser monitors the earning power, cash flow and other
liquidity ratios of the issuers of such obligations, as well as the creditworthiness of the institution
responsible for paying the principal and accrued interest of such obligations under the credit enhancement
feature. In addition to the non-appropriation risk, municipal leases represent a type of financing that has



not yet developed the depth of marketability associated with municipal bonds; moreover, although the
obligations will be secured by the leased equipment, the disposition of the equipment in the event of
foreclosure might prove difficult. For purposes of the 15% limitation and, in the case of a Money Market
Fund, 10% limitation, on the purchase of illiquid securities, a Fund will not consider the municipal lease
obligations or certificates of participation in municipal lease obligations in which it invests as liquid,
unless the Investment Adviser shall determine, based upon such factors as the frequency of trades and
quotes for the obligation, the number of dealers willing to purchase or sell the security and the number of
other potential buyers, the willingness of dealers to undertake to make a market in the security and the
nature of marketplace trades, that a security shall be treated as liquid for purposes of such limitation.

In evaluating the liquidity and credit quality of a lease obligation that is unrated, the Fund’s
Board has directed the Investment Adviser to consider (a) whether the lease can be canceled; (b) what
assurance there is that the assets represented by the lease can be sold; (c) the strength of the lessee’s
general credit (e.g., its debt, administrative, economic, and financial characteristics); (d) the likelihood
that the municipality will discontinue appropriating funding for the leased property because the property
is no longer deemed essential to the operations of the municipality (e.g., the potential for an “event of
nonappropriation”); (e) the legal recourse in the event of failure to appropriate; and (f) such other factors
concerning credit quality as the Investment Adviser may deem relevant.

Mellon National Municipal Money Market Fund may purchase municipal lease obligations
principally from banks, equipment vendors or other parties that have entered into an agreement with the
Fund providing that such party will remarket the municipal lease obligations on certain conditions
(described below) within seven days after demand by the Fund. Such agreements are referred to as
“remarketing agreements” and the party that agrees to remarket or repurchase a municipal lease obligation
is referred to as a “remarketing party.” The agreement will provide for a remarketing price equal to the
principal balance on the obligation as determined pursuant to the terms of the remarketing agreement as
of the repurchase date (plus accrued interest). The Investment Adviser anticipates that, in most cases, the
remarketing agreement will also provide for the seller of the municipal lease obligation or the remarketing
party to service it for a servicing fee. The conditions to the Fund’s right to require the remarketing party
to purchase or remarket the obligation are that the Fund must certify at the time of remarketing that (1)
payments of principal and interest under the municipal lease obligation are current and the Fund has no
knowledge of any default thereunder by the governmental issuer, (2) such remarketing is necessary in the
sole opinion of a designated officer of the Fund to meet the Fund’s liquidity needs, and (3) the
governmental issuer has not notified the Fund of a termination of the underlying lease.

The remarketing agreement described above requires the remarketing party to purchase (or
market to a third party) municipal lease obligations of Mellon National Municipal Money Market Fund
under certain conditions to provide liquidity if share redemptions of the Fund exceed purchases of the
Fund’s shares. The Fund will only enter into remarketing agreements with banks, equipment vendors or
other responsible parties (such as insurance companies, broker-dealers and other financial institutions)
that in the Investment Adviser’s opinion are capable of meeting their obligations to the Fund. The
Investment Adviser will regularly monitor the ability of remarketing parties to meet their obligations to
the Fund. The Fund will enter into remarketing agreements covering at least 75% of the principal amount
of the municipal lease obligations in its portfolio. The Fund will not enter into remarketing agreements
with any one remarketing party in excess of 5% of its total assets. Remarketing agreements with broker-
dealers may require an exemptive order under the 1940 Act. The Fund will not enter into such
agreements with broker-dealers prior to the issuance of such an order or interpretation of the SEC that
such an order is not required. There can be no assurance that such an order or interpretation will be
granted.



The “remarketing” feature of the agreement entitles the remarketing party to attempt to resell the
municipal lease obligation within seven days after demand from Mellon National Municipal Money
Market Fund; however, the remarketing party will be obligated to repurchase the obligation for its own
account at the end of the seven-day period if such obligation has not been resold. The remarketing
agreement will often be entered into with the party who has sold a municipal lease obligation to the Fund,
but remarketing agreements may also be entered into with a separate remarketing party of the same type
that meets the credit and other criteria listed above. Up to 25% of the Fund’s municipal lease obligations
may not be covered by remarketing agreements. The Fund, however, will not invest in municipal lease
obligations that are not subject to remarketing agreements if, as a result of such investment, more than
10% of its total assets would be invested in illiquid securities such as (1) municipal lease obligations not
subject to remarketing agreements and not deemed by the Investment Adviser at the time of purchase to
be at least of comparable quality to rated municipal debt obligations, or (2) other illiquid assets such as
securities restricted as to resale under federal or state securities laws. For purposes of the preceding
sentence, a municipal lease obligation that is backed by an irrevocable bank letter of credit or an
insurance policy, issued by a bank or issuer deemed by the Investment Adviser to be of high quality and
minimal credit risk, will not be deemed to be “illiquid” solely because the underlying municipal lease
obligation is unrated, if the Investment Adviser determines that such municipal lease obligation is readily
marketable because it is backed by such letter of credit or insurance policy.

As used within this section, high quality means that the municipal lease obligation meets all of
the following criteria: (1) the underlying equipment is for an essential governmental function; (2) the
municipality has a documented history of stable financial operations and timely payments of principal and
interest on its municipal debt or lease obligation; (3) the lease/purchase agreement contains proper terms
and conditions to protect against non-appropriation, substitution of equipment and other more general
risks associated with the purchase of securities; (4) the equipment underlying the lease was leased in a
proper and legal manner; and (5) the equipment underlying the lease was leased from a reputable
equipment vendor. A letter of credit or insurance policy would generally provide that the issuer of the
letter of credit or insurance policy would pay the outstanding principal balance of the municipal lease
obligations plus any accrued but unpaid interest upon non-appropriation or default by the governmental
lessee. However, the terms of each letter of credit or insurance policy may vary significantly and would
affect the degree to which such protections increase the liquidity of a particular municipal lease
obligation. Changes in the credit quality of the issuer of the letter of credit or insurance policy or other
party to a remarketing agreement could cause losses to the Fund and adversely affect its share price.

Tax-Exempt Participation Interests. The relevant Funds may purchase from financial institutions
tax-exempt participation interests in Municipal Obligations (such as private activity bonds and municipal
lease obligations). A participation interest gives a Fund an undivided interest in the Municipal Obligation
in the proportion that the Fund’s participation interest bears to the total principal amount of the Municipal
Obligation. These instruments may have fixed, floating or variable rates of interest. If the participation
interest is unrated, it will be backed by an irrevocable letter of credit or guarantee of a bank that the
Fund’s Board has determined meets prescribed quality standards for banks, or the payment obligation
otherwise will be collateralized by U.S. government securities. For certain participation interests, a Fund
will have the right to demand payment, on not more than seven days’ notice, for all or any part of the
Fund’s participation interest in the Municipal Obligation, plus accrued interest. As to these instruments, a
Fund intends to exercise its right to demand payment only upon a default under the terms of the
Municipal Obligation, as needed to provide liquidity to meet redemptions, or to maintain or improve the
quality of its investment portfolio.

Tender Option Bonds. A tender option bond is a Municipal Obligation (generally held pursuant
to a custodial arrangement) having a relatively long maturity and bearing interest at a fixed rate
substantially higher than prevailing short-term tax-exempt rates, that has been coupled with the agreement



of a third party, such as a bank, broker-dealer or other financial institution, pursuant to which such
institution grants the security holders the option, at periodic intervals, to tender their securities to the
institution and receive the face value thereof. As consideration for providing the option, the financial
institution receives periodic fees equal to the difference between the Municipal Obligation’s fixed coupon
rate and the rate, as determined by a remarketing or similar agent at or near the commencement of such
period, that would cause the securities, coupled with the tender option, to trade at par on the date of such
determination. Thus, after payment of this fee, the security holder effectively holds a demand obligation
that bears interest at the prevailing short-term tax-exempt rate. The Investment Adviser, on behalf of each
Fund, will consider on an ongoing basis the creditworthiness of the issuer of the underlying Municipal
Obligation, of any custodian and of the third-party provider of the tender option. In certain instances and
for certain tender option bonds, the option may be terminable in the event of a default in payment of
principal or interest on the underlying Municipal Obligations and for other reasons. No Fund will invest
more than 15% and, in the case of a Money Market Fund, 10%, of the value of its net assets in illiquid
securities, which would include tender option bonds for which the required notice to exercise the tender
feature is more than seven days if there is no secondary market available for these obligations. The
quality of the underlying creditor or of the third-party provider of the tender option, as the case may be, as
determined by the Investment Adviser, must be equivalent to the quality standard prescribed for the Fund.
In addition, the Investment Adviser monitors the earning power, cash flow and other liquidity ratios of the
issuers of such obligations.

A Fund will purchase tender option bonds only when the Investment Adviser is satisfied that the
custodial and tender option arrangements, including the fee payment arrangements, will not adversely
affect the tax-exempt status of the underlying Municipal Obligations and that payment of any tender fees
will not have the effect of creating taxable income for the Fund. Based on the tender option bond
agreement, a Fund expects to be able to value the tender option bond at par; however, the value of the
instrument will be monitored to assure that it is valued at fair value.

Variable and Floating Rate Demand Notes. Variable and floating rate demand notes and bonds
are tax-exempt obligations that ordinarily have stated maturities in excess of one year, but which permit
the holder to demand payment of principal at any time or at specified intervals. Variable rate demand
notes include master demand notes, which are obligations that permit the Funds to invest fluctuating
amounts, at varying rates of interest, pursuant to direct arrangements between the Funds, as lender, and
the borrower. These obligations permit daily changes in the amount borrowed. Because these obligations
are direct lending arrangements between the lender and borrower, it is not contemplated that such
instruments generally will be traded, and generally there is no established secondary market for these
obligations, although they are redeemable at face value, plus accrued interest. Accordingly, where these
obligations are not secured by letters of credit or other credit support arrangements, a Fund’s right to
redeem is dependent on the ability of the borrower to pay principal and interest on demand. Each
obligation purchased by the Funds will meet the quality criteria established for the purchase of Municipal
Obligations.

Custodial Receipts. (Municipal Bond Funds and Money Market Funds only) The Funds may
purchase securities, frequently referred to as “custodial receipts,” representing the right to receive future
principal and interest payments on Municipal Obligations underlying such receipts. A number of
different arrangements are possible. In a typical custodial receipt arrangement, an issuer or a third party
owner of a Municipal Obligation deposits such obligation with a custodian in exchange for two or more
classes of receipts. The two classes have different characteristics, but in each case, payments on the two
classes are based on payments received on the underlying Municipal Obligations. One class has the
characteristics of a typical auction rate security, where at specified intervals its interest rate is adjusted,
and ownership changes, based on an auction mechanism. The interest rate on this class generally is
expected to be below the coupon rate of the underlying Municipal Obligations and generally is at a level



comparable to that of a Municipal Obligation of similar quality and having a maturity equal to the period
between interest rate adjustments. The second class bears interest at a rate that exceeds the interest rate
typically borne by a security of comparable quality and maturity; this rate is also adjusted, but in this case
inversely to changes in the rate of interest of the first class. In no event will the aggregate interest paid
with respect to the two classes exceed the interest paid by the underlying Municipal Obligations. The
value of the second class and similar securities should be expected to fluctuate more than the value of a
Municipal Obligation of comparable quality and maturity and their purchase by a Fund should increase
the volatility of its net asset value and, thus, its price per share. These custodial receipts are sold in
private placements. The Funds also may purchase directly from issuers, and not in a private placement,
Municipal Obligations having characteristics similar to custodial receipts. These securities may be part of
a multi-class offering and the interest rate on certain classes may be subject to a cap or floor. The
custodial receipts and the underlying Municipal Obligations are often subject to credit or liquidity
enhancement provided by third-party banks, broker-dealers or other financial institutions. The quality of
the underlying creditor or of such bank, broker-dealer or other financial institution, as the case may be, as
determined by the Investment Adviser, must be equivalent to the quality standard prescribed for the Fund.
In addition, the Investment Adviser monitors the earning power, cash flow and other liquidity ratios of the
issuers of such obligations, as well as the creditworthiness of such banks, broker-dealers or other financial
institutions responsible for paying the amounts due on those obligations and under such credit or liquidity
enhancement.

Inverse Floaters. (Municipal Bond Funds only) The Funds may invest in residual interest
Municipal Obligations whose interest rates bear an inverse relationship to the interest rate on another
security or the value of an index (“inverse floaters”). An investment in inverse floaters may involve
greater risk than an investment in a fixed-rate Municipal Obligation. Because changes in the interest rate
on the other security or index inversely affect the residual interest paid on the inverse floater, the value of
an inverse floater is generally more volatile than that of a fixed-rate Municipal Obligation. Inverse
floaters have interest rate adjustment formulas which generally reduce or, in the extreme, eliminate the
interest paid to the Fund when short-term interest rates rise, and increase the interest paid to the Fund
when short-term interest rates fall. Investing in inverse floaters involves leveraging which may magnify a
Fund’s gains or losses. Although volatile, inverse floaters typically offer the potential for yields
exceeding the yields available on fixed-rate Municipal Obligations with comparable credit quality,
coupon, call provisions and maturity. These securities usually permit the investor to convert the floating
rate to a fixed rate (normally adjusted downward), and this optional conversion feature may provide a
partial hedge against the rising rates if exercised at an opportune time.

Inverse floaters typically are derivative instruments created by depositing Municipal Obligations
in a special purpose trust which divides the Municipal Obligation’s income stream into two parts: a short-
term variable rate demand note and a residual interest bond (the inverse floater) which receives interest
based on the remaining cash flow of the special purpose trust after payment of interest on the note and
various expenses of the special purpose trust. Interest on the inverse floater usually moves in the opposite
direction as the interest on the variable rate demand note. A Fund may either participate in structuring an
inverse floater or purchase an inverse floater in the secondary market. When structuring an inverse
floater, the Fund will transfer to a special purpose trust fixed rate Municipal Obligations held in the
Fund’s portfolio. The special purpose trust then typically issues the inverse floaters and the variable rate
demand notes that are collateralized by the cash flows of the fixed rate Municipal Obligations. In return
for the transfer of the Municipal Obligations to the special purpose trust, the Fund receives the inverse
floaters and cash associated with the sale of the notes from the special purpose trust. As a result of recent
changes in the accounting treatment of these transactions, the Funds will treat these transfers as part of a
secured borrowing or financing transaction (not a sale), and the interest payments and related expenses
due on the notes issued by the special purpose trusts and sold to third parties as liabilities of the relevant



Fund. Inverse floaters purchased in the secondary market are treated as the purchase of a security and not
as a secured borrowing or financing transaction.

Investment Companies. Each Fund may invest in securities issued by registered and unregistered
investment companies, including, with respect to the Domestic Equity Funds, International Equity Funds
and Mellon Balanced Fund, ETFs described below, to the extent such investments are consistent with the
Fund’s investment objective and policies. Under the 1940 Act, a Fund’s investment in securities of other
investment companies, subject to certain exceptions, currently is limited to (i) 3% of the total voting stock
of any one investment company, (ii) 5% of the Fund’s total assets with respect to any one investment
company and (iii) 10% of the Fund’s total assets in the aggregate. As a shareholder of another investment
company, a Fund would bear, along with other shareholders, its pro rata portion of the other investment
company’s expenses, including advisory fees. These expenses would be in addition to the advisory fees
and other expenses that the Fund bears directly in connection with its own operations. Each Fund also
may invest its uninvested cash reserves, or cash it receives as collateral from borrowers of its portfolio
securities in connection with the Fund’s securities lending program, in shares of one or more money
market funds advised by Dreyfus. Such investments will not be subject to the limitations described
above. See “Securities Lending.”

ETFs. (Domestic Equity Funds, International Equity Funds and Mellon Balanced Fund only)
The Funds may invest in shares of ETFs, which typically are designed to provide investment results
corresponding to a securities (or commaodities) index. These may include Standard & Poor’s Depositary
Receipts (“SPDRs”), DIAMONDS, Nasdag-100 Index Tracking Stock (also referred to as “Nasdag-100
Shares”), World Equity Benchmark Series (“WEBS”) and iShares exchange-traded funds (“iShares”),
such as iShares MSCI EAFE Index Fund. ETFs usually are units of beneficial interest in an investment
trust or represent undivided ownership interests in a portfolio of securities, in each case with respect to a
portfolio of all or substantially all of the component securities of, and in substantially the same weighting
as, the relevant benchmark index. The benchmark indices of SPDRs, DIAMONDS and Nasdag-100
Shares are the Standard & Poor’s 500 Stock Index, the Dow Jones Industrial Average and the Nasdag-100
Index, respectively. The benchmark index for iShares varies, generally corresponding to the name of the
particular iShares fund. WEBS are designed to replicate the composition and performance of publicly
traded issuers in particular countries. ETFs are designed to provide investment results that generally
correspond to the price and yield performance of the component securities (or commodities) of the
benchmark index. ETFs are listed on an exchange and trade in the secondary market on a per-share basis.

The values of ETFs are subject to change as the values of their respective component securities
(or commodities) fluctuate according to market volatility. Investments in ETFs that are designed to
correspond to an equity index, for example, involve certain inherent risks generally associated with
investments in a broadly based portfolio of common stocks, including the risk that the general level of
stock prices may decline, thereby adversely affecting the value of ETFs invested in by a Fund. Moreover,
a Fund’s investments in ETFs may not exactly match the performance of a direct investment in the
respective indices to which they are intended to correspond due to the temporary unavailability of certain
index securities in the secondary market or other extraordinary circumstances, such as discrepancies with
respect to the weighting of securities.

REITs. (Domestic Equity Funds, International Equity Funds and Mellon Balanced Fund only)
The Funds may invest in REITs. A REIT is a corporation, or a business trust that would otherwise be
taxed as a corporation, which meets the definitional requirements of the Code. The Code permits a
qualifying REIT to deduct dividends paid, thereby effectively eliminating corporate level Federal income
tax and making the REIT a pass-through vehicle for Federal income tax purposes. To meet the
definitional requirements of the Code, a REIT must, among other things, invest substantially all of its
assets in interests in real estate (including mortgages and other REITS) or cash and government securities,



derive most of its income from rents from real property or interest on loans secured by mortgages on real
property, and distribute to shareholders annually a substantial portion of its otherwise taxable income.

REITs are characterized as equity REITs, mortgage REITs and hybrid REITs. Equity REITS,
which may include operating or finance companies, own real estate directly and the value of, and income
earned by, the REITs depends upon the income of the underlying properties and the rental income they
earn. Equity REITs also can realize capital gains (or losses) by selling properties that have appreciated
(or depreciated) in value. Mortgage REITs can make construction, development or long-term mortgage
loans and are sensitive to the credit quality of the borrower. Mortgage REITs derive their income from
interest payments on such loans. Hybrid REITs combine the characteristics of both equity and mortgage
REITs, generally by holding both ownership interests and mortgage interests in real estate. The value of
securities issued by REITs is affected by tax and regulatory requirements and by perceptions of
management skill. They also are subject to heavy cash flow dependency, defaults by borrowers or
tenants, self-liquidation and the possibility of failing to qualify for tax-free status under the Code or to
maintain exemption from the 1940 Act.

Taxable Investments. (Mellon Intermediate Municipal Bond Fund and Mellon National Short-
Term Municipal Bond Fund only) Each Fund anticipates being as fully invested as practicable in
Municipal Obligations. Although each Fund’s goal is to provide income exempt from Federal income
taxes, it may invest up to 20% of its net assets in obligations that pay income subject to Federal income
taxes.

(Mellon Pennsylvania Intermediate Municipal Bond Fund only) The Fund anticipates being as
fully invested as practicable in Municipal Obligations. Although the Fund’s goal is to provide income
exempt from Federal and Pennsylvania personal income taxes, it may invest up to 20% of its net assets in
obligations that pay income subject to Federal and Pennsylvania personal income taxes.

(Mellon Massachusetts Intermediate Municipal Bond Fund only) The Fund anticipates being as
fully invested as practicable in Municipal Obligations. Although the Fund’s goal is to provide income
exempt from Federal and Massachusetts personal income taxes, it may invest up to 20% of its net assets
in obligations that pay income subject to Federal and Massachusetts personal income taxes.

(Mellon National Municipal Money Market Fund only) The Fund anticipates being as fully
invested as practicable in Municipal Securities. Although the Fund’s goal is to provide income exempt
from Federal personal income taxes, it may invest up to 20% of its net assets in money market obligations
that pay income subject to Federal personal income taxes.

Because each Municipal Bond Fund’s goal is to provide income exempt from Federal (and any
applicable state) income tax, it will invest in taxable obligations only if and when the Investment Adviser
believes it would be in the best interests of the Fund’s shareholders to do so. Situations in which a Fund
may invest in taxable obligations include: (a) pending investment of proceeds of sales of shares of the
Funds or of portfolio securities, (b) pending settlement of purchases of portfolio securities, and (c) when
the Fund is attempting to maintain liquidity for the purpose of meeting anticipated redemptions. A Fund
may temporarily invest more than 20% of its net assets in Federally taxable obligations to maintain a
“defensive” posture when, in the opinion of the Investment Adviser, it is advisable to do so because of
adverse market conditions affecting the market for Municipal Obligations. Under such circumstances, a
Fund may invest in the kinds of taxable obligations described above under “Money Market Instruments.”

Dividends paid by a Fund that are attributable to income earned by the Fund from taxable
obligations will be taxable to investors. See “Dividends, Distributions and Taxes.”



Variable and Floating Rate Securities. The relevant Funds may purchase floating rate and
variable rate obligations, including participation interests therein. Floating rate or variable rate
obligations provide that the rate of interest is set as a specific percentage of a designated base rate (such
as the prime rate at a major commercial bank) and that a Fund can demand payment of the obligation at
par plus accrued interest. Variable rate obligations provide for a specified periodic adjustment in the
interest rate, while floating rate obligations have an interest rate, which changes whenever there is a
change in the external interest rate. Frequently such obligations are secured by letters of credit or other
credit support arrangements provided by banks. The quality of the underlying creditor or of the bank, as
the case may be, as determined by the Investment Adviser, must be equivalent to the quality standard
prescribed for the Fund. In addition, the Investment Adviser monitors the earning power, cash flow and
other liquidity ratios of the issuers of such obligations, as well as the creditworthiness of the institution
responsible for paying the principal amount of the obligations under the demand feature.

Warrants. A warrant is a form of derivative that gives the holder the right to subscribe to a
specified amount of the issuing corporation’s capital stock at a set price for a specified period of time.

Zero Coupon, Pay-In-Kind and Step-Up Securities. Zero coupon securities are debt securities
issued or sold at a discount from their face value that do not entitle the holder to any periodic payment of
interest prior to maturity or a specified redemption date (or cash payment date). Pay-in-kind securities are
bonds that generally pay interest through the issuance of additional bonds. Step-up coupon bonds are
debt securities that typically do not pay interest for a specified period of time and then pay interest at a
series of different rates. The market prices of these securities generally are more volatile and are likely to
respond to a greater degree to changes in interest rates than the market prices of securities that pay cash
interest periodically having similar maturities and credit qualities. In addition, unlike bonds which pay
cash interest throughout the period to maturity, a Fund will realize no cash until the cash payment or
maturity date unless a portion of such securities are sold and, if the issuer defaults, the Fund may obtain
no return at all on its investment. The Code requires the holder of a zero coupon security or of certain
pay-in-kind or step-up bonds to accrue income with respect to these securities prior to the receipt of cash
payments. To maintain its qualification as a regulated investment company and avoid liability for Federal
income tax, a Fund may be required to distribute such income accrued with respect to these securities and
may have to dispose of portfolio securities under disadvantageous circumstances in order to generate cash
to satisfy this distribution requirement. See “Dividends, Distributions and Taxes.”

Investment Techniques

In addition to the principal investment strategies discussed in the relevant Class M and Investor
Class Prospectus and Dreyfus Premier Class Prospectus, to the extent indicated above under “The Funds
and Their Investments,” a Fund may utilize the investment techniques described below. A Fund might
not use any of these strategies and there can be no assurance that any strategy that is used will succeed. A
Fund’s use of certain of these investment techniques may give rise to taxable income.

Borrowing Money. The Funds are permitted to borrow to the extent permitted under the 1940
Act, which permits an investment company to borrow in an amount up to 33-1/3% of the value of its total
assets. Each Fund currently intends to borrow money only for temporary or emergency (not leveraging)
purposes, in an amount up to 15% of the value of its total assets (including the amount borrowed) valued
at the lesser of cost or market, less liabilities (not including the amount borrowed) at the time the
borrowing is made. While such borrowings exceed 5% of a Fund’s total assets, the Fund will not make
any additional investments.

Foreign Currency Transactions. (Mellon Mid Cap Stock Fund, Mellon Small Cap Stock Fund,
Mellon U.S. Core Equity 130/30 Fund, International Equity Funds, Mellon Bond Fund, Mellon




Intermediate Bond Fund and Mellon Balanced Fund only) The Funds may engage in currency exchange
transactions on a spot or forward basis. The Fund may exchange foreign currency on a spot basis at the
spot rate then prevailing for purchasing or selling foreign currencies in the foreign exchange market.

A Fund may also enter into forward currency contracts for the purchase or sale of a specified
currency at a specified future date either with respect to specific transactions or portfolio positions in
order to minimize the risk to the Fund from adverse changes in the relationship between the U.S. dollar
and foreign currencies. For example, when a Fund anticipates purchasing or selling a security
denominated in a foreign currency, a Fund may enter into a forward contract in order to set the exchange
rate at which the transaction will be made. A Fund may also enter into a forward contract to sell an
amount of foreign currency approximating the value of some or all of the Fund’s securities positions
denominated in that currency.

Forward currency contracts may substantially change a Fund’s investment exposure to changes in
currency exchange rates and could result in losses if currencies do not perform as the Investment Adviser
anticipates. There is no assurance that the Investment Adviser’s use of forward currency contracts will be
advantageous to a Fund or that it will hedge at an appropriate time.

Foreign Currency Strategies — Special Considerations. The relevant Funds may enter into
various financial contracts (such as interest rate, index and foreign currency futures contracts) and options
(such as options on U.S. and foreign securities or indices of such securities, foreign currencies and futures
contracts), forward currency contracts and interest rate and currency swaps, collars and floors, to hedge
against movements in the values of the foreign currencies in which a Fund’s securities are denominated.
Such currency hedges can protect against price movements in a security that a Fund owns or intends to
acquire that are attributable to changes in the value of the currency in which it is denominated. Such
hedges do not, however, protect against price movements in the securities that are attributable to other
causes.

A Fund may seek to hedge against changes in the value of particular currency by using various
techniques. In some such cases, a Fund may hedge against price movements in that currency by entering
into transactions using futures contracts, options, forward currency contracts and currency swaps, collars
and floors. Such transaction may involve another currency or a basket of currencies, the values of which
the Investment Adviser believes will have a high degree of positive correlation to the value of the
currency being hedged. The risk that movements in the costs associated with such transactions, including
the prices of the underlying currencies, will not correlate perfectly with movements in the price of the
currency being hedged is magnified when this strategy is used.

The value of such transactions involving foreign currencies depends on the value of the
underlying currency relative to the U.S. dollar. A Fund’s success in these transactions may depend on the
Investment Adviser’s ability to predict accurately the future exchange rates between foreign currencies
and the U.S. dollar. Because foreign currency transactions occurring in the interbank market might
involve substantially larger amounts than those involved in the use of foreign currency transactions, a
Fund could be disadvantaged by having to deal in the odd-lot market (generally consisting of transactions
of less than $1 million) for the underlying foreign currencies at prices that are less favorable than for
round lots.

There is no systematic reporting of last sale information for foreign currencies or any regulatory
requirement that quotations available through dealers or other market sources be firm or revised on a
timely basis. Quotation information generally is representative of very large transactions in the interbank
market and thus might not reflect odd-lot transactions where rates might be less favorable. The interbank
market in foreign currencies is a global, round-the-clock market.



Settlement of transactions involving foreign currencies might be required to take place within the
country issuing the underlying currency. Thus, a Fund might be required to accept or make delivery of
the underlying foreign currency in accordance with any U.S. or foreign regulations regarding the
maintenance of foreign banking arrangements by U.S. residents and might be required to pay any fees,
taxes and charges associated with such delivery assessed in the issuing country.

Forward Contracts. A forward foreign currency exchange contract (“forward contract”) is a
contract to purchase or sell a currency at a future date. The two parties to the contract set the number of
days and the price. Forward contracts are used as a hedge against future movements in foreign exchange
rates. A Fund may enter into forward contracts to purchase or sell foreign currencies for a fixed amount
of U.S. dollars or other foreign currency.

Forward contracts may serve as long hedges — for example, a Fund may purchase a forward
contract to lock in the U.S. dollar price of a security denominated in a foreign currency that the Fund
intends to acquire. Forward contracts may also serve as short hedges — for example, a Fund may sell a
forward contract to lock in the U.S. dollar equivalent of the proceeds from the anticipated sale of a
security denominated in a foreign currency or from anticipated dividend or interest payments
denominated in a foreign currency. The Investment Adviser may seek to hedge against changes in the
value of a particular currency by using forward contracts on another foreign currency or basket of
currencies, the value of which the Investment Adviser believes will bear a positive correlation to the value
of the currency being hedged.

The cost to a Fund of engaging in forward contracts varies with factors such as the currency
involved, the length of the contract period and the market conditions then prevailing. Because forward
contracts are usually entered into on a principal basis, no fees or commissions are involved. When a Fund
enters into a forward contract, it relies on the counterparty to make or take delivery of the underlying
currency at the maturity of the contract. Failure by the counterparty to do so would result in the loss of
any expected benefit of the transaction.

Buyers and sellers of forward contracts can enter into offsetting closing transactions by selling or
purchasing, respectively, an instrument identical to the instrument purchased or sold. Secondary markets
generally do not exist for forward contracts, with the result that closing transactions generally can be
made for forward contracts only by negotiating directly with the counterparty. Thus, there can be no
assurance that a Fund will in fact be able to close out a forward contract at a favorable price prior to
maturity. In addition, in the event of insolvency of the counterparty, a Fund might be unable to close out
a forward contract at any time prior to maturity. In either event, a Fund would continue to be subject to
market risk with respect to the position, and would continue to be required to maintain a position in the
securities or currencies that are the subject of the hedge or to maintain cash or securities in a segregated
account.

The precise matching of forward currency contract amounts and the value of the securities
involved generally will not be possible because the value of such securities measured in the foreign
currency will change after the forward contract has been established. Thus, a Fund might need to
purchase or sell foreign currencies in the spot (cash) market to the extent such foreign currencies are not
covered by forward contracts. The projection of short-term currency market movements is extremely
difficult, and the successful execution of a short-term hedging strategy is highly uncertain.

Forward Roll Transactions. (Taxable Bond Funds only) To enhance current income, the Taxable
Bond Funds may enter into forward roll transactions with respect to mortgage-related securities. In a
forward roll transaction, a Fund sells mortgage-related securities to a financial institution, such as a bank
or broker-dealer, and simultaneously agrees to repurchase a similar security from the institution at a later




date at an agreed upon price. The securities that are repurchased will bear the same interest rate as those
sold, but generally will be collateralized by different pools or mortgages with different pre-payment
histories than those sold. During the period between the sale and repurchase, a Fund will not be entitled
to receive interest and principal payments on the securities sold. Proceeds of the sale will be invested in
short-term instruments, typically repurchase agreements, and the income from these investments, together
with any additional fee income received on the sale is expected to generate income for a Fund exceeding
the yield on the securities sold. Forward roll transactions involve the risk that the market value of the
securities sold by a Fund may decline below the purchase price of those securities. A Fund will segregate
permissible liquid assets at least equal to the amount of the repurchase price (including accrued interest).

The Taxable Bond Funds may enter into mortgage “dollar rolls” in which a Fund sells mortgage-
related securities for delivery in the current month and simultaneously contracts to purchase substantially
similar securities on a specified future date. The mortgage-related securities that are purchased will be of
the same type and will have the same interest rate as those securities sold, but generally will be supported
by different pools of mortgages with different prepayment histories than those sold. The Fund forgoes
principal and interest paid during the roll period on the securities sold in a dollar roll, but the Fund is
compensated by the difference between the current sales price and the lower prices of the future purchase,
as well as by any interest earned on the proceeds of the securities sold. The Fund could be compensated
also through the receipt of fee income equivalent to a lower forward price. The dollar rolls entered into
by the Fund normally will be “covered.” A covered roll is a specific type of dollar roll for which there is
an offsetting cash position or a cash equivalent security position that matures on or before the forward
settlement date of the related dollar roll transaction. Covered rolls are not treated as borrowings or other
senior securities and will be excluded from the calculation of a Fund’s borrowings and other senior
securities.

Futures, Options and Other Derivative Instruments.

General. The relevant Funds may invest in, or enter into, derivatives (“Derivative Instruments”)
for a variety of reasons, including to hedge certain market and interest rate risks, to provide a substitute
for purchasing or selling particular securities, to manage foreign currency risk, or to increase potential
returns. Generally, derivatives are financial contracts whose value depends upon, or is derived from, the
value of an underlying asset, reference rate or index, and may relate to stocks, bonds, interest rates,
currencies or currency exchange rates, commodities, and related indexes. Derivative Instruments may
provide a cheaper, quicker or more specifically focused way for the Fund to invest than “traditional”
securities would. The Funds (as indicated) may invest in options contracts, futures contracts, options on
futures contracts and swap transactions. A portfolio manager may decide not to employ any of these
strategies and there is no assurance that any derivatives strategy used by a Fund will succeed.

Hedging strategies can be broadly categorized as “short hedges” and “long hedges.” A short
hedge is a purchase or sale of a Derivative Instrument intended partially or fully to offset potential
declines in the value of one or more investments held in a Fund’s portfolio. Thus, in a short hedge a Fund
takes a position in a Derivative Instrument whose price is expected to move in the opposite direction of
the price of the investment being hedged.

Conversely, a long hedge is a purchase or sale of a Derivative Instrument intended partially or
fully to offset potential increases in the acquisition cost of one or more investments that a Fund intends to
acquire. Thus, in a long hedge a Fund takes a position in a Derivative Instrument whose price is expected
to move in the same direction as the price of the prospective investment being hedged. A long hedge is
sometimes referred to as an anticipatory hedge. In an anticipatory hedge transaction, a Fund does not
own a corresponding security and, therefore, the transaction does not relate to a security the Fund owns.
Rather, it relates to a security that the Fund intends to acquire. If a Fund does not complete the hedge by



purchasing the security it anticipated purchasing, the effect on the Fund’s portfolio is the same as if the
transaction were entered into for speculative purposes.

Derivative Instruments on securities generally are used to hedge against price movements in one
or more particular securities positions that a Fund owns or intend to acquire. Derivative Instruments on
indices, in contrast, generally are used to attempt to hedge against price movements in market sectors in
which a Fund has invested or expects to invest. Derivative Instruments on debt securities may be used to
hedge either individual securities or broad debt market sectors.

The use of Derivative Instruments is subject to applicable regulations of the SEC, the several
options and futures exchanges upon which they are traded, the Commodity Futures Trading Commission
(“CFTC™) and various state regulatory authorities. In addition, a Fund’s ability to use Derivative
Instruments may be limited by tax considerations. See “Dividends, Distributions and Taxes.”

Neither the Trust nor any of the Funds will be a commaodity pool. The Trust has filed notice with
the CFTC and National Futures Association of its eligibility, as a registered investment company, for an
exclusion from the definition of commodity pool operator and that neither the Trust nor any Fund is
subject to registration or regulation as a commaodity pool operator under the Commodity Exchange Act.

Special Risks. The use of Derivative Instruments involves special considerations and risks,
certain of which are described below. Risks pertaining to particular Derivative Instruments are described
in the sections that follow.

(1) Successful use of most Derivative Instruments may depend on the ability of the Investment
Adviser not only to forecast the direction of price fluctuations of the investment involved in the
transaction, but also to predict movements of the overall securities and interest rate markets, which
requires different skills than predicting changes in the prices of individual securities. There can be no
assurance that any particular strategy will succeed.

(2) There might be imperfect correlation, or even no correlation, between price movements of a
Derivative Instrument and price movements of the investments being hedged. For example, if the value
of a Derivative Instrument used in a short hedge increased by less than the decline in value of the hedged
investment, the hedge would not be fully successful. Such a lack of correlation might occur due to factors
unrelated to the value of the investments being hedged, such as speculative or other pressures on the
markets in which Derivative Instruments are traded. The effectiveness of hedges using Derivative
Instruments on indices will depend on the degree of correlation between price movements in the index
and price movements in the securities being hedged.

Because there are a limited number of types of exchange-traded options and futures contracts, it is
likely that the standardized contracts available will not match a Fund’s current or anticipated investments
exactly. A Fund may invest in options and futures contracts based on securities with different issuers,
maturities, or other characteristics from the securities in which it typically invests, which involves a risk
that the options or futures position will not track the performance of the Fund’s other investments.

Options and futures prices can also diverge from the prices of their underlying instruments, even
if the underlying instruments match a Fund’s investments well. Options and futures prices are affected by
such factors as current and anticipated short-term interest rates, changes in volatility of the underlying
instrument, and the time remaining until expiration of the contract, which may not affect security prices
the same way. Imperfect correlation may also result from differing levels of demand in the options and
futures markets and the securities markets, from structural differences in how options and futures and
securities are traded, or from imposition of daily price fluctuation limits or trading halts. A Fund may



purchase or sell options and futures contracts with a greater or lesser value than the securities it wishes to
hedge or intends to purchase in order to attempt to compensate for differences in volatility between the
contract and the securities, although this may not be successful in all cases. If price changes in a Fund’s
options or futures positions are poorly correlated with its other investments, the positions may fail to
produce anticipated gains or result in losses that are not offset by gains in other investments.

(3) If successful, the above-discussed strategies can reduce risk of loss by wholly or partially
offsetting the negative effect of unfavorable price movements. However, such strategies can also reduce
opportunity for gain by offsetting the positive effect of favorable price movements. For example, if a
Fund entered into a short hedge because the Investment Adviser projected a decline in the price of a
security in the Fund’s portfolio, and the price of that security increased instead, the gain from that
increase might be wholly or partially offset by a decline in the price of the Derivative Instrument.
Moreover, if the price of the Derivative Instrument declined by more than the increase in the price of the
security, a Fund could suffer a loss. In either such case, a Fund would have been in a better position had
it not attempted to hedge at all.

(4) As described below, a Fund might be required to maintain assets as “cover,” maintain
segregated accounts or make margin payments when it takes positions in Derivative Instruments
involving obligations to third parties (i.e., Derivative Instruments other than purchased options). If a
Fund was unable to close out its position in such Derivative Instruments, it might be required to continue
to maintain such assets or accounts or make such payments until the position expired or matured. These
requirements might impair a Fund’s ability to sell a portfolio security or make an investment at a time
when it would otherwise be favorable to do so, or require that the Fund sell a portfolio security at a
disadvantageous time. A Fund’s ability to close out a position in a Derivative Instrument prior to
expiration or maturity depends on the existence of a liquid secondary market or, in the absence of such a
market, the ability and willingness of the other party to the transaction (“counterparty”) to enter into a
transaction closing out the position. Therefore, there is no assurance that any position can be closed out at
a time and price that is favorable to a Fund.

(5) The purchase and sale of Derivative Instruments could result in a loss if the counterparty to
the transaction does not perform as expected, and may increase portfolio turnover rates, which results in
correspondingly greater commission expenses and transaction costs and may result in certain tax
consequences.

Cover for Derivative Instruments. Some derivatives a Fund may use involve leverage (e.g., an
instrument linked to the value of a securities index may return income calculated as a multiple of the price
movement of the underlying index). This economic leverage will increase the volatility of these
instruments as they may increase or decrease in value more quickly than the underlying security, index,
futures contract, currency or other economic variable. Pursuant to regulations and/or published positions
of the SEC, a Fund may be required to segregate permissible liquid assets, or engage in other measures
approved by the SEC or its staff, to “cover” the Fund’s obligations relating to its transactions in
derivatives. For example, in the case of futures contracts or forward contracts that are not contractually
required to cash settle, a Fund must set aside liquid assets equal to such contracts’ full notional value
(generally, the total numerical value of the asset underlying a future or forward contract at the time of
valuation) while the positions are open. With respect to futures contracts or forward contracts that are
contractually required to cash settle, however, the Fund is permitted to set aside liquid assets in an amount
equal to the Fund’s daily marked-to-market net obligation (i.e., the Fund’s daily net liability) under the
contracts, if any, rather than such contracts’ full notional value. By setting aside assets equal to only its
net obligations under cash-settled futures and forward contracts, a Fund may employ leverage to a greater
extent than if the Fund were required to segregate assets equal to the full notional value of such contracts.



Assets used as cover or held in a segregated account cannot be sold while the position in the
corresponding Derivative Instrument is open, unless they are replaced with other appropriate assets. As a
result, the commitment of a large portion of a Fund’s assets to segregated accounts or as cover could
impede portfolio management or the Fund’s ability to meet redemption requests or other current
obligations.

Futures Contracts and Options on Futures Contracts. When a Fund purchases a futures contract,
it incurs an obligation to take delivery of a specified amount of the security underlying the futures
contract at a specified time in the future for a specified price. When a Fund sells a futures contract, it
incurs an obligation to deliver a specified amount of the security underlying the futures contract at a
specified time in the future for an agreed upon price. With respect to index futures, no physical transfer
of the securities underlying the index is made. Rather, the parties settle by exchanging in cash an amount
based on the difference between the contract price and the closing value of the index on the settlement
date.

When a Fund writes an option on a futures contract, it becomes obligated, in return for the
premium paid, to assume a position in a futures contract at a specified exercise price at any time during
the term of the option. If a Fund writes a call, it assumes a short futures position. If a Fund writes a put,
it assumes a long futures position. When a Fund purchases an option on a futures contract, it acquires the
right, in return for the premium it pays, to assume a position in a futures contract (a long position if the
option is a call and a short position if the option is a put).

The purchase of futures or call options on futures can serve as a long hedge, and the sale of
futures or the purchase of put options on futures can serve as a short hedge. Writing call options on
futures contracts can serve as a limited short hedge, using a strategy similar to that used for writing call
options on securities or indices. Similarly, writing put options on futures contracts can serve as a limited
long hedge.

Futures strategies also can be used to manage the average duration of a Fund’s fixed income
portfolio. If the Investment Adviser wishes to shorten the average duration of a Fund’s fixed income
portfolio, the Fund may sell an interest rate futures contract or a call option thereon, or purchase a put
option on that futures contract. If the Investment Adviser wishes to lengthen the average duration of a
Fund’s fixed income portfolio, the Fund may buy an interest rate futures contract or a call option thereon,
or sell a put option thereon.

No price is paid upon entering into a futures contract. Instead, at the inception of a futures
contract a Fund is required to deposit “initial margin” consisting of cash or U.S. government securities in
an amount generally equal to 10% or less of the contract value. Margin must also be deposited when
writing a call or put option on a futures contract, in accordance with applicable exchange rules. Unlike
margin in securities transactions, initial margin on futures contracts does not represent a borrowing, but
rather is in the nature of a performance bond or good-faith deposit that is returned to a Fund at the
termination of the transaction if all contractual obligations have been satisfied. Under certain
circumstances, such as periods of high volatility, a Fund may be required by an exchange to increase the
level of its initial margin payment.

Subsequent “variation margin” payments are made to and from the futures broker daily as the
value of the futures position varies, a process known as “marking-to-market.” Variation margin does not
involve borrowing, but rather represents a daily settlement of a Fund’s obligations to or from a futures
broker. When a Fund purchases an option on a future, the premium paid plus transaction costs is all that
is at risk. In contrast, when a Fund purchases or sells a futures contract or writes a call or put option
thereon, it is subject to daily variation margin calls that could be substantial in the event of adverse price



movements. If a Fund has insufficient cash to meet daily variation margin requirements, it might need to
sell securities at a time when such sales are disadvantageous.

Purchasers and sellers of futures contracts and options on futures can enter into offsetting closing
transactions, similar to closing transactions on options, by selling or purchasing, respectively, an
instrument identical to the instrument purchased or sold. Positions in futures and options on futures may
be closed only on an exchange or board of trade that provides a secondary market. Although the Funds
intend to enter into futures and options on futures only on exchanges or boards of trade where there
appears to be a liquid secondary market, there can be no assurance that such a market will exist for a
particular contract at a particular time. In such event, it may not be possible to close a futures contract or
options position.

Under certain circumstances, futures exchanges may establish daily limits on the amount that the
price of a futures or an option on a futures contract can vary from the previous day’s settlement price;
once that limit is reached, no trades may be made that day at a price beyond the limit. Daily price limits
do not limit potential losses because prices could move to the daily limit for several consecutive days with
little or no trading, thereby preventing liquidation of unfavorable positions.

If a Fund were unable to liquidate a futures or options on futures position due to the absence of a
liquid secondary market or the imposition of price limits, it could incur substantial losses. A Fund would
continue to be subject to market risk with respect to the position. In addition, except in the case of
purchased options, a Fund would continue to be required to make daily variation margin payments and
might be required to maintain the position being hedged by the future or option or to maintain cash or
securities in a segregated account.

Options. A call option gives the purchaser the right to buy, and obligates the writer to sell, the
underlying investment at the agreed upon exercise price during the option period. A put option gives the
purchaser the right to sell, and obligates the writer to buy, the underlying investment at the agreed upon
exercise price during the option period. A purchaser of an option pays an amount, known as the
premium, to the option writer in exchange for rights under the option contract.

Options on indices are similar to options on securities or currencies except that all settlements are
in cash and gain or loss depends on changes in the index in question rather than on price movements in
individual securities or currencies.

The purchase of call options can serve as a long hedge, and the purchase of put options can serve
as a short hedge. Writing put or call options can enable a Fund to enhance income or yield by reason of
the premiums paid by the purchasers of such options. However, if the market price of the security or
other instrument underlying a put option declines to less than the exercise price on the option, minus the
premium received, a Fund would expect to suffer a loss.

Writing call options can also serve as a limited short hedge because declines in the value of the
hedged investment would be offset to the extent of the premium received for writing the option.
However, if the investment appreciates to a price higher than the exercise price of the call option, it can
be expected that the option will be exercised and a Fund will be obligated to sell the investment at less
than its market value unless the option is closed out in an offsetting transaction.

Writing put options can serve as a limited long hedge because increases in the value of the
hedged investment would be offset to the extent of the premium received for writing the option.
However, if the investment depreciates to a price lower than the exercise price of the put option, it can be



expected that the put option will be exercised and a Fund will be obligated to purchase the investment at
more than its market value.

The value of an option position will reflect, among other things, the current market value of the
underlying investment, the time remaining until expiration, the relationship of the exercise price to the
market price of the underlying investment, the historical price volatility of the underlying investment and
general market conditions. Options that expire unexercised have no value and a Fund would experience
losses to the extent of premiums paid for them.

A Fund may effectively terminate its right or obligation under an option by entering into a closing
transaction. For example, a Fund may terminate its obligation under a call or put option that it had
written by purchasing an identical call or put option; this is known as a closing purchase transaction.
Conversely, a Fund may terminate a position in a put or call option it had purchased by writing an
identical put or call option; this is known as a closing sale transaction. Closing transactions permit a Fund
to realize profits or limit losses on an option position prior to its exercise or expiration.

A Fund may purchase and sell both exchange-traded and over-the-counter (“OTC”) options.
Exchange-traded options in the United States are issued by a clearing organization that, in effect,
guarantees completion of every exchange-traded option transaction. In contrast, OTC options are
contracts between a Fund and its counterparty (usually a securities dealer or a bank) with no clearing
organization guarantee. Thus, when a Fund purchases an OTC option, it relies on the counterparty from
whom it purchased the option to make or take delivery of the underlying investment upon exercise of the
option. Failure by the counterparty to do so would result in the loss of any premium paid by a Fund as
well as the loss of any expected benefit of the transaction. A Fund will enter into only those option
contracts that are listed on a national securities or commodities exchange or traded in the OTC market for
which there appears to be a liquid secondary market. A Fund, except Mellon Income Stock Fund, will not
purchase put or call options that are traded on a national exchange in an amount exceeding 5% of its net
assets.

A Fund, except Mellon Income Stock Fund, will not purchase or write OTC options if, as a result
of such transaction, the sum of (i) the market value of outstanding OTC options purchased by the Fund,
(ii) the market value of the underlying securities covered by outstanding OTC call options written by the
Fund, and (iii) the market value of all other assets of the Fund that are illiquid or are not otherwise readily
marketable, would exceed 15% of the Fund’s net assets, taken at market value. However, if an OTC
option is sold by a Fund to a primary U.S. government securities dealer recognized by the Federal
Reserve Bank of New York and the Fund has the unconditional contractual right to repurchase such OTC
option from the dealer at a predetermined price, then the Fund will treat as illiquid such amount of the
underlying securities as is equal to the repurchase price less the amount by which the option is “in-the-
money” (the difference between the current market value of the underlying securities and the price at
which the option can be exercised). The repurchase price with primary dealers is typically a formula
price that is generally based on a multiple of the premium received for the option plus the amount by
which the option is “in-the-money.”

Generally, the OTC debt and foreign currency options used by a Fund are European style options.
This means that the option is only exercisable immediately prior to its expiration. This is in contrast to
American style options, which are exercisable at any time prior to the expiration date of the option.

A Fund’s ability to establish and close out positions in exchange-listed options depends on the
existence of a liquid market. However, there can be no assurance that such a market will exist at any
particular time. Closing transactions can be made for OTC options only by negotiating directly with the
counterparty, or by a transaction in the secondary market if any such market exists. Although a Fund will



enter into OTC options only with major dealers in unlisted options, there is no assurance that the Fund
will in fact be able to close out an OTC option position at a favorable price prior to expiration. In the
event of insolvency of the counterparty, a Fund might be unable to close out an OTC option position at
any time prior to its expiration.

If a Fund were unable to effect a closing transaction for an option it had purchased, it would have
to exercise the option to realize any profit. The inability to enter into a closing purchase transaction for a
covered call option written by a Fund could cause material losses because the Fund would be unable to
sell the investment used as cover for the written option until the option expires or is exercised. A Fund
may write only covered call options on securities. A call option is covered if a Fund owns the underlying
security or a call option on the same security with a lower strike price, or otherwise covers the transaction
by segregating permissible liquid assets.

The relevant Funds may purchase and sell call and put options in respect of specific securities (or
groups or “baskets” of specific securities) or stock indices listed on national securities exchanges or
traded in the OTC market. An option on a stock index is similar to an option in respect of specific
securities, except that settlement does not occur by delivery of the securities comprising the index.
Instead, the option holder receives an amount of cash if the closing level of the stock index upon which
the option is based is greater than in the case of a call, or less than in the case of a put, the exercise price
of the option. Thus, the effectiveness of purchasing or writing stock index options will depend upon price
movements in the level of the index rather than the price of a particular stock.

Municipal Bond Index and Interest Rate Futures Contracts and Options on Municipal Bond Index
and Interest Rate Futures Contracts. The relevant Funds may invest in municipal bond index futures
contracts and interest rate futures contracts and purchase and sell options on these futures contracts that
are traded on a domestic exchange or board of trade. Such investments may be made by a Fund solely for
the purpose of hedging against changes in the value of its portfolio securities due to anticipated changes
in interest rates and market conditions, and not for purposes of speculation. Further, such investments
will be made only in unusual circumstances, such as when the Investment Adviser anticipates an extreme
change in interest rates or market conditions.

An interest rate futures contract provides for the future purchase or sale of specified interest rate
sensitive debt securities such as United States Treasury bills, bonds and notes, obligations of the GNMA
and bank certificates of deposit. Although most interest rate futures contracts require the delivery of the
underlying securities, some settle in cash. Each contract designates the price, date, time and place of
delivery. Entering into a futures contract to deliver the index or instrument underlying the contract is
referred to as entering into a “short” position in the futures contract, whereas entering into a futures
contract to take delivery of the index or instrument is referred to as entering into a “long” position in the
futures contract. A municipal bond index futures contract is an agreement pursuant to which two parties
agree to take or make delivery of an amount of cash equal to a specific dollar amount times the difference
between the value of the index at the close of the last trading day of the contract and the price at which the
index contract was originally written. No physical delivery of the underlying municipal bonds in the
index is made.

The purpose of the acquisition or sale of a municipal bond index futures contract by a Fund, as
the holder of long-term municipal securities, is to protect the Fund from fluctuations in interest rates on
tax-exempt securities without actually buying or selling long-term municipal securities.

Unlike the purchase or sale of a Municipal Obligation, no consideration is paid or received by a
Fund upon the purchase or sale of a futures contract. Initially, a Fund will be required to deposit with the
broker an amount of cash or cash equivalents equal to approximately 10% of the contract amount (this



amount is subject to change by the board of trade on which the contract is traded and members of such
board of trade may charge a higher amount). This amount is known as initial margin and is in the nature
of a performance bond or good faith deposit on the contract which is returned to a Fund upon termination
of the futures contract, assuming that all contractual obligations have been satisfied. Subsequent
payments, known as variation margin, to and from the broker, will be made on a daily basis as the price of
the underlying instrument or index fluctuates, making the long and short positions in the futures contract
more or less valuable, a process known as marking-to-market. At any time prior to the expiration of the
contract, a Fund may elect to close the position by taking an opposite position, which will operate to
terminate the Fund’s existing position in the futures contract.

There are several risks in connection with the use of a municipal bond index or interest rate
futures contract as a hedging device. There can be no assurance that there will be a correlation between
movements in the price of the underlying instruments of the municipal bond index and movements in the
price of the Municipal Obligations which are the subject of the hedge. The degree of imperfection of
correlation depends upon various circumstances, such as variations in speculative market demand for
futures contracts and municipal securities, technical influences on futures trading, and differences
between the municipal securities being hedged and the municipal securities underlying the municipal
bond index or interest rate futures contracts, in such respects as interest rate levels, maturities and
creditworthiness of issuers. A decision of whether, when, and how to hedge involves the exercise of skill
and judgment and even a well-conceived hedge may be unsuccessful to some degree because of market
behavior or unexpected trends in interest rates.

Although the Funds intend to purchase or sell municipal bond index and interest rate futures
contracts only if there is an active market for such contracts, there is no assurance that a liquid market will
exist for the contracts at any particular time. Most domestic futures exchanges and boards of trade limit
the amount of fluctuation permitted in futures contract prices during a single trading day. The daily limit
establishes the maximum amount the price of a futures contract may vary either up or down from the
previous day’s settlement price at the end of a trading session. Once the daily limit has been reached in a
particular contract, no trades may be made that day at a price beyond that limit. The daily limit governs
only price movement during a particular trading day and, therefore, does not limit potential losses because
the limit may prevent the liquidation of unfavorable positions. It is possible that futures contract prices
could move to the daily limit for several consecutive trading days with little or no trading, thereby
preventing prompt liquidation of futures positions and subjecting some futures traders to substantial
losses. In such event, it will not be possible to close a futures position and, in the event of adverse price
movements, a Fund would be required to make daily cash payments of variation margin. In such
circumstances, an increase in the value of the portion of the portfolio being hedged, if any, may partially
or completely offset losses on the futures contract. As described above, however, there is no guarantee
that the price of Municipal Obligations will, in fact, correlate with the price movements in the municipal
bond index or interest rate futures contract and thus provide an offset to losses on a futures contract.

If a Fund has hedged against the possibility of an increase in interest rates adversely affecting the
value of the Municipal Obligations held in its portfolio and rates decrease instead, the Fund will lose part
or all of the benefit of the increased value of the Municipal Obligations it has hedged because it will have
offsetting losses in its futures positions. In addition, in such situations, if a Fund has insufficient cash, it
may have to sell securities to meet daily variation margin requirements. Such sales of securities may, but
will not necessarily, be at increased prices which reflect the decline in interest rates. A Fund may have to
sell securities at a time when it may be disadvantageous to do so.

The ability of a Fund to trade in municipal bond index or interest rate futures contracts and
options on interest rate futures contracts may be materially limited by the requirements of the Code
applicable to regulated investment companies. See “Dividends, Distributions and Taxes” below.



The relevant Funds may purchase put and call options on municipal bond index or interest rate
futures contracts which are traded on a domestic exchange or board of trade as a hedge against changes in
interest rates, and may enter into closing transactions with respect to such options to terminate existing
positions. A Fund will sell put and call options on interest rate futures contracts only as part of closing
sale transactions to terminate its options positions. There is no guarantee that such closing transactions
can be effected.

A put or call on a municipal bond index or interest rate futures contract gives the purchaser the
right, in return for the premium paid, to assume a short or long position, respectively, in the underlying
futures contract at a specified exercise price at any time prior to the expiration date of the option. The
Funds may purchase put and call options on both municipal bond index and interest rate futures contracts.
The Funds will sell options on these futures contracts only as part of closing purchase transactions to
terminate its options position, although no assurance can be given that closing transactions can be
effected.

A Fund may purchase options when the Investment Adviser believes that interest rates will
increase and consequently the value of the Fund’s portfolio securities will decrease. A Fund may enter
into futures contracts to buy an index or debt security or may purchase call options when the Investment
Adviser anticipates purchasing portfolio securities at a time of declining interest rates.

Options on municipal bond index or interest rate futures contracts, as contrasted with the direct
investment in such contracts, gives the purchaser the right, in return for the premium paid, to assume a
position in such contracts at a specified exercise price at any time prior to the expiration date of the
options. Upon exercise of an option, the delivery of the futures position by the writer of the option to the
holder of the option will be accompanied by delivery of the accumulated balance in the writer’s futures
contract margin account, which represents the amount by which the market price of the futures contract
exceeds, in the case of a call, or is less than, in the case of a put, the exercise price of the option on the
futures contract. The potential loss related to the purchase of an option is limited to the premium paid for
the option (plus transaction costs). Because the value of the option is fixed at the point of sale, there are
no daily cash payments to reflect changes in the value of the underlying contract; however, the value of
the option does change daily and that change would be reflected in the net asset value of a Fund.

There are several risks relating to options on futures contracts. The ability to establish and close
out positions on such options will be subject to the existence of a liquid market. In addition, a Fund’s
purchase of put or call options will be based upon predictions as to anticipated interest rate trends by the
Investment Adviser, which could prove to be inaccurate. Even if the Investment Adviser’s expectations
are correct there may be an imperfect correlation between the change in the value of the options and of a
Fund’s portfolio securities.

The Funds may not enter into futures contracts or purchase options on futures contracts if,
immediately thereafter, the sum of the amount of margin deposits on the Funds’ existing futures contracts
and premiums paid for options would exceed 5% of the value of a Fund’s total assets, after taking into
account unrealized profits and losses on any existing contracts.

Any income earned by the Funds from transactions in futures contracts and options on futures
contracts will be taxable. Accordingly, it is anticipated that such investments will be made by the
Municipal Bond Funds only in unusual circumstances, such as when the Investment Adviser anticipates
an extreme change in interest rates or market conditions.

Swap Transactions. The relevant Funds may enter into swaps for both hedging purposes and to
seek to increase total return.



Swap agreements are two party contracts entered into primarily by institutional investors for
periods ranging from a few weeks to more than one year. In a standard “swap” transaction, two parties
agree to exchange the returns (or differentials in rates of return) earned or realized on particular
predetermined investments or instruments. The gross returns to be exchanged or “swapped” between the
parties are generally calculated with respect to a “notional amount,” i.e., the return on or increase in value
of a particular dollar amount invested at a particular interest rate, or in a “basket” of credit default swaps
or securities representing a particular index. The “notional amount” of the swap agreement is only used
as a basis upon which to calculate the obligations that the parties to a swap agreement have agreed to
exchange.

Most swap agreements entered into by a Fund are cash settled and calculate the obligations of the
parties to the agreement on a “net basis.” Thus, the Fund’s current obligations (or rights) under a swap
agreement generally will be equal only to the net amount to be paid or received under the agreement
based on the relative values of the positions held by each party to the agreement (the “net amount”). The
Fund’s current obligations under a swap agreement will be accrued daily (offset against any amounts
owed to the Fund) and any accrued but unpaid net amounts owed to a swap counterparty will be covered
by the segregation of permissible liquid assets of the Fund.

The Municipal Bond Funds also may enter into interest rate lock transactions. In a typical
interest rate lock transaction, if Party A desires to lock in a particular interest rate on a given date it may
enter into an agreement to pay, or receive a payment from, Party B based on the yield of a reference index
or security, such as a Treasury or municipal bond. At the maturity of the term of the agreement, one party
makes a payment to the other party as determined by the relative change in the yield of the reference
security or index. A rate lock transaction may be terminated prior to its stated maturity date by
calculating the payment due as of the termination date, which generally differs from the make-whole
provisions for an early termination of an interest rate swap transaction in which the party terminating the
swap early is required to give its counterparty the economic benefit of the transaction.

The use of swaps is a highly specialized activity which involves strategies and risks different
from those associated with ordinary portfolio security transactions. If the Investment Adviser is incorrect
in its forecasts of applicable market factors, or a counterparty defaults, the investment performance of a
Fund would diminish compared with what it would have been if these techniques were not used. In
addition, it is possible that developments in the swap market, including potential government regulation,
could adversely affect the Fund’s ability to terminate existing swap or other derivative agreements or to
realize amounts to be received under such agreements.

A Fund will enter into swap and other derivatives transactions only when the Investment Adviser
believes it would be in the best interests of the Fund to do so. In addition, a Fund will enter into swap and
other derivative agreements only with counterparties that meet certain standards of creditworthiness
(generally, such counterparties would have to be eligible counterparties under the terms of the Fund’s
repurchase agreement guidelines).

Depending on the circumstances, gains from a swap transaction can be treated either as taxable
ordinary income or as short- or long-term capital gains.

The Funds understand that it is the position of the SEC staff that assets involved in swap
transactions are illiquid and, therefore, are subject to the limitations on illiquid investments.

Future Developments. A Fund may take advantage of opportunities in the area of options and
futures contracts and options on futures contracts, swaps and any other derivatives which are not presently
contemplated for use by the Fund or which are not currently available but which may be developed, to the



extent such opportunities are both consistent with the Fund’s investment objective and legally permissible
for the Fund.

Reverse Repurchase Agreements. The relevant Funds may enter into reverse repurchase
agreements to meet redemption requests where the liquidation of portfolio securities is deemed by a Fund
to be inconvenient or disadvantageous. A reverse repurchase agreement is a transaction whereby a Fund
transfers possession of a portfolio security to a bank or broker-dealer in return for a percentage of the
portfolio security’s market value. The Fund retains record ownership of the security involved including
the right to receive interest and principal payments. At an agreed upon future date, the Fund repurchases
the security by paying an agreed upon purchase price plus interest. Cash or liquid high-grade debt
obligations of a Fund equal in value to the repurchase price including any accrued interest will be
maintained in a segregated account while a reverse repurchase agreement is in effect.

Securities Lending. Each Fund may lend securities from its portfolio to brokers, dealers and
other financial organizations needing to borrow securities to complete certain transactions. In connection
with such loans, the Fund remains the owner of the loaned securities and continues to be entitled to
payments in amounts equal to the interest, dividends or other distributions payable on the loaned
securities. The Fund also has the right to terminate a loan at any time. The Fund may call the loan to
vote proxies if a material issue affecting the Fund’s investment is to be voted upon. Loans of portfolio
securities may not exceed 33-1/3% of the value of the Fund’s total assets (including the value of all assets
received as collateral for the loan). The Fund will receive collateral consisting of cash, U.S. Government
securities or irrevocable letters of credit which will be maintained at all times in an amount equal to 100%
of the current market value of the loaned securities. If the collateral consists of a letter of credit or
securities, the borrower will pay the Fund a loan premium fee. If the collateral consists of cash, the Fund
will reinvest the cash and pay the borrower a pre-negotiated fee or “rebate” from any return earned on the
investment. Each Fund may participate in a securities lending program operated by Mellon Bank, N.A.
(*Mellon Bank”), as lending agent (the “Lending Agent”). The Lending Agent will receive a percentage
of the total earnings of the Fund derived from lending its portfolio securities. Should the borrower of the
securities fail financially, the Fund may experience delays in recovering the loaned securities or
exercising its rights in the collateral. Loans are made only to borrowers that are deemed by Dreyfus to be
of good financial standing. In a loan transaction, the Fund will also bear the risk of any decline in value
of securities acquired with cash collateral. The Fund will minimize this risk by limiting the investment of
cash collateral to money market funds advised by Dreyfus, repurchase agreements or other high quality
instruments with short maturities.

Short-Selling. (Mellon U.S. Core Equity 130/30 Fund, International Equity Funds and Mellon
Short-Term Government Securities Fund only) In these transactions, a Fund sells securities it does not
own in anticipation of a decline in the market value of the security. A Fund may make short-sales to
hedge positions, for duration and risk management, to maintain portfolio flexibility or to enhance returns.
To complete a short-sale transaction, a Fund must borrow the security to make delivery to the buyer. A
Fund is obligated to replace the security borrowed by purchasing it subsequently at the market price at the
time of replacement. The price at such time may be more or less than the price at which the security was
sold by the Fund, which would result in a loss or gain, respectively.

Normally, approximately 30% of Mellon U.S. Core Equity 130/30 Fund’s assets will be in short
positions. With respect to each other Fund, securities will not be sold short if, after effect is given to any
such short sale, the total market value of all securities sold short would exceed 25% of the value of a
Fund’s net assets. A Fund, other than Mellon U.S. Core Equity 130/30 Fund, may not make a short sale
that results in the Fund having sold short in the aggregate more than 5% of the outstanding securities of
any class of an issuer. A Fund also may make short sales “against the box,” in which a Fund enters into a
short sale of a security it owns or has the immediate and unconditional right to acquire at no additional



cost at the time of the sale. With respect to each Fund other than Mellon U.S. Core Equity 130/30 Fund,
at no time will more than 15% of the value of such Fund’s net assets be in deposits on short sales against
the box.

Until a Fund closes its short position or replaces the borrowed security, it will: (a) segregate
permissible liquid assets in an amount that, together with the amount provided as collateral, always equals
the current value of the security sold short; or (b) otherwise cover its short position.

Forward Commitment and When-Issued Securities and Delayed Delivery Transactions. New
issues of U.S. Treasury, other government securities and Municipal Obligations are often offered on a
forward commitment or when-issued basis. This means that delivery and payment for the securities
normally will take place in the future after the date the buyer commits to purchase them. The payment
obligation and the interest rate that will be received on securities purchased on a forward commitment or
when-issued basis are each fixed at the time the buyer enters into the commitment. A Fund will make
commitments to purchase such securities only with the intention of actually acquiring the securities, but
the Fund may sell these securities or dispose of the commitment before the settlement date if it is deemed
advisable as a matter of investment strategy. Permissible liquid assets having a market value equal to the
amount of the above commitments will be segregated on each Fund’s records. For the purpose of
determining the adequacy of these securities the segregated securities will be valued at market. If the
market value of such securities declines, additional cash or securities will be segregated on each Fund’s
records on a daily basis so that the market value of the account will equal the amount of such
commitments by the Fund.

When payment for forward commitment or when-issued securities is due, a Fund will meet its
obligations from then-available cash flow, the sale of segregated securities, the sale of other securities
and/or, although it would not normally expect to do so, from the sale of such forward commitment or
when-issued securities themselves (which may have a market value greater or less than the Fund’s
payment obligation). The sale of securities to meet such obligations carries with it a greater potential for
the realization of capital gains, which are subject to federal income taxes.

To secure advantageous prices or yields, a Fund may purchase or sell securities for delayed
delivery. In such transactions, delivery of the securities occurs beyond the normal settlement periods, but
no payment or delivery is made by the Fund prior to the actual delivery or payment by the other party to
the transaction. The purchase of securities on a delayed delivery basis involves the risk that the value of
the securities purchased will decline prior to the settlement date. The sale of securities for delayed
delivery involves the risk that the prices available in the market on the delivery date may be greater than
those obtained in the sale transaction. A Fund will segregate permissible liquid assets in an amount at
least equal at all times to the amounts of its delayed delivery commitments.

Municipal Obligations or other securities purchased on a forward commitment, when-issued or
delayed-delivery basis and the securities held by a Fund are subject to changes in market value based
upon the public’s perception of changes in the creditworthiness of the issuer and the level of interest rates.
Generally, the value of such securities will fluctuate inversely to changes in interest rates, i.e., they will
appreciate in value when interest rates decline and decrease in value when interest rates rise. Therefore, if
in order to achieve higher interest income a Fund remains substantially fully invested at the same time
that it has purchased securities on a forward commitment, when-issued or delayed-delivery basis, there
will be a greater possibility of fluctuation in the Fund’s net asset value.

Stand-by Commitments. Each Municipal Bond Fund and Money Market Fund may acquire
“stand-by commitments” with respect to Municipal Obligations held in its portfolio. Under a stand-by
commitment, a Fund obligates a broker, dealer or bank to repurchase, at the Fund’s option, specified




securities at a specified price and, in this respect, stand-by commitments are comparable to put options.
The exercise of a stand-by commitment, therefore, is subject to the ability of the seller to make payment
on demand. A Fund will acquire stand-by commitments solely to facilitate its portfolio liquidity and does
not intend to exercise its rights thereunder for trading purposes. A Fund may pay for stand-by
commitments if such action is deemed necessary, thus increasing to a degree the cost of the underlying
Municipal Obligation and similarly decreasing such security’s yield to investors. Gains realized in
connection with stand-by commitments will be taxable. A Fund (other than a Money Market Fund) also
may acquire call options on specific Municipal Obligations. A Fund generally would purchase these call
options to protect a Fund from the issuer of the related Municipal Obligation redeeming, or other holder
of the call option from calling away, the Municipal Obligation before maturity. The sale by a Fund of a
call option that it owns on a specific Municipal Obligation could result in its receipt of taxable income.

Special Factors Affecting the Funds
Certain _Investments. From time to time, to the extent consistent with relevant investment

objectives, policies and restrictions, a Fund may invest in securities of companies with which an affiliate
of The Bank of New York Mellon Corporation has a lending relationship.

Credit Enhancements. Certain instruments in which the relevant Funds may invest, including
floating rate securities, tender option bonds, custodial receipts, variable amount master demand notes,
municipal lease obligations or certificates of participation in municipal lease obligations and variable rate
obligations, may be backed by letters of credit or insured or guaranteed by financial institutions, such as
banks or insurance companies, whose credit quality ratings are judged by the Investment Adviser to be
comparable in quality to the two highest quality ratings of the Rating Agencies. Changes in the credit
quality of banks, broker-dealers and other financial institutions that provide such credit or liquidity
enhancements to a Fund’s portfolio securities could cause losses to the Fund, affect its liquidity and affect
its share price.

Equity Securities. Equity securities fluctuate in value, often based on factors unrelated to the
value of the issuer of the securities, and such fluctuations can be pronounced. Changes in the value of a
Fund’s investments will result in changes in the value of its shares and thus the Fund’s total return to
investors.

The prices of securities of small- and mid-capitalization companies may be subject to more abrupt
or erratic market movements than larger, more established companies, because these securities typically
are traded in lower volume and the issuers typically are more subject to changes in earnings and
prospects.

Fixed-Income Securities. Even though interest-bearing securities are investments which promise
a stable stream of income, the prices of such securities generally are inversely affected by changes in
interest rates and, therefore, are subject to the risk of market price fluctuations. The values of fixed-
income securities also may be affected by changes in the credit rating or financial condition of the issuer.
Securities rated Baa by Moody’s and BBB by S&P and Fitch, may be subject to such risk with respect to
the issuing entity and to greater market fluctuations than certain lower yielding, higher rated fixed-income
securities. Once the rating of a portfolio security has been changed, the Funds will consider all
circumstances deemed relevant in determining whether to continue to hold the security. See “Appendix
C” for a summary of the Rating Agencies’ ratings.

Foreign Securities. Investing in the securities of foreign issuers, as well as instruments that
provide investment exposure to foreign securities and markets, involves risks that are not typically
associated with investing in U.S. dollar-denominated securities of domestic issuers. Investments in




foreign issuers may be affected by changes in currency rates, changes in foreign or U.S. laws or
restrictions applicable to such investments and in exchange control regulations (e.g., currency blockage).
A decline in the exchange rate of the currency (i.e., weakening of the currency against the U.S. dollar) in
which a portfolio security is quoted or denominated relative to the U.S. dollar would reduce the value of
the portfolio security. A change in the value of such foreign currency against the U.S. dollar also will
result in a change in the amount of income a Fund has available for distribution. Because a portion of a
Fund’s investment income may be received in foreign currencies, the Fund will be required to compute its
income in U.S. dollars for distribution to shareholders, and therefore the Fund will absorb the cost of
currency fluctuations. After the Fund has distributed income, subsequent foreign currency losses may
result in the Fund having distributed more income in a particular fiscal period than was available from
investment income, which could result in a return of capital to shareholders. In addition, if the exchange
rate for the currency in which the Fund receives interest payments declines against the U.S. dollar before
such income is distributed as dividends to shareholders, the Fund may have to sell portfolio securities to
obtain sufficient cash to enable the Fund to pay such dividends. Commissions on transactions in foreign
securities may be higher than those for similar transactions on domestic stock markets and foreign
custodial costs are higher than domestic custodial costs. In addition, clearance and settlement procedures
may be different in foreign countries and, in certain markets, such procedures have on occasion been
unable to keep pace with the volume of securities transactions, thus making it difficult to conduct such
transactions.

Foreign securities markets generally are not as developed or efficient as those in the United
States. Securities of some foreign issuers are less liquid and more volatile than securities of comparable
U.S. issuers. Similarly, volume and liquidity in most foreign securities markets are less than in the United
States and, at times, volatility of price can be greater than in the United States.

Because evidences of ownership of foreign securities usually are held outside the United States,
by investing in foreign securities a Fund will be subject to additional risks which include: possible
adverse political and economic developments, seizure or nationalization of foreign deposits and adoption
of governmental restrictions which might adversely affect or restrict the payment of principal, interest and
dividends on the foreign securities to investors located outside the country of the issuer, whether from
currency blockage or otherwise. Foreign securities held by a Fund may trade on days when the Fund does
not calculate its net asset value and thus may affect the Fund’s net asset value on days when investors
have no access to the Fund.

The risks associated with investing in foreign securities are often heightened for investments in
emerging markets countries. These heightened risks include (i) greater risks of expropriation,
confiscatory taxation, nationalization, and less social, political and economic stability; (ii) the small
current size of the markets for securities of emerging markets issuers and the currently low or nonexistent
volume of trading, resulting in lack of liquidity and price volatility; (iii) certain national policies which
may restrict a Fund’s investment opportunities including restrictions on investing in issuers or industries
deemed sensitive to relevant national interests; and (iv) the absence of developed legal structures
governing private or foreign investment and private property. A Fund’s purchase and sale of portfolio
securities in certain emerging market countries may be constrained by limitations as to daily changes in
the prices of listed securities, periodic trading or settlement volume and/or limitations on aggregate
holdings of foreign investors. In certain cases, such limitations may be computed based upon the
aggregate trading by or holdings of the Fund, the Investment Adviser and its affiliates and its respective
clients and other service providers. A Fund may not be able to sell securities in circumstances where
price, trading or settlement volume limitations have been reached. These limitations may have a negative
impact on the Fund’s performance and may adversely affect the liquidity of the Fund’s investment to the
extent that it invests in certain emerging market countries. In addition, some emerging markets countries
may have fixed or managed currencies which are not free-floating against the U.S. dollar. Further, certain



emerging markets countries’ currencies may not be internationally traded. Certain of these currencies
have experienced a steady devaluation relative to the U.S. dollar. 1f a Fund does not hedge the U.S. dollar
value of securities it owns denominated in currencies that are devalued, the Fund’s net asset value will be
adversely affected. Many emerging markets countries have experienced substantial, and in some periods
extremely high, rates of inflation for many years. Inflation and rapid fluctuations in inflation rate have
had, and may continue to have, negative effects on the economies and securities markets of certain
emerging markets countries.

Lower-Rated Bonds. See “Appendix C” for a general description of the Rating Agencies’ ratings
of debt obligations. Although ratings may be useful in evaluating the safety of interest and principal
payments, they do not evaluate the market value risk of these bonds. The Funds will rely on the
Investment Adviser’s judgment, analysis and experience in evaluating the creditworthiness of an issuer.

After being purchased by a Fund, the rating of an obligation may be reduced below the minimum
rating required for purchase by the Fund or the issuer of the obligation may default on its obligations.
Although neither event will require the sale of such obligation by a Fund, you should be aware that the
market values of bonds below investment grade tend to be more sensitive to economic conditions than are
higher rated securities and will fluctuate over time. These bonds generally are considered by the Rating
Agencies to be, on balance, predominantly speculative with respect to capacity to pay interest and repay
principal in accordance with the terms of the obligation and generally will involve more credit risk than
securities in the higher rating categories.

Because there may be no established retail secondary market for some of these securities, it is
possible that such securities could be sold only to a limited number of dealers or institutional investors.
To the extent a secondary trading market for these bonds does exist, it generally is not as liquid as the
secondary market for higher rated securities. The lack of a liquid secondary market may have an adverse
impact on market price and yield and a Fund’s ability to dispose of particular issues when necessary to
meet the Fund’s liquidity needs or in response to a specific economic event such as a deterioration in the
creditworthiness of the issuer. The lack of a liquid secondary market for certain securities also may make
it more difficult for a Fund to obtain accurate market quotations for purposes of valuing the Fund’s
portfolio and calculating its net asset value. Adverse publicity and investor perceptions, whether or not
based on fundamental analysis, may decrease the values and liquidity of these securities. In such cases,
judgment may play a greater role in valuation because less reliable objective data may be available.

Lower-rated bonds may be particularly susceptible to economic downturns. It is likely that any
economic recession could disrupt severely the market for such securities and may have an adverse impact
on the value of such securities. In addition, it is likely that any such economic downturn could adversely
affect the ability of the issuers of such securities to repay principal and pay interest thereon and increase
the incidence of default for such securities.

The credit risk factors pertaining to lower rated securities also apply to lower rated zero coupon
bonds. Zero coupon, or delayed interest bonds, carry an additional risk in that unlike an investment in
bonds that pay interest throughout the period to maturity, a Fund will realize no cash until the cash
payment date unless a portion of the bonds are sold, and if the issuer defaults, the Fund may obtain no
return at all on its investment.

Mortgage-Related Securities. Mortgage-related securities can be complex Derivative
Instruments, subject to both credit and prepayment risk, and may be more volatile and less liquid than
more traditional debt securities. Mortgage-related securities are subject to credit risks associated with the
performance of the underlying mortgage properties. Adverse changes in economic conditions and
circumstances are more likely to have an adverse impact on mortgage-related securities secured by loans




on certain types of commercial properties than on those secured by loans on residential properties. In
addition, these securities are subject to prepayment risk, although commercial mortgages typically have
shorter maturities than residential mortgages and prepayment protection features. Some mortgage-related
securities have structures that make their reactions to interest rate changes and other factors difficult to
predict, making their value highly volatile.

In certain instances, the credit risk associated with mortgage-related securities can be reduced by
third party guarantees or other forms of credit support. Improved credit risk does not reduce prepayment
risk which is unrelated to the rating assigned to the mortgage-related security. Prepayment risk can lead
to fluctuations in value of the mortgage-related security which may be pronounced. If a mortgage-related
security is purchased at a premium, all or part of the premium may be lost if there is a decline in the
market value of the security, whether resulting from changes in interest rates or prepayments on the
underlying mortgage collateral. Certain mortgage-related securities that may be purchased by a Fund,
such as inverse floating rate collateral mortgage obligations, have coupons that move inversely to a
multiple of a specific index which may result in a form of leverage. As with other interest-bearing
securities, the prices of certain mortgage-related securities are inversely affected by changes in interest
rates. However, although the value of a mortgage-related security may decline when interest rates rise,
the converse is not necessarily true, since in periods of declining interest rates the mortgages underlying
the security are more likely to be prepaid. For this and other reasons, a mortgage-related security’s stated
maturity may be shortened by unscheduled prepayments on the underlying mortgages, and, therefore, it is
not possible to predict accurately the security’s return to a Fund. Moreover, with respect to certain
stripped mortgage-backed securities, if the underlying mortgage securities experience greater than
anticipated prepayments of principal, a Fund may fail to fully recoup its initial investment even if the
securities are rated in the highest rating category by a nationally recognized statistical rating organization.
During periods of rapidly rising interest rates, prepayments of mortgage-related securities may occur at
slower than expected rates. Slower prepayments effectively may lengthen a mortgage-related security’s
expected maturity which generally would cause the value of such security to fluctuate more widely in
response to changes in interest rates. Were the prepayments of a Fund’s mortgage-related securities to
decrease broadly, the Fund’s effective duration, and thus sensitivity to interest rate fluctuations, would
increase.

Municipal Obligations. The relevant Funds may invest more than 25% of the value of their total
assets in Municipal Obligations which are related in such a way that an economic, business or political
development or change affecting one such security also would affect the other securities; for example,
securities the interest upon which is paid from revenues of similar types of projects. As a result, a Fund
may be subject to greater risk as compared to a fund that does not follow this practice.

Certain municipal lease obligations in which a Fund may invest may contain “non-appropriation”
clauses which provide that the municipality has no obligation to make lease payments in future years
unless money is appropriated for such purpose on a yearly basis. Although “non-appropriation” lease
obligations are secured by the leased property, disposition of the leased property in the event of
foreclosure might prove difficult. In evaluating the credit quality of a municipal lease obligation that is
unrated, the Investment Adviser will consider, on an ongoing basis, a number of factors including the
likelihood that the issuing municipality will discontinue appropriating funding for the leased property. A
Money Market Fund will only purchase municipal lease obligations subject to a non-appropriation clause
when the payment of principal and accrued interest is backed by an unconditional irrevocable letter of
credit or guarantee of a bank.

Certain Code provisions relating to the issuance of Municipal Obligations may reduce the volume
of Municipal Obligations qualifying for Federal tax exemption. One effect of these provisions could be to
increase the cost of the Municipal Obligations available for purchase by a Fund and thus reduce available



yield. Shareholders should consult their tax advisers concerning the effect of these provisions on an
investment in a Fund. Proposals that may restrict or eliminate the income tax exemption for interest on
Municipal Obligations may be introduced in the future. If any such proposal were enacted that would
reduce the availability of Municipal Obligations for investment by a Fund so as to adversely affect its
shareholders, the Fund would reevaluate its investment objective and policies and submit possible
changes in its structure to shareholders for their consideration. If legislation were enacted that would treat
a type of Municipal Obligation as taxable, a Fund would treat that security as a permissible Taxable
Investment within the applicable limits set forth herein.

Pennsylvania Municipal Obligations and Massachusetts Municipal Obligations. An investor in
Mellon Pennsylvania Intermediate Municipal Bond Fund should consider carefully the special risks
inherent in its investment in Pennsylvania Municipal Obligations, as described in “Appendix A,” and an
investor in Mellon Massachusetts Intermediate Municipal Bond Fund should consider carefully the
special risks inherent in its investment in Massachusetts Municipal Obligations, as described in
“Appendix B”.

Portfolio Maturity. (Taxable Bond Funds, other than Mellon Bond Fund, and Municipal Bond
Funds only) Under normal market conditions, the average effective portfolio maturity is generally
expected to be between three and ten years, with respect to Mellon Intermediate Bond Fund, Mellon
National Intermediate Municipal Bond Fund, Mellon Pennsylvania Intermediate Municipal Bond Fund
and Mellon Massachusetts Intermediate Municipal Bond Fund, and less than three years, with respect to
Mellon Short-Term U.S. Government Securities Fund and Mellon National Short-Term Municipal Bond
Fund. For purposes of calculating average effective portfolio maturity, a security that is subject to
redemption at the option of the issuer on a particular date (the “call date™) which is prior to the security’s
stated maturity may be deemed to mature on the call date rather than on its stated maturity date. The call
date of a security will be used to calculate average effective portfolio maturity when the Investment
Adviser reasonably anticipates, based upon information available to it, that the issuer will exercise its
right to redeem the security. The Investment Adviser may base its conclusion on such factors as the
interest rate paid on the security compared to prevailing market rates, the amount of cash available to the
issuer of the security, events affecting the issuer of the security, and other factors that may compel or
make it advantageous for the issuer to redeem a security prior to its stated maturity.

Portfolio Securities. The average distribution of investments in corporate bonds (excluding
preferred stock, convertible preferred stock and convertible bonds) by ratings for Mellon Bond Fund and
Mellon Intermediate Bond Fund for the fiscal year ended August 31, 2007, computed monthly on a
dollar-weighted basis, was as follows:

Mellon Bond Fund

Fitch or Moody’s or S&P Percentage
AAA Aaa AAA 78.40%
AA Aa AA 5.00%
A A A 11.70%
BBB Baa BBB 5.20%
BB Bb BB 0.60%
Total 100.90%*

! The Fund’s net cash position on August 31, 2007 was -0.90%.



Mellon Intermediate Bond Fund

Fitch or Moody’s or S&P Percentage
AAA Aaa AAA 72.30%
AA Aa AA 8.60%

A A A 11.30%
BBB Baa BBB 6.70%
BB Ba BB 0.40%
Total 99.30%?

2The Fund’s net cash position on August 31, 2007 was 0.70%.

The average distribution of investments (at value) in Municipal Obligations or Municipal
Securities by ratings for each of the Municipal Bond Funds indicated below and for Mellon National
Municipal Money Market Fund for the fiscal year ended August 31, 2007, computed on a monthly basis,
was as follows:

Mellon National Intermediate Municipal Bond Fund

Fitch or Moody’s or S&P Percentage
AAA Aaa AAA 55.80%
AA Aa AA 21.00%

A A A 7.50%
BBB Baa BBB 12.10%
F-1 MIG 1, P-1 SP-1, A-1 2.90%
Not Rated Not Rated Not Rated 0.70%°
Total 100.00%

% Those securities which are not rated have been determined by the Investment Adviser to be of comparable quality to

securities in the following rating category: AA/Aa (0.70%).

Mellon National Short-Term Municipal Bond Fund

Fitch or Moody’s or S&P Percentage
AAA Aaa AAA 40.30%
AA Aa AA 13.50%

A A A 16.20%
BBB Baa BBB 19.10%
BB Ba BB 0.20%
F-1 MIG 1, P-1 SP-2, A-2 7.00%
Not Rated Not Rated Not Rated 3.70%*
Total 100.00%

4

Those securities which are not rated have been determined by the Investment Adviser to be of comparable quality to

securities in the following rating categories: AAA/Aaa (1.10%), AA/Aa (2.20%) and BBB/Baa (0.40%).



Mellon Pennsylvania Intermediate Municipal Bond Fund

Fitch or Moody’s or S&P Percentage
AAA Aaa AAA 67.40%
AA Aa AA 15.40%
A A A 3.90%
BBB Baa BBB 11.60%
F-1 MIG 1, P-1 SP-1, A-1 1.60%
Not Rated Not Rated Not Rated 0.10%°
Total 100.00%

® Those securities which are not rated have been determined by the Investment Adviser to be of comparable quality to

securities in the following rating category: AA/Aa (0.10%).

Mellon Massachusetts Intermediate Municipal Bond Fund

Fitch or Moody’s or S&P Percentage
AAA Aaa AAA 58.60%
AA Aa AA 22.20%
A A A 3.30%
BBB Baa BBB 9.90%
F-1 MIG 1, P-1 AP-1, A-1 6.00%
Total 100.00%
Mellon National Municipal Money Market Fund

Fitch or Moody’s or S&P Percentage
F-1+/F-1 P-1 A-1+/A-1 96.90%
AAA/AA Aaa/Aa AAA/AA 2.60%
Not Rated Not Rated Not Rated 0.50%°
Total 100.00%

®  Those securities which are not rated have been determined by the Investment Adviser to be of comparable quality to

securities in the following rating category: MIG 1/VMIG 1 (0.50%).

The actual distribution of a Fund’s investment in such securities by ratings on any given date will
vary. In addition, the distribution of a Fund’s investments by rating as set forth above should not be
considered as representative of that Fund’s future portfolio composition.

Ratings as Investment Criteria. The ratings of nationally recognized statistical rating
organizations (“NRSROs”) such as S&P, Moody’s and Fitch, represent the opinions of these agencies as
to the quality of obligations that they rate. It should be emphasized, however, that such ratings are
relative and subjective and are not absolute standards of quality. These ratings will be used by the Fund
as initial criteria for the selection of portfolio securities, but the Fund will also rely upon the independent
advice of the Investment Adviser to evaluate potential investments. Among the factors which will be
considered are the long-term ability of the issuer to pay principal and interest and general economic




trends. Further information concerning the ratings of the NRSROs and their significance is contained in
“Appendix C” to this SAL.

After being purchased by a Fund (other than a Money Market Fund), the rating of an obligation
may be reduced below the minimum rating required for purchase by the Fund or the issuer of the
obligation may default on its obligations. Although neither event will require the sale of such obligation
by a Fund, the Investment Adviser will consider such event in determining whether the Fund should
continue to hold the obligation. In addition, if an NRSRO changes its rating system, a Fund will attempt
to use comparable ratings as standards for its investments in accordance with its investment objective and
policies. For a discussion of special risks that are associated with bonds not rated investment grade, see
“Lower Rated Bonds.”

If, subsequent to being purchased by a Money Market Fund, (a) an issue of rated Municipal
Obligations or Municipal Securities ceases to be rated in the highest rating category by at least two rating
organizations (or one rating organization if the instrument was rated by only one rating organization), or
the Board determines that it is no longer of comparable quality; or (b) the Investment Adviser becomes
aware that any portfolio security not so highly rated or any unrated security has been given a rating by
any rating organization below the rating organization’s second highest rating category, the Trust’s Board
will reassess promptly whether such security presents minimal credit risk and will cause the Fund to take
such action as it determines is in the best interest of the Fund and its shareholders, provided that the
reassessment required by clause (b) is not required if the portfolio security is disposed of or matures
within five business days of the Investment Adviser becoming aware of the new rating and the Trust’s
Board is subsequently notified of the Investment Adviser’s action.

Master/Feeder Option

The Trust may in the future seek to achieve a Fund’s investment objective by investing all of the
Fund’s net investable assets in another investment company having the same investment objective and
substantially the same investment policies and restrictions as those applicable to the Fund. Shareholders
of a Fund will be given at least 30 days’ prior notice of any such investment. Such investment would be
made only if the Board determines it to be in the best interest of a Fund and its shareholders. In making
that determination, the Board will consider, among other things, the benefits to shareholders and/or the
opportunity to reduce costs and achieve operational efficiency. Although the Funds believe that the
Board will not approve an arrangement that is likely to result in higher costs, no assurance is given that
risks will be materially reduced if this option is implemented.

Investment Restrictions

Fundamental. The policy of each of Mellon National Intermediate Municipal Bond Fund and
Mellon National Short-Term Municipal Bond Fund to invest at least 80% of its net assets, plus any
borrowings for investment purposes, in Municipal Obligations (or other instruments with similar
economic characteristics), of Mellon Pennsylvania Intermediate Municipal Bond Fund to invest at least
80% of its net assets, plus any borrowings for investment purposes, in Pennsylvania Municipal
Obligations (or other instruments with similar economic characteristics), of Mellon Massachusetts
Intermediate Municipal Bond Fund to invest at least 80% of its net assets, plus any borrowings for
investment purposes, in Massachusetts Municipal Obligations (or other instruments with similar
economic characteristics) and of Mellon National Municipal Money Market Fund to invest at least 80%
of its net assets, plus any borrowings for investment purposes, in Municipal Securities (or other
instruments with similar economic characteristics) is a fundamental policy of each of the respective Funds
(as to each Municipal Bond Fund and Mellon National Municipal Money Market Fund, the “Fundamental
Policy”). In addition, the following limitations have been adopted by each Fund. Each Fund may not



change any of these fundamental investment limitations, and each Municipal Bond Fund and Mellon
National Municipal Money Market Fund may not change its Fundamental Policy, without the consent of:
(a) 67% or more of the shares present at a meeting of shareholders duly called if the holders of more than
50% of the outstanding shares of the Fund are present or represented by proxy; or (b) more than 50% of
the outstanding shares of the Fund, whichever is less. Each Fund may not:

The following Investment Restriction No. 1 does not apply to Mellon Money Market Fund:

1. Purchase any securities which would cause more than 25% of the value of a Fund’s total
assets at the time of such purchase to be invested in the securities of one or more issuers conducting their
principal activities in the same industry. (For purposes of this limitation, U.S. government securities and
state or municipal governments and their political subdivisions are not considered members of any
industry.)

2. Borrow money or issue senior securities as defined in the 1940 Act, except that (a) a Fund
may borrow money in an amount not exceeding one-third of the Fund’s total assets at the time of such
borrowing, and (b) a Fund may issue multiple classes of shares. The purchase or sale of options, forward
contracts, futures contracts, including those relating to indices, and options on futures contracts or indices
shall not be considered to involve the borrowing of money or issuance of senior securities.

3. Make loans or lend securities, if as a result thereof more than one-third of the Fund’s total
assets would be subject to all such loans. For purposes of this restriction, debt instruments and repurchase
agreements shall not be treated as loans. Any loans of portfolio securities will be made according to
guidelines established by the SEC and the Board.

4. Underwrite securities issued by any other person, except to the extent that the purchase of
securities and the later disposition of such securities in accordance with the Fund’s investment program
may be deemed an underwriting.

5. Purchase or sell real estate unless acquired as a result of ownership of securities or other
instruments (but this shall not prevent a Fund from investing in securities or other instruments backed by
real estate, including mortgage loans, or securities of companies that engage in the real estate business or
invest or deal in real estate or interests therein).

6. Purchase or sell commodities, except that a Fund may enter into options, forward contracts,
and futures contracts, including those relating to indices, and options on futures contracts or indices.

The following fundamental limitation does not apply to Mellon Pennsylvania Intermediate
Municipal Bond Fund, Mellon Massachusetts Intermediate Municipal Bond Fund, Mellon National
Intermediate Municipal Bond Fund, and Mellon National Short-Term Municipal Bond Fund.

7. Purchase with respect to 75% of the Fund’s total assets securities of any one issuer (other
than securities issued or guaranteed by the U.S. government, its agencies or instrumentalities) if, as a
result, (a) more than 5% of the Fund’s total assets would be invested in the securities of that issuer, or (b)
the Fund would hold more than 10% of the outstanding voting securities of that issuer.

With respect to Mellon Money Market Fund only, the following fundamental investment
restriction also applies:

8. Invest less than 25% of its total assets in securities issued by banks or invest more than 25%
of its total assets in the securities of issuers in any other industry, provided that there shall be no



limitation on the purchase of obligations issued or guaranteed by the U.S. government, its agencies or
instrumentalities. Notwithstanding the foregoing, for temporary defensive purposes, the Fund may invest
less than 25% of its assets in bank obligations.

Each Fund may, notwithstanding any other fundamental investment policy or limitation, invest all
of its investable assets in securities of a single, open-end management investment company with
substantially the same investment objective, policies, and limitations as the Fund.

Non-fundamental. With respect to each of the Domestic Equity Funds, Mellon Emerging
Markets Fund and each of the Taxable Bond Funds, the relevant Fund’s policy to invest at least 80% of
its net assets, plus any borrowings for investment purposes, as described in the Class M and Investor
Class Prospectus and the Dreyfus Premier Class Prospectus for the relevant Fund (or in other investments
with similar economic characteristics as applicable to the relevant Fund) is a non-fundamental policy of
each Fund, which may be changed without shareholder approval. However, a Fund will provide
shareholders with at least 60 days’ notice of any change in its policy to so invest 80% of its net assets.
Each Fund has adopted the following additional non-fundamental investment restrictions. These non-
fundamental restrictions also may be changed without shareholder approval, in compliance with
applicable law and regulatory policy.

1. Each Fund (other than the Money Market Funds) will not invest more than 15%, and each
Money Market Fund will not invest more than 10%, of the value of its net assets in illiquid securities,
including repurchase agreements with remaining maturities in excess of seven days, time deposits with
maturities in excess of seven days, and other securities which are not readily marketable. For purposes of
this restriction, illiquid securities shall not include commercial paper issued pursuant to Section 4(2) of
the Securities Act of 1933, as amended, securities which may be resold under Rule 144A under the Act
and municipal lease obligations and participations therein, provided that the Board, or its delegate,
determines that such securities are liquid, based upon the trading markets for the specific security.

2. The Fund will not invest in securities of other investment companies, except as they may be
acquired as part of a merger, consolidation or acquisition of assets and except to the extent otherwise
permitted by the 1940 Act.

3. The Fund will not sell securities short, unless it owns or has the right to obtain securities
equivalent in kind and amount to the securities sold short, and provided that transactions in futures
contracts and options are not deemed to constitute selling short. This Investment Restriction has not been
adopted with respect to Mellon U.S. Core Equity 130/30 Fund, Mellon International Fund, Mellon
Emerging Markets Fund and Mellon Short-Term U.S. Government Securities Fund.

4. The Fund will not purchase securities on margin, except that a Fund may obtain such short-
term credits as are necessary for the clearance of transactions, and provided that margin payments in
connection with futures contracts and options shall not constitute purchasing securities on margin.

5. The Fund will not purchase any security while borrowings representing more than 5% of such
Fund’s total assets are outstanding.

If a percentage restriction is adhered to at the time of an investment, a later increase or decrease
in such percentage resulting from a change in the values of assets will not constitute a violation of such
restriction, except as otherwise required by the 1940 Act. With respect to fundamental Investment
Restriction No. 2 for each Fund, however, if borrowings exceed 33-1/3% of the value of the Fund’s total
assets as a result of a change in values or assets, the Fund must take steps to reduce such borrowings at
least to the extent of such excess.



If a Fund’s investment objective, policies, restrictions, practices or procedures change,
shareholders should consider whether the Fund remains an appropriate investment in light of the
shareholder’s then-current position and needs.

MANAGEMENT OF THE TRUST AND FUNDS

Trustees and Officers of the Trust

The Trust’s Board is responsible for the management and supervision of each Fund, and approves
all significant agreements between the Trust, on behalf of the Funds, and those companies that furnish
services to the Funds. These companies are as follows:

Mellon Fund Advisers, a division of

The Dreyfus Corporation Investment Adviser

MBSC Securities Corporation. Distributor

Dreyfus Transfer, Inc. Transfer Agent

Mellon Bank, N.A. Custodian for the Funds except Mellon International

Fund and Mellon Emerging Markets Fund

Mellon Trust of New England, N.A. Custodian for Mellon International Fund and Mellon
Emerging Markets Fund

Trustees of the Trust

The Trust has a Board composed of seven Trustees. Trustees of the Trust, together with
information as to their positions with the Trust, principal occupations and other board memberships and
affiliations, are shown below. The Trustee who is an “interested person” of the Trust, as defined in the
1940 Act, is indicated by an asterisk (*).

Name (Age) Principal Occupation
Position with Trust (Since) During Past 5 Years Other Board Memberships and Affiliations
*Patrick J. O’Connor* (64) Attorney, Cozen O’Connor since Board of Consultors of Villanova University
Chairman of the Board (2000) 1973, including Vice Chairman since School of Law, Board Member
1980 and Chief Executive Officer and Temple University, Trustee
President since 2002 Philadelphia Police Foundation, Board Member
Philadelphia Children’s First Fund, Board
Member

American College of Trial Lawyers, Fellow

Historical Society of the United States District
Court for the Eastern District of Pennsylvania,
Director

L Mr. O’Connor is considered an “interested person” of the Trust because the law firm of which he is a member,
Cozen O’Connor, has represented Mellon Bank and its affiliates in certain matters.



Name (Age)
Position with Trust (Since)

Ronald R. Davenport (71)
Trustee (2000)

John L. Diederich (70)
Trustee (2000)

Maureen M. Young (62)
Trustee (2000)

Kevin C. Phelan (63)
Trustee (2000)

Patrick J. Purcell (60)
Trustee (2000)

Principal Occupation
During Past 5 Years

Chairman of Sheridan Broadcasting
Corporation since July 1972

Chairman of Digital Site Systems,
Inc., a privately held software
company providing internet service to
the construction materials industry,
since July 1998

Director of the Office of Government
Relations at Carnegie Mellon
University since January 2000

Mortgage Banker, Meredith & Grew,
Inc. since March 1978, including
Executive Vice President and
Director since March 1998

Owner, President and Publisher
of The Boston Herald since
February 1994

President and Founder,
jobfind.com, an employment
search site on the world wide
web, since July 1996

President and Chief Executive
Officer, Herald Media since 2001

Other Board Memberships and Affiliations

American Urban Radio Networks, Co-Chairman

Continental Mills, a dry baking products
company, Board Member
Pittsburgh Parks Conservancy, Board Member

Maglev, Inc., a company seeking a partnership
between industry and government in
Pennsylvania to create a magnetically levitated
high-speed transportation system, Board Member
representing Carnegie Mellon University

Pennsylvania Association for Individuals with

Disabilities, Board Member
Oakland Planning and Development Corp., Board
Member

Greater Boston Chamber of Commerce, Director

Fiduciary Trust Company, Director

St. Elizabeth’s Medical Center of Boston, Board
Member

Providence College, Trustee

Simmons College, Trustee

Newton Country Day School, Chairman of the
Board

Babson College, Board of Visitors

Boston University School of Public Health, Board
of Visitors

Boston Public Library Foundation, Director

Boston Foundation, Director

Boston Municipal Research Bureau, Board
Member

Boys and Girls Club of Boston, Board Member

Boston Capital Real Estate Investment Trust,
Director

The American Ireland Fund, an organization that
raises funds for philanthropic projects in
Ireland, Vice Chairman

The Genesis Fund, an organization that raises
funds for the specialized care and treatment of
New England area children born with birth
defects, mental retardation and genetic diseases,
Board Member

United Way of Massachusetts Bay, Board
Member

Greater Boston Chamber of Commerce, Board
Member



Name (Age)
Position with Trust (Since)

Principal Occupation

During Past 5 Years Other Board Memberships and Affiliations

Thomas F. Ryan, Jr. (66)
Trustee (2000)

Retired since April 1999 Boston College, Trustee

Brigham & Women’s Hospital, Trustee

New York State Independent System Operator, a
non-profit organization which administers a
competitive wholesale market for electricity in
New York State, Director

RepliGen Corporation, a biopharmaceutical

company, Director

President and Chief Operating Officer
of the American Stock Exchange
from October 1995 to April 1999

Board members are elected to serve for an indefinite term. The Trust has standing audit,
nominating and compensation committees, each comprised of its Trustees who are not “interested
persons” of the Trust, as defined in the 1940 Act. The function of the audit committee is (i) to oversee the
Trust’s accounting and financial reporting processes and the audits of the Funds’ financial statements and
(i) to assist in the Board’s oversight of the integrity of the Funds’ financial statements, the Trust’s
compliance with legal and regulatory requirements and the independent registered public accounting
firm’s qualifications, independence and performance. The Trust’s nominating committee, among other
things, is responsible for selecting and nominating persons as members of the Board for election or
appointment by the Board and for election by shareholders. In evaluating potential nominees, including
any nominees recommended by shareholders, the committee takes into consideration various factors listed
in the nominating committee charter, including character and integrity, business and professional
experience, and whether the committee believes the person has the ability to apply sound and independent
business judgment and would act in the interest of the Funds and their respective shareholders. The
nominating committee will consider recommendations for nominees from shareholders submitted to the
Secretary of the Trust, c/o The Dreyfus Corporation Legal Department, 200 Park Avenue, 8" Floor East,
New York, New York 10166, which includes information regarding the recommended nominee as
specified in the nominating committee charter. The function of the compensation committee is to
establish the appropriate compensation for serving on the Board. The Trust also has, with respect to each
Fund, except the Money Market Funds, a standing pricing committee comprised of any one Board
member and, with respect to the Money Market Funds, a standing evaluation committee comprised of any
one Board member. The function of the pricing committee is to assist in valuing the investments of each
Fund, except the Money Market Funds, and the function of the evaluation committee is to assist in
valuing the investments of the Money Market Funds. The Trust’s audit and pricing committees each met
four times during the fiscal year ended August 31, 2007. The nominating, compensation and evaluation
committees did not meet during the last fiscal year.

The table below indicates the dollar range of each Trustee’s ownership of Fund shares as of
December 31, 2006.

Mellon Large Cap Mellon Income Mellon Mid Cap Mellon Small Cap
Name of Board Member Stock Fund Stock Fund Stock Fund Stock Fund
Ronald Davenport None None None None
John Diederich None None None None
Patrick O’Connor None $50,001-$100,000 $50,001-$100,000 $50,001-$100,000
Thomas Ryan None Over $100,000 None None
Patrick Purcell $50,001-100,000 $50,001-$100,000 $50,001-$100,000 $50,001-$100,000
Kevin Phelan Over $100,000 None $50,001-$100,000 None
Maureen M. Young None None None None
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Maureen M. Young

Name of Board Member
Ronald Davenport

John Diederich

Patrick O’Connor
Thomas Ryan

Patrick Purcell

Kevin Phelan

Maureen M. Young

Name of Board Member
Ronald Davenport

John Diederich

Patrick O’Connor
Thomas Ryan

Patrick Purcell

Kevin Phelan

Maureen M. Young

Mellon
International Fund

Mellon Emerging
Markets Fund

$50,001-$100,000
None

$50,001-$100,000
None

$50,001-$100,000

$50,001-$100,000
None

Mellon Intermediate
Bond Fund
None
None
None
None
None
None
None

None
None
Over $100,000
None
$50,001-$100,000
$50,001-$100,000
None

Mellon
Short-Term U.S.
Government
Securities Fund
$10,001-$50,000
None
None
None
None
None
None

Mellon Pennsylvania
Intermediate Municipal

Bond Fund
None

Over $100,000

None
None
None
None
None

Mellon Money

Market Fund
None
None
None
None
None
None
None

Mellon Bond Fund

$10,001-$50,000
None
None
None
None
None
None

Mellon National
Intermediate
Municipal
Bond Fund
None
None
None
None
None
None
None

Mellon National
Short-Term

Municipal

Bond Fund

None
None
None
None
None
None
None

Mellon Massachusetts
Intermediate Municipal

Mellon Balanced Fund

None
None
None
None
None
None
None

None
None
None
None
None
None
None

Bond Fund

Aggregate Holdings of

Mellon National Municipal

Money Market Fund

None
None
None
None
None
None
None

Funds in the
Mellon Funds

Over $100,000
Over $100,000
Over $100,000
Over $100,000
Over $100,000
Over $100,000

None

As Mellon U.S. Core Equity 130/30 Fund had not offered its shares prior to July 31, 2007, none
of the Trustees owned any shares of Mellon U.S. Core Equity 130/30 Fund.

As of December 31, 2006, none of the Trustees who is not an “interested person” of the Trust, as
defined in the 1940 Act, or their immediate family members owned securities of Dreyfus, the Distributor
or any person (other than a registered investment company) directly or indirectly controlling, controlled
by or under common control with Dreyfus or the Distributor.



The Trust pays its Board members an annual retainer of $48,000 and a fee of $5,000 per meeting
(with a minimum of $500 per meeting and per telephone meeting) attended and reimburses them for their
expenses. The Chairman of the Board receives an additional annual retainer of $10,000 and the Chairman
of the Trust’s Audit Committee receives an additional annual retainer of $8,000. The aggregate amount
of compensation paid to each Board member by the Trust for the fiscal year ended August 31, 2007 for all
Funds comprising the Trust was as follows:

Name of Trustee Aggregate Compensation From the Trust?
Ronald R. Davenport $63,500
John L. Diederich $68,000
Maureen M. Young $68,500
Patrick J. O’Connor $78,500
Kevin C. Phelan $68,500
Patrick J. Purcell $68,000
Thomas F. Ryan Jr. $71,500

# Amount does not include expenses reimbursed by the Trust to Board members for attending Board meetings, which in the
aggregate amounted to $13,572 for the Trust.

Officers of the Trust

CHRISTOPHER E. SHELDON, President since September 2006. As director of Investment
Strategy for BNY Mellon Wealth Management (formerly, Mellon’s Private Wealth Management group)
since April 2003, Mr. Sheldon manages the analysis and development of investment and asset allocation
strategies and oversees investment product research and, since June 2006, also oversees the alternative
investment groups. Prior to assuming his current position, Mr. Sheldon was West Coast managing
director of Mellon’s Private Wealth Management group from 2001-2003 and its regional manager from
1998-2001. He was previously a Vice President of the Trust. He is 43 years old and has been employed
by Mellon Bank since January 1995.

MICHAEL A. ROSENBERG, Vice President and Secretary since August 2005. Associate
General Counsel of Dreyfus, and an officer of 82 investment companies (comprised of 180 portfolios)
managed by Dreyfus. He was previously Assistant Secretary of the Trust. He is 47 years old and has
been an employee of Dreyfus since October 1991.

JAMES WINDELS, Treasurer since November 2001. Director-Mutual Fund Accounting of
Dreyfus, and an Officer of 82 Investment Companies (comprised of 180 portfolios) managed by Dreyfus.
He is 49 years old and has been an employee of Dreyfus since April 1985.

JAMES BITETTO, Vice President and Assistant Secretary since August 2005. Associate
General Counsel and Assistant Secretary of Dreyfus, and an officer of 82 investment companies
(comprised of 180 portfolios) managed by Dreyfus. He is 41 years old and has been an employee of
Dreyfus since December 1996.

JONI LACKS CHARATAN, Vice President and Assistant Secretary since August 2005.
Associate General Counsel of Dreyfus, and an officer of 82 investment companies (comprised of 180
portfolios) managed by Dreyfus. She is 52 years old and has been an employee of Dreyfus since October
1988.

JOSEPH M. CHIOFFI, Vice President and Assistant Secretary since August 2005. Associate
General Counsel of Dreyfus, and an officer of 82 investment companies (comprised of 180 portfolios)
managed by Dreyfus. He is 46 years old and has been an employee of Dreyfus since June 2000.




JANETTE E. FARRAGHER, Vice President and Assistant Secretary since August 2005.
Associate General Counsel of Dreyfus, and an officer of 82 investment companies (comprised of 180
portfolios) managed by Dreyfus. She is 45 years old and has been an employee of Dreyfus since
February 1984.

JOHN B. HAMMALIAN, Vice President and Assistant Secretary since August 2005. Associate
General Counsel of Dreyfus, and an officer of 82 investment companies (comprised of 180 portfolios)
managed by Dreyfus. He is 44 years old and has been an employee of Dreyfus since February 1991.

ROBERT R. MULLERY, Vice President and Assistant Secretary since August 2005. Associate
General Counsel of Dreyfus, and an officer of 82 investment companies (comprised of 180 portfolios)
managed by Dreyfus. He is 55 years old and has been an employee of Dreyfus since May 1986.

JEFF PRUSNOFSKY, Vice President and Assistant Secretary since August 2005. Associate
General Counsel of Dreyfus, and an officer of 82 investment companies (comprised of 180 portfolios)
managed by Dreyfus. He was previously Secretary of the Trust. He is 42 years old and has been an
employee of Dreyfus since October 1990.

RICHARD CASSARO, Assistant Treasurer since January 2008. Senior Accounting Manager
- Money Market and Municipal Bond Funds of Dreyfus, and an officer of 79 investment companies
(comprised of 180 portfolios) managed by Dreyfus. He is 49 years old and has been an employee of
Dreyfus since 1982.

GAVIN C. REILLY, Assistant Treasurer since December 2005. Tax Manager - Investment
Accounting and Support Department of Dreyfus, and an officer of 82 investment companies (comprised
of 180 portfolios) managed by Dreyfus. He is 39 years old and has been an employee of Dreyfus since
April 1991.

ROBERT S. ROBOL, Assistant Treasurer since December 2002. Senior Accounting Manager -
Money Market Funds of Dreyfus, and an officer of 82 investment companies (comprised of 180
portfolios) managed by Dreyfus. He is 43 years old and has been an employee of Dreyfus since October
1988.

ROBERT SALVIOLO, Assistant Treasurer since July 2007. Senior Accounting Manager --
Equity Funds of Dreyfus, and an officer of 82 investment companies (comprised of 180 portfolios)
managed by Dreyfus. He is 40 years old and has been an employee of Dreyfus since June 1989.

ROBERT J. SVAGNA, Assistant Treasurer since December 2002. Senior Accounting Manager -
- Equity Funds of Dreyfus, and an officer of 82 investment companies (comprised of 180 portfolios)
managed by Dreyfus. He is 40 years old and has been an employee of Dreyfus since November 1990.

WILLIAM G. GERMENIS, Anti-Money Laundering Compliance Officer since September 2002.
Vice President and Anti-Money Laundering Compliance Officer of the Distributor, and the Anti-Money
Laundering Compliance Officer of 78 investment companies (comprised of 176 portfolios) managed by
Dreyfus. He is 37 years old and has been an employee of the Distributor since October 1998.

JOSEPH W. CONNOLLY, Chief Compliance Officer since October 2004. Chief Compliance
Officer of Dreyfus and The Dreyfus Family of Funds (82 investment companies, comprised of 180
portfolios). From November 2001 through March 2004, Mr. Connolly was first Vice-President, Mutual
Fund Servicing for Mellon Global Securities Services. In that capacity, Mr. Connolly was responsible for
managing Mellon Bank’s Custody, Fund Accounting and Fund Administration services to third-party




mutual fund clients. He is 50 years old and has served in various capacities with Dreyfus since 1980,
including manager of the firm’s Fund Accounting Department from 1997 through October 2001.

The address of each Trustee and officer of the Trust is 200 Park Avenue, New York, New York
10166.

The Trust’s Board members and officers, as a group, owned less than 1% of each Fund’s shares
outstanding on December 5, 2007. See “Information About the Trust and Funds” for a list of
shareholders known by the Trust to own of record 5% or more of a Fund’s outstanding voting securities
as of December 5, 2007.

MANAGEMENT ARRANGEMENTS

Investment Adviser. Mellon Fund Advisers is a division of Dreyfus, a wholly-owned subsidiary
of The Bank of New York Mellon Corporation (“BNY Mellon™), a global financial services company
focused on helping clients move and manage their financial assets, operating in 37 countries and serving
more than 100 markets. BNY Mellon is a leading provider of financial services for institutions,
corporations and high-net-worth individuals, providing asset and wealth management, asset servicing,
issuer services, and treasury services through a worldwide client-focused team.

Pursuant to an Investment Advisory Agreement with the Trust (the “Investment Advisory
Agreement”), the Investment Adviser provides investment management services to each Fund, including
the day-to-day management of the Fund’s investments. The Investment Advisory Agreement will
continue from year to year as to each Fund provided that a majority of the Trustees who are not
“interested persons” of the Trust and either a majority of all Trustees or a majority (as defined in the 1940
Act) of the shareholders of the Fund, respectively, approve its continuance. The Trust may terminate the
Investment Advisory Agreement with respect to each Fund upon the vote of a majority of the Board of
Trustees or upon the vote of a majority of the respective Fund’s outstanding voting securities on 60 days’
written notice to the Investment Adviser. The Investment Adviser may terminate the Investment
Advisory Agreement upon 60 days’ written notice to the Trust. The Investment Advisory Agreement will
terminate immediately and automatically upon its assignment.

The following persons are officers and/or directors of Dreyfus: Jonathan Little, Chair of the
Board; Thomas F. Eggers, President, Chief Executive Officer and a director; Jonathan Baum, Vice Chair
— Distribution and a director; J. Charles Cardona, Vice Chair and a director; Diane P. Durnin, Vice Chair
and a director; Phillip N. Maisano, Chief Investment Officer, Vice Chair and a director; J. David Officer,
Chief Operating Officer, Vice Chair and a director; Patrice M. Kozlowski, Senior Vice President-
Corporate Communications; Jill Gill, Vice President-Human Resources; Anthony Mayo, Vice President-
Information Systems; Theodore A. Schachar, Vice President-Tax; John E. Lane, Vice President; Jeanne
M. Login, Vice President; Gary Pierce, Controller; Joseph W. Connolly, Chief Compliance Officer;
James Bitetto, Secretary; and Mitchell E. Harris, Ronald P. O’Hanley Ill and Scott E. Wennerholm,
directors.

Mellon Bank and its affiliates may have deposit, loan and commercial banking or other
relationships with issuers of securities purchased by a Fund. The Investment Adviser has informed the
Trust that in making investment decisions it does not obtain or use material inside information that
Mellon Bank or its affiliates may possess with respect to such issuers.

The Investment Adviser may pay the Distributor for shareholder services from the Investment
Adviser’s own assets, including past profits but not including the management fees paid by the Funds.
The Distributor may use part or all of such payments to pay certain financial institutions (which may



include banks), securities dealers (“Selected Dealers”) and other industry professionals (collectively,
“Service Agents”) in respect of these services. The Investment Adviser may also make such advertising
and promotional expenditures, using its own resources, as it from time to time deems appropriate.

The Trust, the Investment Adviser and the Distributor each have adopted a Code of Ethics that
permits its personnel, subject to such respective Code of Ethics, to invest in securities, including
securities that may be purchased or held by a Fund. The Investment Adviser’s Code of Ethics subjects its
employees’ personal securities transactions to various restrictions to ensure that such trading does not
disadvantage any fund advised by the Investment Adviser. In that regard, portfolio managers and other
investment personnel of the Investment Adviser must preclear and report their personal securities
transactions and holdings, which are reviewed for compliance with the Code of Ethics and also are
subject to the oversight of BNY Mellon’s Investment Ethics Committee (the “Committee”). Portfolio
managers and other investment personnel who comply with the preclearance and disclosure procedures of
the Code of Ethics and the requirements of the Committee may be permitted to purchase, sell or hold
securities which also may be or are held in fund(s) they manage or for which they otherwise provide
investment advice.

Each of the Funds has agreed to pay the Investment Adviser an investment advisory fee at the
annual rate set forth in the table below.

Investment advisory fee
(as a percentage of

Funds average daily net assets)
Mellon Large Cap Stock Fund 0.65%
Mellon Income Stock Fund 0.65%
Mellon Mid Cap Stock Fund 0.75%
Mellon Small Cap Stock Fund 0.85%
Mellon U.S. Core Equity 130/30 Fund 0.80%
Mellon International Fund 0.85%
Mellon Emerging Markets Fund 1.15%
Mellon Bond Fund 0.40%
Mellon Intermediate Bond Fund 0.40%
Mellon Short-Term U.S. Government Securities Fund 0.35%
Mellon National Intermediate Municipal Bond Fund 0.35%
Mellon National Short-Term Municipal Bond Fund 0.35%
Mellon Pennsylvania Intermediate Municipal Bond Fund 0.50%
Mellon Massachusetts Intermediate Municipal Bond Fund 0.35%
Mellon Balanced Fund *
Mellon Money Market Fund 0.15%
Mellon National Municipal Money Market Fund 0.15%

* The Mellon Balanced Fund has agreed to pay an investment advisory fee of 0.65% applied to direct investment in equity
securities, 0.40% to direct investment in debt securities and 0.15% to investments in money market instruments and the
underlying funds that it invests in.

For the fiscal years ended August 31, 2005, 2006 and 2007 (except as indicated), the investment
advisory fees payable by each Fund to the Investment Adviser, the amounts waived by the Investment
Adviser and the net investment advisory fees paid by the Funds were as follows:



Funds

Mellon Large Cap Stock Fund

Mellon Income Stock Fund

Mellon Mid Cap Stock Fund

Mellon Small Cap Stock Fund

Mellon U.S. Core Equity 130/30 Fund

Mellon International Fund

Mellon Emerging Markets Fund

Mellon Bond Fund

Mellon Intermediate Bond Fund

Mellon Short-Term U.S. Government
Securities Fund

Mellon Massachusetts Intermediate
Municipal Bond Fund

Mellon National Intermediate Municipal
Bond Fund

Mellon National Short-Term Municipal
Bond Fund

Mellon Pennsylvania Intermediate
Municipal Bond Fund

Mellon Balanced Fund

Mellon Money Market Fund

Mellon National Municipal Money Market
Fund

' From August 1, 2007 (commencement of operations) through August 31, 2007.

Funds

Mellon Large Cap Stock Fund

Mellon Income Stock Fund

Mellon Mid Cap Stock Fund

Mellon Small Cap Stock Fund

Mellon U.S. Core Equity 130/30 Fund

Mellon International Fund

Mellon Emerging Markets Fund

Mellon Bond Fund

Mellon Intermediate Bond Fund

Mellon Short-Term U.S. Government
Securities Fund

Mellon Massachusetts Intermediate
Municipal Bond Fund

Mellon National Intermediate Municipal
Bond Fund

Mellon National Short-Term Municipal
Bond Fund

Mellon Pennsylvania Intermediate
Municipal Bond Fund

Investment Advisory Fees Payable

2005

$10,673,410
$2,230,567
$10,109,587
$7,048,135

$13,341,337
$14,233,018
$3,334,649
$2,158,931
$586,506
$772,315
$2,519,179
$739,360
$3,355,471

$1,552,710
$863,928

$864,074

2006

$11,669,736
$ 2,653,368
$11,991,968
$ 6,207,747

$18,493,896
$16,627,426
$3,402,279
$2,391,765
$514,852
$936,421
$2,757,699
$644,586
$3,181,645

$1,553,945
$1,070,384

$1,076,777

2007

$12,564,644
$2,861,657
$12,783,013
$5,722,719
$11,185

$23,536,968
$16,487,063
$3,641,057
$2,753,922
$445,081

$1,162,568
$3,150,757
$528,293
$3,124,144

$1,593,024
$1,210,136

$1,389,887

Reduction In Investment Advisory Fees

2005

$-0-
$-0-
$-0-
$-0-

$-0-
$-0-
$-0-
$-0-
$-0-
$97,124
$-0-
$-0-

$-0-

2006

$103,228
$-0-
$-0-
$-0-

2007

$-0-
$-0-
$-0-
$-0-
$11,185"
$-0-
$-0-
$-0-
$-0-
$-0-

$90,012
$-0-
$-0-
$-0-



Reduction In Investment Advisory Fees

Funds 2005 2006 2007
Mellon Balanced Fund $-0- $-0- $-0-
Mellon Money Market Fund $-0- $-0- $-0-
Mellon National Municipal Money Market $-0- $-0- $-0-

Fund

' From August 1, 2007 (commencement of operations) through August 31, 2007.

Net Investment Advisory Fees Paid

Funds 2005 2006 2007

Mellon Large Cap Stock Fund $10,673,410 $11,669,736 $12,564,644

Mellon Income Stock Fund $2,230,567 $ 2,653,368 $2,861,657

Mellon Mid Cap Stock Fund $10,109,587 $11,991,968 $12,783,013

Mellon Small Cap Stock Fund $7,048,135 $6,207,747 $5,722,719

Mellon U.S. Core Equity 130/30 Fund - - $-0-!

Mellon International Fund $13,341,337 $18,493,896 $23,536,968

Mellon Emerging Markets Fund $14,223,018 $16,627,426 $16,487,063

Mellon Bond Fund $3,334,649 $3,402,279 $3,641,057

Mellon Intermediate Bond Fund $2,158,931 $2,391,765 $2,753,922

Mellon Short-Term U.S. Government $586,506 $514,852 $445,081
Securities Fund

Mellon Massachusetts Intermediate $675,191 $833,193 $1,072,556
Municipal Bond Fund

Mellon National Intermediate Municipal $2,519,179 $2,757,699 $3,150,757
Bond Fund

Mellon National Short-Term Municipal $739,360 $644,586 $528,293
Bond Fund

Mellon Pennsylvania Intermediate $3,355,471 $3,181,645 $3,124,144
Municipal Bond Fund

Mellon Balanced Fund $1,522,710 $1,553,945 $1,593,024

Mellon Money Market Fund $863,928 $1,070,384 $1,210,136

Mellon National Municipal Money Market $864,074 $1,076,777 $1,389,887

Fund

! From August 1, 2007 (commencement of operations) through August 31, 2007.

The aggregate of the fees paid to the Investment Adviser for each Fund is not subject to reduction
as the value of the Fund’s net assets increases.

Administration Agreement. Mellon Bank serves as administrator for the Funds pursuant to an
Administration Agreement with the Trust. Pursuant to the Administration Agreement, Mellon Bank:
supplies office facilities, data processing services, clerical, accounting and bookkeeping services, internal
auditing and legal services, internal executive and administrative services, stationery and office supplies;
prepares reports to shareholders, tax returns and reports to and filings with the SEC and state Blue Sky
authorities; pays for transfer agency services; calculates the net asset value of Fund shares; and generally
assists in all aspects of Fund operations. Mellon Bank has entered into a Sub-Administration Agreement
with Dreyfus pursuant to which Mellon Bank pays Dreyfus for performing certain of these administrative
services.




The Funds’ administration fee is calculated from the following administration fee schedule based
on the level of assets of the Funds, in the aggregate:

Total Assets Annual Fee
$0 to $6 billion 0.15%
Greater than $6 billion to $12 billion 0.12%
Greater than $12 billion 0.10%

For the fiscal years ended August 31, 2005, 2006 and 2007 (except as indicated), the
administration fees paid by each Fund to the Administrator were as follows:

Administration Fees Paid

Funds 2005 2006 2007

Mellon Large Cap Stock Fund $2,215,316 $2,361,393 $2,485,173

Mellon Income Stock Fund $462,685 $536,917 $566,173

Mellon Mid Cap Stock Fund $1,818,117 $2,102,697 $2,191,124

Mellon Small Cap Stock Fund $1,118,908 $960,883 $865,740

Mellon U.S. Core Equity 130/30 Fund - - $1,790"

Mellon International Fund $2,116,403 $2,860,520 $3,559,728

Mellon Emerging Markets Fund $1,669,408 $1,901,619 $1,843,042

Mellon Bond Fund $1,124,849 $1,118,814 $1,170,550

Mellon Intermediate Bond Fund $728,105 $786,376 $885,287

Mellon Short-Term U.S. Government Securities $226,171 $193,600 $165,582
Fund

Mellon National Intermediate Municipal Bond $970,968 $1,036,239 $1,157,330
Fund

Mellon National Short-Term Municipal Bond $285,075 $242,386 $194,165
Fund

Mellon Pennsylvania Intermediate Municipal $905,581 $837,138 $803,723
Bond Fund

Mellon Massachusetts Intermediate Municipal $297,672 $351,770 $427,067
Bond Fund

Mellon Balanced Fund $349,162 $353,112 $357,903

Mellon Money Market Fund $776,268 $938,497 $1,037,480

Mellon National Municipal Money Market Fund $776,922 $943,936 $1,190,957

! From August 1, 2007 (commencement of operations) through August 31, 2007.

Portfolio Management. The Investment Adviser manages each Fund’s investments in accordance
with the stated policies of the Fund, subject to the approval of the Trust’s Board. The Investment Adviser
is responsible for investment decisions, and provides each Fund with portfolio managers who are
authorized by the Board to execute purchases and sales of securities. The Investment Adviser also
maintains a research department with a professional staff of portfolio managers and securities analysts
who provide research services for the Funds and for other funds advised by the Investment Adviser.
Certain of the Funds’ portfolio managers are employed by Mellon Bank or The Boston Company Asset
Management, LLC (“TBCAM?”), each an affiliate of the Investment Adviser, as well as Dreyfus. The
portfolio managers are compensated by Mellon Bank or TBCAM, and not by the Investment Adviser or
the Funds. The primary portfolio managers of the Funds, except the Money Market Funds, are as follows,
and additional portfolio managers, if any, are indicated in parenthesis:




Fund Portfolio Manager(s)

Mellon Large Cap Stock Fund Sean P. Fitzgibbon

Mellon Income Stock Fund Brian C. Ferguson

Mellon Mid Cap Stock Fund James C. Wadsworth (Steven A. Mozur)

Mellon Small Cap Stock Fund Dwight E. Cowden (James C. Wadsworth)

Mellon U.S. Core Equity 130/30 Fund Sean P. Fitzgibbon and Jeffrey D. McGrew

Mellon International Fund D. Kirk Henry and William S. Patzer (Clifford A.
Smith)

Mellon Emerging Markets Fund D. Kirk Henry and William S. Patzer (Carolyn M.
Kedersha, John Truschel and C. Warren Skillman)

Mellon Bond Fund John F. Flahive (Timothy J. Sanville)

Mellon Intermediate Bond Fund John F. Flahive (Timothy J. Sanville)

Mellon Short-Term U.S. Government Securities Fund Lawrence R. Dunn (John F. Flahive)

Mellon National Intermediate Municipal Bond Fund John F. Flahive and Mary Collette O’Brien

Mellon National Short-Term Municipal Bond Fund Jeremy N. Baker and Timothy J. Sanville

Mellon Pennsylvania Intermediate Municipal Bond Fund Jeremy N. Baker and Mary Collette O’Brien

Mellon Massachusetts Intermediate Municipal Bond Fund John F. Flahive and Mary Collette O’Brien

Mellon Balanced Fund Sean P. Fitzgibbon and John F. Flahive

Portfolio Manager Compensation. (Mellon Large Cap Stock Fund, Mellon Income Stock Fund,
Mellon U.S. Core Equity 130/30 Fund, International Equity Funds and the equity portion of Mellon
Balanced Fund only) The portfolio managers’ cash compensation is comprised primarily of a market-
based salary and incentive compensation (annual and long term retention incentive awards). Funding for
the TBCAM Annual Incentive Plan and Long Term Retention Incentive Plan is through a pre-determined
fixed percentage of overall TBCAM profitability. In general, bonus awards are based initially on
TBCAM’s financial performance. However, awards for select senior portfolio managers are based
initially on their individual investment performance (one, three, and five-year weighted). In addition,
awards for portfolio managers that manage alternative strategies are partially based on a portion of the
fund’s realized performance fee. The portfolio managers are eligible to receive annual cash bonus awards
from the Annual Incentive Plan. Annual incentive opportunities are pre-established for each individual
based upon competitive industry compensation benchmarks. A significant portion of the opportunity
awarded is based upon the one, three, and five-year (three and five-year weighted more heavily) pre-tax
performance of the portfolio manager’s accounts relative to the performance of the appropriate Lipper and
Callan peer groups. Other factors considered in determining the award are individual qualitative
performance and the asset size and revenue growth or retention of the products managed. Awards are
generally subject to management discretion and pool funding availability. Awards are paid in cash on an
annual basis. However, some portfolio managers may receive a portion of their annual incentive award in
deferred vehicles.

For research analysts and other investment professionals, incentive pools are distributed to the
respective product teams (in the aggregate) based upon product performance relative to TBCAM-wide
performance measured on the same basis as described above. Further allocations are made to specific
team members by the product portfolio manager based upon sector contribution and other qualitative
factors.

All portfolio managers and analysts are also eligible to participate in the TBCAM Long Term
Retention Incentive Plan. This plan provides for an annual award, payable in cash and/or BNY Mellon
restricted stock (three-year cliff vesting period for both). The value of the cash portion of the award earns
interest during the vesting period based upon the growth in TBCAM’s net income (capped at 20% and
with a minimum payout of the BNY Mellon 3 year CD rate).



Portfolio Manager Compensation. (Mellon Mid Cap Stock Fund, Mellon Small Cap Stock Fund,
Taxable Bond Funds, Municipal Bond Funds and the bond portion of Mellon Balanced Fund only) The
portfolio managers’ compensation is comprised of four components: (i) a market-based salary, (ii) an
annual incentive compensation plan, (iii) a long term incentive plan and (iv) benefits that are offered to
similarly situated employees of BNY Mellon affiliated firms.

The incentive compensation plan is comprised of three components: (1) portfolio performance
(approximately 70%), (2) individual qualitative performance (approximately 25%) and (3) the overall
performance of BNY Mellon Wealth Management (approximately 5%). Portfolio performance is
measured by one- and three-year fund and composite performance compared to the appropriate index and
peer universe. The one- and three-year performance in each category is weighted at 35% and 65%,
respectively. Assets are weighted according to a matrix based on the participant’s job function.
Individual qualitative performance measures contributions the participant makes to either the Equity
Management or Fixed Income Management group, account manager/client communications and BNY
Mellon Wealth Management. Senior management may consider additional factors at its discretion.

Senior portfolio managers may be eligible to participate in the Long Term Incentive Plan of
BNY Mellon Wealth Management. A long-term incentive pool is established at the beginning of the plan
year. Eighty percent of this pool is allocated to the individual participants as target awards and the
remaining 20% is held in reserve until the end of the performance period (3 years). At the end of the
performance period, the 20% of the award pool that has been held in reserve may be awarded to
participants at management’s discretion. Interest is applied to both the target awards (80%) and the
reserve (20%) at the T-note rate used for BNY Mellon’s Elective Deferred Compensation Plan.
Individuals participating in the Long Term Incentive Plan of BNY Wealth Management are not eligible to
receive stock options.

Investment professionals, including portfolio managers, may be selected to participate in the
BNY Mellon Long Term Profit Incentive Plan under which they may be eligible to receive options to
purchase shares of stock of BNY Mellon. The options permit the investment professional to purchase a
specified amount of stock at a strike price equal to the fair market value of BNY Mellon stock on the date
of grant. Typically, such options vest over a set period and must be exercised within a ten-year period
from the date of grant. Investment professionals may also receive restricted stock as part of their
compensation. If granted, restricted stock normally vests and becomes free of restrictions after a period
of three years, although the time period could vary. Generally, in the case of either options or restricted
stock, if an employee voluntarily terminates employment before vesting, the unvested options and/or
restricted stock are forfeited.

Additional Information about Portfolio Managers. The following table lists the number and types
of other accounts advised by each Fund’s primary portfolio manager and assets under management in
those accounts as of August 31, 2007:

Registered

Investment

Company Assets Pooled Assets Other Assets
Portfolio Manager Accounts Managed Accounts Managed Accounts Managed
Sean P. Fitzgibbon 8 $4.86 billion 2 $102 million ~ 25%*** $1.85 billion
Brian C. Ferguson 5 $1.8 billion 3 $113 million BLx** $3.90 hillion
James C. Wadsworth 1 $1.7 billion 0 $0 0 $0
Dwight E. Cowden 1 $675 million 0 $0 0 $0



Registered

Investment

Company Assets Pooled Assets Other Assets
Portfolio Manager Accounts Managed Accounts Managed Accounts Managed
Jeffrey D. McGrew 8 $4.86 billion 1 $55 million 25%*x* $1.85 billion
D. Kirk Henry 12 $7.73 billion 10 $5.36 billion 65**  $15.86 billion
William S. Patzer 14 $4.48 billion 4 $1.7 billion 42* $7.51 billion
John F. Flahive 5 $3.2 billion 0 $0 0 $0
Jeremy N. Baker 2 $759 million 0 $0 181 $950 million
Lawrence R. Dunn 1 $128 million 0 $0 28 $207 million
Mary Collette O’Brien 3 $1.9 billion 0 $0 254 $2.1 billion
Timothy J. Sanville 1 $146 million 0 $0 148 $1.9 billion

The advisory fee for one of these accounts, which has total assets of approximately $442 million, is based on the
performance of the account.

“ The advisory fee for one of these accounts, which has total assets of approximately $323 million, is based on the
performance of the account.

" The advisory fees for two of these accounts, which have total assets of approximately $1 billion, are based on the
performance of the accounts.

“The advisory fees for four of these accounts, which have total assets of approximately $399 million, are based on
the performance of the accounts.

The dollar range of Fund shares beneficially owned by each Fund’s primary portfolio manager
are as follows as of August 31, 2007:

Dollar Range of Fund

Portfolio Manager Fund Name Shares Beneficially Owned
Sean P. Fitzgibbon Mellon Large Cap Stock Fund None
Mellon Balanced Fund None
Mellon U.S. Core Equity 130/30 Fund None
Brian C. Ferguson Mellon Income Stock Fund None
James C. Wadsworth Mellon Mid Cap Stock Fund $100,001-$500,000
Dwight E. Cowden Mellon Small Cap Stock Fund None
Jeffrey D. McGrew Mellon U.S. Core Equity 130/30 Fund None
D. Kirk Henry Mellon International Fund None
Mellon Emerging Markets Fund None
William S. Patzer Mellon International Fund None

Mellon Emerging Markets Fund None



Dollar Range of Fund

Portfolio Manager Fund Name Shares Beneficially Owned
John F. Flahive Mellon Bond Fund None
Mellon Intermediate Bond Fund None
Mellon National Intermediate Municipal None
Bond Fund
Mellon Massachusetts Intermediate None
Municipal Bond Fund
Mellon Balanced Fund None
Lawrence R. Dunn Mellon Short-Term U.S. Government None

Securities Fund

] N. Bak Mellon National Short-Term Municipal None
eremy N. Baker Bond Fund
Mellon Pennsylvania intermediate None

Municipal Bond Fund

Mellon National Intermediate Municipal None

Mary Collette O’Brien Bond Fund
Mellon Pennsylvania Intermediate None
Municipal Bond Fund
Mellon Massachusetts Intermediate None

Municipal Bond Fund

Mellon National Short-Term Municipal
Bond Fund

Portfolio managers may manage multiple accounts for a diverse client base, including mutual
funds, separate accounts (assets managed on behalf of institutions such as pension funds, insurance
companies and foundations), bank common trust accounts and wrap fee programs (“Other Accounts™).

Timothy J. Sanville None

Potential conflicts of interest may arise because of the Investment Advisers’ management of the
Funds and Other Accounts. For example, conflicts of interest may arise with both the aggregation and
allocation of securities transactions and allocation of limited investment opportunities, as the Investment
Adviser may be perceived as causing accounts it manages to participate in an offering to increase
Dreyfus’ overall allocation of securities in that offering, or to increase Dreyfus’ ability to participate in
future offerings by the same underwriter or issuer. Allocations of bunched trades, particularly trade
orders that were only partially filled due to limited availability, and allocation of investment opportunities
generally, could raise a potential conflict of interest, as Dreyfus may have an incentive to allocate
securities that are expected to increase in value to preferred accounts. IPOs, in particular, are frequently of
very limited availability. Additionally, portfolio managers may be perceived to have a conflict of interest
if there are a large number of Other Accounts, in addition to the Fund, that they are managing on behalf of
Dreyfus. Dreyfus periodically reviews each portfolio manager’s overall responsibilities to ensure that he
or she is able to allocate the necessary time and resources to effectively manage the Fund. In addition,
Dreyfus could be viewed as having a conflict of interest to the extent that Dreyfus or its affiliates and/or
portfolios managers have a materially larger investment in Other Accounts than their investment in the
Fund.

Other Accounts may have investment objectives, strategies and risks that differ from those of the
Funds. For these or other reasons, the portfolio manager may purchase different securities for a Fund and
the Other Accounts, and the performance of securities purchased for the Fund may vary from the
performance of securities purchased for Other Accounts. The portfolio manager may place transactions



on behalf of Other Accounts that are directly or indirectly contrary to investment decisions made for the
Fund, which could have the potential to adversely impact the Fund, depending on market conditions.

A potential conflict of interest may be perceived to arise if transactions in one account closely
follow related transactions in another account, such as when a purchase increases the value of securities
previously purchased by the other account, or when a sale in one account lowers the sale price received in
a sale by a second account.

Conflicts of interest similar to those described above arise when portfolio managers are employed
by a sub-investment adviser or are dual employees of the Investment Adviser and an affiliate entity and
such portfolio managers also manage Other Accounts.

The Investment Adviser’s and Dreyfus’ respective goal is to provide high quality investment
services to all of its clients, while meeting the Investment Adviser’s and Dreyfus’ respective fiduciary
obligation to treat all clients fairly. Dreyfus has adopted and implemented policies and procedures,
including brokerage and trade allocation policies and procedures, that it believes address the conflicts
associated with managing multiple accounts for multiple clients. In addition, Dreyfus monitors a variety
of areas, including compliance with Fund guidelines, the allocation of IPOs, and compliance with the
firm’s Code of Ethics. Furthermore, senior investment and business personnel at Dreyfus periodically
review the performance of the portfolio managers for Dreyfus-managed funds.

Distributor. The Distributor, a wholly-owned subsidiary of Dreyfus, located at 200 Park Avenue,
New York, New York 10166, serves as each Fund’s distributor on a best efforts basis pursuant to an
agreement with the Trust which is renewable annually. The Distributor also acts as distributor for the
funds in the Dreyfus Family of Funds and Mellon Institutional Funds. Before June 30, 2007, the
Distributor was known as “Dreyfus Service Corporation”.

(Dreyfus Premier shares only) The Distributor compensated Service Agents for selling Dreyfus
Premier shares of Mellon Mid Cap Stock Fund, Mellon National Intermediate Municipal Bond Fund and
Mellon Massachusetts Intermediate Municipal Bond Fund (collectively, the “Dreyfus Premier Class
Funds”) subject to a contingent deferred sales charge (“CDSC”) at the time of purchase from its own
assets; the Dreyfus Premier Class Funds no longer offer Dreyfus Premier shares except in connection with
dividend reinvestment and permitted exchanges. The proceeds of the CDSC and fees pursuant to the
Trust’s Distribution Plan (described below) with respect to Dreyfus Premier shares, in part, are used to
defray the expenses incurred by the Distributor in connection with the sale of Dreyfus Premier shares.
The Distributor also may act as a Service Agent and retain CDSCs and Distribution Plan fees. The
Distributor generally paid Service Agents 4% on new investments of Dreyfus Premier shares of Mellon
MidCap Stock Fund, and 3% on new investments of Dreyfus Premier shares of Mellon National
Intermediate Municipal Bond Fund and Mellon Massachusetts Intermediate Municipal Bond Fund, made
through such Service Agents of the net asset value of Dreyfus Premier shares of the respective Dreyfus
Premier Class Fund purchased by their clients.

For the fiscal years ended August 31, 2005, 2006 and 2007, the amounts retained by the
Distributor for the Dreyfus Premier Class Funds from CDSCs, with respect to Dreyfus Premier shares, are
set forth below:

Funds 2005 2006 2007
Mellon Mid Cap Stock Fund $18,356 $19,894 $7,857
Mellon National Intermediate Municipal Bond Fund $13,206 $1,100 $4,521

Mellon Massachusetts Intermediate Municipal Bond Fund $16,517 $148 $24



The Distributor may pay Service Agents that have entered into agreements with the Distributor a
fee based on the amount invested through such Service Agents in shares of Dreyfus Premier Class Funds
by employees participating in qualified or non-qualified employee benefit plans, including pension,
profit-sharing and other deferred compensation plans, whether established by corporations, partnerships,
non-profit entities or state and local governments (“Retirement Plans™), or other programs. The term
“Retirement Plans” does not include IRAs, IRA “Rollover Accounts” or IRAs set up under Simplified
Employee Pension Plans (“SEP-IRAs”). Generally, the Distributor may pay such Service Agents a fee of
up to 1% of the amount invested through the Service Agents. The Distributor, however, may pay Service
Agents a higher fee and reserves the right to cease paying these fees at any time. The Distributor will pay
such fees from its own funds, other than amounts received from a Dreyfus Premier Class Fund, including
past profits or any other source available to it. Sponsors of such Retirement Plans or the participants
therein should consult their Service Agent for more information regarding any such fee payable to the
Service Agent.

The Investment Adviser or the Distributor may provide additional cash payments out of its own
resources to financial intermediaries that sell shares of the Funds or provide other services. Such
payments are separate from any sales charges, 12b-1 fees and/or shareholder services fees and other
expenses paid by a Fund to those intermediaries. Because those payments are not made by you or the
Fund, the Fund’s total expense ratio will not be affected by any such payments. These additional
payments may be made to Service Agents, including affiliates, that provide shareholder servicing, sub-
administration, recordkeeping and/or sub-transfer agency services, marketing support and/or access to
sales meetings, sales representatives and management representatives of the Service Agent. Cash
compensation also may be paid from the Investment Adviser’s or the Distributor’s own resources to
Service Agents for inclusion of the Funds on a sales list, including a preferred or select sales list or in
other sales programs. These payments sometimes are referred to as “revenue sharing.” From time to
time, the Investment Adviser or the Distributor also may provide cash or non-cash compensation to
Service Agents in the form of: occasional gifts; occasional meals, tickets, or other entertainment; support
for recognition programs; and other forms of cash or non-cash compensation permissible under broker-
dealer regulations. In some cases, these payments or compensation may create an incentive for a Service
Agent to recommend or sell shares of a Fund to you. Please contact your Service Agent for details about
any payments it may receive in connection with the sale of shares of the Funds or the provision of
services to the Funds.

Custodian. Mellon Bank, an affiliate of Dreyfus, One Mellon Bank Center, Pittsburgh,
Pennsylvania 15258, acts as custodian for the investments of each Fund, except Mellon International
Fund and Mellon Emerging Markets Fund. Mellon Trust of New England, N.A. (“Mellon Trust”), One
Boston Place, Boston, Massachusetts 02108, an affiliate of Dreyfus, acts as custodian for the investments
of Mellon International Fund and Mellon Emerging Markets Fund. Under the custody agreements with
the Trust, the custodians hold the Funds’ portfolio securities and keep all necessary accounts and records.
For its custody services, each custodian receives a monthly fee based on the market value of a Fund’s
assets held in custody and receives certain securities transaction charges.

Mellon Bank, directly and through its affiliates, maintains all accounts of Fund shareholders that
maintain a qualified fiduciary, advisory, custody or other accounts with various affiliates of BNY Mellon
(“BNY Mellon Affiliates”). Mellon Bank is also responsible for providing ongoing information and
communication to Wealth Management Clients (as defined in “How to Buy Shares — General” below)
regarding the Funds and their investment in the Funds.

Transfer and Dividend Disbursing Agent. Dreyfus Transfer, Inc. (the “Transfer Agent”), a
wholly-owned subsidiary of Dreyfus, 200 Park Avenue, New York, New York 10166, is each Fund’s
transfer and dividend disbursing agent. Under a transfer agency agreement with the Trust, the Transfer




Agent arranges for the maintenance of shareholder account records for the Trust, the handling of certain
communications between shareholders and the Funds and the payment of dividends and distributions
payable by the Funds. For these services, the Transfer Agent receives a monthly fee computed on the
basis of the number of shareholder accounts it maintains for the Trust during the month, and is reimbursed
for certain out-of-pocket expenses.

Expenses. The Trust has adopted a Shareholder Services Plan with respect to the Investor class
of each Fund. Under the Shareholder Services Plan, each Fund pays the Distributor for the provision of
certain shareholder services to holders of Investor shares of such Fund a fee at the annual rate of 0.25% of
the value of the average daily net assets attributable to Investor shares.

The Trust has adopted the Shareholder Services Plan and a Distribution Plan under Rule 12b-1 of
the 1940 Act with respect to Dreyfus Premier shares of each Dreyfus Premier Class Fund. Under the
Shareholder Services Plan, each Dreyfus Premier Class Fund pays the Distributor for the provision of
certain shareholder services to holders of Dreyfus Premier shares a fee at the annual rate of 0.25% of the
value of the average daily net assets attributable to such Dreyfus Premier shares. Mellon Mid Cap Stock
Fund also pays the Distributor a fee at the annual rate of 0.75% of the value of the average daily net assets
of its Dreyfus Premier shares, and each of Mellon National Intermediate Municipal Bond Fund and
Mellon Massachusetts Intermediate Municipal Bond Fund also pays the Distributor a fee at an annual rate
of 0.50% of the value of the Fund’s average daily net assets attributable to such Dreyfus Premier shares,
for distributing Dreyfus Premier shares under the Distribution Plan. See “Distribution and Shareholder
Services Plan” below.

The Investment Adviser and Mellon Bank bear all expenses in connection with the performance
of their services under the Investment Advisory Agreement and Administration Agreement, respectively.
All other expenses to be incurred in the operation of the Funds are borne by the Funds, except to the
extent specifically assumed by the Investment Adviser or Mellon Bank. With respect to Mellon U.S.
Core Equity 130/30 Fund, the Investment Adviser has contractually agreed, until August 31, 2008, to
waive receipt of its fees and/or assume the expenses of the Fund so that the expenses of none of the
Fund’s classes (excluding shareholder services fees, taxes, interest, brokerage commissions, interest and
commitment fees on borrowings, prime broker fees, substitute dividend expenses on securities sold short
and extraordinary expenses) exceed 1.05%.

HOW TO BUY SHARES

General. The Funds, other than the Dreyfus Premier Class Funds, consist of two classes of shares
- Class M shares and Investor shares. Dreyfus Premier Class Funds consist of three classes of shares -
Class M shares, Investor shares and Dreyfus Premier shares. Class M shares, Investor shares and Dreyfus
Premier shares differ as to the shareholder services offered to and the expenses borne by each class.

The Trust reserves the right to reject any purchase order. The Funds will not establish an account
for a “foreign financial institution,” as that term is defined in Department of the Treasury rules
implementing section 312 of the USA PATRIOT Act of 2001. Foreign financial institutions include:
foreign banks (including foreign branches of U.S. depository institutions); foreign offices of U.S.
securities broker-dealers, futures commission merchants, and mutual funds; non-U.S. entities that, if they
were located in the United States, would be securities broker-dealers, futures commission merchants or
mutual funds; and non-U.S. entities engaged in the business of a currency dealer or exchanger or a money
transmitter.

Class M shares are generally offered only to: (1) Wealth Management clients of BNY Mellon
that maintain qualified fiduciary, custody, advisory or other accounts with BNY Mellon Affiliates



(“Wealth Management Clients”), with such qualified fiduciary, custody, advisory or other accounts
sometimes being referred to herein as “Qualified Accounts”; (2) Mellon Balanced Fund, for investments
by that Fund; (3) Trustees of the Trust; and (4) former shareholders of each other fund advised by the
Investment Adviser or its affiliates that was reorganized into a Fund (each such other fund is hereinafter
referred to as a “Reorganized Fund”) who received MPAM shares (now designated Class M shares) of a
Fund pursuant to the reorganization and who, therefore, are permitted to continue to purchase and hold
Class M shares of such Fund, to exchange into Class M shares of other Funds, and to purchase additional
Class M shares of Funds into which they exchange. In addition, holders of shares of a Fund who were not
Wealth Management Clients on July 10, 2001 (“Existing Individual Clients”) are eligible to continue to
purchase Class M shares of that Fund, for their then-existing accounts in that Fund (“Existing Accounts™)
to exchange into Class M shares of other Funds, and to purchase additional Class M shares of Funds into
which they exchange.

Investor shares are generally offered only to: (1) Wealth Management Clients who terminate
their relationship with BNY Mellon Affiliates, and who wish to continue to hold Fund shares; (2)
individuals or entities who are not Wealth Management Clients, who receive a transfer of Fund shares
from a Wealth Management Client (except that Existing Individual Clients would receive Class M shares
if the transfer was to their EXxisting Accounts, as noted above); and (3) former shareholders of a
Reorganized Fund who received Investor shares of a Fund pursuant to the reorganization and who,
therefore, are permitted to continue to purchase and hold Investor shares of such Fund, to exchange into
Investor shares of other Funds, and to purchase additional Investor shares of Funds into which they
exchange. Such persons and entities described in the preceding provisions (1), (2) and (3) are sometimes
referred to collectively herein as “Individual Clients.” Investor shares also may be offered to brokerage
clients of BNY Mellon Wealth Advisors, a division of MBSC, an indirect subsidiary of BNY Mellon
(“BNY Mellon Wealth Advisors Brokerage Clients”), and to certain employee benefit plans, including
pension, profit-sharing and other deferred compensation plans, that are approved by BNY Mellon Wealth
Management to invest in one or more Funds, that are not Wealth Management Clients and that are
serviced by an administrator or recordkeeper with which the Investment Adviser and/or certain of its
affiliates have entered into an agreement (“Qualified Employee Benefit Plans™). As of June 1, 2006 (the
“Effective Date”), Investor shares of a Dreyfus Premier Class Fund also are offered to holders of Dreyfus
Premier shares of that Fund.

As of the Effective Date, Dreyfus Premier shares of each Dreyfus Premier Class Fund are offered
only in connection with dividend reinvestment and exchanges of Dreyfus Premier shares of the Dreyfus
Premier Class Fund for Dreyfus Premier shares of another Dreyfus Premier Class Fund or Class B shares
of certain other funds advised by Dreyfus or by Founders Asset Management LLC (“Founders”), an
indirect subsidiary of Dreyfus, or Class B shares of General Money Market Fund, Inc. held in an
Exchange Account (as defined under “Shareholder Services — Fund Exchanges™) as a result of a previous
exchange of Dreyfus Premier shares. No new or subsequent investments, including through automatic
investment plans, are allowed in Dreyfus Premier shares of any Dreyfus Premier Class Fund, except
through dividend reinvestment or permitted exchanges. If you hold Dreyfus Premier shares and make a
subsequent investment in Dreyfus Premier Class Fund shares, such subsequent investment will be made
in Investor shares. For Dreyfus Premier shares outstanding on the Effective Date and Dreyfus Premier
shares acquired upon reinvestment of dividends, all Dreyfus Premier share attributes, including associated
CDSC schedules, conversion to Investor shares features and Distribution Plan and Shareholder Services
Plan fees, will continue to effect. Dreyfus Premier shares are not available to new investors.

Class M shares owned by Wealth Management Clients will be held in omnibus accounts, or
separate accounts, with the Funds’ Transfer Agent (“Mellon Accounts™). Class M shares held by persons
other than Wealth Management Clients, Investor shares owned by Individual Clients and Dreyfus Premier
shares will be held in separate accounts (“Individual Accounts”). Fund shares owned by BNY Mellon



Wealth Advisors Brokerage Clients also will be held in separate accounts (“BNY Mellon Wealth
Advisors Brokerage Accounts”). Investor shares owned by participants in Qualified Employee Benefit
Plans generally will be held in accounts maintained by an administrator or recordkeeper retained by the
plan sponsor (“Qualified Employee Benefit Plan Accounts”) and records relating to these accounts
generally will not be maintained by Dreyfus, Mellon Bank or their affiliates. Unless otherwise instructed,
new purchases by existing shareholders are in the same class of Fund shares that the shareholder then
holds. Shares are sold without an initial sales charge. A CDSC is imposed, however, on certain
redemptions of Dreyfus Premier shares as described in the Dreyfus Premier Class Prospectus and under
“How to Redeem Shares - Contingent Deferred Sales Charge - Dreyfus Premier Shares” below. You will
be charged a fee if an investment check is returned unpayable. The Funds reserve the right to reject any
purchase order.

Mellon Money Market Fund and Mellon National Municipal Money Market Fund may be used as
“sweep vehicles” for cash held in Qualified Accounts. Any such investments in Mellon Money Market
Fund and Mellon National Intermediate Municipal Money Market Fund Account must be in the
respective Fund’s Class M shares.

There is no minimum initial or subsequent investment requirement for holders of Mellon
Accounts. Wealth Management Clients may transfer Class M shares to other existing Wealth
Management Clients for their Mellon Accounts. Wealth Management Clients also may transfer shares
from a Mellon Account to persons or entities that are not Wealth Management Clients to be held in
Individual Accounts or BNY Mellon Wealth Advisors Brokerage Accounts. At the time of any such
transfer (other than a transfer to an Existing Individual Client for their Existing Accounts), the shares
transferred will be automatically converted into Investor shares of equivalent value (at the time of the
conversion) and, accordingly, the recipient will receive Investor shares. Wealth Management Clients who
terminate their relationship with BNY Mellon Affiliates, but who wish to continue to hold Fund shares
may only do so by requesting the establishment of Individual Accounts or BNY Mellon Wealth Advisors
Brokerage Accounts, and their Class M shares generally will be converted into Investor shares. The
conversion of such shareholders’ Class M shares into Investor shares will be at the equivalent net asset
value per share (“NAV”) of each class at the time of the conversion. Any subsequent investments by
such transferees or former Wealth Management Clients who received Investor shares from the conversion
of Class M shares must be in Investor shares.

Initial investments in Individual Accounts must be accompanied by an Account Application. For
Individual Accounts, the minimum initial investment, with respect to Class M shares and Investor shares,
is $10,000, and subsequent investments must be at least $100. Persons who hold Fund shares through
Mellon Accounts or BNY Mellon Wealth Advisors Brokerage Accounts should contact their account
officer or financial advisor, respectively, to purchase Fund shares.

To make subsequent investments to an IRA or other retirement account, investors must fill out an
investment slip and include their account number on the check, indicating the year the contribution is for.
Subsequent investments to an IRA or other retirement account may also be made by wire by your bank
and by electronic check. Your bank must send your investment to the Fund’s Custodian with the
following information: ABA #, DDA #, the fund name, the share class, the account number, name of
investor, the contribution year and dealer number, if applicable. For a subsequent investment by
electronic check, “569” must be inserted before your 14-digit account number.

The entity acting as custodian for Keogh Plans, IRAs and other retirement plans, including
Qualified Employee Benefit Plans, may charge a fee, the payment of which could result in the liquidation
of shares. All fees charged are described in the appropriate form. You should read the prototype



retirement plan and the appropriate form of custodial agreement for further details on eligibility, service
fees and tax implications, and you should consult a tax adviser.

Management understands that BNY Mellon Affiliates may impose certain conditions on Wealth
Management Clients, BNY Mellon Wealth Advisors may impose certain conditions on BNY Mellon
Wealth Advisors Brokerage Clients and the plan sponsor may impose certain conditions on Qualified
Employee Benefit Plan Accounts, respectively, that are different from those described in the Class M and
Investor Class Prospectus and this SAI, and, to the extent permitted by applicable regulatory authority,
may charge their clients direct fees. Holders of Mellon Accounts, BNY Mellon Wealth Advisors
Brokerage Accounts or Qualified Employee Benefit Plan Accounts should consult their account officer,
financial advisor or plan sponsor (employer or employer organization or both), respectively, in this
regard.

Persons who hold Fund shares through Qualified Employee Benefit Plan Accounts should contact
their plan sponsor or administrator to purchase, sell (redeem) and exchange Fund shares and to determine
the shareholder services available to them with respect to their Fund shares. The policies, fees and
shareholder services applicable to these accounts may differ from those described in this SAI, and
different minimum investments or limitations on buying, selling and exchanging shares may apply.

Management understands that some Service Agents may impose certain conditions on their
clients which are different from those described in the Dreyfus Premier Class Prospectus and this SAI,
and, to the extent permitted by applicable regulatory authority, may charge their clients direct fees which
would be in addition to any amounts which might be received under the Trust’s Distribution and
Shareholder Services Plans. Each Service Agent has agreed to transmit to its clients a schedule of such
fees. You should consult a representative of your financial institution for further information.

Approximately six years after the date of purchase, Dreyfus Premier shares of a Dreyfus Premier
Class Fund automatically will convert to Investor shares of the same Dreyfus Premier Class Fund, based
on the relative NAV for shares of each such class. For purposes of calculating such six-year period with
respect to a Dreyfus Premier Class Fund, any Dreyfus Premier shares of such a Fund issued to a former
shareholder of a Reorganized Fund pursuant to a reorganization will be deemed to have been purchased
by such shareholder at the time of purchase of the shares of the Reorganized Fund. Dreyfus Premier
shares of a Dreyfus Premier Class Fund that have been acquired through reinvestment of the Fund’s
dividends and distributions, including any shares of a Reorganized Fund acquired through reinvestment of
dividends and distributions, will be converted on a pro rata basis together with other Dreyfus Premier
shares, in the proportion that a shareholder’s Dreyfus Premier shares converting to Investor shares bears
to the total Dreyfus Premier shares of the Fund not acquired through the reinvestment of the Fund’s
dividends and distributions.

Class M shares, Investor shares and Dreyfus Premier shares are sold on a continuous basis at
NAYV next determined after an order in proper form is received by the Transfer Agent or other entity
authorized to receive orders on behalf of a Fund.

NAYV is determined as of the close of trading on the floor of the New York Stock Exchange (the
“NYSE”) (usually 4:00 p.m. Eastern time), on each day the NYSE is open for regular business. For
purposes of determining NAV, certain options and futures contracts may be valued 15 minutes after the
close of trading on the floor of the NYSE. NAYV per share of each class is computed by dividing the value
of a Fund’s net assets represented by such class (i.e., the value of its assets less liabilities) by the total
number of shares of such class outstanding. The Fund’s investments are valued based on market value or,
where market quotations are not readily available, based on fair value as determined in good faith by the
Trust’s Board. Certain securities may be valued by an independent pricing service approved by the



Trust’s Board and are valued at fair value as determined by the pricing service. For information regarding
the methods employed in valuing each Fund’s investments, see “Determination of Net Asset Value.”

If an order is received in proper form by the Transfer Agent or other entity authorized to receive
orders on behalf of the Fund by the close of regular trading on the floor of the NYSE (usually 4:00 p.m.,
Eastern time) on a business day, shares of a Fund will be purchased at the NAV determined as of the
close of regular trading on the floor of the NYSE on that day. Otherwise, Fund shares will be purchased
at the NAV determined as of the close of regular trading on the floor of the NYSE on the next business
day.

TeleTransfer Privilege. Holders of Individual Accounts may purchase Fund shares, except
Dreyfus Premier shares of a Dreyfus Premier Class Fund, by telephone or online through the TeleTransfer
Privilege if they have checked the appropriate box and supplied the necessary information on the Account
Application or have filed a Shareholder Services Form with the Transfer Agent. The proceeds will be
transferred between the bank account designated in one of these documents and the holder’s Fund
account. Only a bank account maintained in a domestic financial institution which is an ACH member
may be so designated.

TeleTransfer purchase orders may be made at any time. If purchase orders are received by 4:00
p.m., Eastern time, on any day the Transfer Agent and the NYSE are open for regular business, Fund
shares will be purchased at the share price determined on that day. If purchase orders are made after 4:00
p.m., Eastern time, on any day the Transfer Agent and the NYSE are open for regular business, or on
Saturday, Sunday or any Fund holiday (e.g., when the NYSE is not open for business), Fund shares will
be purchased at the share price determined on the next bank business day following such purchase order.
To qualify to use the TeleTransfer Privilege, the initial payment for purchase of Fund shares must be
drawn on, and redemption proceeds paid to, the same bank and account as are designated on the Account
Application or Shareholder Services Form on file. If the proceeds of a particular redemption are to be
sent to an account at any other bank, the request must be in writing and signature-guaranteed. See “How
To Redeem Shares - TeleTransfer Privilege.”

In-Kind Purchases. If the following conditions are satisfied, a Fund may at its discretion, permit
the purchase of shares through an “in-kind” exchange of securities. Any securities exchanged must meet
the investment objective, policies and limitations of the applicable Fund, must have a readily
ascertainable market value, must be liquid and must not be subject to restrictions on resale. The market
value of any securities exchanged, plus any cash, must be at least equal to $25,000. Shares purchased in
exchange for securities generally cannot be redeemed for fifteen days following the exchange in order to
allow time for the transfer to settle.

The basis of the exchange will depend upon the relative NAVs of the shares purchased and
securities exchanged. Securities accepted by a Fund will be valued in the same manner as the Fund
values its assets. Any interest earned on the securities following their delivery to a Fund and prior to the
exchange will be considered in valuing the securities. All interest, dividends, subscription or other rights
attached to the securities become the property of the Fund, along with the securities. For further
information about “in-kind” purchases, Wealth Management Clients may call 1-888-281-7350, holders of
Class M shares and Investor shares in Individual Accounts (other than BNY Mellon Wealth Advisors
Brokerage Clients) may call 1-800-645-6561, holders of Dreyfus Premier shares may call 1-800-554-
4611, BNY Mellon Wealth Advisors Brokerage Clients may call 1-800-830-0549 - Option 2 and
participants in Qualified Employee Benefit Plans may call 1-877-774-0327.



DISTRIBUTION AND SHAREHOLDER SERVICES PLANS

Investor shares of each Fund are subject to annual fees for shareholder services, and Dreyfus
Premier shares of Dreyfus Premier Class Funds are subject to annual fees for distribution and shareholder
services.

The SEC has adopted Rule 12b-1 under the 1940 Act (the “Rule”) regulating the circumstances
under which investment companies such as the Trust may, directly or indirectly, bear the expenses of
distributing their shares. The Rule defines distribution expenses to include expenditures for “any activity
which is primarily intended to result in the sale of fund shares.” The Rule, among other things, provides
that an investment company may bear such expenses only pursuant to a plan adopted in accordance with
the Rule.

Shareholder Services Plan - Investor Shares and Dreyfus Premier Shares. Each Fund has adopted
a Shareholder Services Plan with respect to its Investor shares, and each Dreyfus Premier Class Fund has
adopted the Shareholder Services Plan with respect to its Dreyfus Premier shares. Under the Shareholder
Services Plan, each Fund pays the Distributor for the provision of certain services to holders of Investor
shares a fee at an annual rate of 0.25% of the value of the average daily net assets attributable to Investor
shares, and each Dreyfus Premier Class Fund pays the Distributor for the provision of certain services to
holders of Dreyfus Premier shares a fee at an annual rate of 0.25% of the value of the average daily net
assets attributable to Dreyfus Premier shares. The services provided may include personal services
relating to shareholder accounts, such as answering shareholder inquiries regarding a Fund, and providing
reports and other information, and services related to the maintenance of such shareholder accounts. The
Shareholder Services Plan allows the Distributor to make payments from the shareholder service fees it
collects from each Fund to compensate Service Agents in respect of these services. The Distributor
determines the amounts, if any, to be paid to Service Agents under the Shareholder Services Plan and the
basis on which such payments are made. With regard to such services, each Service Agent is required to
disclose to its clients any compensation payable to it by the Fund and any other compensation payable by
its clients in connection with the investment of their assets in Investor shares or Dreyfus Premier shares.

The Shareholder Services Plan is not adopted pursuant to the Rule, and the fee under the
Shareholder Services Plan is intended to be a “service fee” as defined under the Conduct Rules of FINRA.

For the fiscal year ended August 31, 2007, the fees paid by each Fund with respect to its Investor
shares, to the Distributor pursuant to the Shareholder Services Plan were as follows:

Shareholder Services

Funds Plan Fees Paid
Mellon Large Cap Stock Fund $25,387
Mellon Income Stock Fund $4,174
Mellon Mid Cap Stock Fund $81,040
Mellon Small Cap Stock Fund $14,386
Mellon U.S. Core Equity 130/30 Fund $2*
Mellon International Fund $24,180
Mellon Emerging Markets Fund $23,437
Mellon Bond Fund $8,831
Mellon Intermediate Bond Fund $2,474
Mellon Short-Term U.S. Government Securities Fund $274
Mellon National Intermediate Municipal Bond Fund $61,497

Mellon National Short-Term Municipal Bond Fund $947



Shareholder Services

Funds Plan Fees Paid
Mellon Pennsylvania Intermediate Municipal Bond Fund $7,499
Mellon Massachusetts Intermediate Municipal Bond Fund $24,004
Mellon Balanced Fund $10,478
Mellon Money Market Fund $2,584
Mellon National Municipal Money Market Fund $272

1 From August 1, 2007 (commencement of operations) through August 31, 2007.

For the fiscal year ended August 31, 2007, the fees paid by each indicated Fund, with respect to
its Dreyfus Premier shares, to the Distributor pursuant to the Shareholder Services Plan were as follows:

Shareholder Services

Funds Plan Fees Paid
Mellon Mid Cap Stock Fund $12,382
Mellon National Intermediate Municipal Bond Fund $2,891
Mellon Massachusetts Intermediate Municipal Bond Fund $187

Distribution Plan - Dreyfus Premier Shares. The Trust has adopted a Distribution Plan under the
Rule for Dreyfus Premier shares, pursuant to which Mellon Mid Cap Stock Fund pays the Distributor a
fee at an annual rate of 0.75% of the value of the Fund’s average daily net assets attributable to Dreyfus
Premier shares, and each of Mellon National Intermediate Municipal Bond Fund and Mellon
Massachusetts Intermediate Municipal Bond Fund pays the Distributor a fee at an annual rate of 0.50% of
the value of the Fund’s average daily net assets attributable to Dreyfus Premier shares, for distributing
Dreyfus Premier shares. The Distributor may pay one or more Service Agents for distributing Dreyfus
Premier shares, and determines the amounts, if any, to be paid to Service Agents and the basis on which
such payments are made.

For the fiscal year ended August 31, 2007, the fees paid by each indicated Fund, with respect to
its Dreyfus Premier shares, to the Distributor pursuant to the Distribution Plan were as follows:

Funds Distribution Plan Fees Paid
Mellon Mid Cap Stock Fund $37,144

Mellon National Intermediate Municipal Bond Fund $5,782

Mellon Massachusetts Intermediate Municipal Bond Fund $374

Shareholder Services Plan and Distribution Plan - General. The Trustees of the Trust believe that
there is a reasonable likelihood that the Shareholder Services Plan will benefit each Fund and the holders
of its Investor shares and each Dreyfus Premier Class Fund and the holders of its Dreyfus Premier shares
and that the Distribution Plan will benefit each Dreyfus Premier Class Fund and the holders of its Dreyfus
Premier shares.

A quarterly report of the amounts expended under the Shareholder Services Plan and the
Distribution Plan, and the purposes for which such expenditures were incurred, must be made to the
Trustees for their review. The Shareholder Services Plan provides that material amendments must be
approved by the Board and by the Trustees who are not “interested persons” (as defined in the 1940 Act)
of the Trust and have no direct or indirect financial interest in the operation of the Shareholder Services



Plan or in any agreements entered into in connection with the Shareholder Services Plan, by vote cast in
person at a meeting called for the purpose of considering such amendments. The Distribution Plan
provides that it may not be amended to increase materially the cost that Dreyfus Premier shares of a Fund
may bear pursuant to the Distribution Plan without the approval of the holders of a majority of the Fund’s
outstanding voting shares of Dreyfus Premier shares. Under the Distribution Plan, other material
amendments of the Plan must be approved by the Board and by the Trustees who are not interested
persons of the Trust and have no direct or indirect financial interest in the operation of the Distribution
Plan, or in any agreements entered into in connection with the Distribution Plan, by vote cast in person at
a meeting called for the purpose of considering such amendments. The Shareholder Services Plan and the
Distribution Plan are subject to annual approval by such vote of the Trustees cast in person at a meeting
called for the purpose of voting on each Plan. The Shareholder Services Plan and the Distribution Plan
may be terminated at any time by vote of a majority of the Trustees who are not interested persons of the
Trust and have no direct or indirect financial interest in the operation of the relevant Plan or in any
agreements entered into in connection with the relevant Plan or by vote of the holders of a majority of
Investor shares or Dreyfus Premier shares, with respect to the Shareholder Services Plan, or of Dreyfus
Premier shares, with respect to the Distribution Plan.

A Service Agent entitled to receive compensation for selling and servicing a Fund’s shares may
receive different compensation with respect to one class of shares over another. Potential investors
should read this SAI in light of the terms governing Selling Agreements (“Agreements”) with their
Service Agents. The fees payable under each Plan described above are payable without regard to actual
expenses incurred. The Funds and the Distributor may suspend or reduce payments under either Plan at
any time, and payments are subject to the continuation of the Plans and the Agreements described above.
From time to time, the Service Agents, the Distributor and the Funds may voluntarily agree to reduce the
maximum fees payable under the Plans.

HOW TO REDEEM SHARES

General. If you hold a Fund’s shares of more than one class, any request for redemption must
specify the class of shares being redeemed. If you fail to specify the class of shares to be redeemed or if
you own fewer shares of the class than specified to be redeemed, the redemption request may be delayed
until the Transfer Agent receives further instructions.

The Funds impose no charges (other than any applicable CDSC for Dreyfus Premier shares) when
shares are redeemed. Service Agents may charge their clients a fee for effecting redemptions of Fund
shares. The value of the shares redeemed may be more or less than their original cost, depending upon a
Fund’s then-current NAV per share.

A Fund ordinarily will make payment for all shares redeemed within seven days after receipt by
the Transfer Agent of a redemption request in proper form, except as provided by the rules of the SEC.
However, if you have purchased a Fund’s shares by check, by TeleTransfer or through Automatic Asset
Builder and subsequently submit a written redemption request to the Transfer Agent, the Fund may delay
sending the redemption proceeds for up to eight business days after the purchase of such shares. In
addition, a Fund will not honor redemption checks (“Checks”) under the Checkwriting Privilege, and will
reject requests to redeem shares by wire or telephone, online or pursuant to the TeleTransfer Privilege, for
a period of up to eight business days after receipt by the Transfer Agent of the purchase check, the
TeleTransfer purchase or the Automatic Asset Builder order against which such redemption is requested.
These procedures will not apply if your shares were purchased by wire payment, or if you otherwise have
a sufficient collected balance in your account to cover the redemption request. Fund shares may not be
redeemed until the Transfer Agent has received your Account Application.



Procedures. Persons who hold Fund shares through Mellon Accounts or BNY Mellon Wealth
Advisors Brokerage Accounts should contact their account officer or financial advisor, respectively, and
persons who hold Fund shares through Qualified Employee Benefit Plan Accounts should contact their
plan sponsor or administrator, to redeem Fund shares.

Holders of Individual Accounts may redeem a Fund’s shares by using the regular redemption
procedure through the Transfer Agent, or through the Telephone Redemption Privilege or the
Checkwriting Privilege (for those share classes of the relevant Funds for which the Checkwriting
Privilege applies), which are granted automatically unless you specifically refuse them by checking the
applicable “No” box on the Account Application. The Telephone Redemption Privilege and the
Checkwriting Privilege may be established for an existing Individual Account by a separate signed
Shareholder Services Form or, with respect to the Telephone Redemption Privilege, by oral request from
any of the authorized signatories on the account by calling 1-800-645-6561 for holders of Class M shares
and Investor shares or 1-800-554-4611 for holders of Dreyfus Premier shares. Holders of Individual
Accounts also may redeem shares through the Wire Redemption Privilege or the TeleTransfer Privilege if
you have checked the appropriate box and supplied the necessary information on the Account Application
or have filed a Shareholders Services Form with the Transfer Agent. Holders of IRA and other retirement
accounts may redeem a Fund’s shares by writing a letter of instruction, which must include the
shareholder’s account number and fund name, the dollar amount to sell, how and where to send the
proceeds, whether the distribution is qualified or premature, and whether the 10% TEFRA should be
withheld. A signature-guarantee is required. To obtain information with respect to signature-guarantees,
holders of Class M shares and Investor shares should call 1-800-645-6561, and holders of Dreyfus
Premier shares should call 1-800-554-4611. To request instructions to establish the Automatic
Withdrawal Plan for a Keogh, IRA or other retirement account, holders of Class M shares and Investor
shares should call 1-800-645-6561, and holders of Dreyfus Premier shares should call 1-800-554-4611. If
you are a client of certain Service Agents (“Selected Dealers”), you may redeem shares through the
Selected Dealer. Other redemption procedures may be in effect for clients of certain Service Agents and
institutions. Each Dreyfus Premier Class Fund makes available to certain large institutions the ability to
issue redemption instructions with respect to its Dreyfus Premier shares through compatible computer
facilities. The Funds reserve the right to refuse any request made by telephone or online, including
requests made shortly after a change of address, and may limit the amount involved or the number of such
requests. A Fund may modify or terminate any redemption privilege at any time or charge a service fee
upon notice to shareholders. No such fee currently is contemplated. Shares held under Keogh Plans,
IRAs, or other retirement plans are not eligible for the Checkwriting, Wire Redemption, Telephone
Redemption or TeleTransfer Privileges.

The Telephone Redemption Privilege, TeleTransfer Privilege or Telephone Exchange Privilege
authorizes the Transfer Agent to act on telephone or online instructions from any person representing
himself or herself to be you, or a representative of your Service Agent, and reasonably believed by the
Transfer Agent to be genuine. The Fund will require the Transfer Agent to employ reasonable
procedures, such as requiring a form of personal identification, to confirm that instructions are genuine
and, if it does not follow such procedures, the Fund or the Transfer Agent may be liable for any losses due
to unauthorized or fraudulent instructions. Neither a Fund nor the Transfer Agent will be liable for
following telephone or online instructions reasonably believed to be genuine.

During times of drastic economic or market conditions, you may experience difficulty in
contacting the Transfer Agent by telephone to request a redemption or an exchange of a Fund’s shares. In
such cases, you should consider using the other redemption procedures described herein. Use of these
other redemption procedures may result in your redemption request being processed at a later time than it
would have been if telephone redemption had been used. During the delay, a Fund’s NAV may fluctuate.



Redemption Through a Selected Dealer. (Dreyfus Premier Shares only) Customers of Selected
Dealers may make redemption requests with respect to Dreyfus Premier shares of a Dreyfus Premier
Class Fund to their Selected Dealer. If the Selected Dealer transmits the redemption request so that it is
received by the Transfer Agent prior to the close of regular trading on the floor of the NYSE (usually 4:00
p.m., Eastern time), the redemption request will be effective on that day. If a redemption request is
received by the Transfer Agent after the close of regular trading on the floor of the NYSE, the redemption
request will be effective on the next business day. It is the responsibility of the Selected Dealer to
transmit a request so that it is received in a timely manner. The proceeds of the redemption are credited
to your account with the Selected Dealer.

In addition, the Distributor or its designee will accept orders from Selected Dealers with which
the Distributor has sales agreements for the repurchase of Dreyfus Premier shares held by shareholders.
Repurchase orders received by dealers by the close of trading on the floor of the NYSE on any business
day on which the NYSE is open for regular business and transmitted to the Distributor or its designee
prior to the close of its business day (normally 5:15 p.m., Eastern time) are effected at the price
determined as of the close of trading on the floor of the NYSE on that day. Otherwise, the Fund shares
will be redeemed at the next determined NAV. It is the responsibility of the Selected Dealer to transmit
orders on a timely basis. The Selected Dealer may charge the shareholder a fee for executing the order.
This repurchase arrangement is discretionary and may be withdrawn at any time.

Contingent Deferred Sales Charge - Dreyfus Premier Shares. A CDSC payable to the Distributor
is imposed on any redemption of Dreyfus Premier shares which reduces the current NAV of your Dreyfus
Premier shares to an amount which is lower than the dollar amount of all payments by you for the
purchase of Dreyfus Premier shares of a Dreyfus Premier Class Fund held by you at the time of
redemption. No CDSC will be imposed to the extent that the NAV of the Dreyfus Premier shares of a
Dreyfus Premier Class Fund redeemed does not exceed (i) the current NAV of Dreyfus Premier shares of
the Fund acquired through reinvestment of Fund dividends or other distributions, plus (ii) increases in the
NAV of Dreyfus Premier shares above the dollar amount of all your payments for the purchase of
Dreyfus Premier shares of the Fund held by you at the time of redemption. For purposes of calculating
the CDSC with respect to a Dreyfus Premier Class Fund, any Dreyfus Premier shares of a Reorganized
Fund will be deemed to have been purchased by such shareholder at the time of purchase of the shares of
the Reorganized Fund and payments for the purchase of Dreyfus Premier shares will be deemed to
include purchase payments made by such shareholder for the shares of that fund. To the extent a portion
of the shares of that Reorganized Fund held by such shareholder were acquired through the reinvestment
of dividends or capital gain distributions, the same proportion of Dreyfus Premier shares issued to such
shareholder pursuant to the reorganization will be deemed to have been acquired through the reinvestment
of dividends or capital gain distributions.

If the aggregate value of the Dreyfus Premier shares redeemed has declined below their original
cost as a result of the relevant Dreyfus Premier Class Fund’s performance, a CDSC may be applied to the
then-current NAV rather than the purchase price.

In circumstances where the CDSC is imposed, the amount of the charge will depend on the
number of years from the time you purchased the Dreyfus Premier shares, including any time they were
held in a Reorganized Fund, until the time of redemption of such shares. Solely for purposes of
determining the number of years from the time of any payment for the purchase of Dreyfus Premier
shares, all payments during a month will be aggregated and deemed to have been made on the first day of
the month.

The following table sets forth the rates of the CDSC and the conversion to Investor shares
schedule for Dreyfus Premier shares of Mellon Mid Cap Stock Fund:



CDSC as a % of

Year Since Amount Invested or
Purchase Payment Redemption Proceeds
Was Made (whichever is less)
Up to 2 years 4.00%
2 - 4 years 3.00%
4 -5 years 2.00%
5 - 6 years 1.00%"

“These Dreyfus Premier shares will automatically convert into Investor shares approximately six years after the date
of purchase.

The following table sets forth the rates of the CDSC and the conversion to Investor shares
schedule for Dreyfus Premier shares of Mellon National Intermediate Municipal Bond Fund and Mellon
Massachusetts Intermediate Municipal Bond Fund:

CDSC as a % of
Year Since Amount Invested or
Purchase Payment Redemption Proceeds
Was Made (whichever is less)
Up to 2 years 3.00%
2 - 4 years 2.00%
4 -5 years 1.00%
5 - 6 years 0.00%"

“These Dreyfus Premier shares will automatically convert into Investor shares approximately six years after the date
of purchase.

In determining whether a CDSC is applicable to a redemption, the calculation will be made in a
manner that results in the lowest possible rate. It will be assumed that the redemption is made first of
amounts representing Dreyfus Premier shares of a Dreyfus Premier Class Fund acquired pursuant to the
reinvestment of Fund dividends and distributions; then of amounts representing the increase in NAV of
Dreyfus Premier shares above the total amount of payments for the purchase of Dreyfus Premier shares
made during the preceding six years; then of amounts representing the cost of such shares purchased six
years prior to the redemption; and finally, of amounts representing the cost of such shares held for the
longest period of time within the applicable six-year period. The time period that you held Class B shares
of a Reorganized Fund will be applied to the calculation of the CDSC to be imposed on your sale of the
Dreyfus Premier shares of the corresponding Dreyfus Premier Class Fund.

For example, assume an investor purchased 100 shares of Mellon Mid Cap Stock Fund at $10 per
share for a cost of $1,000 and that the Fund’s CDSC rate is 4% in the second year after purchase.
Subsequently, the shareholder acquired five additional shares of the Fund through the reinvestment of
Fund dividends. During the second year after the purchase the investor decided to redeem $500 of his or
her investment. Assuming at the time of the redemption the NAV has appreciated to $12 per share, the
value of the investor’s shares would be $1,260 (105 shares at $12 per share). The CDSC would not be
applied to the value of the reinvested dividend shares and the amount which represents appreciation
($260). Therefore, $240 of the $500 redemption proceeds ($500 minus $260) would be charged at a rate
of 4% (the applicable rate in the second year after purchase) for a total CDSC of $9.60.



In another example, assume an investor purchased 100 shares of Mellon National Intermediate
Bond Fund or Mellon Massachusetts Intermediate Municipal Bond Fund at $10 per share for a cost of
$1,000 and that the Fund’s CDSC rate is 3% in the second year after purchase. Subsequently, the
shareholder acquired five additional shares of the same Fund through the reinvestment of Fund dividends.
During the second year after the purchase the investor decided to redeem $500 of his or her investment.
Assuming at the time of the redemption the NAV has appreciated to $12 per share, the value of the
investor’s shares would be $1,260 (105 shares at $12 per share). The CDSC would not be applied to the
value of the reinvested dividend shares and the amount which represents appreciation ($260). Therefore,
$240 of the $500 redemption proceeds ($500 minus $260) would be charged at a rate of 3% (the
applicable rate in the second year after purchase) for a total CDSC of $7.20.

For purposes of determining the applicable CDSC payable with respect to redemption of Dreyfus
Premier shares of a Dreyfus Premier Class Fund where such shares were acquired through exchange of
Dreyfus Premier shares of another fund advised by Dreyfus, the year since purchase payment was made is
based on the date of purchase of the original Dreyfus Premier shares of the fund exchanged.

Waiver of CDSC. The CDSC may be waived in connection with (a) redemptions made within
one year after the death or disability, as defined in Section 72(m)(7) of the Code, of the shareholder, (b)
redemptions by employees participating in Retirement Plans, (c) redemptions as a result of a combination
of any investment company with a Dreyfus Premier Class Fund by merger, acquisition of assets or
otherwise, (d) a distribution following retirement under a tax-deferred retirement plan or upon attaining
age 70% in the case of an IRA or Keogh plan or custodial account pursuant to Section 403(b) of the Code,
and (e) redemptions pursuant to the Automatic Withdrawal Plan, as described below. If the Trust’s Board
determines to discontinue the waiver of the CDSC, the disclosure herein will be revised appropriately.
Any Dreyfus Premier Class Fund shares subject to a CDSC which were purchased prior to the termination
of such waiver will have the CDSC waived as provided in the Dreyfus Premier Class Prospectus or this
SAl at the time of the purchase of such shares.

To qualify for a waiver of the CDSC, at the time of redemption you or your Service Agent must
notify the Distributor. Any such qualification is subject to confirmation of your entitlement.

Checkwriting Privilege. (Taxable Bond Funds, Municipal Bond Funds and Money Market Funds
only) Holders of Individual Accounts, with respect to Class M shares and Investor shares only, of Mellon
Bond Fund, Mellon Intermediate Bond Fund, Mellon Short-Term U.S. Government Securities Fund,
Mellon National Intermediate Municipal Bond Fund, Mellon National Short-Term Municipal Bond Fund,
Mellon Pennsylvania Intermediate Bond Fund, Mellon Massachusetts Intermediate Municipal Bond
Fund, Mellon Money Market Fund and Mellon National Municipal Money Market Fund may write
Checks drawn on their Fund accounts. The Funds provide Checks automatically upon opening an
account, unless the investor specifically refuses the Checkwriting Privilege by checking the applicable
“No” box on the Account Application. Checks will be sent only to the registered owner(s) of the account
and only to the address of record. The Checkwriting Privilege may be established for an existing account
by a separate signed Shareholder Services Form. The Account Application or Shareholder Services Form
must be manually signed by the registered owner(s). Checks are drawn on the investor’s Fund account
and may be made payable to the order of any person in an amount of $500 or more. When a Check is
presented to the Transfer Agent for payment, the Transfer Agent, as the investor’s agent, will cause a
Fund to redeem a sufficient number of full and fractional shares in the investor’s account to cover the
amount of the Check. Potential fluctuations in the NAV of a Taxable Bond Fund or Municipal Bond
Fund should be considered in determining the amount of a Check. Dividends are earned until the Check
clears. After clearance, a copy of the Check will be returned to the investor. Investors generally will be
subject to the same rules and regulations that apply to checking accounts, although election of this
Privilege creates only a shareholder-transfer agent relationship with the Transfer Agent.




If the amount of the Check is greater than the value of the shares in an investor’s account, the
Check will be returned marked insufficient funds. Checks should not be used to close an account.
Checks are free but the Transfer Agent will impose a fee for stopping payment of a Check upon request or
if the Transfer Agent cannot honor a Check because of insufficient funds or other valid reason. Investors
should date Checks with the current date when writing them. Please do not postdate Checks. If Checks
are postdated, the Transfer Agent will honor, upon presentment, even if presented before the date of the
Check, all postdated Checks which are dated within six months of presentment for payment, if they are
otherwise in good order.

The Checkwriting Privilege will be terminated immediately, without notice, with respect to any
account which is, or becomes, subject to backup withholding on redemptions. Any Check written on an
account which has become subject to backup withholding on redemptions will not be honored by the
Transfer Agent.

Wire Redemption Privilege. Holders of Individual Accounts may redeem Fund shares by wire.
By using this Privilege, you authorize the Transfer Agent to act on telephone, letter or online redemption
instructions from any person representing himself or herself to be you, or a representative of your Service
Agent, and reasonably believed by the Transfer Agent to be genuine. Ordinarily, a Fund will initiate
payment for shares redeemed pursuant to this Privilege on the next business day after receipt by the
Transfer Agent of the redemption request in proper form. Redemption proceeds (minimum $1,000 and
maximum $150,000 per day; $500,000 for joint accounts every 30 days) will be transferred by Federal
Reserve wire only to the commercial bank account specified by you on the Account Application or
Shareholder Services Form, or to a correspondent bank if your bank is not a member of the Federal
Reserve System. Fees ordinarily are imposed by such bank and borne by the investor. Immediate
notification by the correspondent bank to your bank is necessary to avoid a delay in crediting the funds to
your bank account.

To change the commercial bank or account designated to receive wire redemption proceeds, a
written request must be sent to the Transfer Agent. This request must be signed by each shareholder, with
each signature guaranteed as described below under “Signatures.”

TeleTransfer Privilege. Holders of Individual Accounts may request by telephone or online that
redemption proceeds be transferred between their Fund account and their bank account. Only a bank
account maintained in a domestic financial institution which is an ACH member may be designated.
Holders of jointly registered Individual Accounts or bank accounts may redeem through the TeleTransfer
Privilege for transfer to their bank account not more than $500,000 within any 30-day period. You should
be aware that if you have selected the TeleTransfer Privilege, any request for a TeleTransfer transaction
will be affected through the ACH system unless more prompt transmittal specifically is requested.
Redemption proceeds will be on deposit in your account at an ACH member bank ordinarily two business
days after receipt of the redemption request. Shares held in an IRA may not be redeemed through the
TeleTransfer Privilege. See “How to Buy Shares — TeleTransfer Privilege.”

Signatures. Written redemption requests must be signed by each shareholder, including each
holder of a joint account, and each signature must be guaranteed. The Transfer Agent has adopted
standards and procedures pursuant to which signature-guarantees in proper form generally will be
accepted from domestic banks, brokers, dealers, credit unions, national securities exchanges, registered
securities associations, clearing agencies and savings associations as well as from participants in the
NYSE Medallion Signature Program, the Securities Transfer Agents Medallion Program and the Stock
Exchanges Medallion Program. Guarantees must be signed by an authorized signatory of the guarantor
and “Signature-Guaranteed” must appear with the signature. The Transfer Agent may request additional
documentation from corporations, executors, administrators, trustees or guardians, and may accept other



suitable verification arrangements from foreign investors, such as consular verification. For more
information with respect to signature-guarantees, Individual Account Holders of Class M shares and
Investor shares should call 1-800-645-6561 and holders of Dreyfus Premier shares should call 1-800-554-
4611.

Redemption Commitment. The Trust has committed itself to pay in cash all redemption requests
by any shareholder of record of a Fund, limited in amount during any 90-day period to the lesser of
$250,000 or 1% of the value of the Fund’s net assets at the beginning of such period. Such commitment
is irrevocable without the prior approval of the SEC. In the case of requests for redemption in excess of
such amount, the Trust’s Trustees reserve the right to make payments in whole or in part in securities or
other assets in case of an emergency or any time a cash distribution would impair the liquidity of the Fund
to the detriment of the existing shareholders. In such event, the securities would be valued in the same
manner as each Fund’s portfolio is valued. If the recipient sold such securities, brokerage charges might
be incurred.

Suspension of Redemptions. The right to redeem Fund shares may be suspended or the date of
payment postponed (a) during any period when the NYSE is closed (other than customary weekend and
holiday closings); (b) when trading in the markets a Fund ordinarily utilizes is restricted or when an
emergency exists as determined by the SEC so that disposal of the Fund’s investments or determination
of its NAV is not reasonably practicable; or (c) for such other periods as the SEC, by order, may permit to
protect a Fund’s shareholders.

SHAREHOLDER SERVICES

General. The following shareholder services are available only to holders of Investor shares in
Individual Accounts, holders of Dreyfus Premier shares and certain Individual Account holders of Class
M shares.

Fund Exchanges. Holders of Class M shares or Investor shares can generally exchange such
shares of a Fund worth $500 or more into shares of the same class of any other Fund, to the extent such
shares are offered for sale in their state of residence.

As of the Effective Date, investors also may exchange their Dreyfus Premier shares of a Dreyfus
Premier Class Fund for Class B shares of General Money Market Fund, Inc. (the “General Fund”), a
money market fund advised by Dreyfus. The shares so purchased will be held in a special account
created solely for this purpose (“Exchange Account”). Exchanges of shares from an Exchange Account
only can be made into Dreyfus Premier shares of another Dreyfus Premier Class Fund or Class B shares
of funds in the Dreyfus Premier Family of Funds or certain funds advised by Founders. No CDSC is
charged when an investor exchanges into an Exchange Account; however, the applicable CDSC will be
imposed when shares are redeemed from an Exchange Account or other applicable fund account. Upon
redemption, the applicable CDSC will be calculated taking into account the time such shares were held in
the General Fund’s Exchange Account. In addition, the time Dreyfus Premier shares are held in the
General Fund’s Exchange Account will be taken into account for purposes of calculating when such
shares convert to Investor shares. If an investor’s Dreyfus Premier shares are held in the General Fund’s
Exchange Account at the time such shares are scheduled to convert to Investor shares, the investor will
receive Class A shares of the General Fund. Prior to the Effective Date, investors were permitted to
exchange their Dreyfus Premier shares for shares of Dreyfus Worldwide Dollar Money Market Fund, Inc.
(“Worldwide Dollar Fund”), and such shares were held in an Exchange Account. Investors who held
shares of Worldwide Dollar Fund in an Exchange Account on the Effective Date may continue to hold
those shares and upon redemption from the Exchange Account or other applicable fund account, the
applicable CDSC and conversion to Investor shares schedule will be calculated without regard to the time



such shares were held in Worldwide Dollar Fund’s Exchange Account. Exchanges of shares from an
Exchange Account in Worldwide Dollar Fund only can be made into Dreyfus Premier shares of a Dreyfus
Premier Class Fund or Class B shares of funds in the Dreyfus Premier Family of Funds, certain of funds
advised by Founders and the General Fund. See “How to Redeem Shares.” Redemption proceeds for
Exchange Account shares are paid by Federal wire or check only. Exchange Account shares also are
eligible for the Auto-Exchange Privilege and the Automatic Withdrawal Plan, as described below.

Shares of funds subject to a CDSC that are exchanged for shares of another fund will be subject
to the higher applicable CDSC of the two funds and, for purposes of calculating CDSC rates and
conversion periods, if any, will be deemed to have been held since the date the shares being exchanged
were initially purchased. Shares of the same Class of such funds purchased will be purchased on the basis
of relative NAV per share.

To request an exchange, holders of Mellon Accounts must contact their account officer and
holders of Individual Accounts, or their Service Agent acting on their behalf, must give exchange
instructions to the Transfer Agent in writing, by telephone or online. Before any exchange, you must
obtain and should review a copy of the current prospectus of the Fund into which the exchange is being
made. Prospectuses may be obtained by calling 1-800-645-6561 for holders of Class M shares and
Investor shares or 1-800-554-4611 for holders of Dreyfus Premier shares. For Individual Accounts,
shares being exchanged must have a current value of at least $500, and each Fund account, including
those established through exchanges, must continue to meet the minimum account balance requirement of
$10,000, with respect to Class M shares and Investor shares, and $1000, with respect to Dreyfus Premier
shares. Subsequent exchanges of Dreyfus Premier shares of a Dreyfus Premier Class Fund must be at
least $500. The ability to issue exchange instructions by telephone or online is given to all holders of
Individual Accounts automatically, unless the account holder checks the relevant “No” box on the
Account Application, indicating that this privilege is specifically refused. The Telephone Exchange
Privilege may be established for an existing Individual Account by written request signed by all
shareholders on the account, by a separate signed Shareholder Services Form, available by calling 1-800-
645-6561 for holders of Class M shares and Investor shares or 1-800-554-4611 for holders of Dreyfus
Premier shares, or by oral request from any of the authorized signatories on the account, also by calling 1-
800-645-6561 for holders of Class M shares and Investor shares or 1-800-554-4611 for holders of
Dreyfus Premier shares. By using the Telephone Exchange Privilege, the investor authorizes the Transfer
Agent to act on telephonic instructions from any person representing himself or herself to be the investor
and reasonably believed by the Transfer Agent to be genuine. Telephone exchanges may be subject to
limitations as to the amount involved or the number of telephone and online exchanges permitted. No
fees currently are charged shareholders directly in connection with exchanges, although the Fund reserves
the right, upon not less than 60 days’ written notice, to charge shareholders a nominal fee in accordance
with rules promulgated by the SEC. In addition, you may be subject to a higher CDSC if you exchange
into any fund that has a higher CDSC than does a Dreyfus Premier Class Fund.

Exchanges of a Fund’s shares held by a tax-exempt retirement plan may be made only between
the investor’s retirement plan account in one Fund and such investor’s retirement plan account in another
Fund.

During times of drastic economic or market conditions, a Fund may suspend Fund exchanges
temporarily without notice and treat exchange requests based on their separate components - redemption
orders with a simultaneous request to purchase the other Fund’s shares. In such a case, the redemption
request would be processed at the Fund’s next determined NAV but the purchase order would be effective
only at the NAV next determined after the Fund being purchased receives the proceeds of the redemption,
which may result in the purchase being delayed.



Auto-Exchange Privilege (Individual Accounts only). The Auto-Exchange Privilege permits an
investor to regularly purchase on a semi-monthly, monthly, quarterly or annual basis, in exchange for
Class M shares or Investor shares of a Fund, shares of the same Class of another Fund of which the
investor is a shareholder and, in exchange for Dreyfus Premier shares of a Dreyfus Premier Class Fund,
shares of the same Class of another Dreyfus Premier Class Fund or Class B shares of certain funds in the
Dreyfus Premier Family of Funds or certain funds advised by Founders (including, for Dreyfus Premier
shares, Class B shares of the General Fund held in an Exchange Account). The amount the investor
designates, which can be expressed either in terms of a specific dollar or share amount ($100 minimum),
will be exchanged automatically on the first and/or fifteenth day of the month according to the schedule
the investor has selected. This Privilege is available only for existing accounts. With respect to a Fund’s
shares held by a tax-exempt retirement plan, exchanges may be made only between the investor’s
retirement plan account in one Fund and such investor’s retirement plan account in another Fund. Shares
will be exchanged on the basis of relative NAV per share as described above under “Fund Exchanges.”
Enrollment in or modification or cancellation of this Privilege is effective three business days following
notification by the investor. An investor will be notified if the investor’s account falls below the amount
designated to be exchanged under this Privilege. In this case, an investor’s account will fall to zero unless
additional investments are made in excess of the designated amount prior to the next Auto-Exchange
transaction. Shares held under IRAs and other retirement plans are eligible for this Privilege. Exchanges
of IRA shares may be made between IRA accounts and from regular accounts to IRA accounts, but not
from IRA accounts to regular accounts. With respect to all other retirement accounts, exchanges may be
made only among those accounts.

The right to exercise this Privilege may be modified or canceled by a Fund or the Transfer Agent.
Holders of Class M shares and Investor shares may modify or cancel their exercise of this Privilege at any
time by mailing written notification to Mellon Funds, P.O. Box 55268, Boston, MA 02205-8502, and
holders of Dreyfus Premier shares may modify or cancel their exercise of this Privilege at any time by
mailing written notification to The Dreyfus Family of Funds, P.O. Box 55268, Boston, MA 02205-8502.
A Fund may charge a service fee for the use of this Privilege. No such fee currently is contemplated. For
more information concerning this Privilege and the funds eligible to participate in this Privilege, or to
obtain an Exchange Authorization Form, holders of Class M shares and Investor shares, please call toll
free 1-800-645-6561 and holders of Dreyfus Premier shares, please call toll free 1-800-554-4611.

Fund exchanges and the Auto-Exchange Privilege are available to holders of Individual Accounts
resident in any state in which shares of a Fund being acquired may legally be sold. Shares may be
exchanged only between accounts having identical names and other identifying designations. The
exchange of shares of one Fund for shares of another is treated for Federal income tax purposes as a sale
of the shares given in exchange and, therefore, an exchanging shareholder (other than a tax-exempt
retirement plan) may realize a taxable gain or loss.

The Funds reserve the right to reject any exchange request in whole or in part. The Fund’s
exchange service or the Auto-Exchange Privilege may be modified or terminated at any time upon notice
to shareholders.

Automatic Asset Builder (Individual Accounts only). Automatic Asset Builder permits the holder
of an Individual Account to purchase (minimum of $100 and maximum of $150,000 per transaction) a
Fund’s shares, except Dreyfus Premier shares of a Dreyfus Premier Class Fund, at regular intervals
selected by you. A Fund’s shares are purchased by transferring funds from the bank account designated
by you. Only an account maintained at a domestic financial institution which is an ACH member may be
so designated. To establish an Automatic Asset Builder account, you must file an authorization form with
the Transfer Agent. Holders of Class M shares and Investor shares may obtain the necessary
authorization form by calling 1-800-645-6561, and the notification will be effective three business days




following receipt. A Fund may modify or terminate this Privilege at any time or charge a service fee. No
such fee currently is contemplated.

Automatic Withdrawal Plan (Individual Accounts only). The Automatic Withdrawal Plan
permits the holder of an Individual Account with a $5,000 minimum account to request withdrawal of a
specified dollar amount (minimum of $50) on either a monthly or quarterly basis. Withdrawal payments
are the proceeds from sales of a Fund’s shares, not the yield on the shares. If withdrawal payments
exceed reinvested dividends and other distributions, the investor’s shares will be reduced and eventually
may be depleted. An Automatic Withdrawal Plan may be established by filing an Automatic Withdrawal
Plan application with the Transfer Agent or by oral request from any of the authorized signatories on the
account by calling 1-800-645-6561 for holders of Class M shares and Investor shares or 1-800-554-4611
for holders of Dreyfus Premier shares. Automatic Withdrawal may be terminated at any time by the
investor, the Fund or the Transfer Agent.

No CDSC with respect to Dreyfus Premier shares and Class B shares held in an Exchange
Account will be imposed on withdrawals made under the Automatic Withdrawal Plan, provided that any
amount withdrawn under the plan does not exceed on an annual basis 12% of the greater of (1) the
account value at the time of the first withdrawal under the Automatic Withdrawal Plan, or (2) the account
value at the time of the subsequent withdrawal. Withdrawals with respect to Dreyfus Premier shares or
Class B shares under the Automatic Withdrawal Plan that exceed such amounts will be subject to a
CDSC.

Particular tax-exempt retirement plans may permit certain participants to establish an automatic
withdrawal plan from such retirement plans. Participants should consult their retirement plan sponsor and
tax adviser for details. Such a withdrawal plan is different from the Automatic Withdrawal Plan.

Dividend Options (Individual Accounts only). Dividend Sweep allows holders of Individual
Accounts to invest automatically their dividends or dividends and other distributions, if any, from Class
M shares and Investor shares of a Fund in shares of the same Class of another Fund of which the investor
is a shareholder. Shares of the same Class of other Funds purchased pursuant to this Privilege will be
purchased on the basis of relative NAV per share.

Dividend ACH permits holders of Individual Accounts to transfer electronically dividends or
dividends and other distributions, if any, from a Fund to a designated bank account. Only an account
maintained at a domestic financial institution which is an ACH member may be so designated. Banks
may charge a fee for this service.

For more information concerning these Privileges, or to request a Dividend Options Form,
holders of Class M shares and Investor shares should call toll free 1-800-645-6561. Holders of Class M
shares and Investor shares may cancel these Privileges by mailing written notification to the Mellon
Funds, P.O. Box 55268, Boston, MA 02205-8502. To select a new Fund after cancellation, you must
submit a new Dividend Options Form. Enrollment in or cancellation of these Privileges is effective three
business days following receipt. These Privileges are available only for Individual Accounts and may not
be used to open new accounts. Minimum subsequent investments do not apply for Dividend Sweep. A
Fund may modify or terminate these Privileges at any time or charge a service fee. No such fee currently
is contemplated.

Government Direct Deposit Privilege (Individual Accounts only). Government Direct Deposit
Privilege enables holders of Individual Accounts to purchase (minimum of $100 and maximum of
$50,000 per transaction) a Fund’s shares, except Dreyfus Premier shares of a Dreyfus Premier Class
Fund, by having Federal salary, Social Security or certain veterans’, military or other payments from the




Federal government automatically deposited into your Fund account. You should consider whether
Direct Deposit of your entire payment into a fund with fluctuating NAV, such as a Fund, may be
appropriate for you. To enroll in Government Direct Deposit, you must file with the Transfer Agent a
completed Direct Deposit Sign-Up Form for each type of payment that you desire to include in this
Privilege. Holders of Class M shares and Investor shares may obtain the appropriate form by calling 1-
800-645-6561. Death or legal incapacity will terminate your participation in this Privilege. You may
elect at any time to terminate your participation by notifying in writing the appropriate Federal agency.
Further, a Fund may terminate your participation upon 30 days’ notice to you.

Payroll Savings Plan (Individual Accounts only). Payroll Savings Plan permits holders of
Individual Accounts to purchase (minimum $100 per transaction) a Fund’s shares, except Dreyfus
Premier shares of a Dreyfus Premier Class Fund, automatically on a regular basis. Depending upon your
employer’s direct deposit program, you may have part or all of your paycheck transferred to your existing
Fund account electronically through the ACH system at each pay period. To establish a Payroll Savings
Plan account, you must file an authorization form with your employer’s payroll department. Your
employer must complete the reverse side of the form and return it, for holders of Class M shares and
Investor shares, to the Mellon Funds, P.O. Box 55268, Boston, MA 02205-8502. Holders of Class M
shares and Investor shares may obtain the necessary authorization form by calling 1-800-645-6561. You
may change the amount of purchase or cancel the authorization only by written notification to your
employer. It is the sole responsibility of your employer, not the Distributor, the Investment Adviser,
Dreyfus, the Funds, the Transfer Agent or any other person, to arrange for transactions under the Payroll
Savings Plan. A Fund may modify or terminate this Privilege at any time or charge a service fee. No
such fee currently is contemplated.

DETERMINATION OF NET ASSET VALUE

Valuation of Portfolio Securities. A Fund’s equity investments are valued on the basis of market
quotations or official closing prices. A Fund’s portfolio securities, including covered call options written
by a Fund, are valued at the last sale price on the securities exchange or national securities market on
which such securities primarily are traded. Securities listed on the Nasdaq National Market System for
which market quotations are available are valued at the official closing price or, if there is no official
closing price on that day, at the last sale price. Securities not listed on an exchange or national securities
market, or securities in which there were no transactions, are valued at the average of the most recent bid
and asked prices, except that open short positions are valued at the asked price. Bid price is used when no
asked price is available.

A Fund’s debt securities are valued each business day by an independent pricing service (the
“Service™) approved by the Trust’s Board. Securities valued by the Service for which quoted bid prices in
the judgment of the Service are readily available and are representative of the bid side of the market are
valued at the mean between the quoted bid prices (as obtained by the Service from dealers in such
securities) and asked prices (as calculated by the Service based upon its evaluation of the market for such
securities). The value of other debt securities is determined by the Service based on methods that include
consideration of: yields or prices of securities of comparable quality, coupon, maturity and type;
indications as to value from dealers; and general market conditions. The Service may employ electronic
data processing techniques and/or a matrix system to determine valuations of a Fund’s debt securities.
Debt securities that are not valued by the Service are valued at the average of the most recent bid and
asked prices in the market in which such investments are primarily traded, or at the last sales price for
securities traded primarily on an exchange. Bid price is used when no asked price is available.

Short-term investments of each Fund (other than Mellon Money Market Fund and Mellon
National Municipal Money Market Fund) may be carried at amortized cost, which approximates value.



The valuation of each Money Market Fund’s portfolio securities is based upon their amortized cost which
does not take into account unrealized capital gains or losses. This involves valuing an instrument at its
cost and thereafter assuming a constant amortization to maturity of any discount or premium, regardless
of the impact of fluctuating interest rates on the market value of the instrument. While this method
provides certainty in valuation, it may result in periods during which value, as determined by amortized
cost, is higher or lower than the price the Fund would receive if it sold the instrument.

The Board has established, as a particular responsibility within the overall duty of care owed to
each Money Market Fund’s investors, procedures reasonably designed to stabilize each Money Market
Fund’s price per share as computed for the purpose of purchases and redemptions at $1.00. Such
procedures include review of each Money Market Fund’s portfolio holdings by the Board, at such
intervals as it deems appropriate, to determine whether the Fund’s net asset value calculated by using
available market quotations or market equivalents deviates from $1.00 per share based on amortized cost.
In such review, investments for which market quotations are readily available will be valued at the most
recent bid price or yield equivalent for such securities or for securities of comparable maturity, quality
and type, as obtained from one or more of the major market makers for the securities to be valued. Other
investments and assets, to the extent a Money Market Fund is permitted to invest in such instruments, will
be valued at fair value as determined in good faith by the Board. The extent of any deviation between a
Money Market Fund’s net asset value per share based upon available market quotations or market
equivalents and $1.00 per share based on amortized cost will be examined by the Board. If such deviation
exceeds 1/2%, the Board will consider promptly what action, if any, will be initiated. In the event the
Board determines that a deviation exists which may result in material dilution or other unfair results to
investors or existing shareholders, it has agreed to take such corrective action as it regards as necessary
and appropriate including: selling portfolio instruments prior to maturity to realize capital gains or losses
or to shorten average portfolio maturity; withholding dividends or paying distributions from capital or
capital gains; redeeming shares in kind; or establishing a net asset value by using available market
guotations or market equivalents.

Expenses and fees, including the investment advisory fee and administration fee, are accrued
daily and taken into account for the purpose of determining NAV.

Any assets or liabilities initially expressed in terms of foreign currency will be translated into
U.S. dollars at the midpoint of the New York interbank market spot exchange rate as quoted on the day of
such translation by the Federal Reserve Bank of New York or, if no such rate is quoted on such date, such
other quoted market exchange rate as may be determined to be appropriate by the Investment Adviser.
Forward currency contracts will be valued at the current cost of offsetting the contract. If a Fund has to
obtain prices as of the close of trading on various exchanges throughout the world, the calculation of
NAV may not take place contemporaneously with the determination of prices of certain of the Fund’s
portfolio securities.

Restricted securities, as well as other securities or assets for which recent market quotations or, as
to equity securities, official closing prices are not readily available or are determined by the Trust not to
reflect accurately fair value (such as when the value of an equity security has been materially affected by
events occurring after the close of the exchange or market on which the security is principally traded (for
example, a foreign exchange or market but before the Trust calculates a Fund’s NAV) and that is
determined by the Trust to have changed the value of the security), or are not valued by the Service, are
valued at fair value as determined in good faith based on procedures approved by the Board. Fair value of
a Fund’s investments may be determined by the Trust’s Board, its pricing committee or its valuation
committee in good faith using such information as it deems appropriate. The factors that may be
considered when fair valuing a security include fundamental analytical data, the nature and duration of
restrictions on disposition, an evaluation of the forces that influence the market in which the securities are



purchased or sold, and public trading in similar securities of an issuer or comparable issuers. Fair value
of a Fund’s foreign equity securities may be determined with the assistance of a pricing service using
correlations between the movement of prices of foreign securities and indices of domestic securities and
other appropriate indicators, such as closing market prices of relevant ADRs and futures contracts. The
valuation of a security based on fair value procedures may differ from a security’s price (or official
closing price with respect to an equity security), and from the prices used by other mutual funds to
calculate their net asset values. Foreign equity and taxable debt securities held by a Fund may trade on
days that the Fund is not open for business, thus affecting the value of the Fund’s assets on days when
Fund investors have no access to the Fund. Restricted securities which are, or are convertible into,
securities of the same class of securities for which a public market exists usually will be valued at market
value less the same percentage discount at which the restricted securities were purchased. This discount
will be revised periodically by the Board if the Board members believe that it no longer reflects the value
of the restricted securities. Restricted securities not of the same class as securities for which a public
market exists usually will be valued initially at cost. Any subsequent adjustment from cost will be based
upon considerations deemed relevant by the Board.

New York Stock Exchange Closings. The holidays (as observed) on which the NYSE is currently
scheduled to be closed are: New Year’s Day, Dr. Martin Luther King Jr. Day, Presidents’ Day, Good
Friday, Memorial Day, Independence Day, Labor Day, Thanksgiving Day and Christmas Day.

DIVIDENDS, DISTRIBUTIONS AND TAXES
Distributions

Each Fund usually pays its shareholders dividends from its net investment income as follows:

Fund Dividend Frequency
Mellon Large Cap Stock Fund Monthly*
Mellon Income Stock Fund Monthly*
Mellon Mid Cap Stock Fund Annually
Mellon Small Cap Stock Fund Annually
Mellon U.S. Core Equity 130/30 Fund Annually
Mellon International Fund Annually
Mellon Emerging Markets Fund Annually
Mellon Bond Fund Monthly*
Mellon Intermediate Bond Fund Monthly*
Mellon Short-Term U.S. Government Securities Fund Monthly*
Mellon National Intermediate Municipal Bond Fund Monthly**
Mellon National Short-Term Municipal Bond Fund Monthly**
Mellon Pennsylvania Intermediate Municipal Bond Fund Monthly**
Mellon Massachusetts Intermediate Municipal Bond Fund Monthly**
Mellon Balanced Fund Monthly*
Mellon Money Market Fund Monthly**
Mellon National Municipal Money Market Fund Monthly**

* Each Fund usually declares dividends on the second-to-last business day of each month and pays dividends on the last
business day of each month.
** Each Fund usually declares dividends daily and pays dividends on the last business day of each month.



Each Fund distributes any net capital gains it has realized once a year. Each share class will
generate a different dividend because each has different expenses.

A Fund will make distributions from net realized capital gains only if all its capital loss
carryovers, if any, have been utilized or have expired. All expenses are accrued daily and deducted
before the declaration of dividends to investors. Generally, shares purchased on a day on which a Fund
calculates its NAV will begin to accrue dividends on that day, and redemption orders effected on any
particular day will receive dividends declared only through the business day prior to the day of
redemption.

Holders of Individual Accounts may choose whether to receive dividends and other distributions
in cash, to receive dividends in cash and reinvest other distributions in additional Fund shares at NAV or
to reinvest both dividends and other distributions in additional Fund shares at NAV. For Individual
Accounts, dividends and other distributions will be reinvested in Fund shares unless the shareholder
instructs the Fund otherwise. Persons who hold Fund shares through Mellon Accounts or BNY Mellon
Wealth Advisors Brokerage Accounts should contact their account officer or financial advisor,
respectively, for information on reinvestment of dividends and other distributions.

If you elect to receive dividends and other distributions in cash, and your distribution check is
returned to a Fund as undeliverable or remains uncashed for six months, the Fund reserves the right to
reinvest that distribution and all future distributions payable to you in additional Fund shares at NAV. No
interest will accrue on amounts represented by uncashed distribution or redemption checks.

Any dividend or other distribution paid shortly after your purchase of shares may have the effect
of reducing the NAV of your shares below the original cost of your investment. Such a dividend or other
distribution would be a return of capital in an economic sense, although taxable (to the extent not tax-
exempt) as described in the relevant Class M and Investor Class Prospectus and Dreyfus Premier Class
Prospectus.

Taxes

General. Each Fund is treated as a separate corporation for Federal income tax purposes.
Dreyfus believes that each Fund has qualified for treatment as a “regulated investment company” (“RIC”)
under the Code for the fiscal year ended August 31, 2007. Each Fund intends to continue to so qualify, if
such qualification is in the best interests of its shareholders. Qualification as such will relieve a Fund of
any liability for Federal income tax to the extent it distributes its net earnings and realized gains to its
shareholders in accordance with applicable provisions of the Code. To qualify for that treatment, each
Fund (1) must pay out to its shareholders each taxable year at least 90% of its investment company
taxable income (generally consisting of taxable net investment income, net short-term capital gains and
net gains from certain foreign currency transactions, all determined without regard to any deduction for
dividends paid) or, in the case of a Municipal Bond Fund or Mellon National Municipal Money Market
Fund, at least 90% of the sum of that income plus its net interest income excludable from gross income
under section 103(a) of the Code (“Distribution Requirement”), (2) must derive at least 90% of its annual
gross income from specified sources (“Income Requirement”), and (3) must meet certain asset
diversification and other requirements. The term “regulated investment company” does not imply the
supervision of management or investment practices or policies by any government agency.

If any Fund failed to qualify for treatment as a RIC for any taxable year, (1) it will be taxed as an
ordinary corporation on the full amount of its taxable income for that year without being able to deduct
the distributions it makes to its shareholders and (2) the shareholders will treat all those distributions,
including distributions that otherwise would be “exempt-interest dividends” described below and



distributions of net capital gain (i.e., the excess of net long-term capital gain over net short-term capital
loss) (“capital gain distributions™), as taxable dividends (that is, ordinary income) to the extent of the
Fund’s earnings and profits. In addition, the Fund could be required to recognize unrealized gains, pay
substantial taxes and interest and make substantial distributions before requalifying for RIC treatment.

A Fund may be subject to a non-deductible 4% excise tax (“Excise Tax”), measured with respect
to certain undistributed amounts of taxable investment income and capital gains.

Tax Consequences of Municipal Bond Funds’ and Mellon National Municipal Money Market
Fund’s Dividends. If a Municipal Bond Fund or Mellon National Municipal Money Market Fund
satisfies the requirement that, at the close of each quarter of its taxable year, at least 50% of the value of
its total assets consists of securities the interest on which is excludable from gross income under section
103(a) of the Code, it may pay “exempt-interest dividends” to its shareholders. Those dividends
constitute the portion of its aggregate dividends (excluding capital gain distributions) equal to the excess
of its excludable interest over certain amounts disallowed as deductions. Exempt-interest dividends are
excludable from a shareholder’s gross income for Federal income tax purposes, although the amount of
those dividends must be reported on the recipient’s Federal income tax return. Shareholders’ treatment of
dividends from a Municipal Bond Fund and Mellon National Municipal Money Market Fund under state
and local income tax laws may differ from the treatment thereof under the Code. Investors should consult
their tax advisers concerning this matter.

Because the Municipal Bond Funds and Mellon National Municipal Money Market Fund
distribute exempt-interest dividends, interest on indebtedness incurred or continued by a shareholder to
purchase or carry Fund shares is not deductible for Federal income tax purposes. If a shareholder receives
any exempt-interest dividends with respect to Municipal Bond Fund shares or Mellon National Municipal
Money Market Fund shares held for six months or less, then any loss on the redemption or exchange of
those shares will be disallowed to the extent of those exempt-interest dividends. In addition, (1) the Code
may require a shareholder that receives exempt-interest dividends to treat as taxable income a portion of
certain otherwise non-taxable social security and railroad retirement benefit payments, (2) the portion of
an exempt-interest dividend paid by a Municipal Bond Fund or Mellon National Municipal Money
Market Fund that represents interest from private activity bonds may be taxable in the hands of a
shareholder who is a “substantial user” of a facility financed by those bonds or a “related person” thereof
(both as defined for Federal income tax purposes) and (3) some or all of a Municipal Bond Fund’s or
Mellon National Municipal Money Market Fund’s dividends may be a Tax Preference Item, or a
component of an adjustment item, for purposes of the Federal alternative minimum tax. Shareholders
should consult their own tax advisers as to whether they (a) are, or are related to, substantial users of a
facility (as so defined) or (b) are subject to the Federal alternative minimum tax or any applicable state
alternative minimum tax.

Dividends paid by a Municipal Bond Fund and Mellon National Municipal Money Market Fund
derived from the interest income earned on any day are designated as tax-exempt in the same percentage
of the day’s dividend as the actual tax-exempt income bears to the total income earned that day. Thus, the
percentage of the dividend designated as tax-exempt may vary from day to day. Similarly, dividends paid
by a Municipal Bond Fund derived from interest income earned on a particular state’s Municipal
Obligations are designated as exempt from that state’s taxation in the same percentage of the day’s
dividend as the actual interest on that state’s Municipal Obligations bears to the total income earned that
day.

A Municipal Bond Fund and Mellon National Municipal Money Market Fund may invest in
bonds that are purchased, ordinarily not on their original issue, with “market discount” (that is, generally
at a price less than the principal amount of the bond or, in the case of a bond that was issued with original



issue discount, a price less than the amount of the issue price plus accrued original issue discount)
(“market discount bonds”). Gain on the disposition of a market discount bond (other than a bond with a
fixed maturity date within one year from its issuance) generally is treated as ordinary (taxable) income,
rather than capital gain, to the extent of the bond’s accrued market discount at the time of disposition. In
lieu of that treatment, a Municipal Bond Fund or Mellon National Municipal Money Market Fund may
elect to include market discount in its gross income currently, for each taxable year to which it is
attributable.

Tax Consequences of Other Distributions. Dividends paid by a Fund derived from taxable
investments, together with distributions from the excess of net realized short-term capital gain over net
long-term capital loss, net gains from certain foreign currency transactions and all or a portion of any
gains realized from the sale or other disposition of certain market discount bonds (collectively
“dividends”), are taxable to its U.S. shareholders as ordinary income (but may qualify, for individual
shareholders, to be taxed at the rate for net capital gain, as described below) to the extent of the Fund’s
earnings and profits, whether received in cash or reinvested in Fund shares. Distributions from a Fund’s
net capital gain for a taxable year (designated as such in a written notice mailed by the Fund to its
shareholders after the close of that year) are taxable to its U.S. shareholders as long-term capital gains,
regardless of how long they have held their Fund shares and whether those distributions are received in
cash or reinvested in additional Fund shares. Dividends and other distributions also may be subject to
state and local taxes.

If a shareholder receives any capital gain distributions with respect to Fund shares held for six
months or less, then any loss incurred on the redemption or exchange of those shares (that is not
disallowed, as described above under “Tax Consequences of Municipal Bond Funds’ and Mellon National
Municipal Money Market Fund’s Dividends”) will be treated as a long-term capital loss to the extent of
those capital gain distributions.

Dividends and other distributions declared by a Fund in October, November or December of any
year and payable to shareholders of record on a date in any of those months will be deemed to have been
paid by the Fund and received by the shareholders on December 31 of that year if the Fund pays the
distributions during the following January. Accordingly, those distributions will be taxed to shareholders
for the year in which that December 31 falls.

In general, as a result of legislation enacted in the summer of 2003 (2003 Act”), dividends (other
than capital gain distributions) paid by a Fund to U.S. individual shareholders may be eligible for the 15%
maximum Federal tax rate applicable to individuals’ net capital gain to the extent that the Fund’s income
consists of dividends paid by U.S. corporations and certain foreign corporations on shares that have been
held by the Fund for at least 61 days during the 121-day period commencing 60 days before the shares
become ex-dividend (“qualified dividend income”). In order to be eligible for that maximum rate, a
shareholder must have held his or her shares in a Fund for at least 61 days during the 121-day period
commencing 60 days before the Fund shares become ex-dividend. Additional restrictions on an
investor’s qualification for that maximum rate may apply. Payments from borrowers of securities on loan
in lieu of dividends would not be eligible for that maximum rate.

In enacting the Code provisions implementing such treatment of qualified dividend income, the
2003 Act failed to include certain conforming amendments to other Code provisions. Such failure leads
to certain apparently unintended limitations on a RIC’s ability to designate as qualified dividend income
the portion of its income attributable to qualified foreign corporations’ dividends. Dreyfus believes,
however, that Congress’ intention was to authorize RICs to designate such dividends as qualified
dividend income, and identical bills containing technical corrections to the 2003 Act, which have been
filed in both the U.S. Senate and House of Representatives, would amend the Code to clarify that such



dividends indeed may be so designated. Dreyfus cannot predict whether those bills will be enacted or, if
so, when that will occur.

As a result of the 2003 Act, a Fund’s capital gain distributions are subject to a 15% maximum
Federal income tax rate for individual shareholders to the extent the distributions are attributable to net
capital gain the Fund recognizes on sales or exchanges of capital assets after May 5, 2003, through its last
taxable year beginning before January 1, 2009. In addition, any capital gain an individual shareholder
recognizes on a redemption or exchange during that period of his or her Fund shares that have been held
for more than one year will qualify for that maximum rate.

The receipt of Fund distributions may affect a foreign corporate shareholder’s Federal “branch
profits” tax liability and a Subchapter S corporation shareholder’s Federal “excess net passive income”
tax liability. Shareholders should consult their own tax advisers as to whether they are subject to those
taxes.

Notice as to the tax status of your dividends and other distributions will be mailed to you
annually. You also will receive periodic summaries of your account that will include information as to
dividends and other distributions, if any, paid during the year.

A Fund must withhold and remit to the U.S. Treasury 28% of taxable dividends, capital gain
distributions and redemption proceeds, regardless of the extent to which gain or loss may be realized,
otherwise payable to any individual or certain other non-corporate shareholder if the shareholder fails to
certify that the “TIN” furnished to the Fund is correct (“backup withholding”). Backup withholding at
that rate also is required from a Fund’s dividends and capital gain distributions payable to such a
shareholder if (1) the shareholder fails to certify that he or she has not received notice from the Internal
Revenue Service (“IRS”) that the shareholder is subject to backup withholding as a result of a failure to
properly report taxable dividend or interest income on a Federal income tax return or (2) the IRS notifies
the Fund to institute backup withholding because the IRS determines that the shareholder’s TIN is
incorrect or the shareholder has failed to properly report such income. A TIN is either the Social Security
number, IRS individual taxpayer identification number or employer identification number of the record
owner of the account. Any tax withheld as a result of backup withholding does not constitute an
additional tax imposed on the record owner and may be claimed as a credit on the record owner’s Federal
income tax return.

A portion of the dividends paid by a Domestic Equity Fund or Mellon Balanced Fund, whether
received in cash or reinvested in additional Fund shares, may be eligible for the dividends-received
deduction allowed to corporations, subject to similar holding period and other restrictions referred to
above in the discussion of qualified dividend income. The eligible portion may not exceed the aggregate
dividends received by a Fund from U.S. corporations. However, dividends received by a corporate
shareholder and deducted by it pursuant to the dividends-received deduction are subject indirectly to the
Federal alternative minimum tax.

Tax Consequences of Certain Investments. Dividends and interest received by a Fund, and gains
realized thereby, on foreign securities may be subject to income, withholding or other taxes imposed by
foreign countries and U.S. possessions that would reduce the yield and/or total return on those securities.
Tax conventions between certain countries and the United States may reduce or eliminate these taxes,
however, and many foreign countries do not impose taxes on capital gains in respect of investments by
foreign investors.

Gains from the sale or other disposition of foreign currencies (except certain gains therefrom that
may be excluded by future regulations), and gains from options, futures and forward contracts



(collectively, “Derivatives”) derived by a Fund with respect to its business of investing in securities or
foreign currencies, will be treated as qualifying income under the Income Requirement.

A Fund may invest in the stock of “passive foreign investment companies” (“PFICs”). A PFIC is
any foreign corporation (with certain exceptions) that, in general, meets either of the following tests: (1)
at least 75% of its gross income for the taxable year is passive or (2) an average of at least 50% of its
assets produce, or are held for the production of, passive income. Under certain circumstances, a Fund
will be subject to Federal income tax on a portion of any “excess distribution” received on the stock of a
PFIC or of any gain on disposition of the stock (collectively “PFIC income”), plus interest thereon, even
if the Fund distributes the PFIC income as a dividend to its shareholders. The balance of the PFIC
income will be included in the Fund’s investment company taxable income and, accordingly, will not be
taxable to it to the extent it distributes that income to its shareholders. Fund dividends attributable to
PFIC income will not be eligible for the 15% maximum Federal income tax rate on qualified dividend
income described above.

If a Fund invests in a PFIC and elects to treat the PFIC as a “qualified electing fund” (“QEF”),
then in lieu of the foregoing tax and interest obligation, the Fund would be required to include in income
each year its pro rata share of the QEF’s annual ordinary earnings and net capital gain--which the Fund
likely would have to distribute to satisfy the Distribution Requirement and avoid imposition of the Excise
Tax--even if the QEF did not distribute those earnings and gain to the Fund. In most instances it will be
very difficult, if not impossible, to make this election because of certain requirements thereof.

A Fund may elect to “mark to market” its stock in any PFIC. “Marking-to-market,” in this
context, means including in ordinary income each taxable year the excess, if any, of the fair market value
of the stock over a Fund’s adjusted basis therein as of the end of that year. Pursuant to the election, a
Fund also may deduct (as an ordinary, not capital, loss) the excess, if any, of its adjusted basis in PFIC
stock over the fair market value thereof as of the taxable year-end, but only to the extent of any net mark-
to-market gains with respect to that stock included in income by the Fund for prior taxable years under the
election (and under regulations proposed in 1992 that provided a similar election with respect to the stock
of certain PFICs). A Fund’s adjusted basis in each PFIC’s stock subject to the election would be adjusted
to reflect the amounts of income included and deductions taken thereunder.

Gains and losses realized from portfolio transactions ordinarily will be treated as capital gains and
losses. However, a portion of the gains and losses from the disposition of foreign currencies and certain
non-U.S.-dollar-denominated securities (including debt instruments, certain financial Derivatives and
certain preferred stock) may be treated as ordinary income and losses under section 988 of the Code. In
addition, all or a portion of any gains realized from the sale or other disposition of certain market discount
bonds will be treated as ordinary income. Moreover, all or a portion of the gains realized from engaging
in “conversion transactions” may be treated as ordinary income under section 1258 of the Code.
“Conversion transactions” are defined to include certain Derivative and straddle transactions, transactions
marketed or sold to produce capital gains and transactions described in Treasury regulations to be issued
in the future.

Under section 1256 of the Code, any gain or loss realized by a Fund from certain Derivatives will
be treated as 60% long-term capital gain or loss and 40% short-term capital gain or loss. Gain or loss will
arise on exercise or lapse of those Derivatives as well as from closing transactions. In addition, any such
Derivatives remaining unexercised at the end of a Fund’s taxable year will be treated as sold for their then
fair market value (i.e., “marked-to-market”), resulting in additional gain or loss to the Fund characterized
in the manner described above.



Offsetting positions held by a Fund involving certain Derivatives may constitute “straddles,”
which are defined to include offsetting positions in actively traded personal property. In certain
circumstances, the Code sections that govern the tax treatment of straddles override or modify sections
988 and 1256 of the Code. As such, all or a portion of any capital gain from certain straddle transactions
may be recharacterized as ordinary income. If a Fund were treated as entering into straddles by reason of
its engaging in certain Derivatives transactions, those straddles would be characterized as “mixed
straddles” if the Derivatives comprising a part of the straddles were governed by section 1256 of the
Code. Each Fund may make one or more elections with respect to mixed straddles. Depending on which
election is made, if any, the results to a Fund may differ. If no election is made, then to the extent the
straddle and conversion transaction rules apply to positions established by a Fund, losses realized by it
will be deferred to the extent of unrealized gain in the offsetting position. Moreover, as a result of those
rules, short-term capital loss on straddle positions may be recharacterized as long-term capital loss and
long-term capital gains may be treated as short-term capital gains or ordinary income.

If a Fund has an “appreciated financial position”--generally, an interest (including an interest
through a Derivative or short sale) with respect to any stock, debt instrument (other than “straight debt”)
or partnership interest the fair market value of which exceeds its adjusted basis--and enters into a
“constructive sale” of the position, the Fund will be treated as having made an actual sale thereof, with the
result that it will recognize gain at that time. A constructive sale generally consists of a short sale, an
offsetting notional principal contract or a futures or forward contract entered into by a Fund or a related
person with respect to the same or substantially identical property. In addition, if the appreciated
financial position is itself a short sale or such a contract, acquisition of the underlying property or
substantially identical property will be deemed a constructive sale. The foregoing will not apply,
however, to any transaction by a Fund during any taxable year that otherwise would be treated as a
constructive sale if the transaction is closed within 30 days after the end of that year and the Fund holds
the appreciated financial position unhedged for 60 days after that closing (i.e., at no time during that 60-
day period is the Fund’s risk of loss regarding that position reduced by reason of certain specified
transactions with respect to substantially identical or related property, such as having an option to sell,
being contractually obligated to sell, making a short sale or granting an option to buy substantially
identical stock or securities).

Investment by a Fund in securities issued at a discount (for example, zero coupon, pay-in-kind or
step-up securities) could, under special tax rules, affect the amount and timing of distributions to
shareholders by causing the Fund to recognize income prior to the receipt of cash payments. For
example, a Fund could be required to take into gross income annually a portion of the discount (or
deemed discount) at which the securities were issued and to distribute that income to satisfy the
Distribution Requirement and avoid the Excise Tax. In that case, the Fund may have to dispose of
securities it might otherwise have continued to hold in order to generate cash to make the necessary
distribution.

State and Local Taxes. Depending on the extent of a Fund’s activities in states and localities in
which it is deemed to be conducting business, it may be subject to the tax laws thereof. Shareholders are
advised to consult their tax advisers concerning the application of state and local taxes to them.

Foreign Shareholders - U.S. Federal Income Taxation. U.S. Federal income taxation of a
shareholder who, as to the United States, is a nonresident alien individual, a foreign trust or estate, a
foreign corporation or a foreign partnership (a “foreign shareholder”) depends on whether the income
from a Fund is effectively connected with a U.S. trade or business carried on by the shareholder
(“effectively connected”) as discussed generally below. Special U.S. Federal income tax rules that differ
from those described below may apply to certain foreign persons who invest in a Fund, such as a foreign
shareholder entitled to claim the benefits of an applicable tax treaty. Foreign shareholders are advised to




consult their own tax advisers with respect to the particular tax consequences to them of an investment in
a Fund.

Foreign Shareholders - Dividends. Dividends (other than exempt-interest dividends) distributed
to a foreign shareholder that are not effectively connected generally will be subject to a U.S. Federal
withholding tax of 30% (or lower treaty rate). If a foreign shareholder’s dividends are effectively
connected, however, those dividends will not be subject to such withholding and instead will be subject to
U.S. Federal income tax at the graduated rates applicable to U.S. citizens and domestic corporations, as
the case may be. Foreign shareholders also may be subject to the Federal branch profits tax.

Capital gains realized by a foreign shareholder on the sale of Fund shares and capital gain
distributions to the shareholder generally will not be subject to U.S. Federal income tax unless the
shareholder is a nonresident alien individual and is physically present in the United States for more than
182 days during the taxable year. In the case of certain foreign shareholders, the Fund may be required to
backup withhold on capital gain distributions and the gross proceeds from a redemption of Fund shares
unless the shareholder furnishes the Fund with a certificate regarding the shareholder’s foreign status.

Foreign Shareholders - Estate Tax. Foreign individuals generally are subject to U.S. Federal
estate tax on their U.S. situs property, such as Fund shares, that they own at the time of their death.
Certain credits against that tax and relief under applicable tax treaties may be available.

*k*x

The foregoing is only a summary of certain Federal tax considerations generally affecting the
Funds and their shareholders and is not intended as a substitute for careful tax planning. Investors are
urged to consult their tax advisers with specific reference to their own tax situations.

PORTFOLIO TRANSACTIONS

General. The Investment Adviser assumes general supervision over the placement of securities
purchase and sale orders on behalf of the funds it manages. Funds managed by dual employees of the
Investment Adviser and an affiliated entity, and funds that employ a sub-investment adviser, execute
portfolio transactions through the trading desk of the affiliated entity or sub-investment adviser, as
applicable (the “Trading Desk™). Those funds use the research facilities, and are subject to the internal
policies and procedures, of applicable affiliated entity or sub-investment adviser.

The Trading Desk generally has the authority to select brokers (for equity securities) or dealers
(for fixed income securities) and the commission rates or spreads to be paid. Allocation of brokerage
transactions is made in the best judgment of the Trading Desk and in a manner deemed fair and
reasonable. In choosing brokers or dealers, the Trading Desk evaluates the ability of the broker or dealer
to execute the transaction at the best combination of price and quality of execution.

In general, brokers or dealers involved in the execution of portfolio transactions on behalf of a
fund are selected on the basis of their professional capability and the value and quality of their services.
The Trading Desk attempts to obtain best execution for the funds by choosing brokers or dealers to
execute transactions based on a variety of factors, which may include, but are not limited to, the
following: (i) price; (ii) liquidity; (iii) the nature and character of the relevant market for the security to be
purchased or sold; (iv) the quality and efficiency of the broker’s or dealer’s execution; (v) the broker’s or
dealer’s willingness to commit capital; (vi) the reliability of the broker or dealer in trade settlement and
clearance; (vii) the level of counter-party risk (i.e., the broker’s or dealer’s financial condition); (viii) the
commission rate or the spread; (ix) the value of research provided; (x) the availability of electronic trade



entry and reporting links; and (xi) the size and type of order (e.g., foreign or domestic security, large
block, illiquid security). In selecting brokers or dealers no factor is necessarily determinative; however, at
various times and for various reasons, certain factors will be more important than others in determining
which broker or dealer to use. Seeking to obtain best execution for all trades takes precedence over all
other considerations.

Investment decisions for one fund or account are made independently from those for other funds
or accounts managed by the portfolio managers. Under the Trading Desk’s procedures, portfolio
managers and their corresponding Trading Desks may seek to aggregate (or “bunch™) orders that are
placed or received concurrently for more than one fund or account. In some cases, this policy may
adversely affect the price paid or received by a fund or an account, or the size of the position obtained or
liquidated. As noted above, certain brokers or dealers may be selected because of their ability to handle
special executions such as those involving large block trades or broad distributions, provided that the
primary consideration of best execution is met. Generally, when trades are aggregated, each fund or
account within the block will receive the same price and commission. However, random allocations of
aggregate transactions may be made to minimize custodial transaction costs. In addition, at the close of
the trading day, when reasonable and practicable, the completed securities of partially filled orders will
generally be allocated to each participating fund and account in the proportion that each order bears to the
total of all orders (subject to rounding to “round lot” amounts and other relevant factors).

Portfolio turnover may vary from year to year as well as within a year. In periods in which
extraordinary market conditions prevail, the portfolio managers will not be deterred from changing a
Fund’s investment strategy as rapidly as needed, in which case higher turnover rates can be anticipated
which would result in greater brokerage expenses. The overall reasonableness of brokerage commissions
paid is evaluated by the Trading Desk based upon its knowledge of available information as to the general
level of commissions paid by other institutional investors for comparable services. Higher portfolio
turnover rates usually generate additional brokerage commissions and transaction costs, and any short-
term gains realized from these transactions are taxable to shareholders as ordinary income.

To the extent that a fund invests in foreign securities, certain of such fund’s transactions in those
securities may not benefit from the negotiated commission rates available to funds for transactions in
securities of domestic issuers. For funds that permit foreign exchange transactions, such transactions are
made with banks or institutions in the interbank market at prices reflecting a mark-up or mark-down
and/or commission.

The portfolio managers may deem it appropriate for one fund or account they manage to sell a
security while another fund or account they manage is purchasing the same security. Under such
circumstances, the portfolio managers may arrange to have the purchase and sale transactions effected
directly between the funds and/or accounts (“cross transactions”). Cross transactions will be effected in
accordance with procedures adopted pursuant to Rule 17a-7 under the 1940 Act.

Funds and accounts managed by the Investment Adviser, an affiliated entity or a sub-investment
adviser may own significant positions in portfolio companies which, depending on market conditions,
may affect adversely the ability to dispose of some or all of such positions.

For the fiscal years ended August 31, 2005, 2006 and 2007 (except as indicated), the amounts
paid by the indicated Funds for brokerage commissions and concessions on principal transactions, none of
which were paid to the Distributor, were as follows:



Brokerage Commissions Paid

2005 2006 2007
Mellon Large Cap Stock Fund $945,608 $754,721 $3,750,457
Mellon Income Stock Fund $426,392 $403,471 $301,705
Mellon Mid Cap Stock Fund $3,245,730 $3,522,356 $4,141,771
Mellon Small Cap Stock Fund $5,004,543 $3,510,741 $3,768,261
Mellon U.S. Core Equity 130/30 Fund - - $7,455"
Mellon International Fund $2,802,235 $4,575,070 $5,427,768
Mellon Emerging Markets Fund $2,775,741 $4,162,450 $4,342,114
Mellon Balanced Fund $94,301 $74,503 $289,276

1 From August 1, 2007 (commencement of operations) through August 31, 2007.

Concessions on Principal Transactions

Funds 2005 2006 2007
Mellon Large Cap Stock Fund -0- -0- $20,338
Mellon Income Stock Fund -0- -0- $83,450
Mellon Mid Cap Stock Fund $985,147 $1,244, 377 $339,815
Mellon Small Cap Stock Fund $363,388 $140,447 $5,592
Mellon U.S. Core Equity 130/30 Fund - - $159"
Mellon International Fund -0- -0- -0-
Mellon Emerging Markets Fund -0- -0- -0-
Mellon Balanced Fund -0- -0- $1,451

' From August 1, 2007 (commencement of operations) through August 31, 2007.

The reason for the differences between the aggregate dollar amount of brokerage commissions
paid in 2007 by each of the above-indicated Funds and the aggregate dollar amount of brokerage
commissions paid in either or both of the prior fiscal years by such Funds primarily was due to
differences in trading activity, with higher brokerage commissions the result of increased relative trading
activity and lower brokerage commissions the result of decreased relative trading activity.

The Trust contemplates that, consistent with the policy of seeking best price and execution,
brokerage transactions may be conducted through affiliates of the Investment Adviser. The Trust’s Board
has adopted procedures in conformity with Rule 17e-1 under the 1940 Act to ensure that all brokerage
commissions paid to affiliates of the Investment Adviser are reasonable and fair. There were no
commissions paid to affiliates of the Investment Adviser for the fiscal year ended August 31, 2007.

Soft Dollars. The term *soft dollars” is commonly understood to refer to arrangements where an
investment adviser uses client (or fund) brokerage commissions to pay for research and other services to
be used by the investment adviser. Section 28(e) of the Securities Exchange Act of 1934 provides a “safe
harbor” that permits investment advisers to enter into soft dollar arrangements if the investment adviser
determines in good faith that the amount of the commission is reasonable in relation to the value of the
brokerage and research services provided. Eligible products and services under Section 28(e) include
those that provide lawful and appropriate assistance to the investment adviser in the performance of its
investment decision-making responsibilities.



Subject to the policy of seeking best execution, Dreyfus-managed funds may execute transactions
with brokerage firms that provide research services and products, as defined in Section 28(e). Any and all
research products and services received in connection with brokerage commissions will be used to assist
the applicable affiliated entity in its investment decision-making responsibilities, as contemplated under
Section 28(e). Under certain conditions, higher brokerage commissions may be paid in connection with
certain transactions in return for research products and services.

The products and services provided under these arrangements permit the Trading Desk to
supplement its own research and analysis activities, and provide it with information from individuals and
research staffs of many securities firms. Such services and products may include, but are not limited to
the following: fundamental research reports (which may discuss, among other things, the value of
securities, or the advisability of investing in, purchasing or selling securities, or the availability of
securities or the purchasers or sellers of securities, or issuers, industries, economic factors and trends,
portfolio strategy and performance); current market data and news; technical and portfolio analyses;
economic forecasting and interest rate projections; and historical information on securities and
companies. The Trading Desk also may defray the costs of certain services and communication systems
that facilitate trade execution (such as on-line quotation systems, direct data feeds from stock exchanges
and on-line trading systems with brokerage commissions generated by client transactions) or functions
related thereto (such as clearance and settlement). Some of the research products or services received by
the Trading Desk may have both a research function and a non-research administrative function (a “mixed
use™). If the Trading Desk determines that any research product or service has a mixed use, the Trading
Desk will allocate in good faith the cost of such service or product accordingly. The portion of the
product or service that the Trading Desk determines will assist it in the investment decision-making
process may be paid for in soft dollars. The non-research portion is paid for by the Trading Desk in hard
dollars.

The Trading Desk generally considers the amount and nature of research, execution and other
services provided by brokerage firms, as well as the extent to which such services are relied on, and
attempts to allocate a portion of the brokerage business of its clients on the basis of that consideration.
Neither the services nor the amount of brokerage given to a particular brokerage firm are made pursuant
to any agreement or commitment with any of the selected firms that would bind the Trading Desk to
compensate the selected brokerage firm for research provided. The Trading Desk endeavors, but is not
legally obligated, to direct sufficient commissions to broker/dealers that have provided it with research
and other services to ensure continued receipt of research the Trading Desk believes is useful. Actual
commissions received by a brokerage firm may be more or less than the suggested allocations.

There may be no correlation between the amount of brokerage commissions generated by a
particular fund or client and the indirect benefits received by that fund or client. The affiliated entity may
receive a benefit from the research services and products that is not passed on to a fund in the form of a
direct monetary benefit. Further, research services and products may be useful to the affiliated entity in
providing investment advice to any of the funds or clients it advises. Likewise, information made
available to the affiliated entity from brokerage firms effecting securities transactions for a fund may be
utilized on behalf of another fund or client. Information so received is in addition to, and not in lieu of,
services required to be performed by the affiliated entity and fees are not reduced as a consequence of the
receipt of such supplemental information. Although the receipt of such research services does not reduce
the normal independent research activities of the affiliated entity, it enables them to avoid the additional
expenses that might otherwise be incurred if it were to attempt to develop comparable information
through its own staff.

The transactions conducted on an agency basis through a broker for the indicated Funds for,
among other things, research services for the fiscal year ended August 31, 2007 were as follows:



Name of Fund Transaction Amount Commissions and Concessions

Mellon Balanced Fund $24,926,313 $25,036
Mellon Emerging Markets Fund $26,928,027 $31,905
Mellon Income Stock Fund $22,986,796 $20,836
Mellon International Fund $325,535,034 $444,256
Mellon Large Cap Stock Fund $248,068,194 $244,528
Mellon Mid Cap Stock Fund $4,155,868 $683,034
Mellon Small Cap Stock Fund $3,771,080 $757,882
Mellon U.S. Core Equity 130/30 Fund ~ $15,987 $3,127*

1 From August 1, 2007 (commencement of operations) through August 31, 2007.

(Municipal Bond Funds only) Portfolio securities ordinarily are purchased from and sold to
parties acting either as principal or agent. Newly-issued securities ordinarily are purchased directly from
the issuer or from an underwriter; other purchases and sales usually are placed with those dealers from
which it appears that the best price or execution will be obtained. Usually no brokerage commissions, as
such, are paid by the fund for such purchases and sales, although the price paid usually includes an
undisclosed compensation to the dealer acting as agent. The prices paid to underwriters of newly-issued
securities usually include a concession paid by the issuer to the underwriter, and purchases of after-market
securities from dealers ordinarily are executed at a price between the bid and asked price.

When transactions are executed in the over-the-counter market (i.e., with dealers), the Investment
Adviser (and where applicable, a sub-adviser or Dreyfus affiliate) will typically deal with the primary
market makers unless a more favorable price or execution otherwise is obtainable.

(Money Market Funds only) All portfolio transactions of each money market fund are placed on
behalf of the fund by the Investment Adviser. Debt securities purchased and sold by a fund generally are
traded on a net basis (i.e., without a commission) through dealers acting for their own account and not as
brokers, or otherwise involve transactions directly with the issuer of the instrument. This means that a
dealer makes a market for securities by offering to buy at one price and sell at a slightly higher price. The
difference between the prices is known as a “spread.” Other portfolio transactions may be executed
through brokers acting as agent. A fund will pay a spread or commission in connection with such
transactions. The Investment Adviser uses its best efforts to obtain execution of portfolio transactions at
prices that are advantageous to a fund and at spreads and commission rates (if any) that are reasonable in
relation to the benefits received. The Investment Adviser also places transactions for other accounts that
it provides with investment advice.

When more than one fund or account is simultaneously engaged in the purchase or sale of the
same investment instrument, the prices and amounts are allocated in accordance with a formula
considered by the Investment Adviser (and where applicable, a sub-adviser or Dreyfus affiliate) to be
equitable to each fund or account. In some cases this system could have a differential effect on the price
or volume of the investment instrument as far as a fund or account is concerned. In other cases, however,
the ability of a fund or account to participate in volume transactions will produce better executions for the
fund or account.

When transactions are executed in the over-the-counter market (i.e., with dealers), the Investment
Adviser will typically deal with the primary market makers unless a more favorable price or execution
otherwise is obtained.



IPO Allocations. (Domestic Equity Funds, International Equity Funds and Mellon Balanced
Fund only) Certain funds advised by the Investment Adviser (and where applicable, a sub-adviser or
Dreyfus affiliate) may participate in IPOs. In deciding whether to purchase an IPO, the Investment
Adviser (and where applicable, a sub-adviser or Dreyfus affiliate) generally considers the capitalization
characteristics of the security, as well as other characteristics of the security, and targets funds and
accounts with investment objectives and strategies consistent with such a purchase. Generally, as more
IPOs are for small- and mid-cap companies, the funds and accounts with a small- and mid-cap focus may
participate in more IPOs than funds and accounts with a large-cap focus. Within each product group and
capitalization category, the Investment Adviser (and where applicable, a sub-adviser or Dreyfus affiliate),
when consistent with client guidelines, generally will allocate shares of an IPO on a pro rata basis. In the
case of “hot” IPOs, where the Investment Adviser (and if applicable, a sub-adviser or Dreyfus affiliate)
only receives a partial allocation of the total amount requested, those shares will be distributed fairly and
equitably across participating product groups. “Hot” IPOs raise special allocation concerns because
opportunities to invest in such issues are limited as they are often oversubscribed. The distribution of the
partial allocation across product groups will be based on the percentage of total assets under management
of the product to the total assets under management of all product groups participating. Within each
product, shares will be allocated on a pro rata basis to all appropriate funds and accounts, subject to a
minimum allocation determined by each product group based on trading, custody, and other associated
costs. International hot IPOs may not be allocated on a pro rata basis due to transaction costs, market
liquidity and other factors unique to international markets.

Regular Broker-Dealers. A Fund may acquire securities issued by one or more of its “regular
brokers or dealers,” as defined in Rule 10b-1 under the 1940 Act. Rule 10b-1 provides that a “regular
broker or dealer” is one of the ten brokers or dealers that, during the Fund’s most recent fiscal year (i)
received the greatest dollar amount of brokerage commissions from participating, either directly or
indirectly, in the Fund’s portfolio transactions, (ii) engaged as principal in the largest dollar amount of the
Fund’s portfolio transactions or (iii) sold the largest dollar amount of the Fund’s securities. The
following is a list of each Fund that acquired securities of its regular brokers or dealers for the fiscal year
ended August 31, 2007 (the issuer of the securities and the aggregate value per issuer is as of August 31,
2007):

Mellon Large Cap Stock Fund - Goldman, Sachs & Co., $23,643,000, J.P. Morgan Chase &
Co., $35,860,000, Citigroup Global Markets Inc., $28,179,000, Banc of America Securities LLC,
$47,396,000 and General Electric Credit Corp., $52,275,000; Mellon Income Stock Fund - Citigroup
Global Markets Inc., $18,460,000, Banc of America Securities LLC, $12,578,000, J.P. Morgan Chase &
Co., $14,229,000, Prudential Securities Incorporated, $2,209,000 and Morgan Stanley Dean Witter &
Co., $3,394,000, Goldman, Sachs & Co., $4,215,000, Merrill Lynch, Pierce, Fenner & Smith, Inc.,
$4,110,000 and General Electric Credit Corp., $19,073,000; Mellon U.S. Core Equity 130/130 Fund -
Banc of America Securities LLC $666,000, Citigroup Global Markets, Inc., $276,000, J.P. Morgan Chase
& Co., $612,000, Merrill Lynch, Pierce, Fenner & Smith Inc., $359,000, Morgan Stanley Dean Witter &
Co., $335,000 and General Electric Credit Corp., $772,000; Mellon International Fund - Deutsche Bank
Securities Inc., $6,868,000, UBS Warburg LLC, $23,304,000, Prudential Securities Incorporated,
$2,146,000 and Credit Suisse First Boston Corporation, $8,509,000; Mellon Bond Fund - Banc of
America Securities LLC, $17,196,000, Bear Stearns & Co. Inc., $1,898,000, Citigroup Global Markets
Inc., $7,196,000, Merrill Lynch, Pierce, Fenner & Smith, Inc., $9,434,000, J.P. Morgan Chase & Co.,
$3,771,000, Lehman Brothers, Inc., $4,189,000, Credit Suisse First Boston Corporation, $4,593,000 and
Morgan Stanley Dean Witter & Co., $6,749,000; Mellon Intermediate Bond Fund - Banc of America
Securities LLC, $13,753,000, Bear, Stearns & Co. Inc., $1,993,000, Citigroup Global Markets Inc.,
$9,477,000, Goldman, Sachs & Co., $5,114,000, Lehman Brothers, Inc., $7,138,000, Merrill Lynch,
Pierce, Fenner & Smith, Inc., $2,903,000, Morgan Stanley Dean Witter & Co., $6,149,000 and General
Electric Credit Corp., $5,333,000; Mellon Balanced Fund - Credit Suisse First Boston Corporation,



$658,000, Citigroup Global Markets Inc., $1,935,000, Goldman, Sachs & Co., $1,646,000, Banc of
America Securities LLC, $3,363,000, Morgan Stanley Dean Witter & Co., $1,109,000, J.P. Morgan
Chase & Co., $2,462,000, Citigroup Global Markets, $1,135,000, Bear, Stearns & Co. Inc., $930,000,
Banc of America Securities LLC, $957,000, J.P. Morgan Chase & Co. $1,948,000 and Merrill Lynch,
Pierce, Fenner & Smith Inc. $555,000 and Mellon Money Market Fund - Prudential Securities
Incorporated, $29,917,000.

Disclosure of Portfolio Holdings. It is the policy of the Trust to protect the confidentiality of each
Fund’s portfolio holdings and prevent the selective disclosure of non-public information about such
holdings. Each Fund will publicly disclose its holdings in accordance with regulatory requirements, such
as periodic portfolio disclosure in filings with the SEC. Each Fund will publicly disclose its complete
schedule of portfolio holdings, as reported on a month-end basis, at www.dreyfus.com. The information
will be posted with a one-month lag and will remain accessible until the Trust files a report on Form N-Q
or Form N-CSR for the period that includes the date as of which the information was current. In addition,
fifteen days following the end of each calendar quarter, each Fund will publicly disclose on the website its
complete schedule of portfolio holdings as of the end of such quarter.

If a Fund’s portfolio holdings are released pursuant to an ongoing arrangement with any party, the
Fund must have a legitimate business purpose for doing so, and neither the Fund, nor Dreyfus or its
affiliates, may receive any compensation in connection with an arrangement to make available
information about the Fund’s portfolio holdings. A Fund may distribute portfolio holdings to mutual fund
evaluation services such as Standard & Poor’s, Morningstar or Lipper Analytical Services; due diligence
departments of broker-dealers and wirehouses that regularly analyze the portfolio holdings of mutual
funds before their public disclosure; and broker-dealers that may be used by the Fund, for the purpose of
efficient trading and receipt of relevant research, provided that: (a) the recipient does not distribute the
portfolio holdings to persons who are likely to use the information for purposes of purchasing or selling
Fund shares or Fund portfolio holdings before the portfolio holdings become public information; and (b)
the recipient signs a written confidentiality agreement.

A Fund may also disclose any and all portfolio information to its service providers and others
who generally need access to such information in the performance of their contractual duties and
responsibilities and are subject to duties of confidentiality, including a duty not to trade on non-public
information, imposed by law and/or contract. These service providers include the Funds’ custodians,
auditors, investment adviser, administrator, and each of their respective affiliates and advisers.

Disclosure of a Fund’s portfolio holdings may be authorized only by the Trust’s Chief
Compliance Officer, and any exceptions to this policy are reported quarterly to the Trust’s Board.

SUMMARY OF PROXY VOTING POLICY, PROCEDURES AND GUIDELINES

The Trust’s Board has delegated to Dreyfus the authority to vote proxies of companies held in the
Funds’ portfolios. Dreyfus, through its participation on the BNY Mellon Proxy Committee (the “PPC”),
applies BNY Mellon’s Proxy Voting Policy, related procedures, and voting guidelines when voting
proxies on behalf of the Funds.

Dreyfus recognizes that an investment adviser is a fiduciary that owes its clients, including funds
it manages, a duty of utmost good faith and full and fair disclosure of all material facts. An investment
adviser’s duty of loyalty requires an adviser to vote proxies in a manner consistent with the best interest
of its clients and precludes the adviser from subrogating the clients’ interests to its own. In addition, an
investment adviser voting proxies on behalf of a fund must do so in a manner consistent with the best
interests of the funds and its shareholders.



Dreyfus seeks to avoid material conflicts of interest by participating in the PPC, which applies
detailed, pre-determined written proxy voting guidelines (the “Voting Guidelines”) in an objective and
consistent manner across client accounts, based on internal and external research and recommendations
provided by a third party vendor, and without consideration of any client relationship factors. Further,
Dreyfus and its affiliates engage a third party as an independent fiduciary to vote all proxies of funds in
the Dreyfus Family of Funds and the Funds, and may engage an independent fiduciary to vote proxies of
other issuers at its discretion.

All proxies received by the Funds are reviewed, categorized, analyzed and voted in accordance
with the Voting Guidelines. The guidelines are reviewed periodically and updated as necessary to reflect
new issues and any changes in BNY Mellon’s or Dreyfus’ policies on specific issues. Items that can be
categorized under the Voting guidelines are voted in accordance with any applicable guidelines or
referred to the PPC, if the applicable guidelines so require. Proposals that cannot be categorized under
the Voting Guidelines are referred to the PPC for discussion and vote. Additionally, the PPC reviews
proposals where it has identified a particular company, industry or issue for special scrutiny. With regard
to voting proxies of foreign companies, Dreyfus weighs the cost of voting and potential inability to sell
the securities (which may occur during the voting process) against the benefit of voting the proxies to
determine whether or not to vote. With respect to securities lending transactions, Dreyfus seeks to
balance the economic benefits of continuing to participate in an open securities lending transaction
against the inability to vote proxies.

When evaluating proposals, the PPC recognizes that the management of a publicly-held company
may need protection from the market’s frequent focus on short-term considerations, so as to be able to
concentrate on such long-term goals as productivity and development of competitive products and
services. In addition, the PPC generally supports proposals designed to provide management with short-
term insulation from outside influences so as to enable them to bargain effectively with potential suitors
to the extent such proposals are discrete and not bundled with other proposals. The PPC believes that a
shareholder’s role in the governance of a publicly-held company is generally limited to monitoring the
performance of the company and its management and voting on matters which properly come to a
shareholder vote. However, the PPC generally opposes proposals designed to insulate an issuer’s
management from the wishes of a majority of shareholders. Accordingly, the PPC generally votes in
accordance with management on issues that the PPC believes neither unduly limit the rights and
privileges of shareholders nor adversely affect the value of the investment.

On questions of social responsibility where economic performance does not appear to be an issue,
the PPC attempts to ensure that management reasonably responds to the social issues. Responsiveness
will be measures by management’s efforts to address the particular social issue including, where
appropriate, assessment of the implications of the proposal to the ongoing operations of the company.
The PPC will pay particular attention to repeat issues where management has failed in its commitment in
the intervening period to take actions on issues.

In evaluating proposals regarding incentive plans and restricted stock plans, the PPC typically
employs a shareholder value transfer model. This model seeks to assess the amount of shareholder equity
flowing out of the company to executives as options are exercised. After determining the cost of the plan,
the PPC evaluates whether the cost is reasonable based on a number of factors, including industry
classification and historical performance information. The PPC generally votes against proposals that
permit the repricing or replacement of stock options without shareholder approval or that are silent on
repricing and the company has a history of repricing stock options in a manner that the PPC believes is
detrimental to shareholders.



Information regarding how Dreyfus voted proxies for the Funds is available on the Dreyfus
Family of Funds’ website at http://www.dreyfus.com and on the SEC’s website at http://www.sec.gov on
the Trust’s Form N-PX filed with the SEC.

INFORMATION ABOUT THE TRUST AND FUNDS

Each Fund share has one vote and, when issued and paid for in accordance with the terms of the
offering, is fully paid and non-assessable. Fund shares have equal rights in liquidation. Fund shares have
a par value of $.001 per share, have no preemptive or subscription rights, and are freely transferable.

The Trust is a “series fund,” which is a mutual fund divided into separate portfolios, each of
which is treated as a separate entity for certain matters under the 1940 Act and for other purposes. A
shareholder of one portfolio is not deemed to be a shareholder of any other portfolio. For certain matters
shareholders vote together as a group; as to others they vote separately by portfolio, or, where matters
affect different classes of a portfolio differently, by class. The Trustees have authority to create an
unlimited number of shares of beneficial interest, par value $.001 per share, in separate series. The
Trustees have authority to create additional series at any time in the future without shareholder approval.

On each matter submitted to a vote of the shareholders, all shares of each Fund shall vote
together, except as to any matter for which a separate vote of any Fund is required by the 1940 Act and
except as to any matter which affects the interests of particular Funds or classes differently, in which case
the holders of shares of the one or more affected Funds or classes shall be entitled to vote separately.

The assets received by the Trust for the issue or sale of shares of each Fund and all income,
earnings, profits and proceeds thereof, subject only to the rights of creditors, are specifically allocated to
such Fund, and are attributed to the applicable class thereof, and constitute the underlying assets of such
Fund. The underlying assets of each Fund are required to be segregated on the books of account, and are
to be charged with the expenses in respect to such Fund and with a share of the general expenses of the
Trust. Any general expenses of the Trust not readily identifiable as belonging to a particular Fund shall
be allocated by or under the direction of the Trustees in such manner as the Trustees determine to be fair
and equitable, taking into consideration, among other things, the relative sizes of the Funds and the
relative difficulty in administering each Fund. Each share of each Fund represents an equal proportionate
interest in that Fund with each other share of the same class and is entitled to such dividends and
distributions out of the income belonging to such Fund as are declared by the Trustees. Upon any
liquidation of a Fund, shareholders thereof are entitled to share pro rata in the net assets belonging to that
Fund, attributable to their class, and available for distribution.

The Trust does not hold annual meetings of shareholders. There will normally be no meetings of
shareholders for the purpose of electing Trustees unless and until such time as less than a majority of the
Trustees holding office have been elected by shareholders, at which time the Trustees then in office will
call a shareholders’ meeting for the election of Trustees. Under the 1940 Act, shareholders of record of
no less than two-thirds of the outstanding shares of the Trust may remove a Trustee through a declaration
in writing or by a vote cast in person or by proxy at a meeting called for that purpose. The Trustees are
required to call a meeting of shareholders for the purposes of voting upon the question of removal of any
Trustee when requested in writing to do so by the shareholders of record of not less than 10% of the
Trust’s outstanding shares.

Rule 18f-2 under the 1940 Act provides that any matter required to be submitted under the
provisions of the 1940 Act or applicable state law or otherwise to the holders of the outstanding voting
securities of an investment company, such as the Trust, will not be deemed to have been effectively acted
upon unless approved by the holders of a majority of the outstanding shares of each series affected by



such matter. Rule 18f-2 further provides that a series shall be deemed to be affected by a matter unless it
is clear that the interests of each series in the matter are identical or that the matter does not affect any
interest of such series. The Rule exempts the selection of independent accountants and the election of
Trustees from the separate voting requirements of the Rule.

Under Massachusetts law, shareholders could, under certain circumstances, be held personally
liable for the obligations of the Trust. However, the Agreement and Declaration of Trust disclaims
shareholder liability for acts or obligations of the Trust and requires that notice of such disclaimer be
given in each agreement, obligation or instrument entered into or executed by the Trust or a Trustee. The
Agreement and Declaration of Trust provides for indemnification from the Trust’s property for all losses
and expenses of any shareholder held personally liable for the obligations of the Trust. Thus, the risk of a
shareholder incurring financial loss on account of shareholder liability is limited to circumstances in
which the Trust itself would be unable to meet its obligations, a possibility which the Investment Adviser
believes is remote. Upon payment of any liability incurred by the Trust, the shareholder paying such
liability will be entitled to reimbursement from the general assets of the Trust. The Trustees intend to
conduct the operations of each Fund in such a way so as to avoid, as far as possible, ultimate liability of
the shareholders for liabilities of such Fund.

With respect to Mellon Large Cap Stock Fund, Mellon Income Stock Fund, Mellon Mid Cap
Stock Fund, Mellon Bond Fund and Mellon Intermediate Bond Fund, effective December 31, 2004, each
Fund changed the manner in which its respective investment objective is articulated.

The following persons are known by the Trust to own of record 5% or more of the indicated
Fund’s outstanding voting securities on December 5, 2007. A shareholder who beneficially owns,
directly or indirectly, more than 25% of a Fund’s voting securities may be deemed a “control person” (as
defined in the 1940 Act) of the Fund.

Mellon Large Cap Stock Fund:

SEI Private Trust 97.78% (Class M Shares)
One Freedom Valley Drive
Oaks, PA 19456

Pershing, LLC 60.52% (Investor Shares)
P.O. Box 2052
Jersey City, NJ 07303-2052

Philip C. Stein Jr. 5.24% (Investor Shares)
868 Brandon Lane
Schwenksville, PA 19473-2102

Mary Kate McKenna and 5.04% (Investor Shares)
James T. McKenna, Trustees

Mary Kate McKenna 2006 Trust

155 Beach Street

Cohasset, MA 02025-1400



Mellon Income Stock Fund:

SEI Private Trust
One Freedom Valley Drive
Oaks, PA 19456

Wilmington Trust Company, Co-Trustee for the benefit of

Daniel & Margo Polett
P.O. Box 8882
Wilmington, DE 19899-8882

Pershing, LLC
P.O. Box 2052
Jersey City, NJ 07303-2052

Ann R. Luce
P.O. Box 1882
Boulder, CO 80306-1882

Turtle & Co.

c/o State Street Bank & Trust
Box 5489

Boston, MA 02206-5489

Walter C. Wilson & Janet A. Wilson, as joint
tenants with rights of survivorship

558 Torwood Lane

Pittsburgh, PA 15236-4258

Mellon Mid Cap Stock Fund:

SEI Private Trust
One Freedom Valley Drive
Oaks, PA 19456

National Financial Services, for the benefit of
Eric T. Nager, Custodian

Jaden Spencer Nager UTMA NZ

27812 North 46" Place

Cave Creek, AZ 85331-3606

Pershing, LLC
P.O. Box 2052
Jersey City, NJ 07303-2052

99.32% (Class M Shares)

13.99% (Investor Shares)

53.81% (Investor Shares)

10.20% (Investor Shares)

9.24% (Investor Shares)

5.98% (Investor Shares)

97.53% (Class M Shares)

20.92% (Investor Shares)

13.81% (Investor Shares)



Charles Schwab & Co. Inc.
101 Montgomery Street
San Francisco, CA 94104-4151

National Financial Services, for the benefit of
J.P. Morgan Chase Bank N.A., Custodian
IRA of Deborah C. Bungerz

2 Robin Hood Way

Westfield, NJ 07090-3540

Merrill Lynch, Pierce, Fenner & Smith Inc.
for the sole benefit of its customers

4800 Deer Lake Drive East, Floor 3
Jacksonville, FL 32246-6484

Citigroup Global Markets, Inc.
333 West 34™ Street, 3 Floor
New York, NY 10001-2402

Mellon Small Cap Stock Fund:

SEI Private Trust
One Freedom Valley Drive
Oaks, PA 19456

Pershing, LLC
P.O. Box 2052
Jersey City, NJ 07303-2052

National Financial Services, for the benefit of
Bank of America N.A., U/A Norrie W. Sellar
P.O. Box 831575

Dallas, TX 75283-1575

Mellon U.S. Core Equity 130/30 Fund:

SEI Private Trust Company
One Freedom Valley Drive
Oaks, PA 19456

MBC Investments Corporation
c/o Mellon Financial Corporation
4001 Kennett Pike - Suite 218

2 Greenville Crossing
Greenville, DE 19807-2029

6.08% (Investor Shares)

21.30% (Dreyfus Premier Shares)

17.18% (Dreyfus Premier Shares)

7.89% (Dreyfus Premier Shares)

97.29% (Class M Shares)

25.82% (Investor Shares)

9.23% (Investor Shares)

98.38% (Class M Shares)

100% (Investor Shares)



Mellon International Fund:

SEI Private Trust
One Freedom Valley Drive
Oaks, PA 19456

Pershing, LLC
P.O. Box 2052
Jersey City, NJ 07303-2052

NAP & Co.

A Partnership

1100 Abernathy Road
500 Northpark - Suite 400
Atlanta, GA 30328

Charles Schwab & Company, Inc.
101 Montgomery Street, # Dept.
San Francisco, CA 94104-4151

SEI Private Trust Company

c/o State Street Bank and Trust Co.
One Freedom Valley Drive

Oaks, PA 19456

National Financial Services, for the benefit of
Bank of America N.A., U/A Norrie W. Sellar
P.O. Box 831575

Dallas, TX 75283-1575

Mellon Emerging Markets Fund:

SEI Private Trust
One Freedom Valley Drive
Oaks, PA 19456

Pershing, LLC
P.O. Box 2052
Jersey City, NJ 07303-2052

NAP & Co.

A Partnership

1100 Abernathy Road
500 Northpark - Suite 400
Atlanta, GA 30328

Charles Schwab & Co. Inc.
101 Montgomery Street
San Francisco, CA 94104-4151

96.64% (Class M Shares)

31.34% (Investor Shares)

8.44% (Investor Shares)

27.66% (Investor Shares)

7.03% (Investor Shares)

7.74% (Investor Shares)

96.23% (Class M Shares)

40.35% (Investor Shares)

9.95% (Investor Shares)

22.19% (Investor Shares)



National Financial Services, for the benefit of
First National Trust Company

532 Main Street - Suite 7

Johnstown, PA 15901-2011

Mellon Balanced Fund:

SEI Private Trust
One Freedom Valley Drive
Oaks, PA 19456

Pershing LLC
P.O. Box 2052
Jersey City, NJ 07303-2052

Joel Cook Huber Biddle
824 Olivia Street
Key West, FL 33040-6419

Mellon Bond Fund:

SEI Private Trust
One Freedom Valley Drive
Oaks, PA 19456

Pershing, LLC
P.O. Box 2052
Jersey City, NJ 07303-2052

SEI Private Trust
One Freedom Valley Drive
Oaks, PA 19456

Muncy & Co.

c/o The Muncy Bank & Trust Company
2 North Main Street

Muncy, PA 17756-1004

Reliance Trust Company, Custodian for the benefit of

Zito Media Retirement Savings Plan
P.O. Box 48529
Atlanta, GA 30362-1529

Charles Schwab & Co. Inc.
101 Montgomery Street
San Francisco, CA 94104-4151

6.76% (Investors Shares)

99.53% (Class M Shares)

94.10% (Investor Shares)

5.90% (Investor Shares)

98.45% (Class M Shares)

44.56% (Investor Shares)

8.50% (Investor Shares)

18.05% (Investor Shares)

8.54% (Investor Shares)

6.09% (Investor Shares)



Mellon Intermediate Bond Fund:

SEI Private Trust
One Freedom Valley Drive
Oaks, PA 19456

Pershing, LLC
P.O. Box 2052
Jersey City, NJ 07303-2052

SEI Private Trust
One Freedom Valley Drive
Oaks, PA 19456

Walter C. Wilson & Janet A. Wilson, as joint
tenants with rights of survivorship

558 Torwood Lane

Pittsburgh, PA 15236-4258

Charles Schwab & Co. Inc.
101 Montgomery Street
San Francisco, CA 94104-4151

Mellon Short-Term U.S. Government Securities Fund:

SEI Private Trust
One Freedom Valley Drive
Oaks, PA 19456

Pershing, LLC
P.O. Box 2052
Jersey City, NJ 07303-2052

SEI Private Trust
One Freedom Valley Drive
Oaks, PA 19456

Charles Schwab & Co. Inc.
101 Montgomery Street
San Francisco, CA 94104-4151

Mellon National Intermediate Municipal Bond Fund:

SEI Private Trust
One Freedom Valley Drive
Oaks, PA 19456

96.80% (Class M Shares)

54.30% (Investor Shares)

21.90% (Investor Shares)

5.19% (Investor Shares)

17.01% (Investor Shares)

99.94% (Class M Shares)

31.24% (Investor Shares)

10.04% (Investor Shares)

56.64% (Investor Shares)

99.09% (Class M Shares)



National Financial Services, for the benefit of
Kathleen H. Schaedler

70 Greenwood Circle

Wormleysburgh, PA 17043-1116

Citigroup Global Markets, Inc.
333 West 34™ Street
New York, NY 10001-2402

Pershing LLC
P.O. Box 2052
Jersey City, NJ 07303-2052

Merrill Lynch, Pierce, Fenner & Smith Inc.
for the sole benefit of its customers

4800 Deer Lake Drive, Floor 3
Jacksonville, FL 32246-6484

Natalie V. Hammond & Joseph J. Summerhill 111, as joint
tenants with rights of survivorship

56 Schoolhouse Road

Whiting, NJ 08759-3052

First Clearing, LLC
Stegman Trust

Jeanette H. Stegman, Trustee
115 Lake Road

Clearwater, FL 33764-7107

Morgan Stanley & Company
Harborside Financial Center Plaza 2, 3" Floor
Jersey City, NJ 07311

Mellon National Short-Term Municipal Bond Fund:

SEI Private Trust
One Freedom Valley Drive
Oaks, PA 19456

Pershing, LLC
P.O. Box 2052
Jersey City, NJ 07303-2052

Citigroup Global Markets, Inc.
333 West 34" Street
New York, NY 10001-2402

10.38% (Investor Shares)

7.69% (Investor Shares)

9.07% (Investor Shares)

51.16% (Dreyfus Premier Shares)

35.02% (Dreyfus Premier Shares)

7.33% (Dreyfus Premier Shares)

6.44% (Dreyfus Premier Shares)

100% (Class M Shares)

29.45% (Investor Shares)

17.76% (Investor Shares)



SEI Private Trust
One Freedom Valley Drive
Oaks, PA 19456

Charles Schwab & Co. Inc.
101 Montgomery Street
San Francisco, CA 94104-4151

RBC Dain Rauscher, for the benefit of
Earl W. Mitchell, Trustee

Earl W. Mitchell Revocable Trust

8 Cripple Creek Run

Milton, DE 19968-9731

RBC Dain Rauscher, for the benefit of
Rosalie N. Mitchell, Trustee

Rosalie N. Mitchell Revocable Trust
8 Cripple Creek Run

Milton, DE 19968-9731

Mellon Pennsylvania Intermediate Municipal Bond Fund:

SEI Private Trust
One Freedom Valley Drive
Oaks, PA 19456

Pershing, LLC
P.O. Box 2052
Jersey City, NJ 07303-2052

Harry S. Soderstrom TOD
106 Hickory Hills Drive
Hillsboro, OH 45133-8559

Philip C. Stein, Jr.
868 Brandon Lane
Schwenksville, PA 19473-2102

Barbara S. Sale
1020 Winding Way
Baltimore, MD 21210-1233

Fifth Third Bank, Trustee, for the benefit of
Margaret B. Fo

P.O. Box 3385

Cincinnati, OH 45263-0001

13.92% (Investor Shares)

21.60% (Investor Shares)

8.64% (Investor Shares)

8.63% (Investor Shares)

99.30% (Class M Shares)

51.79% (Investor Shares)

9.96% (Investor Shares)

7.13% (Investor Shares)

6.08% (Investor Shares)

5.28% (Investor Shares)



Wilmington Trust Company for the benefit of

Daniel & Margo Polett
P.O. Box 8882
Wilmington, DE 19899-8882

Mellon Massachusetts Intermediate Municipal Bond

Fund:

SEI Private Trust
One Freedom Valley Drive
Oaks, PA 19456

Duncan M. McFarland
299 Clapboardtree Street
Westwood, MA 02090-2907

National Financial Services, for the benefit of

Marie Hassonova
1272 Beacon Street
Brookline, MA 02446-3799

William F. Drake Trust
175 Millwood Street
Framingham, MA 01701-3775

Merrill Lynch, Pierce Fenner & Smith, Inc.

for the sole benefit of its customers
4800 Deer Lake Drive East, Floor 3
Jackson, FL 32246-6484

Pershing, LLC
P.O. Box 2052
Jersey City, NJ 07303-2052

Richard F. Farrell & Ma Elba Farrell
P.O. Box 2032
Carlsbad, NM 88221-2032

Mellon Money Market Fund:
Boston Safe Deposit & Trust Company

3 Mellon Bank Center
Pittsburgh, PA 15259-0001

Reliance Trust Company, Custodian for the benefit of

KBSF 401K Profit Sharing Plan
P.O. Box 48529
Atlanta, GA 30362-1529

19.03% (Investor Shares)

96.87% (Class M Shares)

11.70% (Investor Shares)

9.62% (Investor Shares)

6.67% (Investor Shares)

6.54% (Investor Shares)

5.92% (Investor Shares)

98.98% (Dreyfus Premier Shares)

100% (Class M Shares)

98.51% (Investor Shares)



Mellon National Municipal Money Market Fund:

Boston Safe Deposit & Trust Company 100% (Class M Shares)
3 Mellon Bank Center
Pittsburgh, PA 15259-0001

MBC Investments Corporation 100% (Investor Shares)
4001 Kennett Pike, Suite 218

2 Greenville Crossing

Greenville, DE 19807-2315

FINANCIAL STATEMENTS

Each Fund will send annual and semi-annual financial statements to all of its shareholders of
record.

COUNSEL AND INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Kirkpatrick & Lockhart Preston Gates Ellis LLP, 1601 K Street, N.W., Washington, D.C. 20006,
has passed upon the legality of the shares offered by the Class M and Investor Class Prospectus, Dreyfus
Premier Class Prospectus and this SAI.

Stroock & Stroock & Lavan LLP, 180 Maiden Lane, New York, New York 10038-4982, serves
as counsel to the non-interested Trustees of the Trust.

KPMG LLP, 345 Park Avenue, New York, New York 10154, an independent registered public
accounting firm, has been selected to serve as the independent registered public accounting firm for the
Trust.



APPENDIX A
RISK FACTORS—INVESTING IN PENNSYLVANIA MUNICIPAL BONDS

The following information constitutes only a brief summary, does not purport to be a complete
description, and is based on information drawn from official statements relating to securities offerings of
the Commonwealth of Pennsylvania (the “Commonwealth”) and various local agencies, available as of
the date of this Statement of Additional Information. While the Fund has not independently verified such
information, it has no reason to believe that such information is not correct in all material respects.

General

The Commonwealth had been historically identified as a heavy industry state, although declines
in the coal, steel and railroad industries have led to diversification of the Commonwealth’s economy over
the last thirty years. Current major sources of economic growth in Pennsylvania are in the service sector,
including trade, medical, health services, education and financial institutions. Pennsylvania’s agricultural
industries also are an important component of the Commonwealth’s economic structure, accounting for
more than $4.9 billion in crop and livestock products annually. Pennsylvania ranks among the top ten
states in the production of a variety of agricultural products. In 2006, agribusiness and food related
industries reached record export sales surpassing $1.5 billion in economic activity. Agriculture exports
have grown by more than 4% since 2003. Over 58,000 farms form the backbone of the Commonwealth’s
agricultural economy. Farmland in Pennsylvania includes over four million acres of harvested cropland
and three million acres of pasture and farm woodlands — nearly one-third of the Commonwealth’s total
land area.

Pennsylvania’s extensive public and private forests provide a vast source of material for the
lumber, furniture, and paper products industries. The forestry and related industries accounts for 1.5% of
employment with economic activity of nearly $5 billion in domestic and international trade. Additionally,
the Commonwealth derives a good water supply from underground sources, abundant rainfall, and a large
number of rivers, streams, and lakes. Other natural resources include major deposits of coal, petroleum,
and natural gas. Annually, about 80 million tones of anthracite and bituminous coal, 175 billion cubic
feet of natural gas, and about 1.4 million barrels of oil are extracted from Pennsylvania.

In 2006, the population of Pennsylvania was 12.4 million. Pennsylvania has a high proportion of
persons 45 years or over relative to the nation or the Middle Atlantic Region. The Commonwealth is
highly urbanized, with 79% of the 2006 mid-year census population residing in the 15 metropolitan
statistical areas of the Commonwealth. The cities of Philadelphia and Pittsburgh, the Commonwealth’s
largest metropolitan statistical areas, together comprise almost 44% of the Commonwealth’s total
population. Pennsylvania’s workforce is estimated at 5.75 million people, ranking as the sixth largest
labor pool in the nation. The high level of education embodied in the Commonwealth’s work force
fosters a wide variety of employment capabilities. Pennsylvania’s basic and higher education statistics
compare favorably with other states in the nation.

Pennsylvania’s average annual unemployment rate was equivalent to the national average
throughout the 2000’s. Slower economic growth caused the rate to rise to 5.7% in 2003. The resumption
of faster economic growth resulted in a decrease in the Commonwealth’s annual unemployment rate to
4.7% in 2006. From 2002 through 2005, Pennsylvania’s annual average unemployment rate was at or
below the national average. As of March 2007, Pennsylvania had a seasonally adjusted annual
unemployment rate of 3.8%.



Personal income in the Commonwealth for 2006 was $456.3 billion, an increase of 5.2% over the
previous year. During the same period, national personal income increased at a rate of 6.2%. Based on
the 2006 personal income estimates, per capita income for 2006 was at $36,680 for the Commonwealth,
compared to per capita income in the United States of $36,276.

Description of Funds

The Commonwealth utilizes the fund method of accounting, and over 150 funds have been
established and currently exist for the purpose of recording receipts and disbursements, of which the
General Fund is the largest. The General Fund receives all tax and non-tax revenues and Federal grants
and entitlements that are not specified by law to be deposited elsewhere. The majority of the operating
and administrative expenses of the Commonwealth are payable from the General Fund, including debt
service on most bond indebtedness of the Commonwealth. The Motor License Fund receives all tax and
fee revenues relating to motor fuels and vehicles, except the revenues from %¢ per gallon of the liquid
fuels tax which is constitutionally required to be deposited in the Liquid Fuels Tax Fund for distribution
to local municipalities. Similarly, other special revenue funds have been established by law to receive
specified revenues appropriated to departments, boards and/or commissions for payment of their
operating and administrative costs. Some of these special revenue funds are required to transfer excess
revenues to the General Fund, and some receive funding, in addition to their specified revenues, through
appropriations from the General Fund

The State Lottery Fund is a special revenue fund for the receipt of lottery ticket sales and lottery
licenses and fees. Its revenues, after payment of prizes, are dedicated to paying the costs of programs
benefiting the elderly and handicapped in the Commonwealth.

The Tobacco Settlement Fund is a special revenue fund established to receive tobacco litigation
settlement payments paid to the Commonwealth. The Commonwealth is one of 46 states that settled
certain smoking-related litigation in a November 1998 master settlement agreement with participating
tobacco product manufacturers (the “MSA”). Under the MSA the Commonwealth is entitled to receive a
portion of payments made pursuant to the MSA by participating tobacco product manufacturers. Most
revenues to the Tobacco Settlement Fund are subject to annual appropriation by the General Assembly
and approval by the Governor.

The Budget Stabilization Reserve Fund (replacing the Tax Stabilization Reserve Fund in 2002,
the “BSRF”) is a special revenue fund that receives a portion of any budgetary basis fiscal year-end
surplus of the General Fund. The BSRF is to be used for emergencies threatening the health, safety or
welfare of citizens or during downturns in the economy that result in significant unanticipated revenue
shortfalls not able to be addressed through the normal budget process. Assets of the fund may be used
upon recommendation by the Governor and an approving vote by two-thirds of the members of each
house of the General Assembly. At the end of Fiscal Year 2005, the Commonwealth’s unappropriated
surplus balance was $429.2 million and a one-time reduction in the transfer rate from 25% to 15%
resulted in a statutorily required transfer of nearly $64.4 million to the BSRF. For Fiscal Year 2006,
$171.4 million was transferred to the BSRF, which represented the required statutory transfer of 25% of
the $685.4 million unappropriated surplus balance. At present, the Commonwealth maintains a balance
of approximately $531.8 million in the BSRF. Additionally, as of April 2007, the Commonwealth
maintains balances in various funds and accounts, including the BSRF, totaling approximately 6% of the
Commonwealth’s annual operating costs.

The Commonwealth maintains trust and agency funds that are used to administer funds received
pursuant to a specific bequest or as an agent for other governmental units or individuals. Enterprise funds
are maintained for departments or programs operated like private enterprises. The largest of these funds



is the State Stores Fund, which is used for the receipts and disbursements of the Commonwealth’s liquor
store system. Sale and distribution of all liquor within Pennsylvania is a government enterprise. In
addition, the Commonwealth maintains funds classified as working capital, bond and sinking funds for
specified purposes.

Financial information for the principal operating funds is maintained on a budgetary basis of
accounting for insuring compliance with the enacted operating budget and is governed by applicable
Commonwealth statutes and by administrative procedures. The Commonwealth also prepares annual
financial statements in accordance with generally accepted accounting principles (“GAAP”). The GAAP
statements are audited jointly by the Auditor General of the Commonwealth and an independent public
accounting firm. The Commonwealth maintains a June 30th fiscal year end.

Revenues

Tax revenues constitute approximately 98% of Commonwealth revenues in the General Fund.
The major tax sources for the General Fund of the Commonwealth are the sales tax ($8.334 billion, 32.2%
of Fiscal Year 2006 revenues), the personal income tax ($9.524 billion, 36.8% of Fiscal Year 2006
revenues), the 9.99% corporate net income tax ($2.302 billion, 8.9% of Fiscal Year 2006 revenues) and
capital stock and franchise taxes ($1.081 billion, 4.2% of Fiscal Year 2006 revenues).

The sales tax is levied at a rate of 6% on the sale, use, storage, rental or consumption of tangible
personal property, cigarettes and certain services, and upon the occupancy of hotel rooms. Substantial
exemptions from the tax include clothing, food purchased in grocery stores or supermarkets, medical
supplies, drugs, residential use of certain utilities, motor fuels, and machinery, equipment and items used
in manufacturing, processing, farming or dairying and utility service. The tax base was expanded in Fiscal
Year 1992 to include a number of services not previously taxed. Beginning in Fiscal Year 1998, 1.22%
of collections, up to an annual limit of $75 million, were transferred to a special fund for mass transit
assistance, and in Fiscal Year 2004, the percentage was increased by an additional 0.417%.

The Commonwealth’s personal income tax is levied at a flat rate on the taxable income of all
residents and resident trusts and estates and taxable income attributable to Pennsylvania non-resident
estates and trusts. The current tax rate of 3.07% became effective on January 1, 2004, having been raised
from the prior rate of 2.8%, which had been in effect since July 1, 1992. Credit against the tax is allowed
for gross or net income taxes paid to other states by Pennsylvania residents.

Capital stock and franchise taxes are levied on the capital stock value of domestic and foreign
corporations doing business or having property or capital employed in Pennsylvania on that portion of
capital stock value apportionable to Pennsylvania under a statutory formula. Capital stock and franchise
tax tentative payments are payable quarterly based on 90% of the tax liability of the year preceding the
immediate prior year. Under current law, the General Fund tax rate for tax years that began in 2006 is
4.89 mills, having been reduced from 5.99 mills effective January 1, 2006. This tax is scheduled to be
phased out by annual rate reductions through 2010.

Other taxes, including the utility gross receipts tax ($1.151 billion, 4.5% of Fiscal Year 2006
revenues), the cigarette tax ($792.1 million, 3.1% of Fiscal Year 2006 revenues) and inheritance and
estate taxes ($745.2 million, 2.9% of Fiscal Year 2006 revenues) also contribute significant revenues to
the Commonwealth’s budget.

The major tax sources for the Motor License Fund are the liquid fuels taxes and the oil companies
franchise tax. Together these taxes produce nearly 54% of Motor License Fund revenues. For Fiscal
Year 2006, the liquid fuels tax accounted for $581.8 million (25.7%), and the oil company franchise tax



accounted for $445.2 million (19.6%) of Motor License Fund revenues. Portions of certain taxes whose
receipts are deposited into the Motor License Fund are legislatively restricted to specific transportation
programs. These receipts are accounted for in restricted accounts in the Motor License Fund and are not
included in the discussions of the tax revenues of the Motor License Fund.

License and fee receipts in the General Fund for Fiscal Year 2006 totaled $115.8 million
representing 0.4% of Commonwealth revenues to the General Fund. A general increase in various
General Fund fees was enacted in December 2003 and effective in January 2004. Revenues from motor
vehicle licenses and fees in Fiscal Year 2004 were $877.9 million, representing 38.7% of total Fiscal Year
2006 Motor License Fund revenues.

Federal Revenues. Anticipated receipts by the Commonwealth in its General Fund, Motor
License Fund and State Lottery Fund from the Federal government during Fiscal Year 2006 totaled $17.5
billion, while such Federal receipts are expected to total $17.8 billion in Fiscal Year 2007.
Approximately $11.4 billion, or 65.4% of total Federal revenue to the Commonwealth for Fiscal Year
2006, was attributable to public health and welfare programs. In Fiscal Year 2007, $11.8 billion, or
66.1% of Federal revenues, was attributable to these types of programs. For Fiscal Year 2008, funds
expected to be received from the Federal government in the General Fund, the Motor License Fund, the
Tobacco Fund and the State Lottery Fund are estimated to be $17.5 billion.

Expenditures

In Fiscal Year 2006, expenditures from Commonwealth revenues for education purposes were
over $10.1 billion. The enacted budget for Fiscal Year 2007 included over $10.8 billion in education
funding, an increase of 7.6% over Fiscal Year 2006. The proposed budget for Fiscal Year 2008 includes
over $11.4 billion in education funding.

Public Health and Human Services. The Commonwealth provides temporary support for its
residents who are seeking to achieve and sustain independence. It also provides care, treatment and
rehabilitation to persons with mental and physical disabilities and supports programs to prevent or reduce
social, mental and physical disease and disabilities. Fiscal Year 2006 public health and human services
expenditures were $23.8 billion and were projected to be $24.2 billion for Fiscal Year 2007. For Fiscal
Year 2008, $24.6 billion is proposed for these purposes. Of the Fiscal Year 2007 expenditures, $9.6
billion was funded from the General Fund, while $10 billion was estimated to be provided for Fiscal Year
2008. Federal funds are expected to increase by $249.1 million, and augmentations are expected to
decrease by $125.5 million for Fiscal Year 2008. The Fiscal Year 2008 proposed budget includes $361
million of receipts from the Tobacco Settlement Fund that will be expended for health care.

Programs providing temporary financial assistance and medical assistance comprise the largest
portion of public health and human services expenditures. General Fund expenditures for these assistance
programs by the Commonwealth amounted to $5.4 billion in Fiscal Year 2006, while $5.7 billion was
budgeted from the General Fund for Fiscal Year 2007 and $6.1 billion is proposed for Fiscal Year 2008.
The 2006 budget included the use of $80 million in additional intergovernmental transfer funds to offset
General Fund requirements and $40 million is estimated for Fiscal Year 2008. A nursing home
assessment fee provided a General Fund offset of $213.3 million in Fiscal Year 2006 and was expected to
provide $145 million offset in Fiscal Year 2007. In Fiscal Year 2008, the nursing home assessment offset
is projected at $137.5 million. In addition, a managed care organization assessment provided a General
Fund offset of $193 million in Fiscal Year 2006 and was expected to provide a $204.1 million offset in
Fiscal Year 2007. The managed care organization offset is projected to provide $187.5 million in General
Fund offset in Fiscal Year 2008. Approximately 41% of the total cost of assistance to the economically
needy is supported by Commonwealth funds appropriated from the General Fund. The balance is



provided from reimbursements by the Federal government and through various program collection
activities conducted by the Commonwealth.

Expenditures for medical assistance increased during the period from Fiscal Years 1996 through
2006 by an average annual rate of 10.7%. Fiscal Year 2007 expenditures from Commonwealth funds
were projected to be $5.35 billion and the Fiscal Year 2008 proposed budget provides $5.4 billion for
medical assistance, an increase of 1% over the previous fiscal year. Income maintenance cash assistance
payments to families in transition to independence were $1.082 billion for Fiscal Year 2007, of which
$488.8 million was from the General Fund. The proposed budget for Fiscal Year 2008 includes a total of
$1.118 billion, with $538.9 million provided from the General Fund.

Transportation. The Commonwealth is responsible for the construction, restoration and
maintenance of the highways and bridges in the 40,000-mile state highway system, including certain city
streets that are a part of the state highway system. Assistance for the maintenance and construction of
local roads and bridges is provided to municipalities through grants of financial aid. Highway
maintenance costs, construction costs and assistance grants are paid from the Motor License Fund. The
General Fund, the State Lottery Fund and other special funds, including the Public Transportation
Assistance Fund, the Liquid Fuels Tax Fund, the Highway Beautification Fund and the Motor Vehicle
Transaction Recovery Fund provide the remainder of funding for transportation programs.

The Commonwealth also provides subsidies for mass transit systems including passenger rail and
bus service. A total of $444.8 million in Commonwealth revenues was expended from the General Fund
and the State Lottery Fund for such purposes in Fiscal Year 2006, and $463.7 million was available for
Fiscal Year 2007. In Fiscal Year 2008, an estimated $465.1 million is proposed. In addition, new
funding is being proposed as part of the Fiscal Year 2008 budget that would add an estimated $760
million to this program. In 1991, the Public Transportation Assistance Fund was created with dedicated
sources of funding for mass transit systems. Funds totaling $174.4 million were expended from this fund
in Fiscal Year 2006, and $175.6 million was available for Fiscal Year 2007. A total of $180.1 million is
the proposed budget for Fiscal Year 2008.

Motor License Fund restricted revenues budgeted for highway construction purposes totaled
$594.2 million in fiscal year 2006. In Fiscal Year 2007, $625.8 million was available and in Fiscal Year
2008, an estimated $595.2 million is proposed. Combined Motor License Fund and restricted revenues
expended for highway maintenance in Fiscal Year 2006 totaled $1.4452 billion. A total of $1.5585
billion was budgeted for Fiscal Year 2007, while an estimated $1.376 billion is proposed for Fiscal Year
2008. In addition, new funding is being proposed as part of the Fiscal Year 2008 budget that would add
an estimated $960 million for highway construction and maintenance. Highway and bridge expenditures
by local governments through grants paid from Motor License Fund and restricted revenues were $325.5
million in Fiscal Year 2006. A total of $333.9 million was available for Fiscal Year 2007, and an
estimated $331.3 million is proposed for Fiscal Year 2008.

The Commonwealth’s current aviation program funds the development of public airport facilities
through grants providing for airport development, runway rehabilitation, and real estate tax rebates for
public use airports. Taxes levied on aviation and jet fuel provide revenues for a restricted account for
aviation programs in the Motor License Fund. In Fiscal Year 2006, $8.3 million was expended from the
aviation restricted account for such purposes. A total of $8.3 million was available for Fiscal Year 2007
and $9.3 million is proposed for Fiscal Year 2008.



Financial Performance

Recent Developments. On February 6, 2007, the Governor submitted to the General Assembly
his proposed budget for Fiscal Year 2008. General Fund revenue estimates incorporated in the enacted
budget for Fiscal Year 2007 included a projected growth in receipts of 3.7%, while actual receipts through
April 2007 have grown by 5.5% on a year-over-year basis. In February 2007, the Governor’s proposed
Fiscal Year 2008 budget included a slight upward revision of $66 million (0.2%) to the Fiscal Year 2007
General Fund revenue estimate to reflect the moderating national and state economies. Actual revenues
through April 2007 were $207.8 million (0.9%) above the estimate enacted in July 2006, as part of the
Fiscal Year 2007 budget.

General Fund Fiscal Year 2005 Financial Results (GAAP Basis). At June 30, 2005, the General
Fund reported a fund balance of $2.87 billion, a decrease of approximately $137 million from the reported
$3.00 billion fund balance at June 30, 2004. On a net basis, total assets decreased by $601 million to
$9.863 hillion. Liabilities decreased by $463 million to $6.994 billion largely because of a $369 million
decrease in the securities lending program and a $156 million decrease in accounts payable.

General Fund tax revenues increased by 8% due to economic growth, including nearly identical
percentage increase in personal income tax revenue. Intergovernmental revenues increased by $311
million, due primarily to increases in Federally-funded programs, particularly medical and other
assistance, where expenditures increased over the prior year. Total General Fund revenues increased by
9% during the fiscal year. The overall decrease in the fund balance, $137.4 million, during the fiscal year
was $787 million less than the prior fiscal year increase in fund balance of $649 million. On an overall
basis, during periods of declining or slow economic growth, it is common for the fund balance of the
General Fund to decline and, conversely, to increase during periods of economic growth. During periods
of economic growth, General Fund revenues increase while certain significant expenditures, such as
medical assistance, also increase, but at a slower rate. Total General Fund expenditures increased by 11%
during Fiscal Year 2005 largely because of the increase in expenditures for medical and other assistance.

General Fund Fiscal Year 2005 Financial Results (Budgetary Basis). Total Fiscal Year 2005
revenues, net of reserves for tax refunds and including intergovernmental transfers and additional
resources, totaled $24.41 billion. Total expenditures, net of appropriation lapses and including
intergovernmental transfers and expenditures from additional resources, was $24.06 billion. As result of
Commonwealth financial operations during the fiscal year, the preliminary unappropriated surplus
balance, prior to the statutorily required 25% transfer to the BSRF, was scheduled to increase $162.5
million to $429.2 million from the Fiscal Year 2004 ending balance. Following the statutorily required
25% transfer to the BSRF ($64.4 million), the Fiscal Year 2005 final unappropriated surplus balance was
$364.8 million.

The 2005 Budget was based initially on an estimated 4.5% increase for General Fund revenues
prior to accounting for any changes in tax and revenue provisions enacted in the second half of Fiscal
Year 2004. After adjustments for various tax rate and tax base changes enacted for the 2004 Budget, total
General Fund revenues were projected to increase 3.8% over Fiscal Year 2004 actual receipts and total
$23.87 billion prior to reserves for tax refunds. Total Fiscal Year 2005 revenues net of reserves for tax
refunds, exceeded $24.31 million, a 6.5% increase over Fiscal Year 2004 receipts. The tax revenue
component of Commonwealth receipts, including the effects of the tax rate and tax base changes enacted
in Fiscal Year 2004, rose $1.67 billion or 7.6% over Fiscal Year 2004 actual receipts. Total revenues to
the Commonwealth exceeded the budget estimate by $442 million or 1.9%. Personal income tax receipts
grew by $1.01 million or 13.1% over Fiscal Year 2004 revenues. During Fiscal Year 2005, corporate tax
receipts grew $285.1 million or 10.7%. Sales and use tax revenues to the Commonwealth grew $271.4
million or 3.5% over Fiscal Year 2004 receipts. Receipts of Commonwealth non-tax revenues continued



to exceed the estimate as total revenue from this source exceeded $596 million. Earnings from
investments and revisions to the Commonwealth’s escheats program continued to provide revenues well
in excess of the estimate for Fiscal Year 2005. Significant non-recurring capital gains earnings on the
investment of available General Fund cash balances and increased contributions from the
Commonwealth’s liquor store profits contributed to enhanced non-tax revenues during the prior two fiscal
years. Reserves for tax refunds in Fiscal Year 2005 were approximately $1 billion, a decrease of $14.7
million or 1.4% from Fiscal Year 2004 levels.

Fiscal Year 2005 state-level expenditures, including supplemental appropriations and net of
appropriation lapses, totaled $22.96 million, an increase of 5.6% from Fiscal Year 2004 appropriations. A
total of $148.1 million in appropriations were lapsed in Fiscal Year 2005 and the 2005 Budget continued
to utilize intergovernmental transfers for a portion of medical assistance costs. In addition, approximately
$399 million in additional funds, primarily $377.6 million of remaining Federal fiscal relief, was
appropriated in Fiscal Year 2005 to fund expenditures normally funded from Commonwealth revenues.

General Fund Fiscal Year 2006 Financial Results (GAAP Basis). At June 30, 2006, the General
Fund reported a fund balance of $2.97 billion, an increase of $100.4 million from the reported $2.87
billion fund balance at June 30, 2005. On a net basis, total assets increased by $537.1 million to $10.4
billion. Liabilities increased by $436.8 million to $7.43 billion largely because of an increase in unearned
revenue ($348 million) and an increase in accounts payable ($235 million).

General Fund tax revenues increased by 9%, with both corporation and personal income tax
rising an average of 9% during Fiscal Year 2006. Sales and use tax collections increased by 4.2%.
Intergovernmental revenues decreased by $439 million, resulting from lower amounts appropriated for
Federal participation in medical and other assistance. Charges for sales and services decreased by $981
million due to specific program funding changes, including nursing home assessments. Total General
Fund revenues increased by 0.98% ($414 million) during Fiscal Year 2006 . Total General Fund
expenditures increased by less than 1% ($311 million) during Fiscal Year 2006. Expenditures for
protection of persons and property increased by $265 million due primarily to increases in amounts
appropriated/expended for state police activities. Public education expenditures increased by $285
million due primarily to increases in basic and other subsidies to school districts. Health and human
services expenditures decreased by $227 million, caused by lower aggregate demand and utilization of
medical and other assistance during the fiscal year. Actual General Fund expenditures (budgetary basis)
increased by 3.1% over the prior fiscal year, while revenues (budgetary basis) increased 2.8%.

General Fund Fiscal Year 2006 Financial Results (Budgetary Basis). During Fiscal Year 2006,
revenues to the Commonwealth exceeded the certified estimate by $864.6 million (almost 3.5%). Final
Commonwealth General Fund revenues for the fiscal year totaled $25,854.1 million. Total Fiscal Year
2006 revenues, net of reserves for tax refunds and including intergovernmental transfers and additional
resources, totaled $25.70 billion. Total expenditures, net of appropriation lapses and including
intergovernmental transfers and expenditures from additional resources, was $25.38 billion. As result of
Commonwealth financial operations during the fiscal year, the preliminary unappropriated surplus
balance, prior to the statutorily required 25% transfer to the BSRF, increased to $685.4 million, including
the beginning balance from the prior year of operations. Following the statutorily required 25% transfer
to the BSRF ($171.4 million), the Fiscal Year 2006 final unappropriated surplus balance was $514.1
million as of June 30, 2006.

Revenues available to the Commonwealth, including intergovernmental transfers and additional
sources, increased 5.3%. Fiscal Year 2006 revenues (all sources) totaled $25.70 billion, an increase of
$1.3 billion over Fiscal Year 2005. Intergovernmental transfer proceeds increased $381.9 million (5.5%),
while funding from additional sources decreased $253.3 million (63%). Additionally, General Fund



revenues grew $1.56 billion (6.3%) during Fiscal Year 2006, corporate tax receipts grew $425.8 million
over the estimate (an 8.9% surplus), personal income taxes were $342.6 million over the estimate (a 3.7%
surplus), sales and use taxes were approximately at the estimate, actual receipts were $65.2 million above
the estimate (0.8% over the estimate), and realty transfer tax revenues exceeded the estimate by $61.4
million (11.3%). Reserves for tax refunds in Fiscal Year 2006 were $1.04 billion, an increase of 3.5%
from the Fiscal Year 2005 reserves. At the end of Fiscal Year 2006, approximately $103 million of
reserves were available for making tax refunds in the following fiscal year.

Fiscal Year 2006 appropriations from Commonwealth revenues, including supplemental
appropriations and net of appropriation lapses, totaled $24.66 billion, an increase of 7.4% from Fiscal
Year 2005 expenditures. A total of $181.8 million in appropriations were lapsed in Fiscal Year 2006.
Intergovernmental transfers replaced $735.7 million of General Fund medical assistance costs in Fiscal
Year 2006, compared to $697.9 million in Fiscal Year 2005. Additionally, an estimated $145.9 million in
additional funds were appropriated in Fiscal Year 2006 to fund expenditures normally funded from
Commonwealth revenues, a decrease from $399 million in Fiscal Year 2005. The final unappropriated
balance was $514.1 million for Fiscal Year 2006.

Fiscal Year 2007 Budget. The adopted Fiscal Year 2007 budget provided appropriations totaling
approximately $26.33 billion of Commonwealth funds against estimated revenues, net of tax refunds and
proposed tax reductions, of approximately $25.77 billion. The enacted Fiscal Year 2007 budget allocated
additional state funds to replace significant amounts of formerly available intergovernmental transfer
transaction-derived Federal funds. Additionally, the Fiscal Year 2007 revenue estimate for the
Commonwealth was based upon an economic forecast of 3% growth in GDP from the start of the third
quarter of 2006 to the end of the second quarter of 2007. Trends in the Commonwealth’s economy were
expected to continue to follow the national economic trends; Personal income growth in Pennsylvania
was expected to remain slightly below that of the United States, while the Pennsylvania unemployment
rate was anticipated to be close to the national rate. The Commonwealth’s General Fund tax revenue
receipts were expected to increase by $804.7 million (3.2%) prior to reserves for refunds. Fiscal Year
2007 Commonwealth revenues from the personal income tax were predicted to increase by 4.6%, receipts
from the sales and use tax were estimated to rise 3.3% over Fiscal Year 2006 receipts, corporate receipts
were expected to grow at a rate of 6.4% in Fiscal Year 2007, and revenues from non-tax sources were
forecasted to increase by 29%.

The current economic expansion has been moderating significantly at both the national and state
levels over the past year. Growth, however, continues to increase revenue receipts to the Commonwealth.
General Fund revenue estimates incorporated in the enacted budget for Fiscal Year 2007 included a
projected growth in receipts of 3.7%, while actual receipts through April 2007 have grown by 5.5% on a
year-over-year basis. In February 2007, the Governor’s proposed budget for Fiscal Year 2008 included a
slight upward revision of $66 million (0.2%) to the Fiscal Year 2007 General Fund revenue estimate.
Actual revenues through April 2007 are $207.8 million or 0.9% above the estimate enacted in July 2006,
as part of the Fiscal Year 2007 budget.

The Commonwealth’s Fiscal Year 2007 enacted budget included significant increases in funding
for local school districts and higher education, a new children’s health insurance program, an expanded
prescription drug coverage program, initiatives to increase the efficiency of government operations within
the Commonwealth, estimates to save over $1 billion annually in Fiscal Year 2007, funding for various
medical assistance expenditures through intergovernmental transfer proceeds, nursing home assessments
and a tax on managed care organizations. Included in the Governor’s proposed Fiscal Year 2008 budget
is a request for supplemental appropriations for Fiscal Year 2007 totaling $211.6. Additional funding via
requested supplemental appropriations includes $201 million in additional medical and other assistance
funds. The preliminary Fiscal Year 2007 ending unappropriated balance, net of lapses and supplemental



appropriations, was estimated to be nearly $49.9 million. Following a statutorily-required transfer of 25%
of this preliminary ending balance totaling $12 million, the unappropriated balance was estimated to be
nearly $37.5 million.

Fiscal Year 2008 Proposed Budget. The proposed Fiscal Year 2008 budget was submitted by the
Governor to the General Assembly on February 6, 2007. The proposed budget recommends
appropriations totaling $27.275 billion of Commonwealth funds against estimated revenues, net of tax
refunds and proposed tax reductions, of $27.242 billion. Additionally, the proposed Fiscal Year 2008
budget allocates additional state funds of approximately $720 million to replace significant amounts of
formerly available intergovernmental transfer transaction-derived Federal funds and other formerly
available Federal funds. The Fiscal Year 2008 proposed budget represents a 3.6% ($948 million) increase
over the Fiscal Year 2007 budget. More than half of the year-over-year increase in appropriations ($544
million) would be dedicated to increased education funding. The proposed budget reduces spending by
3.6% in all areas other than education, welfare, corrections and probation and parole and administrative
spending is proposed to grow by less than 2% in Fiscal Year 2008.

The proposed budget includes an increase in the sales and use tax rate from 6% to 7% while
maintaining the current tax base. Proceeds of the proposed tax increase would be split to both further
reduce local property taxes and to provide additional funding to the General Fund. The proposed increase
would generate approximately $1.246 billion in the first year with $826 million utilized to support the
General Fund and $420 million to further reduce local property taxes. By the second year, the tax
increase would generate $1.4 billion and the proceeds would be shared equally between local property tax
reduction and support for the General Fund.

A major component of the proposed Fiscal Year 2008 budget is the “Prescription for
Pennsylvania” initiative, which would implement a plan designed to increase access to affordable health
care coverage for all Pennsylvanians, improve the quality of care delivered throughout the
Commonwealth and help bring health care costs under control for employers and employees. This
program would offer affordable basic health insurance to small businesses and uninsured individuals. A
total of $302 million in state and Federal funds is proposed to support the initiative. The program would
also include enrollee and small employer cost-sharing and a new 3% Fair Share Assessment levied on
payrolls of businesses that do not offer health care coverage to their employees.

A new Energy Independence Initiative is proposed that would provide $850 million in additional
investment in new, clean and alternative energy projects. The Energy Independence Fund would support
early stage financing and project financing, along with new incentives for energy conservation and solar
energy. A new Systems Benefit Charge of 1/20th cent per kilowatt-hour of electricity consumption would
be imposed to support the Energy Independence Fund. Through this charge, approximately $75 million
would be generated annually, which would support the issuance of $850 million of debt to be issued by
the Pennsylvania Energy Development Authority.

A recently released study performed by the Pennsylvania Transportation Reform Commission
determined that an additional $1.6 billion in annual investments is required to stabilize public
transportation systems and to improve roads and bridges in the Commonwealth. The Fiscal Year 2008
budget proposes two new initiatives to implement the recommendations of the Transportation Reform
Commission. First, a Public-Private-Partnership to lease the Pennsylvania Turnpike to a private operator
is proposed. All funding generated from the potential lease of the Pennsylvania Turnpike ($965 million)
would be dedicated to the Motor License Fund and would be utilized to repair additional existing
structurally deficient bridges and to expand the miles of state roads repaired and resurfaced. Second, a
new state tax would be imposed on all oil company gross profits and the proceeds ($760 million) would



be utilized to improve mass transportation across the Commonwealth. The tax rate would be set at 6.17%
and oil companies would be exempt from the existing Corporate Net Income tax.

Motor License Fund—Fiscal Years 2005-07. The Motor License Fund ended Fiscal Year 2005
with an unappropriated surplus of $212.4 million, a net increase of $98.8 million or 87% from Fiscal Year
2004. Motor License Fund revenues totaled $2.16 billion, an increase of 3.4% over actual Fiscal Year
2004 receipts. Revenues from other revenue receipts, primarily earnings on investments, grew 86.7%
during Fiscal Year 2004, while receipts from license and fees increased by 4% over Fiscal Year 2004
receipts. Revenues to the Motor License Fund from liquid fuels taxes increased by 4.2% during Fiscal
Year 2005. Expenditures of Motor License Fund revenues totaled $2.07 billion for Fiscal Year 2005, an
increase of 2.4% from actual Fiscal Year 2004 expenditures net of lapses. Fiscal Year 2006 revenues for
the Motor License Fund were $2.27 billion, an increase of 5.1% over actual Fiscal Year 2005 receipts.
Liquid fuels tax receipts are projected to increase by 5.7% while license and fee revenues grew minimally
(0.1%). Other revenue receipts, namely earnings on investments, increased by 34.9%. Appropriations
from Commonwealth funds for Fiscal Year 2006 totaled $2.34 million, an increase of 13%. The Motor
License Fund ended the fiscal year with an unappropriated surplus of $283.7 million, a net increase of
$71.3 million.

The Fiscal Year 2007 budget for the Motor License Fund estimated revenues of $2.29 billion, an
increase of 1.2% over actual Fiscal Year 2006 receipts, and provided $2.56 billion of appropriations and
executive authorizations from Commonwealth funds for Fiscal Year 2007, an increase of 9.6% above the
amount expended during Fiscal Year 2006. The enacted budget anticipated a draw down of
approximately $212.6 million from the Fiscal Year 2007 beginning balance. Through April 2007,
Commonwealth revenues in the Motor License Fund were slightly below estimates (1.2%) versus the
certified revenue estimate for the same year-to-date period.

The proposed Fiscal Year 2008 budget would allocated $2.35 billion of appropriations from
Motor License Fund revenues. The requested amount of appropriations represents a decrease of 8.3%
below the appropriated level for Fiscal Year 2007 and approximates the draw down of a portion of the
Fiscal Year 2007 beginning balance. The proposed Fiscal Year 2008 budget includes $965 million in
additional proposed revenues to the Motor License Fund.

State Lottery Fund—Fiscal Years 2005-07. Revenues from Lottery tickets sales and other
miscellaneous revenue sources rose 3.5% during Fiscal Year 2005, totaling $1.21 billion. Expenditures
net of lapses, totaled $1.14 billion, an amount equal to the expenditure levels experienced in Fiscal Year
2004. Revenues, including prior year lapses, in excess of expenditures for Fiscal Year 2005 contributed
to an unappropriated fund balance and reserve of $381 million, an increase of 27% from Fiscal Year
2004. During Fiscal Year 2006, ticket sales less field prizes and commissions were $1.46 billion, a
20.4% increase in revenues from Lottery sources, including instant ticket sales and the state’s
participation in the multi-state Powerball game. Expenditures totaled $1.438 billion and were 26.2%
above Fiscal Year 2005 expenditures. The fiscal year-end unappropriated balance and reserve totaled
$439.0 million, an increase of 15.2%.

The Fiscal Year 2007 budget anticipated an increase of 11.9% in revenues from the various
lottery sources. Total estimated revenues for Fiscal Year 2007 were $1.63 billion, while total
appropriations of $1.43 billion were budgeted. The fiscal year-end balance and reserve is projected to
total $720.7 million, an increase of 64.2%. The expansion of the Federal Medicare program to cover
prescription drugs is expected to save the Lottery Fund approximately $185 million annually. By
building upon the Federal Medicare Part D program, the Commonwealth’s prescription drug coverage
program is proposed to expand over the next 18 months. Additionally, the enacted budget for Fiscal Year



2007 includes a transfer of approximately $248.8 million in long-term care costs from the General Fund
to the State Lottery Fund.

The Governor’s proposed Fiscal Year 2008 budget anticipates a 2.4% increase in revenues from
lottery sources. Appropriations totaling $1.82 billion are recommended, which represents an increase of
$387.4 million (27.0%) over Fiscal Year 2007. The Fiscal Year 2007 budget also expanded the
Commonwealth’s prescription drug coverage program to cover an additional 120,000 seniors and an
additional $74.4 million is proposed as part of the Fiscal Year 2008 budget for this expansion and to
cover the increasing cost of prescription drugs. Additionally, the Governor’s proposed Fiscal Year 2008
budget includes a transfer of approximately $248.8 million in long-term care costs from the General Fund
to the State Lottery Fund. The proposed fiscal year-end balance and reserve is projected to total $572.7
million, a decrease of 20.5%.

Trend projections for fiscal years beyond Fiscal Year 2008 show estimated program and
administrative costs above estimated net revenues as the forecasted rate of increase in program
expenditures, namely the pharmaceutical assistance program, is expected to outpace revenues. The
estimated expenditures in excess of estimated revenues will be funded from a further draw-down of
available reserves and balances in the State Lottery Fund. Based upon current projections, higher
revenues and/or lower expenditures will be required for the State Lottery Fund to balance operations
within a fiscal year.

Commonwealth Indebtedness

The Constitution permits the Commonwealth to incur the following types of debt: (1) debt to
suppress insurrection or rehabilitate areas affected by disaster; (2) electorate approved debt; (3) debt for
capital projects subject to an aggregate debt limit of 1.75 times the annual average tax revenues of the
preceding five fiscal years; and (4) tax anticipation notes payable in the fiscal year of issuance. All debt
except tax anticipation notes must be amortized in substantial and regular amounts. Debt service on
general obligation debt is paid from General Fund appropriations, except for debt issued for highway
purposes, which is paid out of Motor License Fund appropriations.

Net outstanding general obligation debt totaled $7.287 billion at June 30, 2006, a net increase of
$539.6 million from June 30, 2005. Over the 10-year period ended June 30, 2006, total net outstanding
general obligation debt increased at an annual rate of 3.7%. Within the most recent 5-year period,
outstanding general obligation debt has increased at an annual rate of 6.1%.

General obligation debt for non-highway purposes of $7.15 billion was outstanding on June 30,
2006. Outstanding debt for these purposes increased by a net $567.4 million since June 30, 2005. For the
period ended June 30, 2006, the 10-year and 5-year average annual compound growth rate for total
outstanding debt for non-highway purposes has been 5.4% and 7.1% respectively.  Current
Commonwealth infrastructure investment projects include improvement and rehabilitation of existing
capital facilities and construction of new facilities, such as public buildings, prisons and parks, transit
facilities, economic development and community facilities, and other local public buildings.

Outstanding general obligation debt for highway purposes was $137.2 million on June 30, 2006, a
decrease of $27.7 million from June 30, 2005. Highway outstanding debt has declined over the most
recent 10-year and 5-year periods ended June 30, 2006, by 16.7% and 17.0%, respectively. The decline
in outstanding highway debt is due to the policy begun in 1980 of funding highway capital projects with
current revenues except for very limited exceptions. No debt issuance for highway capital projects is
currently planned.



When necessary, the Commonwealth engages in short-term borrowing to fund expenses within
the fiscal year through the sale of tax anticipation notes. The Commonwealth may issue tax anticipation
notes only for the account of the General Fund or the Motor License Fund or both such funds. The
principal amount issued, when added to that outstanding, may not exceed in the aggregate 20% of the
revenues estimated to accrue to the appropriate fund or both funds in the fiscal year. Tax anticipation
notes must mature within the fiscal year in which they were issued. The Commonwealth is not permitted
to fund deficits between fiscal years with any form of debt, and any year-end deficit balances must be
funded within the succeeding fiscal year’s budget. Currently, the Commonwealth has no tax anticipation
notes outstanding. The proposed Fiscal Year 2007 budget does not anticipate issuing tax anticipation
notes.

Certain state-created organizations have statutory authorization to issue debt for which
Commonwealth appropriations to pay debt service thereon are not required. The debt of these
organizations is funded by assets of, or revenues derived from, the various projects financed and the debt
of such agencies is not an obligation of the Commonwealth although some of the agencies are indirectly
dependent on Commonwealth appropriations.  The following organizations had debt currently
outstanding as of December 31, 2006: Delaware River Joint Toll Bridge Commission ($181.4 million),
Delaware River Port Authority ($1.217 billion), Pennsylvania Economic Development Financing
Authority ($1.433 billion), Pennsylvania Energy Development Authority ($52.9 million), Pennsylvania
Higher Education Assistance Agency ($9.65 billion), Pennsylvania Higher Educational Facilities
Authority  ($5.297 billion), Pennsylvania Industrial Development Authority ($435.9 million),
Pennsylvania Infrastructure Investment Authority ($61.0 million), Pennsylvania Turnpike Commission
($2.716 billion), and the State Public School Building Authority ($1.701 billion).

The City of Philadelphia is the largest city in the Commonwealth. The Pennsylvania
Intergovernmental Cooperation Authority (“PICA”) was created by Commonwealth legislation in 1991 to
assist Philadelphia in remedying fiscal emergencies. PICA is designed to provide assistance through the
issuance of funding debt and to make factual findings and recommendations to Philadelphia concerning
its budgetary and fiscal affairs. Philadelphia currently is operating under a five-year fiscal plan approved
by PICA on July 5, 2006.

No further bonds may be issued by PICA for the purpose of either financing capital projects or a
deficit, as the authority for such bond issuance expired December 31, 1994. PICA’s authority to issue
debt for the purpose of financing a cash flow deficit expired on December 31, 1995. Its ability to refund
existing outstanding debt is unrestricted. PICA had $674.3 million in special tax revenue bonds
outstanding as of June 30, 2006. Neither the taxing power nor the credit of the Commonwealth is pledged
to pay debt service on PICA’s bonds.

Ratings. General obligation bonds of the Commonwealth are rated “AA” by Standard & Poor’s
Ratings Services, “Aa2” by Moody’s Investor Services, and “AA” by Fitch, Inc. The ratings reflect only
the views of the rating agencies.

Pensions and Retirement Systems. The Commonwealth maintains contributory benefit pension
plans covering all state employees, public school employees and employees of certain state-related
organizations. State employees and employees of certain state-related organizations are members of the
State Employees’ Retirement System (“SERS™). Public school employees are members of the Public
School Employees’ Retirement System (“PSERS”). With certain exceptions, membership in the
applicable retirement system is mandatory for covered employees.

The Commonwealth’s retirement programs are jointly contributory between the employer and
employee. The contribution rate for PSERS new members who enroll in the pension plan on or after



January 1, 2002 is 7.5% of compensation. The contribution rates for current PSERS members range from
5% to 7.5% of compensation depending upon their date of employment and elections made by the
member. SERS’ contribution rate for most employees is 6.25%. Interest on each employee’s
accumulated contributions is credited annually at a 4% rate mandated by state statute. Accumulated
contributions plus interest credited is refundable to covered employees upon termination of their
employment.

Commonwealth contributions to both pension systems were projected to increase significantly in
Fiscal Year 2007. Commonwealth contributions to SERS and PSERS were $172.6 million and $254.5
million, respectively, in Fiscal Year 2006. The Fiscal Year 2007 budget included Commonwealth
contributions for SERS and PSERS of $204 million and $368.8 million, respectively, an 18% and 45%
increase respectively in the year-over-year contribution to each system. The proposed Fiscal Year 2008
budget includes $216 million and $452.2 million for SERS and PSERS, respectively.

Annual actuarial valuations are required by state law to determine the employer contribution rates
necessary to accumulate sufficient assets and provide for payment of future benefits. The actuary’s
recommendations for employer contribution rates represent a funding plan for meeting current and future
retirement obligations and are included in the 2007 Budget. As of June 30, 2006, the market value of
investment assets for PSERS was $57.41 billion. As of June 30, 2006, the market value of investment
assets for SERS was $32.05 billion.

Litigation

Following are brief descriptions of certain cases affecting the Commonwealth, as reviewed by the
Commonwealth’s Attorney General and Office of General Counsel.

In 1978, the General Assembly approved a limited waiver of sovereign immunity. Damages for
any loss are limited to $250,000 for each person and $1,000,000 for each accident. The Supreme Court of
Pennsylvania has held that this limitation is constitutional. Approximately 3,150 suits against the
Commonwealth remain open. Tort claim payments for the departments and agencies, other than the
Department of Transportation, are paid from departmental and agency operating and program
appropriations. Tort claim payments for the Department of Transportation are paid from an appropriation
from the Motor License Fund. The Motor License Fund tort claim appropriation for Fiscal Year 2006
was $20 million.

County of Allegheny v. Commonwealth of Pennsylvania. In December 1987, the Supreme Court
of Pennsylvania held that the statutory scheme for county funding of the judicial system is in conflict with
the Pennsylvania Constitution. However, the Supreme Court of Pennsylvania stayed its judgment to
afford the General Assembly an opportunity to enact appropriate funding legislation consistent with its
opinion and ordered that the prior system of county funding shall remain in place until this is done.

The Court appointed retired Justice Frank J. Montemuro, Jr. as special master to devise and
submit a plan for implementation. His interim report recommended a four phase transition to
Commonwealth funding of a unified judicial system, during each of which specified court employees
would transfer into the Commonwealth’s payroll system. Phase | recommended that the General
Assembly provide for an administrative structure of local court administrators to be employed by the
Administrative Office of Pennsylvania Courts, a state agency. On June 22, 1999, the Governor approved
legislation under which approximately 165 county-level court administrators became employees of the
Commonwealth. The act also triggered the release of the appropriations that had been made for this
purpose in 1998 and 1999. The remainder of Justice Montemuro’s recommendation for later phases
remains pending before the Supreme Court of Pennsylvania.



Unisys Corporation v. Commonwealth. Unisys challenged the statutory three-factor formula used
for the apportionment of capital stock value in the franchise tax on constitutional and statutory (fairness)
grounds. The trial court issued its decision on March 8, 1999, sustaining the statute from the
Constitutional challenge in favor of the Commonwealth. However, it ruled in favor of the taxpayer’s
fairness argument. The Commonwealth appealed this decision to the Pennsylvania Supreme Court and
Unisys cross-appealed. On October 25, 2002, the Court issued a decision reversing the holding of the
trial court and upholding the Commonwealth’s statutory apportionment formula. Unisys filed an
application for re-argument, which was denied. Unisys filed a petition for certiorari to the U.S. Supreme
Court, which was denied. The trial court denied relief because the taxpayer failed to carry its burden of
proof and did not resolve the underlying issue. The decision has very limited applicability to numerous
pending cases that raise identical issues and involve undetermined significant dollar amounts.

Northbrook Life Insurance Co. This case is the lead case in potential litigation with the entire
insurance industry that does business in Pennsylvania. Currently, the Commonwealth has docketed in
excess of 40 cases representing 20 or more insurance companies. Dozens of additional cases are being
held pending this litigation at the administrative board’s level.

The cases challenge the Department of Revenue’s application of portions of the Life and Health
Guarantee Association Act of 1982, which established a funding mechanism to fulfill defaulted
obligations of insurance companies under life and health insurance policies and annuities contracts to
insured Pennsylvania residents. In accordance with this funding mechanism, other insurance companies
are assessed to provide the funds due to Pennsylvania residents insured from insurance companies, which
have become insolvent or are otherwise in default to its insureds. The assessed insurance companies may
claim a credit against their gross premiums tax liability based on such assessments.

The Department of Revenue allowed credits for assessments paid on taxable annuity
considerations. Credits were not allowed for assessments paid on non-taxed annuities. There is no
provision in the insurance law that restricts the credit to only the assessments paid on taxable annuities.
Taxpayers want the credit for assessments paid on all annuities, both during the period that annuities were
taxed and going forward.

The case was argued before the Commonwealth Court en banc on December 14, 2005. On
January 26, 2006, the en banc Court issued a conflicted decision in which the majority ruled for both
parties. Exceptions will be filed by both parties and it is likely this case will not be finally resolved until
another round before the en banc Commonwealth Court and then appeal to the Pennsylvania Supreme
Court. It is impossible to predict the outcome. If taxpayers prevail on all issues, estimated refunds would
total about $150 million.



APPENDIX B
RISK FACTORS—INVESTING IN MASSACHUSETTS MUNICIPAL BONDS

The following information constitutes only a brief summary, does not purport to be a complete
description, and is based on information drawn from official statements relating to securities offerings of
the Commonwealth of Massachusetts (the “Commonwealth”) available as of the date of this Statement of
Additional Information. While the Fund has not independently verified this information, it has no reason
to believe that such information is not correct in all material aspects.

General Information

Massachusetts is a relatively slow growing but densely populated state with a well-educated
population, comparatively high-income levels, low rates of unemployment, and a relatively diversified
economy. While the total population of Massachusetts has remained fairly stable in the last twenty years,
significant changes have occurred in the age distribution of the population. Dramatic growth in residents
between the ages of 20 and 44 since 1980 is expected to lead to a population distributed more heavily in
the 65 and over age group in 2015 and 2025. Massachusetts also has a comparatively large percentage of
its residents living in metropolitan areas. As of July 1, 2006, the population density of Massachusetts was
821.1 persons per square mile, as compared to 84.6 for the United States as a whole, ranking third among
the states in percentage of residents living in metropolitan areas (99.6%). The State’s population is
concentrated in its eastern portion. The City of Boston is the largest city in New England, with a 2006
population of 590,763.

Since 1929, real and nominal per capital income levels have been consistently higher in
Massachusetts than in the United States. After growing at an annual rate higher than that for the United
States between 1982 and 1988, real income levels in Massachusetts declined between 1989 and 1991. In
2000, Massachusetts had its highest per capita income growth in 16 years, exceeding the national growth
rate by 2.4%. From 2000 to 2003 real income in both Massachusetts and the United States declined, with
a steeper decline in Massachusetts. However, real income levels in Massachusetts remained well above
the national average. From 2004 through 2006, income in the Commonwealth grew faster than in the
nation, and for the last fourteen years, only the District of Columbia, Connecticut and New Jersey have
had higher levels of per capita personal income.

From 1997 to 2006, gross state product (“GSP”) in Massachusetts, New England and the nation
has grown approximately 52.2%, 51.9% and 59.6%, respectively. The Massachusetts economy is the
largest in New England, contributing approximately 47.2% to New England’s total GSP and the thirteenth
largest in the nation, contributing 2.6% to the nation’s total GSP. Massachusetts had the third highest
GSP per capita ($46,721) in 2006.

The Massachusetts economy is diversified among several industrial and non-industrial sectors.
The four largest sectors of the economy (real estate and rental and leasing, manufacturing, finance and
insurance, and professional and technical services) contributed 47.2% of the Commonwealth’s GSP in
2006. Like many industrial states, Massachusetts has seen a steady decline of its manufacturing jobs base
over the last two decades, not only as a share of total employment, but in absolute numbers of jobs as
well. Several service sectors have grown to take the place of manufacturing in driving the Massachusetts
economy. The combined service sectors now account for more than half of total payroll employment.
After significant declines in 2002 and 2003, total non-agricultural employment in Massachusetts declined
only 0.1% in 2004, and increased 0.5% in 2005. The average level for 2006 was 1% above that of 2005,
but the Commonwealth still had 84,000 (2.5%) fewer jobs than in the peak year of 2001. The comparable
growth rate for the nation was 1.8%. In the first five months of 2007, the estimates have continued to be



approximately 1% above the comparable 2006 figures. If this trend continues through all of 2007, the
average for the year will equal its 2001 peak.

In 2004, manufacturing employment declined 3.5% from the year before; a significantly smaller
decline than the annual declines in the previous three years and very close to the long-term average rate of
decline since 1990 (3% per year). The estimate for manufacturing for 2005 was only 2.4% below the
2004 level, which was better than the long-term average rate of decline since 1990. The average for 2006
was 2.1% below the comparable 2005 level. The estimates for the first five months of 2007 are even
more encouraging, averaging only 1% below the comparable 2006 figures.

The unemployment rate in Massachusetts rose significantly above the national average due to the
economic recession of the early 1990s. However, from 1995 through the end of 2005 the unemployment
rate in Massachusetts was consistently below that of the United States. Since January 2006, the
Commonwealth’s rate has been at or above the national rate and the differences between the two have
generally been increasing, reaching a peak in February 2007. The unemployment rate in Massachusetts
increased from 4.8% to 5.1% between January 2006 and January 2007, while the U.S. unemployment rate
dropped from 4.7% to 4.6% over that same period.

Commonwealth Finances

Cash Flow. Fiscal Year 2006 ended with a non-segregated cash balance of $1.619 billion and a
segregated bond balance of $222.2 million. On May 31, 2007, the Commonwealth released the revised
projected cash flow forecast for Fiscal Year 2007. This forecast was based on the (i) Fiscal Year 2007
budget and (ii) State’s revised Fiscal Year 2007 tax estimate of $19.3 billion. The gross tax figure
includes $1.335 billion dedicated to the Commonwealth’s Fiscal Year 2007 pension obligation, $733
million in sales tax revenues dedicated to the Massachusetts Bay Transportation Authority (the “MBTA”)
and $557.3 million in sales tax revenues dedicated to the Massachusetts School Building Authority (the
“MSBA”). This forecast also included an inflow of $239.5 million on April 15, 2007 pursuant to the
tobacco master settlement agreement.

Fiscal Year 2007 opened with a starting balance of $2.072 billion of cash and was projected to
have a June 30, 2007 ending balance of $1.274 billion. These figures did not include balances in the
Commonwealth’s Stabilization Fund or certain other off-budget reserve funds, but did include monies
sequestered to pay for capital projects starting and ending balances totaling $222.2 million and $92.7
million, respectively. Excluding these sequestered capital funds, the Commonwealth’s operating cash
balance opened the year at $1.85 billion, and was projected to end the year at $1.182 billion, a $668
million decrease.

The Commonwealth’s cash flow management incorporates the periodic use of commercial paper
borrowing to meet cash flow needs for both capital and operating expenditures. In particular, the
Commonwealth makes local aid payments of approximately $1 billion to its cities and towns at the end of
each calendar quarter, which in recent years has often resulted in short-term cash flow borrowings. The
Commonwealth began Fiscal Year 2007 with $25.1 million of commercial paper outstanding in the form
of Bond Anticipation Notes (“BANs”), which are no longer outstanding. The Commonwealth’s cash
position reflects a typical cycle of tightening in the second and third quarters of the fiscal year. The
Commonwealth borrowed $300 million in November 2006 and an additional $600 million in December
2006 to make the second-quarter local aid payment. In January 2007, $200 million of revenue
anticipation notes (“RANSs”) were repaid, leaving $700 million of RANs and $25.1 million of BANs
outstanding. In March 2007, $400 million of BANs were issued as 90-day notes, which matured in May,
2007 and were retired at that time. All BANs and RANs were retired by June 30, 2007. The
Commaonwealth currently has no commercial paper outstanding.



The cash flow projection included an estimated $1.6 billion in long-term borrowing for capital
projects in Fiscal Year 2007, including a $500.1 million general obligation bond issue completed in
August 2006. The Commonwealth had additional general obligation bond issuances of $372.6 million in
November 2006 and $731.3 million in May 2007.

Fiscal Year 2005 Summary. The Commonwealth ended Fiscal Year 2005 with a surplus of
$1.218 billion, and the Governor directed $691 million of that surplus be transferred to the Stabilization
Fund. The total transfer to the Stabilization Fund at the end of Fiscal Year 2005 was $913.0 million. The
Governor also directed that the remainder of the surplus, $304.8 million, be transferred to a Transitional
Escrow Fund, subject to appropriation, for Fiscal Year 2006 expenditures.

The Commonwealth reported a year-end balance in the Stabilization Fund of $1.728 billion. The
Transitional Escrow Fund was established and credited with $304.8 million of surplus Fiscal Year 2005
funds. Fiscal Year 2005 closed with an additional reserved fund balance of $355.6 million and an
undesignated fund balance of $98.4 million. The total fund balance in the budgeted operating funds was
$2.487 billion. The Transitional Escrow Fund was scheduled to expire on June 30, 2006, at which time
any remaining balance was to be transferred to the Stabilization Fund.

Fiscal Year 2005 Appropriations. Appropriations for Fiscal Year 2005 totaled $23.188 billion.
The Fiscal Year 2005 budget provided for $22.494 billion in spending. Appropriations totaling $368.1
million in Fiscal Year 2004 were authorized as continuing prior appropriations, which allowed for these
funds to be spent in Fiscal Year 2005. Supplemental appropriations for Fiscal Year 2005 totaled $326
million. The Commonwealth also had significant “off-budget” expenditures in dedicated sales taxes
transferred to the MBTA and MSBA, which were projected to be $704.8 million and $395.7 million,
respectively, and $415.6 million off-budget expenditures in the Medicaid program.

In March, May and August 2005, the Governor filed legislation for supplemental appropriations
totaling $74.5 million, $40.3 million and $29.8 million, respectively. In addition, the legislation also
called for $38 million in appropriations to be continued forward into Fiscal Year 2006 to support
expenditures originally recommended in the Governor’s budget recommendation. Additionally, on July
22, 2005 the Governor filed a $513.7 million capital supplemental appropriation. This legislation funded
an off-budget Capital Investment Fund to support $413.7 million in capital projects throughout the
University of Massachusetts system and other state and community colleges for new science centers and
for needed infrastructure restoration. The legislation also provided $100 million to cities and towns for
local road and bridge repairs.

On September 6, 2005, the Governor filed and signed a $25 million supplemental appropriation to
fund the relief effort for victims of Hurricane Katrina. On September 30, 2005, the Governor signed
supplemental legislation, which included $88.6 million in additional appropriations, including $71.8
million to fund collective bargaining agreements for Fiscal Year 2005 and Fiscal Year 2006, $6.3 million
to cover workers’ compensation and utility costs at the Department of Correction, and $10.5 million for a
variety of other programs and services. These appropriations were authorized for expenditure through
Fiscal Year 2006. In addition, $37.5 million in previous appropriations were extended through Fiscal
Year 2006.

During Fiscal Year 2005, legislation authorizing capital spending authorizations also was
approved. On February 1, 2005, the Governor filed legislation authorizing the Commonwealth to issue
up to $261 million in general obligation bonds to expand facilities at Hanscom and Natick. On March 3,
2005 the Governor filed legislation authorizing a total of $300 million in general obligation bonds to
support job creation programs. On May 5, 2005, the Governor filed legislation authorizing the
Commonwealth to issue up to $950.2 million in general obligation bonds. On July 28, 2005 the Governor



signed legislation authorizing $100 million in general obligation bonds for the Affordable Housing Trust
Fund and $100 million in general obligation bonds for the Housing Stabilization Fund.

Fiscal Year 2006 Summary. The Commonwealth ended Fiscal Year 2006 with a surplus of $261
million, which was deposited into the Stabilization Fund. For Fiscal Year 2006, the Commonwealth
reported a year-end balance in the Stabilization Fund of $2.155 billion, which reflects the aforementioned
deposits as well as $72.3 million of investment earnings and additional taxes deposited into the fund. The
fiscal year closed with additional reserved fund balances of $947.2 million and undesignated fund
balances of $106.2 million. The total fund balance in the budgeted operating funds was $3.208 billion.

On June 29, 2005, the Governor signed the Fiscal Year 2006 budget, which included $23.81
billion in spending, reflecting vetoes making $109.7 million in reductions compared to the conference
committee budget as passed. The legislature subsequently overrode $108.9 million of the Governor’s
vetoes, which brought the total value of the Fiscal Year 2006 budget to $23.915 billion. The Fiscal Year
2006 budget (including overrides) budgeted $6.995 billion for Medicaid, $3.772 billion for education
excluding school building assistance, $1.873 billion for debt service and $11.275 billion for all other
programs and services.

For the Fiscal Year 2006 budget, the Fiscal Year 2006 tax revenue estimate was $17.5 billion,
2.4% more than Fiscal Year 2005 receipts. The Fiscal Year 2006 budget provided for $23.977 billion of
appropriations. In addition, the Commonwealth had significant “off-budget” expenditures in the amounts
of dedicated sales taxes transferred to the MBTA and MSBA, projected to be in the amounts of $712.6
million and $488.7 million, respectively, and $332.5 million of off-budget expenditures in the Medicaid
program. On October 26, 2005, the State increased the tax revenue estimate for Fiscal Year 2006 by $509
million, to $17.957 billion. On January 17, 2006, the State further increased the tax revenue estimate by
$201 million, to $18.158 billion.

Fiscal Year 2006 Appropriations. On June 24, 2006, the Governor signed legislation including a
supplemental appropriations act for Fiscal Year 2006 and an Economic Stimulus Act, which ultimately
resulted in $887.3 million in appropriations and General Fund transfers. The Economic Stimulus Act
included $160.5 million in additional appropriations and $99 million in transfers from the General Fund.
The Economic Stimulus Act also included tax provisions that are estimated to reduce Fiscal 2007 tax
revenue collections by approximately $23 million and, when fully implemented, by $40 million to $45
million annually. In July and October, 2006, supplemental appropriations totaling approximately $200
million and $87.5 million, respectively, were agreed to by the Governor and Legislature.

Fiscal Year 2007 Summary. On January 25, 2006, the Governor filed his Fiscal Year 2007
budget proposal, which totaled $25.187 billion, including $7.101 billion in Medicaid, $4.047 billion in K-
12 education, $2.064 billion for debt service and contact assistance, $1.355 billion in non-education local
aid, and $10.620 for all other programs and services. The Governor’s budget includes a phased decrease
in the personal income tax from 5.3% to 5.15% on January 1, 2008. This tax cut reduces projected tax
revenue for Fiscal Year 2007 by $132 million. The Governor’s budget also included an increase of
17.1% in non-education local aid by directing that all net proceeds from the state lottery be distributed to
the Commonwealth’s cities and towns, as had been done prior to Fiscal Year 2003. The budget also
included an increase of 3.4% in Medicaid relative to the Fiscal Year 2006 budget.

On April 10, 2006 the Legislature presented its budget for Fiscal Year 2007, which included
spending of $25.271 billion. It also included a $200 million reserve to fund healthcare reform efforts in
the Commonwealth consistent with the Governor’s proposed budget. The Legislature also proposed the
transfer of $275 million from the Stabilization Fund to the General Fund to fund a portion of Fiscal Year
2007 expenditures. The budget did not include a reduction in the personal income tax.



On July 8, 2006, the Governor signed the Fiscal Year 2007 budget, which included $25.249
billion in spending, reflecting $458.6 million in line item reductions, and $118 million in reductions to
transfers from the General Fund. The Legislature has subsequently overridden $427 million of the
Governor’s line item vetoes, bringing the Fiscal Year 2007 budget appropriations to $25.676 billion. The
Legislature also overrode all of the vetoes of transfers from the General Fund.

Fiscal Year 2007 Appropriations. Appropriations for Fiscal Year 2007 totaled $25.704 billion.
The Fiscal Year 2007 budget provided for $25.676 billion in spending. Additionally, appropriations
totaling $919.4 million in Fiscal Year 2006 were authorized to be spent in Fiscal Year 2007. In addition
to this spending, the Commonwealth has significant “off-budget” expenditures dedicated to the MBTA
and MSBA projected to total $734 million and $557.4 million, respectively, and $288.5 million of off-
budget expenditures in the Medicaid program.

The Fiscal Year 2007 budget assumed total net transfers from the Lottery of $1.105 billion,
including the $920 million aggregate distribution to cities and towns. The State Lottery Commission
estimated that actual Fiscal Year 2007 lottery revenues were $984 million, $54 million less than original
projections and $121 million less than the amount assumed in the Fiscal Year 2007 budget. There is no
provision in current law for dealing with this shortfall in net lottery revenues in Fiscal Year 2007, which
was expected to result in the State Lottery Fund ending Fiscal Year 2007 in a deficit position.

On May 17, 2007 the Governor approved $88.4 million in supplemental appropriations to fund a
variety of administration initiatives. On June 29, 2007 the Governor filed supplemental appropriations
totaling $131.9 million. This legislation proposed to provide funding of $35.2 million for the state’s
Medicaid program, $22.3 million for public counsel services, $15.9 for collective bargaining costs, $8.7
million to support the underground storage tank cleanup program, $5.2 million for various legal
settlements, $5 million for local housing authorities, $4.6 million for a variety of education initiatives and
$35 million for other programs and services. The legislation also proposes to transfer $40 million from
the General Fund to a new Debt Defeasance Trust Fund to retire high-interest debt for the
Commonwealth. The legislation proposes to make $56.9 million of the filed appropriation requests
available for expenditure through Fiscal Year 2008. The legislation also proposes to make $63.6 million
of previously authorized Fiscal Year 2007 appropriations available for expenditure through Fiscal Year
2008. The Governor’s proposed legislation is currently being considered by the Legislature.

For Fiscal Year 2007, the Commonwealth estimated a year-end balance in the Stabilization Fund
of $2.373 billion. Fiscal Year 2007 spending projections assumed $215.6 million in reversion of unspent
moneys to the General Fund.

Fiscal Year 2008 Summary. The Legislature approved the Fiscal Year 2008 budget on July 2,
2007, and it was approved by the Governor on July 12, 2007. The Governor vetoed $40.7 million of
appropriations. The Fiscal Year 2008 budget appropriates $26.771 billion, including $8.220 billion for
Medicaid, $4.301 billion for education, $2.072 billion for debt service and contract assistance and
$12.788 billion for all other programs and services. The Fiscal Year 2008 budget increases education
funding to cities and towns by $220 million to $3.726 billion. The Fiscal Year 2008 budget also increases
the distribution of lottery revenues to cities and towns to $935 million, an increase of $15 million over the
Fiscal Year 2007 level. Overall, local aid to cities and towns increases by 5.8% in the Fiscal Year 2008
budget.

The Fiscal Year 2008 budget also directs the disposition of the projected Fiscal Year 2007 budget
surplus. The Fiscal Year 2008 budget creates a Bay State Competitiveness Investment Fund and directs a
portion of the Fiscal Year 2007 budget surplus to the fund (currently projected by the Executive Office
for Administration and Finance (“EOAF”) to be $15 million) after statutorily required amounts are
deposited in the Stabilization Fund and designated to be carried forward into the subsequent fiscal year.



Amounts in the Bay State Competitiveness Investment Fund are subject to appropriation. For the
purposes of the financial projections in this Supplement, the entire balance of the Fund is assumed to be
spent in Fiscal Year 2008.

The Fiscal Year 2008 budget relies on several one-time revenue sources, including a $240 million
transfer from the Stabilization Fund to the General Fund, a transfer of not more than $75 million from the
Stabilization Fund to the General Fund representing Fiscal Year 2008 investment earnings in the
Stabilization Fund and the suspension of the statutorily required Stabilization Fund deposit equal to 0.5%
of Fiscal Year 2007 tax revenues (approximately $100 million). The Fiscal Year 2008 proposed to
transfer $150 million from the Health Care Security Trust to the General Fund to support Fiscal Year
2008 spending. The Governor has proposed to amend the budget to decrease the size of the Healthcare
Security Trust Fund transfer to $111.5 million, the amount which would be required based upon his
vetoes. This proposed amendment requires legislative approval to become effective. The Legislature
may override the Governor’s vetoes by a two-thirds vote of each chamber.

The Fiscal Year 2008 budget assumes an increase in lottery distributions of $15 million over the
estimated Fiscal Year 2007 levels. To the extent that Fiscal Year 2007 lottery revenues fall short of
current estimates, this shortfall could affect Fiscal Year 2008 projections as well. The EOAF is currently
working with all state agencies to review Fiscal Year 2008 revenue and spending levels, which is
scheduled to be completed in November 2007.

Settlement with the Conservation Law Foundation. The Commonwealth recently reached a
settlement agreement with the Conservation Law Foundation with regard to a lawsuit asserting that the
Commonwealth failed to complete several public transit projects that were proposed to offset the
supposed environmental impacts of the CA/T Project. The four main components of the agreement are
preliminarily estimated to cost $743.5 million.

Commonwealth Revenues

In order to fund its programs and services, the Commonwealth collects a variety of taxes and
receives revenues from other non-tax sources, including the Federal government and various fees, fines,
court revenues, assessments, reimbursements, interest earnings and transfers from its non-budgeted funds,
which are deposited in the Commonwealth’s budgeted operating funds. In Fiscal Year 2005, on a
statutory basis approximately 65.6% of the Commonwealth’s annual budgeted revenues were derived
from state taxes. In addition, the Federal government provided approximately 19.3% of such revenues,
with the remaining 15.1% provided from departmental revenues and transfers from non-budgeted funds.

Commonwealth Taxes. The major components of Commonwealth taxes are the income tax,
which was projected to account for approximately 55.9% of total tax revenues in Fiscal Year 2006, the
sales and use tax, which was projected to account for approximately 22.4% of total tax revenues in Fiscal
Year 2006, and the corporations and other business and excise taxes, which were projected to account for
approximately 12.2% of total tax revenues in Fiscal Year 2006. Other tax and excise sources were
projected to account for the remaining 9.5% of Fiscal Year 2006 tax revenues.

During Fiscal Years 2001-2003, legislation was implemented that had the net effect of reducing
revenues by decreasing income tax rates or increasing or establishing various deductions and credits. In
addition, several administrative changes were implemented that reduced revenues. During Fiscal Year
2003, legislation was implemented that reversed or delayed some of the previous tax reductions, and
implemented increases in other taxes. The incremental net effect of these tax law and administrative
changes (relative to the immediately preceding fiscal year) is estimated to have been a reduction of
approximately $790 million of Fiscal Year 2001 revenues and $700 million of Fiscal Year 2002 revenues.
In Fiscal Year 2003, tax law changes were estimated to have increased revenue collection by a net amount



of approximately $1.005 billion. The Department of Revenue (the “DOR”) estimated that in Fiscal Year
2004, the impact of tax law and administrative changes reduced tax collections by approximately $110
million compared to Fiscal Year 2003. The DOR further estimated that such changes increased tax
collections by approximately $31 million in Fiscal Year 2005, reduced tax collections by approximately
$282 million in Fiscal Year 2006, and will increase tax collections by approximately $64 million in Fiscal
Year 2007.

Income Tax. The Commonwealth assesses personal income taxes at flat rates, according to
classes of income after specified deductions and exemptions. A rate of 5.3% has been applied to most
types of income since January 1, 2002. The tax rate on gains from the sale of capital assets held for one
year or less and from the sale of collectibles is 12%, and the tax rates on gains from the sale of capital
assets owned more than one year is 5.3%. Interest on obligations of the United States and of the
Commonwealth and its political subdivisions is exempt from taxation.

Sales and Use Tax. The Commonwealth imposes a 5% sales tax on retail sales of certain tangible
properties (including retail sales of meals) transacted in the Commonwealth and a corresponding 5% use
tax on the storage, use or other consumption of like tangible properties brought into the Commonwealth.
However, food, clothing, prescribed medicine, materials and produce used in food production, machinery,
materials, tools and fuel used in certain industries, and property subject to other excises (except for
cigarettes) are exempt from sales taxation. The sales and use tax is also applied to sales of electricity, gas
and steam for certain nonresidential use and to nonresidential and most residential use of
telecommunications services.

Beginning July 1, 2000, pursuant to “forward funding” legislation contained in the Fiscal Year
2000 budget, a portion of the Commonwealth’s receipts from the sales tax, generally the amount raised by
a 1% sales tax with an inflation-adjusted floor, is dedicated to the MBTA under a trust fund mechanism
that does not permit future legislatures to divert the funds. In Fiscal Year 2005, the amount of such sales
tax receipts was $704.8 million. Such amount was projected to be $712.6 million in Fiscal Year 2006.

Beginning July 1, 2004, a portion of the Commonwealth’s sales tax receipts, totaling $395.7
million in Fiscal Year 2005, $488.7 million in Fiscal Year 2006 and specified percentages in subsequent
fiscal years, increasing in Fiscal Year 2010 and thereafter to one cent of the sales tax, subject to certain
exclusions and minimumes, is dedicated to the MSBA.

Legislation enacted over the last three years closed several channels by which to escape sales tax
payments. These included changes to the taxation of promotional advertising materials, goods delivered
through “drop shipments,” items produced outside of Massachusetts but sold in the state and the taxation
of downloaded software that is pre-written. The DOR estimated that these changes created additional tax
collections of $20-23 million in Fiscal Year 2005, $34-48 million in Fiscal Year 2006 and $71-81 million
annually thereafter.

Business Corporations Tax. Business corporations doing business in the Commonwealth, other
than banks, trust companies, insurance companies, railroads, public utilities and safe deposit companies,
are subject to an excise that has a property measure and an income measure. The value of
Commonwealth tangible property (not taxed locally) or net worth allocated to the Commonwealth is taxed
at $2.60 per $1,000 of value. The net income allocated to the Commonwealth, which is based on net
income for Federal taxes, is taxed at 9.5%. The minimum tax is $456. Both rates and the minimum tax
include a 14% surtax.

Legislation enacted in March 2003 and November 2005 closed some loopholes in the corporate
tax structure. The DOR estimated that these changes increased revenues by approximately $144 million



in Fiscal Year 2004, and by $170 million in Fiscal Year 2005, and that the changes would increase
revenues by $196 million in Fiscal Year 2006 and $198 million each year thereafter.

Financial Institutions Tax. Financial institutions (which include commercial and savings banks)
are subject to an excise tax of 10.5%. Legislation enacted in March 2003 clarified the treatment of Real
Estate Investment Trust (“REIT”) distributions with respect to the dividends-received deduction. REIT
distributions received by businesses subject to the corporate excise tax are not to be treated as dividends
and they are subject to taxation at the recipient level. The DOR estimated that this change resulted in
additional tax revenues of approximately $160-180 million in Fiscal Year 2003. The DOR estimated that
the REIT change resulted in a revenue increase of $40-60 million in each of Fiscal Years 2004 and 2005,
and was estimated to yield approximately the same amount in Fiscal Year 2006 and thereafter.

Insurance Taxes. Life insurance companies are subject to a 2% tax on gross premiums; domestic
companies also pay a 14% tax on net investment income. Property and casualty insurance companies are
subject to a 2% tax on gross premiums, plus a 14% surcharge for an effective tax rate of 2.28%.
Domestic companies also pay a 1% tax on gross investment income.

Other Taxes. Other tax revenues are derived by the Commonwealth from motor fuels excise
taxes, cigarette and alcoholic beverage excise taxes, estate and deed excises and other tax sources. The
excise tax on motor fuels is $0.21 per gallon. In 2002 the tax on cigarettes was raised from $0.76 per
pack to $1.51 per pack and the tax rate on other types of tobacco products was also raised. The DOR
estimated that this change resulted in additional revenue of approximately $185 million in Fiscal Year
2003, $155 million to $160 million in Fiscal Year 2004 and $155 million in Fiscal Year 2005 and
thereafter.

Federal and Other Non-Tax Revenues. Federal revenue is collected through reimbursements for
the Federal share of entitlement programs such as Medicaid and, beginning in Federal Fiscal Year 1997,
through block grants for programs such as Transitional Assistance to Needy Families (“TANF”). The
amount of Federal revenue to be received is determined by state expenditures for these programs. The
Commonwealth receives reimbursement for approximately 50% of its spending for Medicaid programs.
Block grant funding for TANF is received quarterly and is contingent upon maintenance of effort
spending level determined annually by the Federal government. Departmental and other non-tax revenues
are derived from licenses, tuition, registrations and fees, and reimbursements and assessments for
services.

For the Commonwealth’s budgeted operating funds, interfund transfers include transfers of
profits from the State Lottery and Arts Lottery Funds and reimbursements for the budgeted costs of the
State Lottery Commission, which accounted for $931.6 million, $941.3 million, $947.1 million $974.6
million, and $1.014 billion in Fiscal Years 2001-2005, respectively, and which were expected to account
for $1.053 billion in Fiscal Year 2006.

On November 21, 2003, the Governor signed into law legislation establishing the FMAP Escrow
Fund. All revenue received from the Federal Jobs Growth Reconciliation Action of 2003 in Fiscal Years
2004 and 2005, unless otherwise earmarked for a specific purpose, was deposited into the FMAP Escrow
Fund. The Commonwealth received $57.7 million in Fiscal Year 2003, which was deposited into the
General Fund. In Fiscal Year 2004, after the transfer of $55 million to the Uncompensated Care Trust, a
total of $402.7 million was deposited into the FMAP Escrow Fund. Thereafter in Fiscal Year 2004, $33.6
million was transferred from the FMAP Escrow Fund to the Economic Stimulus Fund to fund an
assortment of economic development programs. The Fiscal Year 2005 budget reserved $270 million on
the remaining money in the FMAP Escrow Fund for current year expenditures. The $99.1 million
balance was transferred to the Stabilization Fund as part of the consolidated net surplus.



Tobacco Settlement. On November 23, 1998, the Commonwealth joined with other states in a
Master Settlement Agreement that resolved the Commonwealth’s and the other states’ litigation against
the cigarette industry (the “MSA”). Under the MSA, cigarette companies have agreed to make both
annual payments (in perpetuity) and five initial payments (for the calendar years 1999 to 2003, inclusive)
to the settling states. Each payment amount is subject to applicable adjustments, reductions and offsets,
including upward adjustments for inflation and downward adjustments for decreased domestic cigarette
sales volume. The Commonwealth’s allocable share of the base amounts payable under the master
settlement agreement is approximately 4.04%. The Commonwealth had estimated its allocable share of
the base amounts under the agreement through 2025 to be approximately $8.3 billion, without regard to
any potential adjustments, reductions or offsets. However, in pending litigation tobacco manufacturers
are claiming that because of certain developments, they are entitled to reduce future payments under the
MSA, and certain manufacturers withheld payments to the states that were due on April 17, 2006. The
Commonwealth believes it is due the full amount and is pursuing its claim to unreduced payments. If full
payment is not collected by the end of Fiscal Years 2006 and 2007, the reduction of the Commonwealth’s
projected non-tax revenues caused by such non-payment would have been approximately $26.6 million
and $42.9 million, respectively.

The Commonwealth was also awarded $414.3 million from a separate Strategic Contribution
Fund established under the MSA to reward certain states’ particular contributions to the national tobacco
litigation effort. This additional amount is payable in equal annual installments during the calendar years
2008 through 2017.

During Fiscal Year 2000, the legislature enacted two related laws to provide for disposition of the
tobacco settlement payments. The legislation created a permanent trust fund (the Health Care Security
Trust) into which the Commonwealth’s tobacco settlement payments (other than payments for attorneys’
fees) are to be deposited. The legislation contemplated that a portion of the monies in the trust fund
would be available for appropriation by the legislature to supplement existing levels of funding for health-
related services and programs, and the remainder of the monies in the trust fund would be held as a
reserve fund and would not be appropriated. For Fiscal Year 2000 through 2004, the amounts to be
available for such purposes were stipulated to be $91.2 million, $94 million, $96 million, $98 million and
$100 million, respectively, adjusted for the discounted amounts received by the Commonwealth in
comparison to the MSA. The Fiscal Year 2002 budget changed this formula to 50% of amounts received
in the settlement for Fiscal Year 2002, 2003 and 2004. Beginning with Fiscal Year 2005, 30% of the
annual payments (not including any Strategic Contribution Fund payments) and 30% of the earnings on
the balance in the trust fund are to be available for such purposes. As of June 30, 2005, the fund had a
balance of $443.6 million. The fund’s trustees reported a GAAP total asset position of $526.7 million as
of June 30, 2005, exclusive liabilities of $79.6 million, of which $452.3 million will be payable to the
General Fund of the Commonwealth in Fiscal Years 2006 and 2007.

Tax Revenues—Fiscal Years 2005-2008.

Fiscal Year 2005. Tax revenue collections for Fiscal Year 2005 totaled $17.1 billion, an increase
of $1.135 billion (7.1%) over Fiscal Year 2004. This increase is attributable in large part to an increase of
approximately $305.6 million or 4.1% in withholding collections, an increase of approximately $303.9
million or 22% in income tax estimated payments, an increase of approximately $270.4 million or 23.1%
in income tax payments with returns and bills and an increase of approximately $137.2 million or 3.7% in
sales and use tax collections.

Fiscal Year 2006. Tax revenue collections for Fiscal Year 2006 totaled $18.487 billion, an
increase of $1.4 billion (8.2%) over Fiscal Year 2005. This increase is attributable in large part to an
increase of approximately $448.4 million (5.8%) in withholding collections, an increase of approximately
$252.6 million (15%) in income tax estimated payments, an increase of approximately $249.6 million



(17.3%) in income tax payments with returns and bills, an increase of approximately $117.9 million (3%)
in sales and use tax collections and an increase of approximately $550.2 million (32.3%) in corporate and
business collections, which are partially offset by changes in other revenues. The Fiscal 2006 collections
exceeded previous Fiscal 2006 tax revenue estimates and the DOR estimates that up to $39 million of this
$71 million in unclaimed deductions and credits will be shifted to Fiscal Year 2007.

On November 22, 2005, the Governor enacted legislation that provides tax deductions for the
purchase of home heating oil by certain taxpayers between November 1, 2005 and March 31, 2006, and
tax credits for the purchase of energy-saving home improvements between December 1, 2005 and March
13, 2006. The DOR estimated that this legislation will reduce Fiscal Year 2006 tax collections by $93.9
million, and Fiscal Year 2007 tax collections by $27.6 million.

On November 23, 2005, the Governor enacted legislation that provides tax credits and sales tax
exemptions for companies engaged in the production of motion pictures in the Commonwealth. The
DOR estimated that this legislation will reduce Fiscal Year 2006 tax collections by $27.4 million and
Fiscal Year 2007 tax collections by $46.6 million.

On December 8, 2005, the Governor enacted legislation that reinstated the lower capital gains tax
rates that initially existed during the period ended April 30, 2002, of the 2002 tax year and provided that
such rates shall be applicable to the entire 2002 tax year. The DOR estimated that total revenue reduction
resulting from this legislation will be approximately $225 million to $275 million over the next four fiscal
years, with estimated revenue reductions of $75.5 million in Fiscal Year 2006, and $60.5 million in each
of Fiscal Years 2007-09. This legislation also linked the personal income tax sections of the
Massachusetts tax code to the Federal tax code, as well as closing certain so-called tax loopholes. The
DOR estimated tax revenue reductions of approximately $32 in Fiscal Year 2006 and $17 million in
Fiscal Year 2007.

Fiscal Year 2007. Tax revenue collections for Fiscal Year 2007 were estimated at $19.736
billion, an increase of $1.249 billion (6.8%) over Fiscal Year 2006. The increase is attributable in large
part to an increase of approximately $500.5 million (6.2%) in withholding collections, an increase of
approximately $161.5 million (8.3%) in income tax estimated payments, an increase of approximately
$275.6 million (16.3%) in income tax payments with returns and bills, an increase of approximately
$220.1 million (9.8%) in corporate and business collections, an increase of approximately $62.9 million
(1.6%) in sales and use tax collections and an increase of $49.5 million (2.8%) in miscellaneous tax
collections. The preliminary Fiscal Year 2007 collections exceeded Fiscal Year 2007 tax revenue
estimates by $436.2 million.

The Economic Stimulus Act included tax provisions that the DOR estimated will reduce Fiscal
Year 2007 tax revenue collections by approximately $23 million and, when fully implemented, will
decrease tax collections by $40 million to $45 million annually. On October 24, 2006, a revised tax
revenue assessment for Fiscal Year 2007 was issued, revising the previous estimate upward by $202
million, to $19.132 billion. On the same day, an initial Fiscal Year 2008 tax revenue estimate of $19.705
billion was issued.

Fiscal Year 2008. Tax revenues for the first month of Fiscal Year 2008, ended July 31, 2007,
totaled $1.298 billion, an increase of $51.5 million (4.1%), over the same month in Fiscal Year 2007.
This increase is attributable in large part to an increase of approximately $17.9 million (2.7%), in
withholding collections and an increase of approximately $20 million (5.5%), in sales and use tax
collections. Preliminary July 2007 tax collections were $5 million below the July 2007 benchmark
estimate, which is based on the Fiscal Year 2008 consensus tax revenue estimate of $19.879 billion.



Commonwealth Expenditures

Commonwealth Financial Support for Local Governments. The Commonwealth makes
substantial payments to its cities, towns and regional school districts (“Local Aid”) to mitigate the impact
of local property tax limits on local programs and services. Local Aid payments take the form of both
direct and indirect assistance. Direct Local Aid consists of general revenue sharing funds and specific
program funds sent directly to local governments and regional school districts, excluding certain pension
funds and nonappropriated funds. In Fiscal Year 2005, approximately 18.2% of the Commonwealth’s
projected spending was allocated to direct Local Aid. In Fiscal Year 2006 approximately 18.6% of the
Commonwealth’s projected budgeted spending was estimated to be allocated to direct Local Aid.

As a result of comprehensive education reform legislation enacted in June 1993, a large portion of
general revenue sharing funds are earmarked for public education and are distributed through a formula
designed to provide more aid to the Commonwealth’s poorer communities. The legislation requires the
Commonwealth to distribute aid to ensure that each district reaches at least a minimum level of spending
per public education pupil. For Fiscal Year 2005, $2.941 billion was required to reach the minimum
spending level statewide as required by law, and the Commonwealth provided a total of $3.183 billion.
Since Fiscal Year 1994, the Commonwealth has fully funded the requirements imposed by this legislation
in each of its annual budgets.

The Lottery and Additional Assistance programs, which comprise the other major components of
direct Local Aid, provide unrestricted funds for municipal use. There are also several specific programs
funded through direct Local Aid, such as highway construction, school building construction and police
education incentives. In addition to direct Local Aid, the Commonwealth has provided substantial
indirect aid to local governments, including, for example, payments for MBTA assistance and debt
service, pensions for teachers, housing subsidies and the costs of court and district attorneys that formerly
had been paid by the counties.

During Fiscal Year 2003, the Governor reduced Local Aid in response to declining revenues. On
January 30, 2003, the Administration announced $114.4 million in reductions to additional assistance and
lottery distributions to cities and towns. In the Fiscal Year 2004 budget, direct Local Aid was reduced by
an additional $288.7 million, or 5.7%, primarily through a $150.8 million reduction in aid for education, a
$67.1 million reduction in aid for school transportation costs, a $25.2 million reduction in Additional
Assistance and a $44 million reduction in lottery distributions. Final Fiscal Year 2004 appropriations
allocated $75 million in one-time payments to be distributed in Fiscal Year 2005. The Commonwealth
was able to avoid further cuts in Fiscal Year 2005 and restored much of the funding in Fiscal Year 2006.
For fiscal 2005, aid for education was increased by $75 million, a 2.4% increase over Fiscal Year 2004,
and school transportation aid increased by $13.2 million, a 50% increase over Fiscal Year 2004. The
Fiscal Year 2006 Budget increased the distribution of lottery profits to cities and towns by $100 million, a
15.1% increase. Aid for education continued to increase, growing by over $105 million, a 3.3% increase
over Fiscal Year 2005. Fiscal Year 2006 aid for school transportation costs grew by an additional $7
million, an increase of 17.7%.

Property Tax Limits. In November 1980, voters in the Commonwealth approved a statewide tax
limitation initiative petition, commonly known as Proposition 2'%, to constrain levels of property taxation
and to limit the charges and fees imposed on cities and towns by certain governmental entities, including
county governments. Between Fiscal Year 1981 and Fiscal Year 2005, the aggregate property tax levy
grew from $3.347 billion to $9.483 billion, a compound annual growth rate of 4.4%. Many communities
have responded to the limitation imposed by Proposition 2% through statutorily permitted overrides and
exclusions.




Medicaid. The Medicaid program provides health care to low-income children and families, low-
income adults, the disabled and the elderly. The program, which is administered by the Executive Office
of Health & Human Services (the “EOHHS”), receives 50% in Federal reimbursement on most Medicaid
expenditures. Beginning in Fiscal Year 1999, payments for some children’s benefits are 65% Federally
reimbursable under the State Children’s Health Insurance Program.

Over a quarter of the Commonwealth’s budget is devote to Medicaid. It is the largest item in the
Commonwealth’s budget and has been one of the fastest growing budget items. Medicaid spending from
Fiscal Years 2001-05 has grown by 8.3% on a compound annual basis. During the same period,
Medicaid enrollment has increased by 1.2% on a compound annual basis. The State projects total Fiscal
Year 2006 expenditures for Medicaid to be $7.230 billion, an increase of 13.0% over Fiscal Year 2005.
Due to lower than anticipated spending in recent years, Medicaid accounts payable spending has grown
from $142 million in Fiscal Year 2003 to $251.8 million in Fiscal Year 2004. EOHHS reduced the
amount of spending to $110 million in Fiscal Year 2005. EOHHS expects no accounts payable spending
in Fiscal Year 2006. Accordingly, the Governor’s proposed budget for Fiscal Year 2007 budget covers
the full year for Medicaid cash spending.

Uncompensated Care Pool. The Uncompensated Care Pool (the “UCP”) reimburses acute care
hospitals and community care centers for eligible services provided to low-income uninsured and
underinsured people. In Fiscal Year 2005, the UCP paid for an estimated 41,000 inpatient and 1.9 million
outpatient visits for over 454,580 different individuals. Revenues into the UCP include state funds,
hospital assessments and surcharge payer assessments. The Fiscal Year 2004 budget directed the
Division of Medical Assistance to provide health care benefits to long-term unemployed adults and make
expenditures through the UCP. Eligibility for those individuals under the MassHealth Basic program was
cut in April 2003. The new Fiscal Year 2004 program began in October 2003 with an enrollment cap of
36,000 qualifying persons. The cap was increased to 44,000 in Fiscal Year 2005. The Fiscal Year 2006
Budget moved MassHealth Essential from an “off-budget” program to an *“on-budget” program.
Beginning in October 2005, an on-budget line-item was created to fund the October 2005 to June 2006
period. In order to remain within the on-budget appropriation, MassHealth implemented an enrollment
cap of 43,000 members, and a waitlist was created. Legislation reforming health insurance approved in
April 2006 lifted the enrollment cap to 60,000.

Health Insurance Legislation. Signed into law on April 12, 2006, this legislation is projected to
provide health insurance coverage for 95% of the Commonwealth’s uninsured by Fiscal Year 2009,
reducing reliance on the UCP. On July 27, 2006, Centers for Medicare and Medicaid Services formally
approved the incorporation of this health care reform law. This approval secures $385 million of
formerly at risk Federal Medicaid revenue for each of Fiscal Years 2006-08. This legislation requires (i)
all residents 18 years and older to obtain health care insurance by July 1, 2007; (ii) all businesses with
eleven or more employees to offer health insurance to their full-time employees and make a “fair and
reasonable contribution” or be assessed an annual fee of up to $295 per employee ($31.5 million of
revenue is attributed to this provision beginning in Fiscal 2008); (iii) The Commonwealth Health
Insurance Connector to increase accessibility to affordable, private health insurance coverage for
individuals and small businesses and permitting payment of premiums on a pre-tax basis; (iv) The
Commonwealth Care program to provide premium assistance to subsidize the purchase of private health
insurance for individuals below specified income levels; and (v) businesses with eleven or more
employees arrange for the purchase of health insurance by all employees, including part-time employees,
on a pre-tax bases (no employer contribution is required).

For Fiscal Year 2006 the legislation appropriated $60 million: $25 million to establish the
Commonwealth Health Insurance Connector, $14.5 million to expand and restore prevention programs at
the Department of Public Health, $10 million for a reserve to fund additional administrative costs of
various agencies, $5 million for the Massachusetts Technology Park Corporation for a computerized



physician order entry initiative and other healthcare related activities, and $5.5 million for additional
program expenditures. These appropriations are available for expenditure through Fiscal Year 2007. In
Fiscal Year 2007, the legislation would result in a total of $1.637 billion in new general fund spending.
Net cost to the Commonwealth is projected to be approximately $265.5 million in Fiscal Year 2007, an
increase of $267.7 million from Fiscal Year 2006. For Fiscal Years 2008 and 2009, the legislation
provides an incremental $90 million in rate increases for hospitals and physicians in each year. Total
premium assistance payments in Fiscal Year 2007 are projected to be $160 million.

Prescription Advantage Program. A comprehensive senior pharmacy program administered by
the Department of Elder Services began in April 2001. In its first full year of operation, spending for the
program totaled approximately $81.5 million. Fiscal Year 2005 spending for the program was $99
million. Fiscal Year 2006 spending was projected at approximately $92 million.

Public Assistance. The Commonwealth administers four major programs of income assistance
for its poorest residents: Transitional Aid to Families with Dependent Children (“TAFDC”), Emergency
Assistance, Emergency Aid to the Elderly, Disabled and Children (“EAEDC”), and the state supplement
to Federal Supplemental Security Income (“SSI”).

TAFDC expenditures in Fiscal Year 2006 were $480.5 million, approximately 2.6% more than
Fiscal Year 2005. Massachusetts is Federally required to provide child care to TAFDC recipients and
those transitioning off TAFDC for up to one year. Childcare expenditures for Fiscal Year 2005 were
$348.8 million, an increase of 3.0% from Fiscal Year 2004. Massachusetts provided approximately
22,360 slots for childcare for TAFDC recipients and those transitioning off TAFDC in Fiscal Year 2005.
Childcare expenditures for Fiscal Year 2006 were projected to be $365.8 million, an increase of 4.9%
from Fiscal Year 2005. Massachusetts’s projects that it will provide approximately 22,200 child care slots
to TAFDC recipients and those transitioning off TAFDC in Fiscal Year 2006. Massachusetts has met
Federal requirements for childcare in the past three fiscal years.

The Commonwealth began implementing welfare reform programs in November 1995,
establishing TAFDC programs to encourage work as a means to self-sufficiency and to discourage
reliance on long-term assistance. The TAFDC caseload declined steadily from Fiscal Year 1996 through
Fiscal Year 2001, resulting in a 68% decrease through Fiscal Year 2001. However, the caseload began to
grow again in Fiscal Year 2002, from a low point of 42,013 enrolled in July 2001 to a high point of
48,550 in February 2003. In addition, Massachusetts limits TAFDC recipients to two years of benefits
within a five-year period.

The EAEDC caseload declined steadily from Fiscal Year 1996 through Fiscal Year 2001,
resulting in an 83.6% decrease through Fiscal Year 2001, but the caseload began to grow again in Fiscal
Year 2002. The trend can be attributed to factors similar to those affecting the TAFDC caseload. For
Fiscal Year 2003, caseload increased by an estimated 6.9% and expenditures increased by approximately
5.6%. For Fiscal Year 2004, caseload grew by 6.6% but expenditures declined by 1.2%. Fiscal Year
2005 caseload was up less than one percent while expenditures were flat. Fiscal Year 2006 expenditures
for EAEDC were projected to be $66.5 million, down slightly from Fiscal Year 2005. Caseload was
projected to drop 3.1%.

SSI is a Federally administered and funded cash assistance program for individuals who are
elderly, disabled or blind. SSI payments are funded entirely by the Federal government up to $530 per
individual recipient per month and entirely by the state above that amount. The additional state
supplement ranges from $39 to $454 per month per recipient. Fiscal Year 2006 expenditures for SSI were
estimated to be $219.1 million, a 3.2% increase from Fiscal Year 2005.



Other Health and Human Services. Other health and human services spending for Fiscal Year
2005 included expenditures for the Department of Mental Retardation ($1.067 billion), Department of
Mental Health ($594.9 million), Department of Social Services ($697.6 million), Department of Public
Health ($401.7 million) and other human service programs ($656.2 million).

In Fiscal Year 2006, other health and human services spending was projected to include
expenditures for the Department of Mental Retardation ($1.133 billion), Department of Mental Health
($632.9 million), Department of Social Services ($744.3 million), Department of Public Health ($483.5
million) and other human services programs ($857.4 million).

Commonwealth Pension Obligations. The Commonwealth is responsible for the payment of
pension benefits for Commonwealth employees (members of the state employees’ retirement system) and
for teachers of the cities, towns and regional school districts throughout the state (including members of
the teachers’ retirement system and teachers in the Boston public schools, who are members of the State-
Boston retirement system but whose pensions are also the responsibility of the Commonwealth).
Employees of certain independent authorities and agencies, such as the Massachusetts Water Resources
Authority, and of counties, cities and towns (other than teachers) are covered by 104 separate retirement
systems. The Commonwealth assumed responsibility, beginning in Fiscal Year 1982, for payment of cost
of living adjustments for the 104 local retirement systems, in accordance with the provisions of
Proposition 2%. However, in 1997 legislation was enacted removing from the Commonwealth the cost of
future cost-of-living adjustments for these local retirement systems and providing that local retirement
systems fund future cost-of-living adjustments. Pension benefits for state employees are administered by
the State Board of Retirement, and pension benefits for teachers are administered by the Teachers’
Retirement Board. Investment of the assets of the state employees’ and teachers’ retirement systems is
managed by the Pension Reserves Investment Management Board. In the case of all other retirement
systems, the retirement board for the system administers pension benefits and manages investment of
assets. The members of these state and local retirement systems do not participate in the Federal Social
Security System.

The Commonwealth’s employees’ and teachers’ retirement systems are partially funded by
employee contributions of regular compensation — 5% for those hired before January 1, 1975, 7% for
those hired from January 1, 1975 through December 31, 1983, 8% for those hired from January 1, 1984
through June 30, 1996 and 9% for those hired on or after July 1, 1996, plus an additional 2% of
compensation above $30,000 per year for those members hired on or after January 1, 1979. Employee
contributions are 12% of compensation for members of the state police hired after July 1, 1996.
Legislation enacted in Fiscal Year 2000 mandates that active members of the teachers’ retirement system
and teachers of the State-Boston retirement system who opt for this alternative program and all teachers
hired on or after July 1, 2001 contribute 11% of regular compensation. Members who elect to participate
are required to make a minimum of five years of retirement contributions at the 11% rate.

Early Retirement Incentive Program. As a means of reducing payroll costs in Fiscal Year 2002
and 2003, the Commonwealth adopted two Early Retirement Incentive Programs (each, an “ERIP”),
which offered an enhanced pension benefit to retirement-eligible employees. Employees retiring under
the 2002 and 2003 ERIP programs totaled approximately 4,600 and 3,048, respectively. The legislation
authorizing each ERIP directed the Public Employee Retirement Administration Commission (“PERAC”)
to file a report on the additional actuarial liabilities due to each ERIP. In its report for the 2002 ERIP,
PERAC stated that the program resulted in an increased actuarial liability of $312.2 million. In its report
for the 2003 ERIP, PERAC stated that the program resulted in an increased actuarial liability of $224.8
million.

On September 26, 2006, PERAC released its actuarial valuation of the total pension obligation
dated January 1, 2006. The unfunded actuarial accrued liability as of that date for the total obligation was



approximately $14.488 billion, an increase of approximately $1.07 billion over the unfunded actuarial
accrued liability as of January 1, 2005. The unfunded accrued actuarial liability as of January 1, 2006 was
composed of unfunded actuarial accrued liabilities of approximately $3.769 billion for the State
Employees’ Retirement System, $9.104 billion for the State Teachers’ Retirement System, $1.182 billion
for Boston Teachers and $433 million for cost-of-living increases. The valuation study estimated the total
actuarial accrued liability as of January 1, 2006 to be approximately $50.865 billion (comprised of
$20.407 billion for Commonwealth employees, $27.788 billion for Commonwealth teachers, $2.237
billion for Boston Teachers and $433.0 million for cost-of-living increases). Total assets were valued at
approximately $36.376 billion based on the five-year average valuation method, which equaled 93.2% of
the January 1, 2006 total asset market value. The actuarial value of assets as of January 1, 2006
represented an increase of $1.438 billion from the valuation of assets as of January 1, 2005. The funded
ratio decreased to 71.5% as of January 1, 2006 from 72.3% as of January 1, 2005. During 2005, there was
an overall actuarial loss of approximately $541 million. There was a non-investment loss on actuarial
liability of approximately $20 million and a loss on assets (on an actuarial value basis) of approximately
$521 million.

On December 7, 2006, PERAC provided preliminary estimates for the Fiscal Year 2008 revenue
transfer required to fund the pension liability based on a new triennial schedule replacing the expiring
schedule used for Fiscal Years 2005, 2006 and 2007. Based on the January 1, 2006 actuarial value of
assets and liabilities, the Fiscal Year 2008 revenue transfer would be $1.599 billion. This would represent
an increase of $264 million over the Fiscal Year 2007 transfer and of $200 million over the Fiscal Year
2008 transfer required by the existing schedule.

For Fiscal Year 2008, PERAC also provided a range of estimated revenue transfers that would be
required if the new schedule were to be based on the January 1, 2006 actuarial liability brought forward
on an estimated basis to January 1, 2007 and on assets as of January 1, 2007. A range for the value of
assets on January 1, 2007 was estimated assuming full calendar year 2006 year-to-date return as of
October 31, 2006. Based on these assumptions, the estimated January 1, 2007 unfunded liability would
be $13.31 to $14.77 billion, requiring a Fiscal Year 2008 revenue transfer ranging from $1.482 billion to
$1.609 billion.

Other Post-Employment Benefits. In addition to supplying pension benefits the Commonwealth
is required to provide specific health care and life insurance benefits for retired employees of certain
governmental agencies. All employees of the Commonwealth can potentially become eligible for such
benefits if they reach the age of retirement while working in the State. Eligible individuals must
contribute a particular percentage of the costs of the health care benefits, while participating eligible
authorities must reimburse the Commonwealth for the cost of providing these benefits. The
Commonwealth recognizes its share of the costs of providing these benefits when paid, on a “pay-as-you-
go” basis. These payments totaled approximately $316.7 million for Fiscal Year 2005.

Assuming no prefunding, the actuarial accrued liability of the Commonwealth for other post-
employment benefits obligations earned through January 1, 2006 is $13.287 billion. To fully repay this
liability over a 30-year period with a growth rate of 4.5% per year would require annual required
contributions starting at $1.062 billion for Fiscal 2006 and were projected to increase to $2.758 billion in
Fiscal 2016. However, if prefunding is assumed, the actuarial accrued liability is reduced to $7.562
billion and the annual required contribution is estimated to start at $702.9 million for Fiscal Year 2006,
projected to increase to $1.205 billion for Fiscal Year 2016.

The Fiscal Year 2008 budget created a State Retiree Benefit Trust Fund. This fund is an
irrevocable trust fund created to begin funding the Commonwealth’s “other post-employment benefit”
(OPEB) liability. For Fiscal Year 2008, the current-year cost of state retiree health benefits will be
funded through the new fund. The Fiscal Year 2008 budget directs the transfer of $343.2 million to



support such costs. In addition, the Fiscal Year 2008 budget transfers the balance of the Healthcare
Security Trust Fund to the State Retiree Benefit Trust Fund prior to June 30, 2008 to begin funding the
unfunded OPEB liability. This transfer is currently estimated at approximately $442 million.

Public Safety. The Commonwealth expected to expend a total of $1.346 billion in Fiscal Year
2006 for the Executive Office of Public Safety to ensure the safety of its citizens. The largest public
safety agency under the Executive Office is the Department of Correction, which operates 18 correctional
facilities across Massachusetts and expended an estimated $454.1 million in Fiscal Year 2006. Other
public safety agencies include the State Police, with estimated expenditures of $247.7 million in Fiscal
Year 2006. In addition to the expenditures of the twelve state public safety agencies, the Commonwealth
provides funding for the operation of sixteen regional jails and correctional facilities, for which the
Commonwealth expects to expend an estimated $225.7 million in Fiscal Year 2006.

Higher Education. The Commonwealth’s system of higher education includes the five-campus
University of Massachusetts, nine state colleges and 15 community colleges. The system is coordinated
by the Commonwealth Board of Higher Education, and each institution is governed by a separate board of
trustees. The operating revenues of each institution consist primarily of state appropriations and of
student and other fees that may be imposed by the board of trustees of the institution. Tuition levels are
set by the Board of Higher Education, and tuition revenue is required to be remitted to the State Treasurer
by each institution. The board of trustees of each institution submits operating and capital budget requests
annually to the Board of Higher Education. The legislature appropriates funds for the higher education
system in the Commonwealth’s annual operating budget in various line items for each institution. Fiscal
Year 2006 spending on higher education was projected at $982.1 million.

Other Program Expenditures. In Fiscal Year 2006, the remaining $2.543 billion in estimated
expenditures on other programs and services covered a variety of functions of state government, including
expenditures for the Judiciary ($684.5 million), District Attorneys ($84.2 million), the Attorney General
($37.5 million), the EOAF ($372.9 million), Environmental Affairs ($247.6 million), Transportation
($146.8 million) and the Department of Housing and Community Development ($847.4 million).

Unemployment Trust Fund. The cash balance in the Massachusetts Unemployment Trust Fund as
of February 28, 2006 was $464 million. The Division of Unemployment Assistance projects that the fund
will not experience a cash deficit in Fiscal Year 2006 or 2007 and, during these periods, will not need to
borrow from the Federal government.

Capital Spending

The EOAF maintains a multi-year capital spending plan, including an annual administrative limit
on certain types of capital spending by state agencies. The current capital spending plan contains
estimates for capital investment by the Commonwealth as well as the estimated sources of funding for
such capital investment by the Commonwealth, as well as the estimated sources of funding for such
capital investments for Fiscal Year 2007 through Fiscal Year 2011, excluding sources and uses for
amounts required for the CA/T Project, which remain under review as part of the development of a
revised cash flow plan for the project. The projections assume a state borrowing program of $1.25 billion
in Fiscal Year 2007 and $1.3 billion in Fiscal Year 2008, plus any carryforward of bond cap unused in the
prior year, escalating thereafter by 3% per year. The plan is subject to change at any time.

On July 31, 2007, the Governor announced that the annual administrative limit on the amount of
bond-funded capital expenditures, known as the “bond cap,” would be $1.5 billion for Fiscal Year 2008
and was expected to increase by $125 million for each subsequent fiscal year through Fiscal Year 2012.
Under this new policy, the Commonwealth will set the annual borrowing limit at a level designed to keep
debt service within 8% of budgeted revenues. The budgeted revenue projection for Fiscal Year 2008 is



the budgeted revenue amount used in the Governor’s Fiscal Year 2008 budget proposal (net of revenues
to be transferred to fund the Fiscal Year 2008 scheduled pension payment), which was based on the Fiscal
Year 2008 consensus tax revenue estimate. For future fiscal years, 3% annual growth is assumed, which
is the 10-year historic annual average growth in budgeted revenues.

In addition to keeping debt service within 8% of budgeted revenues, the debt management policy
limits future annual growth in the bond cap to not more than $125 million. This additional constraint is
designed to ensure that projected growth in the bond cap will be held to stable and sustainable levels. The
bond cap for each of the next five fiscal years is expected to result in debt service decreasing as a
percentage of budgeted revenues by Fiscal Year 2012.

On August 6, 2007, the Governor released a five-year capital investment plan for Fiscal Years
2008-2012. This plan, totaling an estimated $12 billion over five years, increases the Commonwealth’s
direct capital investment in several priority areas, including higher education, economic development,
housing, transportation infrastructure, energy and environmental affairs, and community investments.

The Governor’s capital investment plan includes a 186% increase in state capital spending for
higher education, dedicating $125 million to the state’s public colleges and universities in Fiscal Year
2008. The capital investment plan also dedicates $1.12 billion to transportation projects and programs in
Fiscal Year 2008, a 25% increase over projected Fiscal Year 2007 spending. The capital investment plan
provides more than $170 million in funding for public housing and the development of affordable private
housing in Fiscal Year 2008. The bond cap for Fiscal Year 2008 consists of the $1.5 billion of new bonds
based on the debt affordability analysis, plus $55.7 million of unexpended bond proceeds expected to be
carried forward from Fiscal Year 2007.

Central Artery/Ted Williams Tunnel Project.  The largest single component of the
Commonwealth’s capital program currently is the CA/T Project, a major construction project that is part
of the completion of the Federal interstate highway system. The project involves the depression of a
portion of Interstate 93 in downtown Boston (the Central Artery), which is now an elevated highway, and
the construction of a new tunnel under Boston harbor (the Ted Williams Tunnel) to link the Boston
terminus of the Massachusetts turnpike (Interstate 90) to Logan International Airport and points north.
Substantial completion of the CA/T Project occurred on January 13, 2006, and final completion of the
surface roadways was expected to occur by the end of calendar year 2006. The remaining work will be
completed in Fiscal Year 2007 or 2008.

Progress/Schedule Update. As of August 31, 2006, approximately $14.42 billion was under
contract or agreement, which constitutes 98.6% of total budgeted costs for the CA/T Project.

The independent auditor engaged by the State has filed its draft final report which concluded that
the total cost estimate of the CA/T Project will fall within the $14.625 billion project budget. On July 10,
2006, panels in the ceiling fell and many deficiencies and the necessity of various replacements were
discovered. The Legislature passed, and on July 14, 2006, the Governor signed into law a decision
appropriating funds for a sufficient safety check of all of the tunnels that are part of the metropolitan
highway system. The review was completed and delivered to the Governor on November 17, 2006.
However, it is unclear at this time how these recent events will affect the current budget for total project
cost or whether the surfacing of such problems is evidence of additional quality issues.

Through the Federal fiscal year ended September 2006, the CA/T Project had received obligation
authority with respect to all but $97 million of the Federal financial assistance available to the project
(other than amounts allocable to principal of Federal grant anticipation notes). The remaining $97 million
has not yet been made available pending Federal approval of the 2004 Finance Plan. In addition,
approximately $36 million of Federal reimbursements for amounts obligated prior to September 30, 2004,



but subject to reallocation to different project contracts may not be reallocated until a finance plan is
approved. Therefore, the total amount of Federal funds withheld pending Federal approval of the 2004
Finance Plan is approximately $133 million. Furthermore, in the absence of an approved finance plan,
credits have accumulated by the close of Fiscal Year 2006 to increase the amount of Federal funds
remaining by an amount of $2.4 million. As of September 2006, records indicate that a balance of
approximately $136 million is owed to the project.

Claims and Economic Risks. The Claims and Changes Department (the “CCD”) of the CA/T
Project is responsible for administering the commercial aspects of the CAJ/T Project’s construction
contracts. The CCD has made substantial progress in recent years in resolving contractor claims,
although significant items remain open. The CA/T Project reports that settlements have been within
expectations on an overall basis and that contingency reserves are expected to be adequate. Project
management currently expects that the costs of such settlements will be within the $14.625 billion project
budget. However, if settlements exceed expectations, the remaining unassigned contingency within the
project budget may not be sufficient.

The weak economy and resolution of contractor claims, including global settlements, at amounts
lower, and/or received later, than anticipated by contractors, among other factors, create cash flow and
credit issues for affected CA/T Project contract work. If an affected contractor with significant critical
path contract work toward an overall project completion milestone were to become insolvent, or
otherwise fail to complete its contract work, it is possible that there would be a substantial or material
impact on CA/T Project schedule and cost, although the likelihood and potential severity of such impact
diminish as the CA/T Project progresses towards completion. Recent media reports refer to the financial
difficulties of a particular CA/T Project contractor. The Turnpike Authority is monitoring that
contractor’s progress with respect to its obligations under CA/T Project contracts and its continuing
ability to complete those obligations on an ongoing basis. The contractor continues to progress its work
on the CA/T Project, and the Turnpike Authority has not received information that the contractor’s
financial status will prevent its contractual obligations from being met or the CA/T Project from being
completed in accordance with the current schedule.

A revised CA/T Project cash flow projection was developed to provide for several factors,
including the following: i) project spending during Fiscal Year 2006 falling below the previously stated
budget amounts; ii) the Turnpike Authority transferring most of the remaining financial contribution to
the project; iii) the capacity of authorized sources for financially supporting the remaining funding
shortfalls; and iv) the Commonwealth making funds available to the CA/T Project to bridge the ultimate
receipt of Federal Funds with the expectation of continuing to do so in Fiscal Year 2007. Following the
approval on May 15, 2007 by the members of the Turnpike Authority of the Commonwealth’s proposal,
relating to the $210 million funding shortfall for the CA/T Project, the Turnpike Authority and the
Commonwealth entered into an agreement to implement such proposal. On June 29, 2007, the Governor
filed legislation to implement the provisions of the agreement. Such legislation is currently pending in
the Legislature. On May 23, 2007, the Turnpike Authority filed a finance plan update with the Federal
Highway Administration, which is currently under review.

On July 10, 2007, the National Transportation Safety Board released its findings pertaining to the
collapse of several concrete suspended ceiling panels in the CA/T Project. The Board’s assessment was
that the cause of the failure was the use of a fast-setting epoxy anchoring system which was susceptible to
“creep” (the tendency for slippage or elongation with the application of sustained tensile loads).
Subsequent to the collapse, a full inspection was conducted, and continues today, inspecting all aspects of
the project’s design, construction and life safety systems.

SEC Inquiry. In late August and early September 2006, the SEC sent certain departments and
instrumentalities of the Commonwealth letters requesting voluntary provision of documents and



information regarding safety reviews of the CA/T Project during the period January 1, 2004, to the
present and related disclosures. The Commonwealth and the Turnpike Authority are cooperating with the
SEC.

Massachusetts Bay Transportation Authority. Beginning in Fiscal Year 2001, the finances of the
MBTA were restructured, and its financial relationship to the Commonwealth changed materially. The
MBTA finances and operates mass transit in eastern Massachusetts. The MBTA issues its own bonds and
notes and is also responsible for the payment of obligations issued by the Boston Metropolitan District
prior to the creation of the MBTA in 1964. The Commonwealth is obligated to provide the MBTA with a
portion of the revenues raised by its sales tax, which is dedicated to the MBTA under a trust fund. The
dedicated revenue stream is used to meet the Commonwealth’s debt service obligations related to certain
outstanding MBTA debt and to meet the MBTA’s other operating and debt service needs. The MBTA is
authorized to assess a portion of its costs on 175 cities and towns in eastern Massachusetts: after a five-
year phase-in of reduced assessments (from approximately $144.6 million in Fiscal Year 2001 to
approximately $136 million in Fiscal Year 2006) the cities and towns are legally required to pay
assessments equal to at least $136 million in the aggregate, as adjusted for inflation (with no annual
increase to exceed 2.5% per year).

Prior to July 1, 2000, the Commonwealth provided financial support of the MBTA through
guarantees of the debt service on its bonds and notes, contract assistance generally equal to 90% of the
debt service on outstanding MBTA bonds and payment of its net cost of service. The MBTA’s net cost of
service was financed by the issuance of short-term notes by the MBTA and by cash advances from the
Commonwealth. The November 1999 legislation that provided for state sales tax revenues to be
dedicated to the MBTA also required the Commonwealth to defray the cost of an 18-month lag (from
January 1, 1999 through June 30, 2001) in operating subsidies that were previously financed through such
short-term notes and the advancement of cash reserves from the Commonwealth. This cost has been
estimated by the Commonwealth to amount to $848.3 million. This cost, plus an additional $100 million
to provide working capital to the MBTA, was financed in part by the issuance of $800 million of
Commonwealth general obligation bonds and by $10.5 million in operating appropriations. The balance
was financed by a transfer from the Commonwealth’s Highway Capital Projects Fund, which initially was
expected to be amortized over 20 years in the Commonwealth’s operating budget.

Beginning July 1, 2000, the Commonwealth’s annual obligation to support the MBTA for
operating costs and debt service was limited to a portion of the state sales tax revenues, but the
Commonwealth remains contingently liable for the payment of MBTA bonds and notes issued prior to
July 1, 2000. The Commonwealth’s obligation to pay such prior bonds is a general obligation. As of
June 30, 2003, the MBTA had approximately $2.834 billion of such prior bonds outstanding. Such bonds
are currently scheduled to mature annually through Fiscal Year 2030, with annual debt service in the
range of approximately $270 million to $292 million through Fiscal Year 2013 and declining thereafter.

Commonwealth Indebtedness

General Authority to Borrow. Under its constitution, the Commonwealth may borrow money (a)
for defense or in anticipation of receipts from taxes or other sources, any such loan to be paid out of the
revenue of the year in which the loan is made, or (b) by a two-thirds vote of the members of each house of
the legislature present and voting thereon. The constitution further provides that borrowed money shall
not be expended for any other purpose than that for which it was borrowed or for the reduction or
discharge of the principal of the loan. In addition, the Commonwealth may give, loan or pledge its credit
by a two-thirds vote of the members of each house of the legislature present and voting thereon, but such
credit may not in any manner be given or loaned to or in aid of any individual, or of any private
association, or of any corporation which is privately owned or managed.




General Obligation Debt. The Commonwealth issues general obligation bonds and notes
pursuant to Commonwealth law. General obligation bonds and notes issued thereunder are deemed to be
general obligations of the Commonwealth to which its full faith and credit are pledged for the payment of
principal and interest when due, unless specifically provided otherwise on the face of such bond or note.
As of July 31, 2007, the Commonwealth had approximately $16.02 billion in issued and outstanding
general obligation debt.

Notes. The Commonwealth is authorized to issue short-term general obligation debt as revenue
anticipation notes or bond anticipation notes. Revenue anticipation notes may be issued by the Treasurer
in any fiscal year in anticipation of the receipts for that year and must be repaid no later than the close of
the fiscal year in which they are issued. Bond anticipation notes may be issued by the Treasurer in
anticipation of the issuance of bonds, including special obligation convention center bonds. The
Commonwealth currently has liquidity support for a $1 billion commercial paper program for general
obligation notes, through five $200 million credit lines, which were scheduled to expire in December
2006, March 2007, December 2007, September 2008 and November 2015, respectively.

Synthetic Fixed Rate Bonds. In connection with the issuance of certain general obligation bonds
that were issued as variable rate bonds, the Commonwealth has entered into interest rate exchange (or
“swap”) agreements with certain counterparties pursuant to which the counterparties are obligated to pay
the Commonwealth an amount equal to the variable rate payment on the related bonds and the
Commonwealth is obligated to pay the counterparties a stipulated fixed rate. Only the net difference in
interest payments is actually exchanged with the counterparty, and the Commonwealth is responsible for
making the interest payments to the variable rate bondholders. The effect of the agreements is to fix the
Commonwealth’s interest payment obligations with respect to the variable rate bonds. The
Commonwealth will be exposed to a variable rate if the counterparties default or if the swap agreements
are terminated. Termination of a swap agreement may also result in the Commonwealth’s making or
receiving a termination payment. As of January 1, 2006, the amount of such variable rate bonds
outstanding was $2.107 billion.

Variable Rate Demand Bonds, Auction Rate Securities and U.Plan Bonds. As of January 1, 2006,
the Commonwealth had outstanding approximately $184 million of variable rate demand bonds with
liquidity support provided by commercial banks under agreements scheduled to terminate in February
2006. On March 3, 2006 the Commonwealth issued $350 million of additional variable rate demand
bonds with liquidity support provided by commercial banks under agreements terminating in March 2011
and March 2013. As of January 1, 2006, the Commonwealth had outstanding $401.5 million of auction
rate securities and approximately $87.1 million of variable rate “U.Plan” bonds, sold in conjunction with
a college savings program administered by the Massachusetts Educational Financing Authority, which
bear deferred interest at a rate equal to the percentage change in the consumer price index plus 2%,
together with current interest at the rate of 0.5%.

Special Obligation Debt.

Highway Fund. The Commonwealth is authorized to issue special obligation bonds secured by
all or a portion of revenues accounted to the Highway Fund. Revenues that are currently accounted to the
Highway Fund are primarily derived from taxes and fees relating to the operation or use of motor vehicles
in the Commonwealth, including the motor fuels excise tax. As of January 1, 2006, the Commonwealth
had outstanding $770.1 million of such special obligation bonds, including $761.4 million of such bonds
secured by a pledge of 6.86¢ of the 21¢ motor fuels excise tax.

Convention Center Fund. The Commonwealth is authorized to issue $694.4 million of special
obligation bonds for the purposes of a new convention center in Boston ($609.4 million), the Springfield
Civic Center ($66 million) and the Worcester convention center ($19 million). The bonds are to be



payable from moneys credited to the Boston Convention and Exhibition Center Fund created by
legislation, which include the receipts from a 2.75% convention center financing fee added to the existing
hotel tax in Boston, Cambridge, Springfield and Worcester, sales tax receipts from establishments near
the proposed Boston facility, a surcharge on car rentals in Boston, a parking surcharge at all three
facilities, the entire hotel tax collected at hotels located near the new Boston facility, and all sales tax and
hotel tax receipts at new hotels in Boston and Cambridge. In June 2004, $686.7 million of special
obligation bonds were issued, secured solely by the pledge of receipts of tax revenues within the special
districts surrounding the centers and other special revenues connected to such facilities

Federal Grant Anticipation Notes. The Commonwealth has issued Federal grant anticipation
notes yielding aggregate net proceeds of $1.5 billion, the full amount authorized, to finance the current
cash flow needs of the CA/T Project in anticipation of future Federal reimbursements. The notes are not
general obligations of the Commonwealth. The notes mature between Fiscal Year 2006 and Fiscal Year
2015, inclusive. Under the trust agreement securing the notes, aggregate annual debt service on grant
anticipation notes may not exceed $216 million. Such notes are secured by the pledge of Federal highway
construction reimbursement payments and by a contingent pledge of certain motor fuels excises.

On July 16, 2003, the Commonwealth issued special obligation refunding notes for the purpose of
crossover refunding approximately $408 million of outstanding Federal grant anticipation notes in 2008
and in 2010. Until the crossovers occur, interest on the notes will be paid solely by an escrow account
established with the proceeds of the notes. Upon the refunding of $408 million of outstanding Federal
grant anticipation notes on the crossover dates, the refunding notes will become secured by the Grant
Anticipation Note Trust Fund. As of January 1, 2006, $1.85 billion of such notes, inclusive of the special
obligation crossover refunding notes, remained outstanding.

Litigation

There are pending in state and Federal courts within the Commonwealth and in the Supreme
Court of the United States various suits in which the Commonwealth is a party. In the opinion of the
Attorney General, no litigation is pending or, to his knowledge, threatened which is likely to result, either
individually or in the aggregate, in final judgments against the Commonwealth that would affect
materially its financial condition.

Commonwealth Programs and Services. From time to time actions are brought against the
Commonwealth by the recipients of governmental services, particularly recipients of human services
benefits, seeking expanded levels of services and benefits and by the providers of such services
challenging the Commonwealth’s reimbursement rates and methodologies. To the extent that such
actions result in judgments requiring the Commonwealth to provide expanded services or benefits or pay
increased rates, additional operating and capital expenditures might be needed to implement such
judgments.

Ricci v. Okin. Challenges by residents of five state schools for the retarded resulted in a consent
decree in the 1970’s that required the Commonwealth to upgrade and rehabilitate the facilities in question
and to provide services and community placements in western Massachusetts. The trial court issued
orders in October 1986, leading to termination of active judicial supervision. On May 25, 1993, the trial
court entered a final order vacating and replacing all consent decrees and court orders. In their place, the
final order requires lifelong provision of individualized services to class members and contains
requirements regarding staffing, maintenance of effort (including funding) and other matters.

On July 14, 2004, a subset of plaintiffs filed a motion to re-open the case and enforce the final
order of May 25, 1993, asserting various reasons why the Department of Mental Retardation (the
“DMR”) is not in compliance with the 1993 final order, mostly relating to the Commonwealth’s plan to



close certain intermediate care facilities (including the Fernald Developmental Center). Another
subgroup of plaintiffs continues to engage in a mediation process with the DMR. The DMR filed a
responsive pleading on August 16, 2004, asserting that all of the final order requirements had been met.
The Disability Law Center filed a motion to intervene shortly thereafter. The court has continued to call
the parties in on an occasional basis to discuss ongoing issues such as plaintiffs’ access to certain records.
The most recent such status conference took place on February 8, 2006.

On March 6, 2007, the United States Attorney issued his long-awaited report, in which he did not
find any violations by the Department of Federal or state law, but nonetheless recommended that the
Fernald Developmental Center remain open to serve any residents who wish to remain there. Shortly
thereafter, the Court declared that its 2006 order prohibiting transfers from the Fernald Center would
remain in effect pending further order of the Court. As of mid-July, 2007, motions filed by the
Department and by the Disability Law Center to dissolve the 2006 injunction were pending before the
Court.

Lima v. Preston. Plaintiffs in a class action seek to enjoin the Executive Office of Health and
Human Services from eliminating Medicaid eligibility for certain immigrants, thereby increasing the
range of their emergency medical services. Following denial of the plaintiffs’ proposal for partial
summary judgment in early 2006, the parties are looking into different possibilities for final resolution of
the dispute through settlement or appellate proceedings.

Rosie D. v. Governor. Plaintiffs asserted claims under provisions of the Federal Medicaid law.
Specifically, plaintiffs assert that the Commonwealth is required to, yet does not, provide them with
intensive home-based mental health services. Plaintiffs have not quantified the cost of the services they
seek. Trial was held from April 25 through June 9, 2005. On January 26, 2006, the court issued its
decision finding in favor of the plaintiffs on two of three counts of the complaint and ordering the parties
to meet and attempt to achieve an agreed-upon plan. The parties are currently in negotiations and were
due back before the Court in September 2006 to report on their progress. Oral argument was scheduled
for December 2006.

Jane Doe, by John Doe v. Ronald Preston. This is a civil rights action asserting that the
defendants have maintained a policy that allows juveniles in the custody of the Department of Youth
Services (“DYS”) to be strip-searched in violation of their constitutional rights. The plaintiff is seeking
certification of a class of juveniles committed to the custody of DYS. No class has yet been certified, but
potential class size would be approximately 15,000 to 20,000 juveniles. Defendants sought summary
judgment on qualified immunity grounds, which was argued in May 2006, and remains under advisement.
If granted, the summary judgment will likely dispose of the entire case. Potential liability if summary
judgment is not granted for the defendants could exceed $20 million due to the expected size of the class.

Environmental Matters. The Commonwealth is engaged in various lawsuits concerning
environmental and related laws, including an action brought by the U.S. Environmental Protection
Agency alleging violations of the Clean Water Act and seeking to reduce the pollution in Boston Harbor.
See United States v. Metropolitan District Commission. See also Conservation Law Foundation v.
Metropolitan District Commission and United States v. South Essex Sewage. The Massachusetts Water
Resources Authority (“MWRA?”), successor in liability to the Metropolitan District Commission
(“MDC”), has assumed primary responsibility for developing and implementing a court-approved plan
and timetable for the construction of the treatment facilities necessary to achieve compliance with the
Federal requirements. The MWRA currently projects that the total cost of construction of the wastewater
facilities required under the court’s order, not including certain costs, will be approximately $3.142
billion in current dollars, with approximately $131 million to be spent after June 30, 2001. The MWRA
anticipates spending approximately $633 million after that date to cover certain additional costs. Under
the Clean Water Act, the Commonwealth may be liable for any cost of complying with any judgment in




these or any other Clean Water Act cases to the extent the MWRA or a municipality is prevented by state
law from raising revenues necessary to comply with such a judgment.

Wellesley College (the “College”) is seeking contribution from the Commonwealth for costs
related to environmental contamination on the Wellesley College campus and adjacent areas, including
Lake Waban. On September 5, 2001, the court entered judgment incorporating a partial settlement
between the parties, under which the College will fund a clean up of hazardous materials at the campus
and the northern shoreline of Lake Waban expected to cost approximately $40 million. Subject to the
terms of the partial settlement, the Commonwealth has reimbursed the College approximately $1.1
million from an escrow account, after the Department of Environmental Protection determined that the
clean up had been properly performed. The clean up of the remainder of Lake Waban, downstream areas
and groundwater is not addressed under the current clean up plan, as the Department has not yet selected
a remedy for these areas. Once a remedy is determined and costs are known, negotiations may be
reopened with the College. The Commonwealth and the College have reserved their rights against each
other regarding liability for the future clean up costs for this part of the site, which could involve tens of
millions of dollars.

In re Massachusetts Military Reservation (pre-litigation). The Commonwealth is engaged in
preliminary discussions regarding natural resource damage at the Massachusetts Military Reservation on
Cape Cod. The Commonwealth’s Executive Office of Environmental Affairs is the State Natural
Resources Trustee. Federal Trustees claim that the Commonwealth and others are liable for natural
resource damages due to widespread contamination primarily from past military activities at the
Reservation. This asserted liability also may extend to response actions and related activities necessary to
remediate the site. The assessment process for natural resource damages is set forth in Federal
regulations and is expected to take many month to complete. While no recent comprehensive estimate of
natural resource damages and response actions is available, it is expected that the damages and response
actions may cost at least tens of millions of dollars. Currently the Commonwealth is in settlement
negotiations with one of the private contractors regarding contamination at a portion of the site.

Conservation Law Foundation v. Romney. An environmental group has brought a Clean Air Act
citizens’ suit in U.S. District Court to try and convince the Commonwealth to enhance its mass transit
system in connection with the approaching completion of the CA/T Project. Two mass transit projects
that the plaintiff is advocating for, but that the Commonwealth is not presently preparing to build, are the
restoration of the Arborway branch of the MBTA’s Green Line in the Jamaica Plain section of Boston and
the construction of a subway line in downtown Boston connecting the CharlessMGH station on the
MBTA'’s Red Line with the Bowdoin station on the MBTA’s Blue Line. The Commonwealth has moved
to dismiss some of the plaintiff’s allegations on the ground that they are not legally cognizable under the
Clean Air Act. That motion was partially allowed and partially denied.

Taxes and Revenues. There are several other tax cases pending which could result in significant
refunds if taxpayers prevail. It is the policy of the Attorney General and the Commissioner of Revenue to
defend such actions vigorously on behalf of the Commonwealth, and the descriptions that follow are not
intended to imply that the Commissioner has conceded any liability whatsoever. As of July 20, 2007,
approximately $100 million in contingent liabilities exist in the aggregate in the tax cases pending before
the Appellate Tax Board or on appeal to the Appeals Court or the Supreme Judicial Court.

Eminent Domain.

Perini Corp., Kiewit Constr. Corp., Jay Cashman, Inc., d/b/a Perini — Kiewit — Cashman Joint
Venture v. Commonwealth. In six consolidated cases and related potential litigation, plaintiffs make
claims for alleged increased costs arising from differing site conditions and other causes of delay on the



CAIT Project. Plaintiffs have asserted claims in excess of $105 million. These claims are at various
stages of resolution with various courts and administrative panels.

Swachman v. Commonwealth of Massachusetts. The Commonwealth, through its Division of
Capital Asset Management, recently took by eminent domain certain property in Worcester to build a new
courthouse for Worcester County. Suit was filed in trial court in May 2004 seeking additional
compensation in an amount up to $30 million. Discovery is ongoing.

American Council of Engineering Cos v. Mass Turnpike, Mass Highway Department and the
Commonwealth of Massachusetts. The plaintiff asserts that, due to the financial difficulties of two
insurers who are part of the CA/T Project’s Owner-Controlled Insurance Program, the CA/T Project is
contractually required to replace two insurance policies totaling $25 million. The Commonwealth’s
motion to dismiss has been denied and discovery is ongoing.

Nathaniel Lavallee, et al. v. Justices of Hampden Superior Court et al.; Michael Carabello et al
v. Justices of Hampden Superior Court et al.; Arianna S. et al. v. Commonwealth of Massachusetts and
two other cases. In July 2004, the Commonwealth’s Supreme Judicial Court decided that the
constitutional rights of indigent criminal defendants in Hampden County had been violated. The Court
found that the Committee for Public Counsel Services (“CPCS”) could not appoint attorneys for the
plaintiffs because the compensation the attorneys would have received from the State was so low that the
attorneys had become unwilling to accept appointments. The Court ruled that these defendants must be
released from custody if they have been incarcerated pending trial for more than seven days without
counsel, and that charges must be dismissed without prejudice after 45 days without counsel. The Court
declined to order an increase in rates of bar advocate compensation. Since then, attorneys have been
appointed within permissible time limits in every case to date. On the whole, litigation in these cases is
not currently active, but could be resumed if the shortage of available attorneys returns.

Central Artery/Tunnel Cost Recovery Program Litigation. In 2004, ten civil actions were filed by
the Commonwealth and the MTA against section design consultants of the CA/T Project, which claimed
that the designers’ errors and omissions caused the CA/T Project to expend additional costs during
construction. The Commonwealth and the MTA also filed a complaint in 2004 against the Project’s
management consultant, Bechtel/Parsons Brinckerhoff, a joint venture. The main claim in this case,
which was stayed until December 31, 2005, is the defendants’ failure to disclose the true cost of the CA/T
Project. The cost recovery efforts were transferred to the Attorney General’s office effective February 1,
2005.



APPENDIX C
Rating Categories

Description of certain ratings assigned by Standard & Poor’s Ratings Services (“S&P”), Moody’s
Investors Service, Inc. (“Moody’s™), Fitch Ratings (“Fitch”) and Thomson Bank Watch, Inc. (“Bank
Watch”):

S&P

Long-term

AAA
An obligation rated ‘AAA’ has the highest rating assigned by S&P. The obligor’s capacity to meet its
financial commitment on the obligation is extremely strong.

AA
An obligation rated ‘AA’ differs from the highest rated obligations only in small degree. The obligor’s
capacity to meet its financial commitment on the obligation is very strong.

A

An obligation rated ‘A’ is somewhat more susceptible to the adverse effects of changes in circumstances
and economic conditions than obligations in higher rated categories. However, the obligor’s capacity to
meet its financial commitment on the obligation is still strong.

BBB

An obligation rated ‘BBB’ exhibits adequate protection parameters. However, adverse economic
conditions or changing circumstances are more likely to lead to a weakened capacity of the obligor to
meet its financial commitment on the obligation.

BB, B, CCC, CC,and C

Obligations rated ‘BB’, ‘B’, ‘CCC’, ‘CC’, and ‘C’ are regarded as having significant speculative
characteristics. ‘BB’ indicates the least degree of speculation and ‘C’ the highest. While such obligations
will likely have some quality and protective characteristics, these may be outweighed by large
uncertainties or major exposures to adverse conditions.

BB

An obligation rated ‘BB’ is less vulnerable to nonpayment than other speculative issues. However, it
faces major ongoing uncertainties or exposure to adverse business, financial, or economic conditions
which could lead to the obligor’s inadequate capacity to meet its financial commitment on the obligation.

B

An obligation rated ‘B’ is more vulnerable to nonpayment than obligations rated ‘BB’, but the obligor
currently has the capacity to meet its financial commitment on the obligation. Adverse business, financial,
or economic conditions will likely impair the obligor’s capacity or willingness to meet its financial
commitment on the obligation.

CCC

An obligation rated ‘CCC’ is currently vulnerable to nonpayment, and is dependent upon favorable
business, financial, and economic conditions for the obligor to meet its financial commitment on the
obligation. In the event of adverse business, financial, or economic conditions, the obligor is not likely to
have the capacity to meet its financial commitment on the obligation.



CC
An obligation rated ‘CC’ is currently highly vulnerable to nonpayment.

C

A subordinated debt or preferred stock obligation rated ‘C’ is currently highly vulnerable to nonpayment.
The “C’ rating may be used to cover a situation where a bankruptcy petition has been filed or similar
action taken, but payments on this obligation are being continued. A ‘C’ also will be assigned to a
preferred stock issue in arrears on dividends or sinking fund payments, but that is currently paying.

D

An obligation rated ‘D’ is in payment default. The ‘D’ rating category is used when payments on an
obligation are not made on the date due even if the applicable grace period has not expired, unless S&P
believes that such payments will be made during such grace period. The ‘D’ rating also will be used upon
the filing of a bankruptcy petition or the taking of a similar action if payments on an obligation are
jeopardized.

r
The symbol ‘r’ is attached to the ratings of instruments with significant noncredit risks. It highlights risks
to principal or volatility of expected returns which are not addressed in the credit rating. Examples
include: obligations linked or indexed to equities, currencies, or commodities; obligations exposed to
severe prepayment risk—such as interest-only or principal-only mortgage securities; and obligations with
unusually risky interest terms, such as inverse floaters.

N.R.
The designation ‘N.R.” indicates that no rating has been requested, that there is insufficient information
on which to base a rating, or that S&P does not rate a particular obligation as a matter of policy.

Note: The ratings from ‘AA’ to ‘CCC’ may be modified by the addition of a plus (+) or minus (-) sign
designation to show relative standing within the major rating categories.

Short-term

SP-1

Strong capacity to pay principal and interest. An issue determined to possess a very strong capacity to
pay debt service is designated with a plus sign (+).

SP-2

Satisfactory capacity to pay principal and interest, with some vulnerability to adverse financial and
economic changes over the term of the notes.

SP-3
Speculative capacity to pay principal and interest.

Commercial paper

A-1
This designation indicates that the degree of safety regarding timely payment is strong. Those issues
determined to possess extremely strong safety characteristics are denoted with a plus sign (+) designation.

A-2
Capacity for timely payment on issues with this designation is satisfactory. However, the relative degree
of safety is not as high as for issues designated ‘A-1".



A-3

Issues carrying this designation have an adequate capacity for timely payment. The are, however, more
vulnerable to the adverse effects of changes in circumstances than obligations carrying the higher
designations.

B
Issues rated B are regarded as having only speculative capacity for timely payment.

C
This rating is assigned to short-term debt obligations with a doubtful capacity for payment.

D

Debt rated ‘D’ is payment default. The ‘D’ rating category is used when interest payments or principal
payments are not made on the due date, even if the applicable grace period has not expired, unless S&P
believes such payments will be made during such grace period.

Moody’s

Long-term

Aaa

Bonds rated ‘Aaa’ are judged to be of the best quality. They carry the smallest degree of investment risk
and are generally referred to as “gilt edged.” Interest payments are protected by a large or by an
exceptionally stable margin and principal is secure. While the various protective elements are likely to
change, such changes as can be visualized are most unlikely to impair the fundamentally strong position
of such issues.

Aa

Bonds rated ‘Aa’ are judged to be of high quality by all standards. Together with the ‘Aaa’ group they
comprise what are generally known as high-grade bonds. They are rated lower than the best bonds
because margins of protection may not be as large as in ‘Aaa’ securities or fluctuation of protective
elements may be of greater amplitude or there may be other elements present which make the long-term
risk appear somewhat larger than the *Aaa’ securities.

A

Bonds rated ‘A’ possess many favorable investment attributes and are to be considered as upper-medium-
grade obligations. Factors giving security to principal and interest are considered adequate, but elements
may be present which suggest a susceptibility to impairment some time in the future.

Baa
Bonds rated ‘Baa’ are considered as medium-grade obligations (i.e., they are neither highly protected nor
poorly secured). Interest payments and principal security appear adequate for the present but certain
protective elements may be lacking or may be characteristically unreliable over any great length of time.
Such bonds lack outstanding investment characteristics and in fact have speculative characteristics as
well.

Ba

Bonds rated ‘Ba’ are judged to have speculative elements; their future cannot be considered as well-
assured. Often the protection of interest and principal payments may be very moderate, and thereby not
well safeguarded during both good and bad times over the future. Uncertainty of position characterizes
bonds in this class.



B

Bonds rated ‘B’ generally lack characteristics of the desirable investment. Assurance of interest and
principal payments or of maintenance of other terms of the contract over any long period of time may be
small.

Caa
Bonds rated ‘Caa’ are of poor standing. Such issues may be in default or there may be present elements of
danger with respect to principal or interest.

Ca
Bonds rated ‘Ca’ represent obligations which are speculative in a high degree. Such issues are often in
default or have other marked shortcomings.

C
Bonds rated ‘C’ are the lowest rated class of bonds, and issues so rated can be regarded as having
extremely poor prospects of ever attaining any real investment standing.

Note: Moody’s applies numerical modifiers 1, 2, and 3 in each generic rating classification from ‘Aa’
through ‘Caa’. The modifier 1 indicates that the obligation ranks in the higher end of its generic rating
category; the modifier 2 indicates a mid-range ranking; and the modifier 3 indicates a ranking in the lower
end of that generic rating category.

Prime Rating System

Issuers rated Prime-1 (or supporting institutions) have a superior ability for repayment of senior short-
term debt obligations. Prime-1 repayment ability will often be evidenced by many of the following
characteristics:

Leading market positions in well-established industries.

High rates of return on funds employed.

Conservative capitalization structure with moderate reliance on debt and ample asset protection.

Broad margins in earnings coverage of fixed financial charges and high internal cash generation.

Well-established access to a range of financial markets and assured sources of alternate liquidity.
Issuers rated Prime-2 (or supporting institutions) have a strong ability for repayment of senior short-term
debt obligations. This will normally be evidenced by many of the characteristics cited above but to a
lesser degree. Earnings trends and coverage ratios, while sound, may be more subject to variation.
Capitalization characteristics, while still appropriate, may be more affected by external conditions. Ample
alternate liquidity is maintained.
Issuers rated Prime-3 (or supporting institutions) have an acceptable ability for repayment of senior short-
term obligations. The effect of industry characteristics and market compositions may be more
pronounced. Variability in earnings and profitability may result in changes in the level of debt protection
measurements and may require relatively high financial leverage. Adequate alternate liquidity is
maintained.

Issuers rated Not Prime do not fall within any of the Prime rating categories.

MIG/VMIG--U.S. short-term




Municipal debt issuance ratings are designated as Moody’s Investment Grade (MIG) and are divided into
three levels -- MIG 1 through MIG 3.

The short-term rating assigned to the demand feature of variable rate demand obligations (VRDOS) is
designated as VMIG. When either the long- or short-term aspect of a VRDO is not rated, that piece is
designated NR, e.g., Aaa/NR or NR/VMIG 1.

MIG 1/VMIG 1
This designation denotes superior credit quality. Excellent protection is afforded by established cash
flows, highly reliable liquidity support, or demonstrated broad-based access to the market for refinancing.

MIG 2/VMIG 2
This designation denotes strong credit quality. Margins of protection are ample, although not as large as
in the preceding group.

MIG 3/VMIG 3
This designation denotes acceptable credit quality. Liquidity and cash-flow protection may be narrow,
and market access for refinancing is likely to be less well-established.

SG

This designation denotes speculative-grade credit quality. Debt instruments in this category may lack
sufficient margins of protection.

Fitch

Long-term Investment Grade

AAA

Highest credit quality. ‘AAA’ ratings denote the lowest expectation of credit risk. They are assigned only
in case of exceptionally strong capacity for timely payment of financial commitments. This capacity is
highly unlikely to be adversely affected by foreseeable events.

AA

Very high credit quality. *AA’ ratings denote a very low expectation of credit risk. They indicate very
strong capacity for timely payment of financial commitments. This capacity is not significantly
vulnerable to foreseeable events.

A

High credit quality. ‘A’ ratings denote a low expectation of credit risk. The capacity for timely payment
of financial commitments is considered strong. This capacity may, nevertheless, be more vulnerable to
changes in circumstances or in economic conditions than is the case for higher ratings.

BBB

Good credit quality. ‘BBB’ ratings indicate that there is currently a low expectation of credit risk. The
capacity for timely payment of financial commitments is considered adequate, but adverse changes in
circumstances and in economic conditions are more likely to impair this capacity. This is the lowest
investment-grade category.

Long-term Speculative Grade

BB
Speculative. ‘BB’ ratings indicate that there is a possibility of credit risk developing, particularly as the



result of adverse economic change over time; however, business or financial alternatives may be available
to allow financial commitments to be met. Securities rated in this category are not investment grade.

B

Highly speculative. ‘B’ ratings indicate that significant credit risk is present, but a limited margin of
safety remains. Financial commitments are currently being met; however, capacity for continued payment
is contingent upon a sustained, favorable business and economic environment.

CCC,CC,C

High default risk. Default is a real possibility. Capacity for meeting financial commitments is solely
reliant upon sustained, favorable business or economic developments. A *CC’ rating indicates that
default of some kind appears probable. ‘C’ ratings signal imminent default.

DDD, DD, D

Default. The ratings of obligations in this category are based on their prospects for achieving partial or
full recovery in a reorganization or liquidation of the obligor. While expected recovery values are highly
speculative and cannot be estimated with any precision, the following serve as general guidelines. ‘DDD’
obligations have the highest potential for recovery, around 90% - 100% of outstanding amounts and
accrued interest. ‘DD’ ratings indicate potential recoveries in the range of 50% - 90% and ‘D’ the lowest
recovery potential, i.e., below 50%.

Entities rated in this category have defaulted on some or all of their obligations. Entities rated ‘DDD’
have the highest prospect for resumption of performance or continued operation with or without a formal
reorganization process. Entities rated ‘DD’ and ‘D’ are generally undergoing a formal reorganization or
liquidation process; those rated ‘DD’ are likely to satisfy a higher portion of their outstanding obligations,
while entities rated ‘D’ have a poor prospect of repaying all obligations.

“+” or “-” Notes to long-term and short -term ratings: A plus (+) or minus (-) sign designation may be
appended to a rating to denote relative status within major rating categories. Such suffixes are not added
to the “AAA” long-term rating category, or to categories below ‘CCC’ or to short-term ratings other than
‘F-1.

Short-term

A short-term rating has a time horizon of less than 12 months for most obligations, or up to three years for
U.S. public finance securities, and thus places greater emphasis on the liquidity necessary to meet
financial commitments in a timely manner.

F1
Highest credit quality. Indicates the strongest capacity for timely payment of financial commitments; may
have an added “+” to denote any exceptionally strong credit feature.

F2
Good credit quality. A satisfactory capacity for timely payment of financial commitments, but the margin
of safety is not as great as in the case of the higher ratings.

F3
Fair credit quality. The capacity for timely payment of financial commitment is adequate; however, near-
term adverse changes could result in a reduction non-investment grade.



B
Speculative. Minimal capacity for timely payment of financial commitments plus vulnerability to near-
term adverse changes in financial and economic conditions.

C

High default risk. Default is a real possibility. Capacity for meeting financial commitments is solely
reliant upon a sustained, favorable business and economic environment.

D
Default. Denotes actual or imminent payment default.

‘NR’ indicates that Fitch does not rate the issuer or issue in question.

Notes to long-term and short-term ratings: A plus (+) or minus (-) sign designation may be appended to a
rating to denote relative status within major rating categories. Such suffixes are not added to the ‘AAA’
long-term rating category, to categories below ‘CCC’, or to short-term ratings other than ‘F1.”

Fitch also assigns a rating to certain international and U.S. banks. A Fitch bank rating represents Fitch’s
current assessment of the strength of the bank and whether such bank would receive support should it
experience difficulties. In its assessment of a bank, Fitch uses a dual rating system comprised of Legal
Ratings and Individual Ratings. In addition, Fitch assigns banks Long and Short-Term Ratings as used in
the corporate ratings discussed above. Legal Ratings, which range in gradation from 1 through 5, address
the question of whether the bank would receive support provided by central banks or the bank’s
shareholders if it experienced difficulties, and such ratings are considered by Fitch to be a prime factor in
its assessment of credit risk. Individual Ratings, which range in gradations from A through E, represent
Fitch’s assessment of a bank’s economic merits and address the question of how the bank would be
viewed if it were entirely independent and could not rely on support from state authorities or its owners.

Bank Watch

Commercial Paper Ratings and Short-Term Ratings

TBW-1
Obligations rated TBW-1 are regarded as having the strongest capacity for timely repayment.

In addition to ratings of short-term obligations, Bank Watch assigns a rating to each issuer it rates, in
gradations of A through F. Bank Watch examines all segments of the organization including, where
applicable, the holding company, member banks or associations, and other subsidiaries. In those
instances where financial disclosure is incomplete or untimely, a qualified rating (gr) is assigned to the
institution. Bank Watch also assigns, in the case of foreign banks, a country rating which represents an
assessment of the overall political and economic stability of the country in which that bank is domiciled.
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