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Dreyfus Tax Managed
Balanced Fund
Ticker Symbol: DLMBX

GOAL/APPROACH

The fund seeks to provide an attractive after-tax
total return consisting of federally tax-exempt
income and capital appreciation. This objective may
be changed without shareholder approval. To pursue
its goal, the fund normally invests the majority of its
assets in municipal bonds that provide income
exempt from federal income tax. The fund will
employ a tax-managed strategy to invest the balance
of its assets primarily in equity securities, focusing
on “blue chip” companies with market capitaliza-
tions exceeding $5 billion at the time of purchase,
including multinational companies. From time to
time, the investment adviser may re-balance the
fund’s portfolio, and will do so on a quarterly basis
if necessary to maintain the funds holdings of

municipal bonds to above 50% of its assets.

The fund’s target investment allocation in munici-
pal bonds is 55% of its assets, but the fund may have
more or less than 55% of its assets so invested. The
fund will only invest in municipal bonds rated
investment grade (AAA/Aaa to BBB/Baa) by inde-
pendent rating agencies or the unrated equivalent as
determined by Dreyfus at the time of purchase. The
fund seeks to maintain a minimum average credit
quality of “AA/Aa” with respect to its portfolio of
municipal bonds. The dollar-weighted average
maturity of the fund’s portfolio of municipal bonds

is not restricted, but normally exceeds ten years.

The portfolio managers may buy and sell bonds
based on credit quality, market outlook and yield
potential. In selecting municipal bonds for invest-
ment, the portfolio managers may assess the current
interest rate environment and the municipal bond’s
credit profile and potential volatility in different rate
environments. The portfolio managers focus on
bonds with the potential to offer attractive current
income, typically looking for bonds that can pro-
vide consistently attractive current yields or that are
trading at competitive market prices. A portion of

the fund’s assets may be allocated to “discount”
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bonds, which are bonds that sell at a price below
their face value, or to “premium” bonds, which are
bonds that sell at a price above their face value. The
fund’s allocation to either discount bonds or to pre-
mium bonds will change along with the portfolio
managers’ changing view of the current interest rate
and market environment. The portfolio managers
also may look to select bonds that are most likely to

obtain attractive prices when sold.

While the fund is permitted to invest its assets in
municipal bonds that provide income that may be
subject to the federal alternative minimum tax, the
fund currently is managed so that income paid by
the fund will not be subject to the federal alterna-

tive minimum tax.

The fund will invest the balance of its assets pri-
marily in equity securities, such as common stocks,
preferred stocks, warrants and convertible securities.
Up to 15% of the fund’s portfolio of equity securi-
ties may be invested in dollar-denominated securi-

ties of foreign companies.

In choosing equity securities, the fund first identi-
fies economic sectors that it believes will expand
over the next three to five years or longer. Using
fundamental analysis, the fund then seeks compa-
nies within these sectors that have dominant posi-
tions in their industries and that have demonstrated
sustained patterns of profitability, strong balance
sheets, an expanding global presence and the poten-
tial to achieve predictable, above-average earnings
growth. The fund is also alert to companies which
it considers undervalued in terms of current earn-

ings, assets or growth prospects.

The fund attempts to enhance after-tax returns by
minimizing its annual taxable distributions to share-
holders. To do so, the fund employs a “buy-and-
hold” investment strategy with respect to its invest-
ments in equity securities, and generally will seek to

maintain a low annual portfolio turnover rate.
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GOAL/APPROACH (continued)

The fund typically sells a stock when it believes
there is a significant adverse change in a company’s
business fundamentals that may lead to a sustained

impairment in earnings power.

During periods when the fund re-balances its port-
folio, the fund will not be deterred from selling
municipal bonds or equity securities which would
result in higher portfolio turnover and potentially
taxable distributions. In addition, any dividends
received from the fund’s equity investments gener-
ally will be taxable.

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 credit or inter-
est 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 inter-
est 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:

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

- 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

Investment grade bonds: independent rating organizations
analyze and evaluate a bond issuer’s, and/or any credit
enhancer's, credit profile and ability to repay debts. Based on
their assessment, these rating organizations assign letter
grades that reflect the issuer’s, and/or any credit enhancer’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.

Dollar-weighted average maturity: an average of the stated
maturities of the bonds held by the fund, based on their
dollar-weighted proportions in the fund.

Multinational companies: large, established, globally
managed companies that manufacture and distribute their
products and services throughout the world. These
companies often have the resources to weather economic
shifts, though they can be slower to innovate than small
companies. They may be subject to the risks that are involved
in investing in foreign securities.

Tax-managed strategy: an approach to managing a fund that
seeks to reduce current tax liabilities. The fund seeks to
minimize taxable distributions from its investments in equity
securities, particularly short-term capital gains and current
income, which are taxed at a higher rate than long-term
capital gains. For example, when selling equity securities, the
fund generally will select those securities bought at the
highest price to minimize capital gains. When this would
produce short-term capital gains, however, the fund may sell
those highest-cost securities with a long-term holding period.




MAIN RISKS

The stock and municipal bond markets can per-
form difterently from each other at any given time
(as well as over the long term), so the fund will be
affected by its asset allocation. The fund’s principal
risks are discussed below. The value of your invest-
ment in the fund will fluctuate, sometimes dramat-

ically, which means you could lose money.

The fund’s investments in municipal bonds also are
subject to the following principal risks:

« Municipal bond market risk. The amount of public
information available about municipal bonds is
generally less than that for corporate equities or
bonds. Special factors, such as legislative changes
and local and business developments, may
adversely affect the yield and/or value of the
fund’s investments in municipal bonds. Other fac-
tors include the general conditions of the munic-
ipal bond market, the size of a particular offering,
the maturity of the obligation and the rating of
the issue.

« 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 maturity and duration of the bond
portion of the fund’s portfolio, the more its 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. 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
significantly overweight or underweight certain
industries or market sectors, which may cause the
fund’s performance to be more or less sensitive to
developments affecting those industries or sec-
tors.

Leveraging risk. The use of leverage, such as bor-
rowing money to purchase securities, lending
portfolio securities, engaging in forward commit-
ment transactions and investing in inverse floating
rate securities, may magnify the fund’s gains or
losses. Generally, the fund will borrow money for
investment purposes only if necessary to maintain
the fund’s holdings of municipal bonds to above
50% of the fund’s assets.

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 Dreyfus 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 invest-
ment in such bonds and distributed to fund
shareholders will be taxable. In addition, at least
50% of the fund’s assets must be invested in
municipal bonds as of the end of each quarter in
order to provide shareholders income derived
from the fund’s investments in municipal bonds
that is exempt from federal income tax. While the
fund’s investment adviser will monitor on a regu-
lar basis the percentage of the fund’s assets invest-
ed in municipal bonds, if at the end of any quar-
ter the fund holds less than 50% of its assets in
municipal bonds, the income derived from the
fund’s investments during the year will be taxable
to shareholders.
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MAIN RISKS (continued)

The fund’s investments in stocks and other equity
securities also are subject to the following principal

risks:

- 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 cor-
porate earnings, changes in interest or currency
rates or adverse investor sentiment generally. A
security’s market value may also 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.

« 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.

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.

Blue chip risk. By focusing on large-capitalization,
high quality stocks, the fund may underperform
its benchmark during periods when lower quali-
ty, smaller-capitalization companies are in favor.

. Foreign investment risk. To the extent the fund
invests in foreign securities, its performance will
be influenced by political, social and economic
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 instability and
differing auditing and legal standards.

The fund also is subject to the following principal
risks:

- Correlation risk. Although the prices of equity and
municipal bonds often rise and fall at different
times so that a fall in the price of one may be oft-
set by a rise in the price of the other, in down
markets the prices of these securities can also fall
in tandem. Because the fund invests in stocks and
municipal bonds, it is subject to correlation risk.

- 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 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.

- 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 and more sus-
ceptible to risks associated with a single econom-
ic, political or regulatory occurrence than a diver-

sified fund.

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. Lending portfolio securities
may cause taxable income. 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. 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.

To the extent the fund re-balances its portfolio, the fund
could incur higher transaction costs and taxable distributions
which would lower after-tax performance.




PAST PERFORMANCE

Since the fund has less than one calendar year of
performance, past performance information is not

included in this section of the prospectus.

What this fund is — and isn't

This 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 this fund is not a bank deposit. It is not
insured or guaranteed by the FDIC or any other government
agency. It is not a complete investment program. You could
lose money in this fund, but you also have the potential

to make money.

The 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. Shareholder transaction fees are
paid from your account. Annual fund operating
expenses are paid out of fund assets, so their effect
is included in the share price.

Fee table

Shareholder transaction fees

% of transaction amount

Maximum redemption fee 1.00%
charged only when selling shares you

have owned for less than 30 days

Annual fund operating expenses
% of average daily net assets

Management fees 0.65%
Rule 12b-1 fee 0.22%
Other expenses 2.79%
Total annual fund operating expenses 3.66%
Fee waiver and/or expense reimbursement (2.51%)
Net operating expenses* 115%

* Dreyfus has contractually agreed to waive receipt of its fees and/or
assume certain expenses of the fund, until August 31, 2007, so that
annual fund operating expenses (excluding taxes, interest, brokerage
commissions and extraordinary expenses) do not exceed 1.15%.

Expense example

1 Year 3 Years 5 Years 10 Years

$nz $888 $1,679 $3,751

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
one-year example and the first year of the three-years,
five-years and ten-years examples are based on net
operating expenses, which reflects the expense
waiver/reimbursement by Dreyfus. Because actual returns
and expenses will be different, the example is for
comparison only.

Concepts to understand

Management fee: the fee paid to Dreyfus for managing the
fund's portfolio and assisting in all aspects of the fund's
operations.

Rule 12b-1 fee: a fee of up to 0.25% to reimburse the fund's
distributor for expenses in connection with distributing the
fund'’s shares, providing shareholder account service and
maintenance and advertising and marketing relating to the
fund. Because this fee is paid out of the fund's assets on an
ongoing basis, over time it will increase the cost of your
investment and may cost you more than paying other types
of sales charges.

Other expenses: fees paid by the fund for miscellaneous
items such as transfer agency, custody, professional and
registration 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.




MANAGEMENT

Investment advisers

The investment adviser for the fund is The Dreyfus
Corporation (Dreyfus), 200 Park Avenue, New
York, New York 10166. Founded in 1947, Dreyfus
manages approximately $191 billion in approxi-
mately 200 mutual fund portfolios. The fund has
agreed to pay Dreyfus a management fee at the
annual rate of 0.65% of the fund’s average daily net
assets. For the past fiscal year, Dreyfus waived receipt
of its management fee pursuant to an undertaking
in effect. A discussion regarding the basis for the
Board’s approving the funds management agree-
ment with Dreyfus is available in the fund’s semi-
annual report for the six months ended February
28, 2006. Dreyfus is the primary mutual fund busi-
ness of Mellon Financial Corporation (Mellon
Financial), a global financial services company.
Headquartered in Pittsburgh, Pennsylvania, Mellon
Financial is one of the world’s leading providers of
financial services for institutions, corporations, and
high net worth individuals, providing institutional
asset management, mutual funds, private wealth
management, asset servicing, payment solutions and
investor services, and treasury services. Mellon
Financial has approximately $5.3 trillion in assets
under management, administration or custody,

including $918 billion under management.

On December 4, 2006, Mellon Financial and The
Bank of New York Company, Inc. (BNY)
announced that they had entered into a definitive
agreement to merge. The new company will be
called The Bank of New York Mellon Corporation.
As part of this transaction, Dreyfus would become a
wholly-owned subsidiary of The Bank of New
York Mellon Corporation. The transaction is sub-
ject to certain regulatory approvals and the approval
of BNY’s and Mellon Financial’s shareholders, as
well as other customary conditions to closing.
Subject to such approvals and the satisfaction of the
other conditions, Mellon Financial and BNY
expect the transaction to be completed in the third
quarter of 2007.

The Dreyfus asset management philosophy is based
on the belief that discipline and consistency are
important to investment success. For each fund,
Dreyfus seeks to establish clear guidelines for port-
folio management and to be systematic in making
decisions. This approach is designed to provide each

fund with a distinct, stable identity.

Joseph P. Darcy serves as the primary portfolio
manager for the municipal bond portion of the
fund’s portfolio. Mr. Darcy has been a primary
portfolio manager for the fund since September
2005. He has been employed by Dreyfus since May
1994 and serves as a portfolio manager for other

Dreyfus-managed municipal bond funds.

Dreyfus has engaged Fayez Sarofim & Co. (Sarofim
& Co.),located at Two Houston Center, Suite 2907,
Houston, Texas 77010, to serve as the fund’s sub-
investment adviser to manage the equity portion of
the fund’s portfolio. Sarofim & Co., subject to
Dreyfus’ supervision and approval, provides invest-
ment advisory assistance and research and the day-
to-day management of the fund’s equity invest-
ments. Sarofim & Co. managed approximately $35
billion in assets, which include investment advisory
services for five other registered investment compa-
nies having aggregate assets of approximately $6.1
billion as of September 30, 2006. Fayez Sarofim,
president and chairman of Sarofim & Co., serves as
the primary portfolio manager for the equity por-
tion of the fund’s portfolio. Mr. Sarofim founded
Sarofim & Co.in 1958.

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

agers’ ownership of fund shares.
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MANAGEMENT (continued)

Distributor

The fund’s distributor is Dreyfus Service
Corporation (DSC), a wholly-owned subsidiary of
Dreyfus. Dreyfus or DSC may provide cash pay-
ments out of its own resources to financial inter-
mediaries that sell shares of the fund or provide
other services. Such payments are in addition to any
12b-1 fees or other expenses paid by the fund.
These additional payments may be made to inter-
mediaries, including affiliates, that provide share-
holder servicing, sub-administration, recordkeeping
and/or sub-transfer agency services, marketing sup-
port and/or access to sales meetings, sales represen-
tatives and management representatives of the
financial intermediary. Cash compensation also may
be paid to intermediaries for inclusion of the fund
on a sales list, including a preferred or select sales list
or in other sales programs. These payments some-
times are referred to as “revenue sharing.” In some
cases, these payments may create an incentive for a
financial intermediary or its employees to recom-
mend or sell shares of the fund to you. Please con-
tact your financial representative for details about
any payments they or their firm may receive in con-
nection with the sale of fund shares or the provision

of services to the fund.

From time to time, Dreyfus or DSC also may pro-
vide 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; edu-
cational conference sponsorship; support for recog-
nition programs; and other forms of cash or non-
cash compensation permissible under broker-dealer

regulations, as periodically amended.

Codes of ethics

The fund, Dreyfus, Sarofim & Co. and DSC have
each adopted a code of ethics that permits its per-
sonnel, subject to such code, to invest in securities,
including securities that may be purchased or held
by the fund. The codes of ethics of Dreyfus and
Sarofim & Co. restricts the personal securities trans-
actions of Dreyfus’ and Sarofim & Co.s respective
employees, and require portfolio managers and
other investment personnel to comply with the rel-
evant code’s preclearance and disclosure procedures.
The primary purpose of each code is to ensure that
personal trading by Dreyfus or Sarofim & Co.
employees does not disadvantage any fund managed
by Dreyfus or Sarofim & Co., respectively.



FINANCIAL HIGHLIGHTS

The following table describes the performance for
the period from September 30, 2005 (commence-
ment of operations) to August 31, 2006. All infor-
mation (except portfolio turnover rate) reflects
financial results for a single fund share. Total return
shows how much your investment in the fund

would have increased (or decreased) during the

period, assuming you had reinvested all dividends
and distributions. These financial highlights have
been audited by KPMG LLP, an independent regis-
tered public accounting firm, whose report, along
with the fund’s financial statements, is included in

the annual report, which is available upon request.

Period Ended

August 31,
2006

Per-Share Data ($):

Net asset value, beginning of period 12.50
Investment operations:  Investment income — net! .28

Net realized and unrealized gain (loss) on investments .31

Total from investment operations .59
Distributions: Dividends from investment income — net (19)
Net asset value, end of period 12.90
Total return (%)? 473
Ratios/Supplemental Data (%):

Ratio of total expenses to average net assets (%)2 3.37
Ratio of net expenses to average net assets (%)?2 1.06
Ratio of net investment income (loss) to average net assets (%)?2 219
Portfolio turnover rate (%)2 13.80
Net assets, end of period ($ x 1,000) 4,600

! Based on average shares outstanding at each month end.
2 Not annualized.
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Your Investment

ACCOUNT POLICIES

Buying shares

You pay no sales charges to invest in this fund.
Your price for fund shares is the fund’s net asset
value per share (NAV), which is generally calculat-
ed as of the close of trading on the New York Stock
Exchange (usually 4:00 p.m. Eastern time) on days

the exchange 1s open for regular business.

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.
Because a majority of the fund’s assets will be
invested in securities that provide tax-exempt
income, the fund is not recommended for purchase

in IR As or other qualified retirement plans.

When calculating its NAV, the fund’s investments
generally are valued on the basis of market quota-
tions or official closing prices or by an independent
pricing service approved by the fund’s board. The
pricing service’s procedures are reviewed under the
general supervision of the board. If valuations for
investments (received from the pricing service or
otherwise) are not readily available, or are deter-
mined not to reflect accurately fair 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 security is prin-
cipally 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 the procedures
approved by the fund’s board. Fair value of invest-
ments may be done by the fund’s board, its pricing
committee or its valuation committee in good faith
using such information as it deems appropriate
under the circumstances. Fair value of foreign equi-
ty securities may be determined with the assistance

of a pricing service using correlations between the

Concepts to understand

Net asset value (NAV): a mutual fund's share price on a
given day. A fund's NAV is calculated by dividing the value of
its net assets by the number of its existing shares
outstanding.

movement of prices of foreign securities and index-
es of domestic securities and other appropriate indi-
cators, such as closing market prices of relevant
ADRSs and futures contracts. Using fair value to
price investments may result in a value that is dif-
ferent 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
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.

Investments in certain municipal bonds and thinly
traded securities may provide short-term traders
arbitrage opportunities with respect to the fund’s
shares. For example, arbitrage opportunities may
exist when trading in a portfolio security or securi-
ties 1s 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 advantage of these arbi-
trage 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 valuation policies
will prevent dilution of the fund’s NAV by short-
term traders. While the fund has a policy regarding
frequent trading, it too may not be completely
effective to prevent short-term NAV arbitrage trad-
ing, particularly in regard to omnibus accounts.
Please see “Your Investment — Account Policies —
General Policies” for further information about the
fund’s frequent trading policy.

Third-party investments

If you invest through a third party (rather than directly with
Dreyfus), the policies and fees may be different than those
described herein. Banks, brokers, financial advisers and
financial supermarkets may charge transaction fees and may
set different minimum investments or limitations on buying or
selling shares. Consult a representative of your financial
institution for further information.




Minimum investments

Initial Additional
Reqular accounts $2,500 $100
Dreyfus automatic $100 $100

investment plans

All investments must be in U.S. dollars. Third-party checks
cannot be accepted. You may be charged a fee for any
check that does not clear. Maximum Dreyfus TeleTransfer
purchase is $150,000 per day.

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. Any cer-
tificates representing fund shares being sold must be
returned with your redemption request. Your order
will be processed promptly and you will generally
receive the proceeds within a week.

Before selling shares recently purchased by check,
Dreyfus TeleTransfer or Automatic Asset Builder,
please note that:
if you send a written request to sell such shares,
the fund may delay sending the proceeds for up
to eight business days following the purchase of
those shares

the fund will not process wire, telephone, online
or Dreyfus TeleTransfer redemption requests for
up to eight business days following the purchase
of those shares

If you are selling or exchanging shares you have
owned for less than 30 days, the fund may deduct a
1% redemption fee (not charged on shares sold
through the Automatic Withdrawal Plan or Dreytus
Auto-Exchange Privilege, or on shares acquired

through dividend reinvestment).

Limitations on selling shares by phone
or online through www.dreyfus.com

Proceeds Minimum Maximum

sent by phone/online phone/online
Check* no minimum $250,000 per day
Wire $1,000 $500,000 for joint

accounts every 30 days/
$20,000 per day

$500,000 for joint
accounts every 30 days/

$20,000 per day

Dreyfus $500
TeleTransfer

* Not available online on accounts whose address has been changed
within the last 30 days.

Written sell orders

Some circumstances require written sell orders along with
signature guarantees. These include:

- amounts of $10,000 or more on accounts whose address has
been changed within the last 30 days

. requests to send the proceeds to a different payee or
address

Written sell orders of $100,000 or more also must 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.

Your Investment 1



ACCOUNT POLICIES (continued)
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General policies

Unless you decline teleservice privileges on your
application, the fund’s 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 fund is designed for long-term investors.
Frequent purchases, redemptions and exchanges
may disrupt portfolio management strategies and
harm fund performance by diluting the value of
fund shares and increasing brokerage and adminis-
trative costs. As a result, Dreyfus and the fund’s
board have adopted a policy of discouraging exces-
sive trading, short-term market timing and other
abusive trading practices (frequent trading) that
could adversely affect the fund or its operations.
Dreyfus and the fund will not enter into arrange-
ments with any person or group to permit frequent

trading.

The fund reserves the right to:

. change or discontinue its exchange privilege, or
temporarily suspend the privilege during unusual
market conditions

- change its minimum or maximum investment
amounts

- 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)

- “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)

- refuse any purchase or exchange request,
including those from any individual or group
who, in Dreyfus’ view, is likely to engage in
frequent trading

More than four roundtrips within a rolling
12-month period generally is considered to be fre-
quent trading. A roundtrip consists of an investment
that is substantially liquidated within 60 days. Based
on the facts and circumstances of the trades, the
fund may also view as frequent trading a pattern of
investments that are partially liquidated within 60
days.

Dreyfus monitors selected transactions to identify
frequent trading. When its surveillance systems
identify multiple roundtrips, Dreyfus evaluates trad-
ing activity in the account for evidence of frequent
trading. Dreyfus considers the investor’s trading his-
tory in other accounts under common ownership
or control, in other Dreyfus, Dreyfus Founders, and
Mellon Funds Trust funds, and if known, in non-
affiliated mutual funds and accounts under com-
mon control. These evaluations involve judgments
that are inherently subjective, and while Dreyfus
seeks to apply the policy and procedures uniformly,
it is possible that similar transactions may be treated
differently. In all instances, Dreyfus seeks to make
these judgments to the best of its abilities in a man-
ner that it believes is consistent with shareholder
interests. If Dreyfus concludes the account is likely
to engage in frequent trading, Dreyfus may cancel
or revoke the purchase or exchange on the follow-
ing business day. Dreyfus may also temporarily or
permanently bar such investor’s future purchases
into the fund in lieu of, or in addition to, canceling
or revoking the trade. At its discretion, Dreyfus may
apply these restrictions across all accounts under
common ownership, control, or perceived aftilia-

tion.



Fund 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.
Dreyfus’ 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 fund
shares available in accordance with the terms of the

prospectus and relevant rules and regulations.

To the extent that the fund significantly invests in
foreign securities traded on markets that close
before the fund calculates its NAV, events that influ-
ence 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 calcu-
lates 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 procedures designed to adjust closing mar-
ket prices of foreign equity securities under certain
circumstances to reflect what it believes to be their

fair value.

To the extent that the fund significantly invests in
thinly traded municipal bonds, certain investors
may seek to trade fund shares in an effort to bene-
fit from their understanding of the value of these
securities (referred to as price arbitrage). Any such
frequent trading strategies may interfere with effi-
cient management of the fund’s portfolio to a
greater degree than funds that invest in highly lig-
uid securities, in part because the fund may have
difficulty selling these portfolio securities at advan-
tageous times or prices to satisty large and/or fre-
quent redemption requests. Any successful price

arbitrage may also cause dilution in the value of

fund shares held by other shareholders.

Although the fund’s 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, Dreyfus Auto-
Exchange Privileges and automatic non-discre-
tionary rebalancing programs approved in writing
by Dreytus generally are not considered to be fre-
quent trading.

Small account policy

If your account falls below $500, the fund may ask you to
increase your balance. If it is still below $500 after 45 days,
the fund may close your account and send you the proceeds.

Your Investment 13
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DISTRIBUTIONS AND TAXES

The fund earns dividends, interest and other
income from its investments, and distributes this
income (less expenses) to shareholders as dividends.
The fund also realizes capital gains from its invest-
ments, and distributes these gains (less any losses) to
shareholders as capital gain distributions. The fund
normally pays tax exempt dividends once a month
and taxable dividends and capital gain distributions
annually. Dividends and capital gain distributions of
the fund will be reinvested in the fund unless you
instruct the fund otherwise. There are no fees or

sales charges on reinvestments.

The fund anticipates that virtually all dividends
paid to you from income derived from its invest-
ments in municipal bonds will be exempt from fed-
eral personal income tax. Other distributions paid
by the fund are subject to federal income tax, and
may also be subject to state or local taxes (unless
you are investing through a tax-advantaged retire-
ment account). For federal tax purposes, in general,
certain fund distributions, including interest income
from equity and taxable bond investments and dis-
tributions of short-term capital gains, are taxable to
you as ordinary income. Other fund distributions,
including dividends from U.S. companies and cer-
tain foreign companies and distributions of long-
term capital gains, generally are taxable to you as
qualified dividends and capital gains, respectively.

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.

If you buy shares of a fund when the fund has
realized 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
the fund generally is the difference between the
cost of your shares and the amount you receive

when you sell them.

The tax status of your distributions will be detailed
in your annual tax statement from the fund. Because
everyone’s tax situation is unique, please consult

your tax adviser before investing.



SERVICES FOR FUND INVESTORS

Automatic services

Buying or selling shares automatically is easy
with the services described below. With each ser-
vice, 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

Dreyfus Automatic For making automatic investments

Asset Builder® from a designated bank account.
Dreyfus Payroll For making automatic investments
Savings Plan through a payroll deduction.

Dreyfus Government For making automatic investments

Direct Deposit from your federal employment,

Privilege Social Security or other reqular
federal government check.

Dreyfus Dividend For automatically reinvesting the
Sweep dividends and distributions from
one Dreyfus fund into another.

For exchanging shares

Dreyfus Auto- For making regular exchanges from
Exchange Privilege one Dreyfus fund into another.

For selling shares

Dreyfus Automatic For making reqular withdrawals
Withdrawal Plan from most Dreyfus funds.

Dreyfus Financial Centers

Dreyfus offers a full array of investment services and
products through Dreyfus Financial Centers. This includes
information on mutual funds, brokerage services, tax-
advantaged products and retirement planning.

Experienced financial consultants can help you make
informed choices and provide you with personalized attention
in handling account transactions. The Financial Centers also
offer informative seminars and events. To find out whether a
Dreyfus Financial Center is near you, call 1-800-645-6561.

Exchange privilege

You can exchange shares worth $500 or more
from one Dreyfus fund into another. You can
request your exchange in writing, by phone or
online. 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 have the same privileges as your orig-
inal account (as long as they are available). There is
currently no fee for exchanges, although you may
be charged a sales load when exchanging into any
fund that has one.

Dreyfus TeleTransfer privilege

To move money between your bank account
and your Dreyfus fund account with a phone call or
online, use the Dreyfus TeleTransfer privilege. You
can set up Dreyfus TeleTransfer on your account by
providing bank account information and following

the instructions on your application.

Dreyfus Express®
voice-activated account access

You can easily manage your Dreyfus accounts,
check your account balances, purchase fund shares,
transfer money between your Dreyfus funds, get
price and yield information and much more —
when its convenient for you — by calling
1-800-645-6561. Certain requests may require the

services of a representative.
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INSTRUCTIONS FOR REGULAR ACCOUNTS

TO OPEN AN ACCOUNT
In Writing

TO ADD TO AN ACCOUNT

TO SELL SHARES

Complete the application.

Mail your application and a check to:
The Dreyfus Family of Funds
P.0. Box 55299, Boston, MA 02205-8553

Fill out an investment slip, and write your
account number on your check.

Mail the slip and the check to:
The Dreyfus Family of Funds
P.O. Box 105, Newark, NJ 07101-0105

Write a letter of instruction that includes:
+ your name(s) and signature(s)

+ your account number

* the fund name

* the dollar amount you want to sell

« how and where to send the proceeds

Obtain a signature guarantee or other
documentation, if required (see “Account
Policies — Selling Shares").

Mail your request to:
The Dreyfus Family of Funds
P.0. Box 55263, Boston, MA 02205-8501

By Telephone

Wire Call us to request an account
application and an account number.
Have your bank send your investment to
Mellon Trust of New England, N.A., with
these instructions:

+ ABA# 011001234

- DDA# 044210

« the fund name

» your account number

» name(s) of investor(s)

Return your application with the account
number on the application.

To reach Dreyfus, call toll free in the U.S.

1-800-645-6561
Outside the U.S. 516-794-5452

Make checks payable to:

Wire Have your bank send your
investment to Mellon Trust of New England,
N.A., with these instructions:

+ ABA# 011001234

» DDA# 044210

» the fund name

* your account number

* name(s) of investor(s)

Electronic check Same as wire, but insert
"408" before your 14-digit account number.

Dreyfus TeleTransfer Request Dreyfus
TeleTransfer on your application. Call us to
request your transaction.

Wire Be sure the fund has your bank account
information on file. Call us to request your
transaction. Proceeds will be wired to your
bank.

Dreyfus TeleTransfer Be sure the fund has
your bank account information on file. Call us to
request your transaction. Proceeds will be sent
to your bank by electronic check.

Check Call us to request your transaction.
A check will be sent to the address of record.

Concepts to understand

Wire transfer: for transferring money from one financial
institution to another. Wiring is the fastest way to move
money, although your bank may charge a fee to send or

The Dreyfus Family of Funds

You also can deliver requests to any Dreyfus Financial Center.
Because processing time may vary, please ask the representative
when your account will be credited or debited.
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receive wire transfers. Wire redemptions from the fund are
subject to a $1,000 minimum.

Electronic check: for transferring money out of a bank
account. Your transaction is entered electronically, 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.




INSTRUCTIONS FOR REGULAR ACCOUNTS (continued)

TO OPEN AN ACCOUNT

TO ADD TO AN ACCOUNT

TO SELL SHARES

@ Online (www.dreyfus.com)

Dreyfus TeleTransfer Request Dreyfus
TeleTransfer on your application. Visit
www.dreyfus.com to request your
transaction.

Wire Visit www.dreyfus.com to request your
transaction. Be sure the fund has your bank
account information on file. Proceeds will be
wired to your bank.

Dreyfus TeleTransfer Visit www.dreyfus.com
to request your transaction. Be sure the fund
has your bank account information on file.
Proceeds will be sent to your bank by electronic
check.

Check Visit www.dreyfus.com to request your
transaction. A check will be sent to the address
of record.

@» Automatically

With an initial investment Indicate
on your application which automatic
service(s) you want. Return your
application with your investment.

Without any initial investment Check
the Dreyfus Step Program option on your
application. Return your application, then
complete the additional materials when
they are sent to you.

All services Call us to request a form to
add any automatic investing service (see
“Services for Fund Investors"”). Complete
and return the form along with any other
required materials.

Dreyfus Automatic Withdrawal Plan Call us
to request a form to add the plan. Complete the
form, specifying the amount and frequency of
withdrawals you would like.

Be sure to maintain an account balance of
$5,000 or more.
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For More Information

To obtain information:

By telephone
Call 1-800-645-6561

By mail Write to:

The Dreyfus Family of Funds
144 Glenn Curtiss Boulevard
Uniondale, NY 11556-0144

By E-mail Send your request to info@dreyfus.com

On the Internet Text-only versions of certain fund
documents can be viewed online or downloaded from:
SEC http://www.sec.gov
Dreyfus http://www.dreyfus.com

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.

© 2007 Dreyfus Service Corporation

Dreyfus Tax Managed Balanced Fund
A series of The Dreyfus/Laurel Funds Trust

SEC file number: 811-00524

More information on this fund is available free

upon request, including the following:

Annual/Semiannual Report

Describes the fund’s performance, lists portfolio
holdings and contains a letter from the fund’s man-
agers discussing recent market conditions, econom-
ic trends and fund strategies that significantly affect-
ed the fund’s performance during the last fiscal year.
The fund’s most recent annual and semiannual

reports are available at www.dreyfus.com.

Statement of Additional Information (SAI)

Provides more details about the 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 considered part of this

prospectus).

Portfolio Holdings

The 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. The information will be posted
with a one-month lag and will remain accessible
until the fund 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, the fund will publicly disclose at
www.dreyfus.com its complete schedule of port-
folio holdings as of the end of such quarter.

A complete description of the fund’s policies and
procedures with respect to the disclosure of the fund’s

portfolio securities is available in the fund’s SAI.
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THE DREYFUS/LAUREL FUNDS TRUST

DREYFUS TAX MANAGED BALANCED FUND

STATEMENT OF ADDITIONAL INFORMATION
JANUARY 1, 2007

This Statement of Additional Information ("SAI™), which is not a prospectus, supplements
and should be read in conjunction with the current Prospectus of Dreyfus Tax Managed Balanced
Fund (the "Fund™), dated January 1, 2007, as it may be revised from time to time. The Fund is a
separate portfolio of The Dreyfus/Laurel Funds Trust (the "Trust"), an open-end management
investment company, known as a mutual fund, that is registered with the Securities and Exchange
Commission ("SEC"). To obtain a copy of the Fund's Prospectus, please call your financial adviser,
write to the Fund at 144 Glenn Curtiss Boulevard, Uniondale, New York 11556-0144, visit
www.dreyfus.com, or call one of the following numbers:

Call Toll Free 1-800-645-6561
In New York City — Call 1-718-895-1206
Outside the U.S. — Call 516-794-5452

The financial statements for the period ended August 31, 2006, including notes to the
financial statements and supplementary information and the Report of Independent Registered
Public Accounting Firm, are included in the Annual Report to Shareholders. A copy of the Annual
report accompanies this SAI. The financial statements included in the Annual Report, and the
Report of Independent Registered Public Accounting Firm thereon contained therein, and related
notes, are incorporated herein by reference.
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DESCRIPTION OF THE TRUST AND FUND

The Trust was organized as a business trust under the laws of the Commonwealth of
Massachusetts on March 30, 1979. The Trust is an open-end management investment company
comprised of separate portfolios, including the Fund, each of which is treated as a separate fund.

The Dreyfus Corporation (the "Manager” or "Dreyfus™) serves as the Fund's investment
adviser. The Manager has engaged Fayez Sarofim & Co. (the "Sub-Adviser"), to serve as the
Fund's sub-investment adviser with respect to the equity portion of the Fund's portfolio and to
provide day-to-day management of the Fund's equity investments, subject to the supervision of the
Manager. The Manager and Sub-Adviser are referred to collectively as the "Advisers."

Dreyfus Service Corporation (the "Distributor™) is the distributor of the Fund's shares.

Certain Portfolio Securities

The following information supplements and should be read in conjunction with the Fund's
Prospectus.

Municipal Bonds. The Fund normally invests the majority of its assets in debt obligations
issued by states, territories and possessions of the United States and the District of Columbia and
their political subdivisions, agencies and instrumentalities, or multistate agencies or authorities, and
certain other specified securities, the interest from which is, in the opinion of bond counsel to the
issuer, exempt from Federal income tax ("Municipal Bonds™). Municipal Bonds generally include
debt obligations issued to obtain funds for various public purposes as well as certain industrial
development bonds issued by or on behalf of public authorities. Municipal Bonds are classified as
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. Tax exempt industrial development bonds, in most cases, are
revenue bonds that do not carry the pledge of the credit of the issuing municipality, but generally
are guaranteed by the corporate entity on whose behalf they are issued. Notes are short-term
instruments which 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 Bonds
include municipal lease/purchase agreements, which are similar to installment purchase contracts
for property or equipment issued by municipalities. Municipal Bonds bear fixed, floating or
variable rates of interest, which are determined in some instances by formulas under which the
securities' 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 Bonds are
subject to redemption at a date earlier than their stated maturity pursuant to call options, which may
be separated from the related security and purchased and sold separately.

The yields on Municipal Bonds are dependent on a variety of factors, including general
economic and monetary conditions, money market factors, conditions in the Municipal Bond
market, size of a particular offering, maturity of the obligation and rating of the issue.
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Municipal Bonds include certain private activity bonds (a type of revenue bond), the income
from which is subject to the Federal alternative minimum tax (AMT). While the Fund is permitted
to invest in such Municipal Bonds, the Fund currently is managed so that income paid by the Fund
from its portfolio of Municipal Bonds will not be subject to the Federal AMT.

Certain Tax Exempt Obligations. The Fund may purchase floating and variable rate demand notes
and bonds, which are tax exempt obligations ordinarily having 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 Fund to invest fluctuating amounts, at varying rates of interest, pursuant to direct
arrangements between the Fund, 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 there generally 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, the 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 Fund will meet the quality criteria established for the purchase of Municipal
Bonds.

Tax Exempt Participation Interests. The Fund may purchase from financial institutions participation
interests in Municipal Bonds (such as industrial development bonds and municipal lease/purchase
agreements). A participation interest gives the Fund an undivided interest in the Municipal Bond in
the proportion that the Fund's participation interest bears to the total principal amount of the
Municipal Bond. 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 Manager 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, the 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 Bond, plus accrued interest. As
to these instruments, the Fund intends to exercise its right to demand payment only upon a default
under the terms of the Municipal Bond, as needed to provide liquidity to meet redemptions, or to
maintain or improve the quality of its investment portfolio.

Municipal lease obligations or installment purchase contract obligations (collectively, "lease
obligations™) have special risks not ordinarily associated with Municipal Bonds. Although lease
obligations do not constitute general obligations of the municipality for which the municipality's
taxing power is pledged, a lease obligation ordinarily is backed by the municipality's covenant to
budget for, appropriate and make the payments due under the lease obligation. However, certain
lease obligations in which the Fund may invest may contain "non-appropriation™ clauses, which
provide that the municipality has no obligation to make lease or installment purchase 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 property
in the event of foreclosure might prove difficult. Certain lease obligations may be considered
illiquid. Determination as to the liquidity of such securities is made in accordance with guidelines
established by the Trust's Board. Pursuant to such guidelines, the Board has directed the Manager
to monitor carefully the Fund's investment in such securities with particular regard to: (1) the
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frequency of trades and quotes for the lease obligation; (2) the number of dealers willing to
purchase or sell the lease obligation and the number of other potential buyers; (3) the willingness of
dealers to undertake to make a market in the lease obligation; (4) the nature of the marketplace
trades, including the time needed to dispose of the lease obligation, the method of soliciting offers
and the mechanics of transfer; and (5) such other factors concerning the trading market for the lease
obligation as the Manager may deem relevant. In addition, in evaluating the liquidity and credit
quality of a lease obligation that is unrated, the Trust's Board has directed the Manager 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 Manager may deem relevant. The Fund will not invest more than 15% of the value of
its net assets at the time of purchase in lease obligations that are illiquid and in other illiquid
securities.

Tender Option Bonds. The Fund may purchase tender option bonds. A tender option bond is a
Municipal Bond (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 Bond'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 Manager, on behalf
of the Fund, will consider on an ongoing basis the creditworthiness of the issuer of the underlying
Municipal Bond, 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 Bond and for other reasons.

The Fund will purchase tender option bonds only when the Manager 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 Bonds 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, the 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.

Custodial Receipts. The Fund may purchase custodial receipts representing the right to receive
certain future principal and interest payments on Municipal Bonds which underlie the custodial
receipts. A number of different arrangements are possible. In a typical custodial receipt
arrangement, an issuer or a third party owner of Municipal Bonds deposits such obligations with a
custodian in exchange for two classes of custodial receipts. The two classes have different
characteristics, but, in each case, payments on the two classes are based on payments received on
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the underlying Municipal Bonds. 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 Bonds and generally is at a level comparable to that of a Municipal Bond 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 also is adjusted, but in this case inversely to changes in
the rate of interest of the first class. The aggregate interest paid with respect to the two classes will
not exceed the interest paid by the underlying Municipal Bonds. The value of the second class and
similar securities should be expected to fluctuate more than the value of a Municipal Bond of
comparable quality and maturity, which would increase the volatility of the Fund's net asset value.
These custodial receipts are sold in private placements. The Fund also may purchase directly from
issuers, and not in a private placement, Municipal Bonds having characteristics similar to custodial
receipts. These securities may be issued as part of a multi-class offering and the interest rate on
certain classes may be subject to a cap or floor.

Inverse Floaters. The Fund may invest in residual interest Municipal Bonds 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 Bond. 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 Bond. 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. Although volatile, inverse floaters typically offer the potential for yields
exceeding the yields available on fixed-rate Municipal Bonds 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 rising rates if exercised at an opportune time.

Pre-Refunded Municipal Bonds. The Fund may invest in pre-refunded Municipal Bonds. The
principal and interest on pre-refunded Municipal Bonds are no longer paid from the original
revenue source for the securities. Instead, the source of such payments is typically an escrow fund
consisting of U.S. government securities. The assets in the escrow fund are derived from the
proceeds of refunding bonds issued by the same issuer as the pre-refunded Municipal Bonds.
Issuers of Municipal Bonds use this advance refunding technique to obtain more favorable terms
with respect to bonds that are not yet subject to call or redemption by the issuer. For example,
advance refunding enables the issuer to refinance debt at lower market interest rates, restructure
debt to improve cash flow or eliminate restrictive covenants in the indenture or other governing
instrument for the pre-refunded Municipal Bonds. However, except for a change in the revenue
source from which principal and interest payments are made, the pre-refunded Municipal Bonds
remain outstanding on their original terms until they mature or are redeemed by the issuer.

Mortgage-Backed Municipal Securities. The Fund may invest in Municipal Bonds of issuers that
derive revenues from mortgage loans on multiple family residences, retirement housing or housing
projects for low- to moderate-income families. Certain of such housing bonds may be single family
mortgage revenue bonds issued for the purpose of acquiring from originating financial institutions
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notes secured by mortgages on residences located within the issuer’s boundaries. Mortgage loans
are generally partially or completely prepaid prior to their final maturities as a result of events such
as sale of the mortgaged premises, default, condemnation or casualty loss. Because these bonds are
subject to extraordinary mandatory redemption in whole or in part from such prepayments of
mortgage loans, a substantial portion of such bonds will probably be redeemed prior to their
scheduled maturities or even prior to their ordinary call dates. Extraordinary mandatory redemption
without premium could also result from the failure of the originating financial institutions to make
mortgage loans in sufficient amounts within a specified time period. The ability of these issuers to
make payments on bonds depends on such factors as rental income, occupancy levels, operating
expenses, mortgage default rates, taxes, government regulations and appropriation of subsidies.

Special Taxing Districts. The Fund may invest in Municipal Bonds issued in connection with
special taxing districts. Special taxing districts are organized to plan and finance infrastructure
development to induce residential, commercial and industrial growth and redevelopment. The bond
financing methods such as tax increment finance, tax assessment, special services district and
Mello-Roos bonds, generally are payable solely from taxes or other revenues attributable to the
specific projects financed by the bonds without recourse to the credit or taxing power of related or
overlapping municipalities. They often are exposed to real estate development-related risks and can
have more taxpayer concentration risk than general tax-supported bonds, such as general obligation
bonds. Further, the fees, special taxes, or tax allocations and other revenues that are established to
secure such financings generally are limited as to the rate or amount that may be levied or assessed
and are not subject to increase pursuant to rate covenants or municipal or corporate guarantees. The
bonds could default if development failed to progress as anticipated or if larger taxpayers failed to
pay the assessments, fees and taxes as provided in the financing plans of the districts.

Collateralized Debt Obligations. The Fund may invest in collateralized debt obligations (“CDOs”),
which are securitized interests in pools of - generally non-mortgage - assets. Assets called collateral
usually comprise loans or debt instruments. A CDO may be called a collateralized loan obligation
(CLO) or collateralized bond obligation (CBO) if it holds only loans or bonds, respectively.
Investors bear the credit risk of the collateral. Multiple tranches of securities are issued by the
CDO, offering investors various maturity and credit risk characteristics. Tranches are categorized
as senior, mezzanine, and subordinated/equity, according to their degree of credit risk. If there are
defaults or the CDO’s collateral otherwise underperforms, scheduled payments to senior tranches
take precedence over those of mezzanine tranches, and scheduled payments to mezzanine tranches
take precedence over those to subordinated/equity tranches. Senior and mezzanine tranches are
typically rated, with the former receiving ratings of A to AAA/Aaa and the latter receiving ratings
of B to BBB/Baa. The ratings reflect both the credit quality of underlying collateral as well as how
much protection a given tranche is afforded by tranches that are subordinate to it.

Auction Rate Securities. The Fund may invest in auction rate securities, including auction rate
Municipal Bonds and auction rate preferred securities issued by closed-end investment companies
that invest primarily in Municipal Bonds (collectively, “auction rate securities”). Provided that the
auction mechanism is successful, auction rate securities usually permit the holder to sell the
securities in an auction at par value at specified intervals. The dividend is reset by a “Dutch”
auction in which bids are made by broker-dealers and other institutions for a certain amount of
securities at a specified minimum yield. The dividend rate set by the auction is the lowest interest
or dividend rate that covers all securities offered for sale. While this process is designed to permit
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auction rate securities to be traded at par value, there is some risk that an auction will fail due to
insufficient demand for the securities. The Fund will take the time remaining until the next
scheduled auction date into account for the purpose of determining the securities’ duration. The
Fund’s investments in auction rate securities of closed-end funds are subject to the limitations on
investments in other investment companies prescribed by the Investment Company Act of 1940, as
amended (the "1940 Act"). See “Investment Companies” below. Dividends received by the Fund
on such auction rate Municipal Bonds will not be eligible for treatment as tax-qualified dividends.

Credit Enhancement. The Fund may invest in securities that have credit enhancement. Credit
enhancement consists of an arrangement in which a company agrees to pay amounts due on a fixed
income security if the issuer defaults. In some cases, the company providing credit enhancement
makes all payments directly to the security holders and receives reimbursement from the issuer.
Normally, the credit enhancer has greater financial resources and liquidity than the issuer. For this
reason, the Manager usually evaluates the credit risk of a fixed income security with credit
enhancement based solely upon its credit enhancement.

Ratings of Municipal Bonds. The Fund will only invest in Municipal Bonds rated at least Baa by
Moody's Investors Service, Inc. ("Moody's") or BBB by Standard & Poor's Ratings Services
("S&P™) or Fitch Ratings ("Fitch" and, together with Moody's and S&P, the "Rating Agencies").
The Fund also may invest in Municipal Bonds which, while not rated, are determined by the
Manager to be of comparable quality to the rated Municipal Bonds in which the Fund may invest.
The Fund seeks to maintain a minimum average credit quality of "AA/Aa" with respect to its
portfolio of Municipal Bonds.

Subsequent to its purchase by the Fund, an issue of rated Municipal Bonds may cease to be
rated or its rating may be reduced below the minimum required for purchase by the Fund. Neither
event will require the sale of such Municipal Bonds by the Fund, but the Manager will consider
such event in determining whether the Fund should continue to hold the Municipal Bonds. To the
extent that the ratings given by the Rating Agencies for Municipal Bonds may change as a result of
changes in such organizations or their rating systems, the Fund will attempt to use comparable
ratings as standards for its investments in accordance with the investment policies described in the
Prospectus and this SAI. The ratings of the Rating Agencies represent their opinions as to the
quality of the Municipal Bonds which they undertake to rate. It should be emphasized, however,
that ratings are relative and subjective and are not absolute standards of quality. Although these
ratings may be an initial criterion for selection of portfolio investments, the Manager also will
evaluate these securities and the creditworthiness of the issuers of such securities.

Equity Securities. The Fund will invest the balance of its assets primarily in equity securities,
including common stock, preferred stock, convertible securities and warrants. The Fund focuses its
equity investments on "blue chip" companies with market capitalizations exceeding $5 billion at
the time of purchase, including multinational companies.

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 stocks 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
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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, the 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. The 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.

The Fund may invest in so-called "synthetic convertible securities,” which are comprised of
two or more different securities, each with its own market value, whose investment characteristics,
taken together, resemble those of convertible securities. For example, the Fund may purchase a
non-convertible debt security and a warrant or option. The "market value™ of a synthetic convertible
is the sum of the values of its fixed income component and its convertible component. For this
reason, the values of a synthetic convertible and a true convertible security may respond differently
to market fluctuations.
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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. The
Fund may invest up to 5% of its net assets in warrants, except that this limitation does not apply to
warrants purchased by the Fund that are sold in units with, or attached to, other securities.

Depositary Receipts and New York Shares. The Fund may invest in the securities of foreign issuers
in the form of American Depositary Receipts and American Depositary Shares (collectively,
"ADRs") and Global Depositary Receipts and Global Depositary Shares (collectively, "GDRs") and
other forms of depositary receipts and New York Shares. These securities may not necessarily be
denominated in the same currency as the securities into which they may be converted. ADRs are
receipts typically issued by a United States bank or trust company which evidence ownership of
underlying securities issued by a foreign corporation. 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. 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. 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.

Investment Companies. The Fund may invest in securities issued by registered and unregistered
investment companies, including exchange-traded funds described below. Under the 1940 Act, the
Fund's investment in such securities, 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, the 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. The 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 the Manager.
Such investments will not be subject to the limitations described above, except that the Fund's
aggregate investment of uninvested cash reserves in such money market funds may not exceed 25%
of its total assets. See "Lending Portfolio Securities.”

Exchange-Traded Funds. The Fund may invest in shares of exchange-traded funds (collectively,
"ETFs"), which are designed to provide investment results corresponding to a securities index.
These may include Standard & Poor's Depositary Receipts ("SPDRs"), DIAMONDS, Nasdag-100
Index Tracking Stock (also referred to as "Nasdaqg 100 Shares™) and iShares exchange-traded funds
("iShares"), such as iShares Russell 2000 Growth Index Fund. ETFs usually are units of beneficial
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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 Nasdaqg-100 Index, respectively. The benchmark index for iShares
varies, generally corresponding to the name of the particular iShares fund. ETFs are designed to
provide investment results that generally correspond to the price and yield performance of the
component securities 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 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 the Fund.
Moreover, the 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.

Foreign Securities; Foreign Government Obligations; Securities of Supranational Entities.
The Fund may purchase securities of foreign issuers and may invest in obligations of foreign
branches of domestic banks and domestic branches of foreign banks. The Fund also may invest in
obligations issued or guaranteed by one or more foreign governments or any of their political
subdivisions, agencies or instrumentalities that the Sub-Adviser determines to be of comparable
quality to the other obligations in which the Fund may invest. Such securities also include debt
obligations of supranational entities. 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.

Zero Coupon, Pay-In-Kind and Step-Up Securities. The Fund may invest in zero coupon
securities, which 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 bonds, which are debt securities that generally pay interest
through the issuance of additional bonds; and step-up bonds, which 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 amount of the discount varies depending on the time remaining until maturity or cash payment
date, prevailing interest rates, liquidity of the security and perceived credit quality of the issuer.
Zero coupon securities also may take the form of debt securities that have been stripped of their
unmatured interest coupons, the coupons themselves and receipts or certificates representing
interests in such stripped debt obligations and coupons. 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,

B-10
P:\Edgar Filings\Pending\6134\485B\J37-6134-01-01-07.DOC



the Fund will realize no cash until the cash payment date unless a portion of such securities is sold
and, if the issuer defaults, the Fund may obtain no return at all on its investment. Federal income
tax law 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 taxes, the
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 these distribution requirements. See "Dividends, Other Distributions and Taxes."

Iliquid Securities. The Fund may invest up to 15% of the value of its net assets in securities
as to which a liquid trading market does not exist, provided such investments are consistent with
the Fund's investment objective. These securities may include securities that are not readily
marketable, such as securities that are subject to legal or contractual restrictions on resale,
repurchase agreements providing for settlement in more than seven days after notice and certain
privately negotiated, non-exchange traded options and securities used to cover such options. As to
these securities, the Fund is subject to a risk that should the Fund desire to sell them when a ready
buyer is not available at a price the Fund deems representative of their value, the value of the
Fund's net assets could be adversely affected.

Money Market Instruments. When the Advisers determine that adverse market conditions
exist, the Fund may adopt a temporary defensive position and invest up to 100% of its assets in
money market instruments, including U.S. Government securities, repurchase agreements, bank
obligations and commercial paper. The Fund also may purchase money market instruments when it
has cash reserves or in anticipation of taking a market position.

Repurchase Agreements. For the purposes of maintaining liquidity and achieving income,
the Fund may enter into repurchase agreements with domestic commercial banks or registered
broker-dealers. A repurchase agreement is a contract under which the Fund would acquire a
security for a relatively short period (usually not more than one week) subject to the obligation of
the seller to repurchase and the Fund to resell such security at a fixed time and price (representing
the Fund's cost plus interest). In the case of repurchase agreements with broker-dealers, the value of
the underlying securities (or collateral) will be at least equal at all times to the total amount of the
repurchase obligation, including the interest factor. The Fund bears a risk of loss if the other party
to a repurchase agreement defaults on its obligations and the Fund is delayed or prevented from
exercising its rights to dispose of the collateral securities. This risk includes the risk of procedural
costs or delays in addition to a loss on the securities if their value should fall below their repurchase
price. Income derived from repurchase agreements will be taxable.

Investment Techniques

The following information supplements and should be read in conjunction with the Fund's
Prospectus. The Fund's use of certain of the investment techniques described below may give rise
to taxable income.

Borrowing Money. The Fund is 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. Such borrowings may be for temporary or emergency purposes or for leveraging as
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described below. While borrowings for temporary or emergency purposes exceed 5% of the Fund's
total assets, the Fund will not make any additional investments. The Fund also may borrow for
investment purposes on a secured basis through entering into reverse repurchase agreements, as
described below.

Leverage. Leveraging (buying securities using borrowed money) exaggerates the effect on
net asset value of any increase or decrease in the market value of the Fund's portfolio. These
borrowings will be subject to interest costs that may or may not be recovered by appreciation of the
securities purchased; in certain cases, interest costs may exceed the return received on the securities
purchased. For borrowings for investment purposes, the 1940 Act requires the Fund to maintain
continuous asset coverage (total assets including borrowings, less liabilities exclusive of
borrowings) of 300% of the amount borrowed. If the required coverage should decline as a result of
market fluctuations or other reasons, the Fund may be required to sell some of its portfolio holdings
within three days to reduce the amount of its borrowings and restore the 300% asset coverage, even
though it may be disadvantageous from an investment standpoint to sell securities at that time. The
Fund also may be required to maintain minimum average balances in connection with such
borrowing or pay a commitment or other fee to maintain a line of credit; either of these
requirements would increase the cost of borrowing over the stated interest rate. Generally, the Fund
will only borrow money for investment purposes in connection with maintaining the Fund's
holdings of Municipal Bonds to above 50% of the Fund's assets.

Reverse Repurchase Agreements. The Fund may enter into reverse repurchase agreements
with banks, broker/dealers or other financial institutions. This form of borrowing involves the
transfer by the Fund of an underlying debt instrument in return for cash proceeds based on a
percentage of the value of the security. The Fund retains the right to receive interest and principal
payments on the security. At an agreed upon future date, the Fund repurchases the security at
principal plus accrued interest. As a result of these transactions, the Fund is exposed to greater
potential fluctuations in the value of its assets and its net asset value per share. To the extent the
Fund enters into a reverse repurchase agreement, the Fund will segregate permissible liquid assets
at least equal to the aggregate amount of its reverse repurchase obligations, plus accrued interest, in
certain cases, in accordance with releases promulgated by the SEC. The SEC views reverse
repurchase transactions as collateralized borrowings by the Fund. Except for these transactions, the
Fund's borrowings generally will be unsecured.

Lending Portfolio Securities. The Fund may lend securities from its portfolio to brokers,
dealers and other financial institutions 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 at least 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
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the investment. The Fund may participate in a securities lending program operated by Mellon Bank,
N.A., 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 the
Manager 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 the Manager,
repurchase agreements or other high quality instruments with short maturities.

Derivatives. The Fund may invest in, or enter into, derivatives for a variety of reasons,
including to hedge certain market or interest rate risks, to provide a substitute for purchasing or
selling particular securities or to increase potential income gain. 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,
and related indexes. Examples of derivative instruments the Fund may use (in addition to inverse
floaters) include options contracts, futures contracts, options on futures contracts, swap agreements
and credit derivatives. Derivatives may provide a cheaper, quicker or more specifically focused
way for the Fund to invest than "traditional™ securities would. The Fund's portfolio managers may
decide not to employ any of these strategies and there is no assurance that any derivatives strategy
used by the Fund will succeed.

Derivatives can be volatile and involve various types and degrees of risk, depending upon
the characteristics of the particular derivative and the portfolio as a whole. Derivatives permit a
Fund to increase or decrease the level of risk, or change the character of the risk, to which its
portfolio is exposed in much the same way as the Fund can increase or decrease the level of risk, or
change the character of the risk, of its portfolio by making investments in specific securities.
However, derivatives may entail investment exposures that are greater than their cost would
suggest, meaning that a small investment in derivatives could have a large potential impact on the
Fund's performance.

If the Fund invests in derivatives at inopportune times or judges market conditions
incorrectly, such investments may lower the Fund's return or result in a loss. The Fund also could
experience losses if its derivatives were poorly correlated with its other investments, or if the Fund
were unable to liquidate its position because of an illiquid secondary market. The market for many
derivatives is, or suddenly can become, illiquid. Changes in liquidity may result in significant, rapid
and unpredictable changes in the prices for derivatives.

Derivatives may be purchased on established exchanges or through privately negotiated
transactions referred to as over-the-counter derivatives. Exchange-traded derivatives generally are
guaranteed by the clearing agency that is the issuer or counterparty to such derivatives. This
guarantee usually is supported by a daily variation margin system operated by the clearing agency
in order to reduce overall credit risk. As a result, unless the clearing agency defaults, there is
relatively little counterparty credit risk associated with derivatives purchased on an exchange. In
contrast, no clearing agency guarantees over-the-counter derivatives. Therefore, each party to an
over-the-counter derivative bears the risk that the counterparty will default. Accordingly, the
Advisers will consider the creditworthiness of counterparties to over-the-counter derivatives in the
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same manner as they would review the credit quality of a security to be purchased by the Fund.
Over-the-counter derivatives are less liquid than exchange-traded derivatives since the other party
to the transaction may be the only investor with sufficient understanding of the derivative to be
interested in bidding for it.

Some derivatives the Fund uses 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, the 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, the 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 forwards contracts, the 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.

Neither the Trust nor the Fund will be a commaodity pool. The Trust has filed notice with the
Commodity Futures Trading Commission 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 the Fund is subject to registration or regulation as a pool operator
under the Commaodity Exchange Act.

Futures Transactions—In General. A futures contract is an agreement between two parties to buy
and sell a security for a set price on a future date. These contracts are traded on exchanges, so that,
in most cases, either party can close out its position on the exchange for cash, without delivering
the security. An option on a futures contract gives the holder of the option the right to buy from or
sell to the writer of the option a position in a futures contract at a specified price on or before a
specified expiration date. The Fund may invest in futures contracts and options on futures contracts,
including those with respect to interest rates, commaodities, and security or commodity indexes. To
the extent the Fund may invest in foreign currency-denominated securities, it also may invest in
foreign currency futures contracts and options thereon.

Although some futures contracts call for making or taking delivery of the underlying
securities, generally these obligations are closed out before delivery by offsetting purchases or sales
of matching futures contracts (same exchange, underlying security or index, and delivery month).
Closing out a futures contract sale is effected by purchasing a futures contract for the same
aggregate amount of the specific type of financial instrument with the same delivery date. If an
offsetting purchase price is less than the original sale price, the Fund realizes a capital gain, or if it
is more, the Fund realizes a capital loss. Conversely, if an offsetting sale price is more than the
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original purchase price, the Fund realizes a capital gain, or if it is less, the Fund realizes a capital
loss. Transaction costs also are included in these calculations.

The Fund may enter into futures contracts in U.S. domestic markets or on exchanges located
outside the United States. Foreign markets may offer advantages such as trading opportunities or
arbitrage possibilities not available in the United States. Foreign markets, however, may have
greater risk potential than domestic markets. For example, some foreign exchanges are principal
markets so that no common clearing facility exists and an investor may look only to the broker for
performance of the contract. In addition, any profits that the Fund might realize in trading could be
eliminated by adverse changes in the currency exchange rate, or the Fund could incur losses as a
result of those changes. Transactions on foreign exchanges may include commodities which are
traded on domestic exchanges or those which are not. Unlike trading on domestic commodity
exchanges, trading on foreign commodity exchanges is not regulated by the Commodity Futures
Trading Commission.

Engaging in these transactions involves risk of loss to the Fund which could adversely
affect the value of the Fund's net assets. Although the Fund intends to purchase or sell futures
contracts only if there is an active market for such contracts, no assurance can be given that a liquid
market will exist for any particular contract at any particular time. Many futures exchanges and
boards of trade limit the amount of fluctuation permitted in futures contract prices during a single
trading day. Once the daily limit has been reached in a particular contract, no trades may be made
that day at a price beyond that limit or trading may be suspended for specified periods during the
trading day. Futures contract prices could move to the limit for several consecutive trading days
with little or no trading, thereby preventing prompt liquidation of futures positions and potentially
subjecting the Fund to substantial losses.

Successful use of futures by the Fund also is subject to the Advisers' ability to predict
correctly movements in the direction of the relevant market and, to the extent the transaction is
entered into for hedging purposes, to ascertain the appropriate correlation between the securities
being hedged and the price movements of the futures contract. For example, if the Fund uses
futures to hedge against the possibility of a decline in the market value of securities held in its
portfolio and the prices of such securities instead increase, the Fund will lose part or all of the
benefit of the increased value of securities which it has hedged because it will have offsetting losses
in its futures positions. Furthermore, if in such circumstances the Fund has insufficient cash, it may
have to sell securities to meet daily variation margin requirements. The Fund may have to sell such
securities at a time when it may be disadvantageous to do so.

Specific Futures Transactions. The Fund may purchase and sell stock index futures contracts. A
stock index future obligates the Fund to pay or receive an amount of cash equal to a fixed dollar
amount specified in the futures contract multiplied by the difference between the settlement price of
the contract on the contract's last trading day and the value of the index based on the stock prices of
the securities that comprise it at the opening of trading in such securities on the next business day.

The Fund also may enter into futures contracts for the purchase or sale of debt securities and
futures contracts on securities indexes.
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The Fund may purchase and sell interest rate futures contracts. An interest rate future
obligates the Fund to purchase or sell an amount of a specific debt security at a future date at a
specific price.

Options—In General. The Fund may purchase call and put options and write (i.e., sell) covered call
and put option contracts. A call option gives the purchaser of the option the right to buy, and
obligates the writer to sell, the underlying security or securities at the exercise price at any time
during the option period, or at a specific date. Conversely, a put option gives the purchaser of the
option the right to sell, and obligates the writer to buy, the underlying security or securities at the
exercise price at any time during the option period, or at a specific date.

A covered call option written by the Fund is a call option with respect to which the Fund
owns the underlying security or otherwise covers the transaction such as by segregating permissible
liquid assets. A put option written by the Fund is covered when, among other things, the Fund
segregates permissible liquid assets having a value equal to or greater than the exercise price of the
option to fulfill the obligation undertaken or otherwise covers the transaction. The principal reason
for writing covered call and put options is to realize, through the receipt of premiums, a greater
return than would be realized on the underlying securities alone. The Fund receives a premium
from writing covered call or put options which it retains whether or not the option is exercised.

There is no assurance that sufficient trading interest to create a liquid secondary market on a
securities exchange will exist for any particular option or at any particular time, and for some
options no such secondary market may exist. A liquid secondary market in an option may cease to
exist for a variety of reasons. In the past, for example, higher than anticipated trading activity or
order flow, or other unforeseen events, at times have rendered certain of the clearing facilities
inadequate and resulted in the institution of special procedures, such as trading rotations,
restrictions on certain types of orders or trading halts or suspensions in one or more options. There
can be no assurance that similar events, or events that may otherwise interfere with the timely
execution of customers' orders, will not recur. In such event, it might not be possible to effect
closing transactions in particular options. If, as a covered call option writer, the Fund is unable to
effect a closing purchase transaction in a secondary market, it will not be able to sell the underlying
security until the option expires or it delivers the underlying security upon exercise or it otherwise
covers its position.

Specific Options Transactions. The Fund may purchase and sell call and put options in respect of
specific securities (or groups or "baskets” of specific securities) or indices listed on national
securities exchanges or traded in the over-the-counter market. An option on an 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 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
index options will depend upon price movements in the level of the index rather than the price of a
particular security.

The Fund may purchase cash-settled options on interest rate swaps and equity index swaps
in pursuit of its investment objective. Interest rate swaps involve the exchange by the Fund with
another party of their respective commitments to pay or receive interest (for example, an exchange
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of floating-rate payments for fixed-rate payments) denominated in U.S. dollars or foreign currency.
Equity index swaps involve the exchange by the Fund with another party of cash flows based upon
the performance of an index or a portion of an index of securities which usually includes dividends.
A cash-settled option on a swap gives the purchaser the right, but not the obligation, in return for
the premium paid, to receive an amount of cash equal to the value of the underlying swap as of the
exercise date. These options typically are purchased in privately negotiated transactions from
financial institutions, including securities brokerage firms.

Successful use by the Fund of options and options on futures will be subject to the Advisers'
ability to predict correctly movements in the prices of individual stocks, the stock market generally,
foreign currencies or interest rates. To the extent the Advisers' predictions are incorrect, the Fund
may incur losses.

Swap Transactions and Other Credit Derivatives. The Fund may engage in swap transactions,
including interest rate swaps, interest rate locks, caps, collars and floors, credit default swaps, and
index swap agreements and other credit derivative products, to seek to mitigate risk, manage
maturity and duration, reduce portfolio turnover, or obtain a particular desired return at a lower cost
to the Fund than if the Fund had invested directly in an instrument that yielded the desired return.
The Fund also may enter into options on swaps, sometimes called “swaptions.”

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 the 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.

A swap option is a contract that gives a counterparty the right (but not the obligation) in
return for payment of a premium, to enter into a new swap agreement or to shorten, extend, cancel
or otherwise modify an existing swap agreement, at some designated future time on specified
terms. A cash-settled option on a swap gives the purchaser the right in return for the premium paid,
to receive an amount of cash equal to the value of the underlying swap as of the exercise date.
These options typically are purchased in privately negotiated transactions from financial
institutions, including securities brokerage firms. Depending on the terms of the particular option
agreement, the Fund generally will incur a greater degree of risk when it writes a swap option than
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it will incur when it purchases a swap option. When the Fund purchases a swap option, it risks
losing only the amount of the premium it has paid should it decide to let the option expire
unexercised. However, when the Fund writes a swap option, upon exercise of the option the Fund
will become obligated according to the terms of the underlying agreement.

Interest rate swaps are over-the-counter contracts in which each party agrees to make a
periodic interest payment based on an index or the value of an asset in return for a periodic
payment from the other party based on a different index or asset. The purchase of an interest rate
floor entitles the purchaser, to the extent that a specified index falls below a predetermined interest
rate, to receive payments of interest on a notional principal amount from the party selling such
interest rate floor. The purchase of an interest rate cap entitles the purchaser, to the extent that a
specified index rises above a predetermined interest rate, to receive payments of interest on a
notional principal amount from the party selling such interest rate cap. Interest rate collars involve
selling a cap and purchasing a floor or vice versa to protect the Fund against interest rate
movements exceeding given minimum or maximum levels.

The Fund may enter into credit default swap agreements and similar agreements, which
may have as reference obligations securities that are or are not currently held by the Fund. The
protection “buyer” in a credit default contract may be obligated to pay the protection “seller” an up
front payment or a periodic stream of payments over the term of the contract provided generally
that no credit event on a reference obligation has occurred. If a credit event occurs, the seller
generally must pay the buyer the “par value” (full notional value) of the swap in exchange for an
equal face amount of deliverable obligations of the reference entity described in the swap, or the
seller may be required to deliver the related net cash amount, if the swap is cash settled. The Fund
may be either the buyer or seller in the transaction. If the Fund is a buyer and no credit event
occurs, the Fund recovers nothing if the swap is held through its termination date. However, if a
credit event occurs, the Fund may elect to receive the full notional value of the swap in exchange
for an equal face amount of deliverable obligations of the reference entity that may have little or no
value. As a seller, the Fund generally receives an up front payment or a fixed rate of income
throughout the term of the swap, which typically is between six months and three years, provided
that there is no credit event. If a credit event occurs, generally the seller must pay the buyer the full
notional value of the swap in exchange for an equal face amount of deliverable obligations of the
reference entity that may have little or no value. Credit default swaps and similar instruments
involve greater risks than if the Fund had invested in the reference obligation directly, since, in
addition to general market risks, they are subject to illiquidity risk, counterparty risk and credit risk.

The Fund may invest in credit linked securities issued by a limited purpose trust or other
vehicle that, in turn, invests in a derivative instrument or basket of derivative instruments, such as
credit default swaps or interest rate swaps, to obtain exposure to certain fixed income markets or to
remain fully invested when more traditional income producing securities are not available. Like an
investment in a bond, an investment in these credit linked securities represents the right to receive
periodic income payments (in the form of distributions) and payment of principal at the end of the
term of the security. However, these payments are conditioned on the issuer’s receipt of payments
from, and the issuer’s potential obligations to, the counterparties to certain derivative instruments
entered into by the issuer of the credit linked security. For example, the issuer may sell one or more
credit default swaps entitling the issuer to receive a stream of payments over the term of the swap
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agreements provided that no event of default has occurred with respect to the referenced debt
obligation upon which the swap is based. If a default occurs, the stream of payments may stop and
the issuer would be obligated to pay the counterparty the par (or other agreed upon value) of the
referenced debt obligation.

The use of credit derivatives is a highly specialized activity which involves strategies and
risks different from those associated with ordinary portfolio security transactions. If the Manager is
incorrect in its forecasts of default risks, market spreads or other applicable factors, or a
counterparty defaults, the investment performance of the 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 credit derivatives market, including potential government regulation, could adversely affect
the Fund’s ability to terminate existing swap or other credit derivative agreements or to realize
amounts to be received under such agreements.

The Fund will enter into swap and other credit derivatives transactions only when the
Manager believes it would be in the best interests of the Fund to do so. In addition, the Fund will
enter into swap and other credit 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).

Future Developments. The Fund may take advantage of opportunities in options and futures
contracts and options on futures contracts 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. Before entering into such transactions or making any such investment, the
Fund will provide appropriate disclosure in its Prospectus or this SAI.

Short-Selling. In these transactions, the Fund sells a security it does not own in anticipation
of a decline in the market value of the security. The 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, the Fund must borrow the security to make delivery to the buyer.
The 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.

Equity 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 the Fund's net
assets invested in equity securities.

The Fund also may make short sales "against the box," in which the 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. At no time will more than 15% of the value of the Fund's net assets
invested in equity securities be in deposits on short sales against the box.

Until the Fund closes its short position or replaces the borrowed security, the Fund will: (a)
segregate permissible liquid assets in an amount that, together with the amount provided as
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collateral, always equals the current value of the security sold short; or (b) otherwise cover its short
position.

Stand-By Commitments. The Fund may acquire "stand-by commitments"” with respect to
Municipal Bonds held in its portfolio. Under a stand-by commitment, the 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. The Fund
will acquire stand-by commitments solely to facilitate its portfolio liquidity and does not intend to
exercise its rights thereunder for trading purposes. The Fund may pay for stand-by commitments if
such action is deemed necessary, thus increasing to a degree the cost of the underlying Municipal
Bond and similarly decreasing such security's yield to investors. Gains realized in connection with
stand-by commitments will be taxable. The Fund also may acquire call options on specific
Municipal Bonds. The Fund generally would purchase these call options to protect the Fund from
the issuer of the related Municipal Bond redeeming, or other holder of the call option from calling
away, the Municipal Bond before maturity. The sale by the Fund of a call option that it owns on a
specific Municipal Bond could result in the receipt of taxable income by the Fund.

Forward Commitments. The Fund may purchase or sell securities on a forward
commitment, when-issued or delayed-delivery basis, which means that delivery and payment take
place a number of days after the date of the commitment to purchase or sell the securities at a
predetermined price and/or yield. Typically, no interest accrues to the purchaser until the security is
delivered. When purchasing a security on a forward commitment basis, the Fund assumes the rights
and risks of ownership of the security, including the risk of price and yield fluctuations, and takes
such fluctuations into account when determining its net asset value. Because the Fund is not
required to pay for these securities until the delivery date, these risks are in addition to the risks
associated with the Fund's other investments. If the Fund is fully or almost fully invested when
forward commitment purchases are outstanding, such purchases may result in a form of leverage.
The Fund would engage in forward commitments to increase its portfolio's financial exposure to
the types of securities in which it invests. Leveraging the portfolio in this manner will increase the
Fund's exposure to changes in interest rates and will increase the volatility of its returns. The Fund
will segregate permissible liquid assets at least equal at all times to the amount of the Fund's
purchase commitments.

Securities purchased on a forward commitment, when-issued or delayed-delivery basis are
subject to changes in value (generally changing in the same way, i.e., appreciating when interest
rates decline and depreciating when interest rates rise) based upon the public's perception of the
creditworthiness of the issuer and changes, real or anticipated, in the level of interest rates.
Securities purchased on a forward commitment, when-issued or delayed-delivery basis may expose
the Fund to risks because they may experience such fluctuations prior to their actual delivery.
Purchasing securities on a when-issued or delayed-delivery basis can involve the additional risk
that the yield available in the market when the delivery takes place actually may be higher than that
obtained in the transaction itself. Purchasing securities on a forward commitment, when-issued or
delayed-delivery basis when the Fund is fully or almost fully invested may result in greater
potential fluctuation in the value of the Fund's net assets and its net asset value per share.
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Certain Investment Considerations and Risks

Investing in Municipal Bonds. The Fund may invest more than 25% of the value of its total
assets in Municipal Bonds 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, or
securities whose issuers are located in the same state. As a result, the Fund may be subject to
greater risk as compared to a municipal bond fund that does not follow this practice.

Certain provisions in the Internal Revenue Code of 1986, as amended (the "Code™), relating
to the issuance of Municipal Bonds may reduce the volume of Municipal Bonds qualifying for
Federal tax exemption. One effect of these provisions could be to increase the cost of the Municipal
Bonds available for purchase by the Fund and thus reduce available yield. Shareholders should
consult their tax advisers concerning the effect of these provisions on an investment in the Fund.
Proposals that may restrict or eliminate the income tax exemption for interest on Municipal Bonds
may be introduced in the future. If any such proposal were enacted that would reduce the
availability of Municipal Bonds for investment by the Fund so as to adversely affect Fund
shareholders, the Fund would reevaluate its investment objective and policies and submit possible
changes in the Fund's structure to shareholders for their consideration.

In addition, at least 50% of the Fund's assets must be invested in Municipal Bonds as of the
end of each quarter of the Fund's tax year in order to provide shareholders income derived from the
Fund's investments in Municipal Bonds that is exempt from Federal income tax. Although the
Manager will monitor on a regular basis the percentage of the Fund's assets invested in Municipal
Bonds, if at the end of any quarter of the Fund's tax year the Fund holds less than 50% of its assets
in Municipal Bonds, the income derived from the Fund's investments during the year will be
taxable to shareholders.

Equity Securities. Equity securities, including common stock, and certain preferred stock,
convertible securities and warrants, 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 the
Fund's investments will result in changes in the value of its shares and thus the Fund's total return
to investors.

Although the Fund focuses its equity investments on "blue chip”, including multinational,
companies, it may invest in securities issued by companies in the technology sector, which has
been among the most volatile sectors of the stock market. Technology companies involve greater
risk because their revenues and earnings tend to be less predictable (and some companies may be
experiencing significant losses) and their share prices tend to be more volatile. Certain technology
companies may have limited product lines, markets or financial resources, or may depend on a
limited management group. In addition, these companies are strongly affected by worldwide
technological developments, and their products and services may not be economically successful or
may quickly become outdated. Investor perception may play a greater role in determining the day-
to-day value of technology stocks than it does in other sectors. Fund investments made in
anticipation of future products and services may decline dramatically in value if the anticipated
products or services are delayed or canceled.
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The Fund may purchase securities of companies in initial public offerings ("IPOs") or
shortly thereafter. An IPO is a corporation’s first offering of stock to the public. Shares are given a
market value reflecting expectations for the corporation's future growth. Special rules of the
National Association of Securities Dealers, Inc. ("NASD") apply to the distribution of IPOs.
Corporations offering stock in IPOs generally have limited operating histories and may involve
greater investment risk. The prices of these companies' securities may be very volatile, rising and
falling rapidly, sometimes based solely on investor perceptions rather than economic reasons.

Foreign Securities. 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, the Fund's investments in such securities 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 that might adversely affect or restrict the
payment of principal and interest on the foreign securities to investors located outside the country
of the issuer, whether from currency blockage or otherwise. Foreign securities held by the 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.

Developing countries have economic structures that are generally less diverse and mature,
and political systems that are less stable, than those of developed countries. The markets of
developing countries may be more volatile than the markets of more mature economies; however,
such markets may provide higher rates of return to investors. Many developing countries have
experienced substantial, and in some periods extremely high, rates of inflation for many years.
Inflation and rapid fluctuations in inflation rates have had and may continue to have adverse effects
on the economies and securities markets of certain of these countries.

Since foreign securities often are purchased with and payable in currencies of foreign
countries, the value of these assets as measured in U.S. dollars may be affected favorably or
unfavorably by changes in currency rates and exchange control regulations.

Simultaneous Investments. Investment decisions for the Fund are made independently from
those of other investment companies advised by the Advisers. If, however, such other investment
companies desire to invest in, or dispose of, the same securities as the Fund, the Advisers will
ordinarily seek to aggregate (or "bunch™) orders that are placed or received concurrently for more
than one investment company or account and available investments or opportunities for sales will
be allocated equitably to each investment company. In some cases, this procedure may adversely
affect the size of the position obtained for or disposed of by the Fund or the price paid or received
by the Fund. The Fund, together with other investment companies advised by the Advisers and
their affiliates, may own significant positions in portfolio companies that, depending on market
conditions, may affect adversely the Fund's ability to dispose of some or all of its positions should
it desire to do so.
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Certain Investments. From time to time, to the extent consistent with its investment
objective, policies and restrictions, the Fund may invest in securities of companies with which
Mellon Bank, N.A., an affiliate of Dreyfus, has a lending relationship.

Investment Restrictions

Fundamental. The Fund has adopted the following restrictions as fundamental policies,
which cannot be changed without approval by the holders of a majority (as defined in the 1940 Act)
of the Fund's outstanding voting shares. The Fund may not:

1. Invest more than 25% of the value of its total assets in the securities of issuers in
any single industry, provided that there shall be no limitation on the purchase of Municipal Bonds
(other than Municipal Bonds backed only by assets and revenues of non-governmental issuers) and
obligations issued or guaranteed by the U.S. Government, its agencies or instrumentalities.

2. Invest in physical commodities or commodities contracts, except that the Fund
may purchase and sell options, forward contracts, futures contracts, including those related to
indices, and options on futures contracts or indices and enter into swap agreements and other
derivative instruments.

3. Purchase, hold or deal in real estate, or oil, gas or other mineral leases or
exploration or development programs, but the Fund may purchase and sell securities that are
secured by real estate or issued by companies that invest or deal in real estate or real estate
investment trusts and may acquire and hold real estate or interests therein through exercising rights
or remedies with regard to such securities.

4. Borrow money, except to the extent permitted under the 1940 Act (which
currently limits borrowing to no more than 33-1/3% of the value of the Fund's total assets).

5. Lend any securities or make loans to others, except to the extent permitted under
the 1940 Act (which currently limits such loans to no more than 33-1/3% of the value of the Fund's
total assets) or as otherwise permitted by the SEC. For purposes of this Investment Restriction, the
purchase of debt obligations (including acquisitions of loans, loan participations or other forms of
debt instruments) and the entry into repurchase agreements shall not constitute loans by the Fund.
Any loans of portfolio securities will be made according to guidelines established by the SEC and
the Trust's Board.

6. Act as an underwriter of securities of other issuers, except that the Fund may bid
separately or as part of a group for the purchase of Municipal Bonds directly from an issuer for its
own portfolio to take advantage of the lower purchase price available, and except to the extent the
Fund may be deemed an underwriter under the Securities Act of 1933, as amended, by virtue of
disposing of portfolio securities.

7. lIssue any senior security (as such term is defined in Section 18(f) of the 1940
Act), except insofar as the Fund may be deemed to have issued a senior security by reason of
borrowing money in accordance with the Fund's borrowing policies. For purposes of this
Investment Restriction, collateral, escrow, or margin or other deposits with respect to the making of
short sales, the purchase or sale of futures contracts or options, purchase or sale of forward foreign
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currency contracts, and the writing of options on securities are not deemed to be an issuance of
senior security.

Non-fundamental. The Fund has adopted the following additional non-fundamental
investment restrictions. These non-fundamental restrictions, and the Fund's investment objective,
may be changed without shareholder approval, in compliance with applicable law and regulatory

policy.

1. Purchase securities on margin, except for use of short-term credit necessary for
clearance of purchases and sales of portfolio securities, but the Fund may make margin deposits in
connection with transactions in options, forward contracts, futures contracts, and options on futures
contracts, and except that effecting short sales will be deemed not to constitute a margin purchase
for purposes of this Investment Restriction.

2. Invest in the securities of a company for the purpose of exercising management
or control, but the Fund will vote the securities it owns in its portfolio as a shareholder in
accordance with its views.

3. Enter into repurchase agreements providing for settlement in more than seven
days after notice or purchase securities that are illiquid, if, in the aggregate, more than 15% of the
value of the Fund's net assets would be so invested.

4. Purchase securities of other investment companies, except to the extent
permitted under the 1940 Act.

5. Pledge, mortgage or hypothecate its assets, except to the extent necessary to
secure permitted borrowings and to the extent related to the purchase of securities on a when-
issued, forward commitment or delayed-delivery basis and the deposit of assets in escrow in
connection with writing covered put and call options and collateral and initial or variation margin
arrangements with respect to permitted transactions.

If a percentage restriction is adhered to at the time of investment, a later change in
percentage resulting from a change in values or assets will not constitute a violation of such
restriction. With respect to Fundamental Investment Restriction No. 4, however, if borrowings
exceed 33-1/3% of the value of the Fund's total assets as a result of changes in values or assets, the
Fund must take steps to reduce such borrowings at least to the extent of such excess.

The Trust and the Manager have received an exemptive order from the SEC, which, among
other things, permits the Fund to use cash collateral received in connection with lending the Fund's
securities and other uninvested cash to purchase shares of one or more registered money market
funds advised by the Manager in excess of limitations imposed by the 1940 Act.

If the 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.
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MANAGEMENT OF THE TRUST AND FUND

The Trust's Board is responsible for the management and supervision of the Fund, and
approves all significant agreements with those companies that furnish services to the Fund. These
companies are as follows:

The Dreyfus Corporation ..........cccoceverenennenieseenieenne Investment Adviser
Fayez Sarofim & CO. ..ccccevveiiiieceec e Sub-Adviser
Dreyfus Service Corporation ..........c.cccvveevereeneeneneenne Distributor

Dreyfus Transfer, INC. .......ccccocevveiieie e Transfer Agent
Mellon Bank, N.A. ... Custodian

Board Members of the Trust

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. Each of the
Trust's Trustees also serves as a Board Member of The Dreyfus/Laurel Funds, Inc. and The
Dreyfus/Laurel Tax-Free Municipal Funds (collectively, with the Trust, the "Dreyfus/Laurel
Funds™) and Dreyfus High Yield Strategies Fund.

Name (Age) Principal Occupation

Position with Trust (Since) During Past 5 Years Other Board Memberships and Affiliations

Joseph S. DiMartino (63) Corporate Director and The Muscular Dystrophy Association, Director

Chairman of the Board Trustee Century Business Services, Inc., a provider of

(1999) outsourcing functions for small and medium
size companies, Director

The Newark Group, a provider of a national
market of paper recovery facilities, paperboard
mills and paperboard converting plants,
Director
Sunair Services Corporation, engages in the

design, manufacture and sale of high frequency
systems for long-range voice and data
communications, and provides certain outdoor-
related services to homes and businesses,
Director

James M. Fitzgibbons (72) Chairman of the Board, Bill Barrett Company, an oil and gas exploration

Board Member Davidson Cotton Company company, Director

(1994) (1998-2002)

J. Tomlinson Fort (78) Retired; Of Counsel, Reed Allegheny College, Emeritus Trustee

Board Member Smith LLP (1998-2005) Pittsburgh Ballet Theatre, Trustee

(1994) American College of Trial Lawyers, Fellow

! None of the Board members are "interested persons" of the Trust, as defined in the 1940 Act.
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Name (Age)
Position with Trust (Since)

Principal Occupation
During Past 5 Years

Other Board Memberships and Affiliations

Kenneth A. Himmel (60)
Board Member
(1988)

Stephen J. Lockwood (59)
Board Member
(1993)

Roslyn Watson (57)
Board Member
(1992)

Benaree Pratt Wiley (60)
Board Member
(1998)

President and CEO,

Related Urban Development,
a real estate development
company (1996-present)

President and CEO, Himmel
& Company, a real estate

development company (1980-

present)

CEO, American Food
Management, a restaurant
company (1983-present)

Chairman of the Board,
Stephen J. Lockwood and

Company LLC, an investment

company (2000-present)

Principal, Watson Ventures,
Inc., a real estate investment
company (1993-present)

Principal, The Wiley Group, a

firm specializing in strategy
and business development
(2005-present)

President and CEO, The

None

None

American Express Centurion Bank,
Director

The Hyams Foundation Inc., a Massachusetts
Charitable Foundation, Trustee

National Osteoporosis Foundation, Trustee

Boston College, Trustee

Blue Cross Blue Shield of Massachusetts,
Director

Commonwealth Institute, Director

Efficacy Institute, Director

PepsiCo African - American, Advisory Board

Partnership, an organization
dedicated to increasing the
representation of African
Americans in positions of
leadership, influence and
decision-making in Boston,
MA (1991-2005)

The Boston Foundation, Director
Harvard Business School Alumni
Director

Board,

Board members are elected to serve for an indefinite term. The Trust has standing audit and
nominating committees, each comprised of its Board members 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 Fund's financial
statements and (ii) to assist in the Board's oversight of the integrity of the Fund's financial
statements, the Fund'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
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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 Fund and its 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, 8th Floor East, New York, New York
10166, which includes information regarding the recommended nominee as specified in the
nominating committee charter. The Trust also has a standing compensation committee comprised
of Ms. Watson (Chair), Messrs. Fitzgibbons and Fort and Ms. Wiley. The function of the
compensation committee is to establish the appropriate compensation for serving on the Board.
The Trust also has a standing pricing committee comprised of any one Board member. The function
of the pricing committee is to assist in valuing the Fund's investments. The audit committee met
three times and the pricing and compensation committees each met once during the fiscal year
ended August 31, 2006. The nominating committee did not meet during the last fiscal year.

The table below indicates the dollar range of each Board member's ownership of Fund
shares and shares of other funds in the Dreyfus Family of Funds for which he or she is a Board
member, in each case as of December 31, 2005.

Benaree
Joseph S. James M. J. Tomlinson  Kenneth A.  StephenJ. Roslyn M. Pratt
DiMartino Fitzgibbons Fort Himmel Lockwood Watson Wiley
Fund None None None None None None None
Aggregate Over $100,000 Over $50,001- $50,001- None None None

Holdings of Funds $100,000 $100,000 $100,000
in the Dreyfus

Family of Funds

for which

Responsible as a

Board Member

As of December 31, 2005, none of the Trustees or their immediate family members owned
securities of the Manager, the Sub-Adviser, the Distributor or any person (other than a registered
investment company) directly or indirectly controlling, controlled by or under common control
with the Manager, the Sub-Adviser or the Distributor.

Officers of the Trust

J. DAVID OFFICER, President since January 2007. Chief Operating Officer, Vice Chair and a
director of the Manager, and an officer of 91 investment companies (comprised of 206
portfolios) managed by the Manager. He is 58 years old, and has been an employee of the
Manager since April 1998.

MARK N. JACOBS, Vice President since March 2000. Executive Vice President, Secretary and
General Counsel of the Manager, and an officer of 91 investment companies (comprised of
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206 portfolios) managed by the Manager. He is 60 years old and has been an employee of
the Manager since June 1977.

JAMES WINDELS, Treasurer since November 2001. Director-Mutual Fund Accounting of the
Manager, and an officer of 91 investment companies (comprised of 206 portfolios)
managed by the Manager. He is 48 years old and has been an employee of the Manager
since April 1985.

MICHAEL A. ROSENBERG, Vice President and Secretary since August 2005. Associate General
Counsel of the Manager, and an officer of 91 investment companies (comprised of 206
portfolios) managed by the Manager. He is 46 years old and has been an employee of the
Manager since October 1991.

JAMES BITETTO, Vice President and Assistant Secretary since August 2005. Associate General
Counsel and Assistant Secretary of the Manager, and an officer of 91 investment companies
(comprised of 206 portfolios) managed by the Manager. He is 40 years old and has been an
employee of the Manager since December 1996.

JONI LACKS CHARATAN, Vice President and Assistant Secretary since August 2005. Associate
General Counsel of the Manager, and an officer of 91 investment companies (comprised of
206 portfolios) managed by the Manager. She is 51 years old and has been an employee of
the Manager since October 1988.

JOSEPH M. CHIOFFI, Vice President and Assistant Secretary since August 2005. Associate
General Counsel of the Manager, and an officer of 91 investment companies (comprised of
206 portfolios) managed by the Manager. He is 45 years old and has been an employee of
the Manager since June 2000.

JANETTE E. FARRAGHER, Vice President and Assistant Secretary since August 2005.
Associate General Counsel of the Manager, and an officer of 91 investment companies
(comprised of 206 portfolios) managed by the Manager. She is 44 years old and has been an
employee of the Manager since February 1984.

JOHN B. HAMMALIAN, Vice President and Assistant Secretary since August 2005. Associate
General Counsel of the Manager, and an officer of 91 investment companies (comprised of
206 portfolios) managed by the Manager. He is 43 years old and has been an employee of
the Manager since February 1991.

ROBERT R. MULLERY, Vice President and Assistant Secretary since August 2005. Associate
General Counsel of the Manager, and an officer of 91 investment companies (comprised of
206 portfolios) managed by the Manager. He is 54 years old and has been an employee of
the Manager since May 1986.

JEFF PRUSNOFSKY, Vice President and Assistant Secretary since August 2005. Associate
General Counsel of the Manager, and an officer of 91 investment companies (comprised of
206 portfolios) managed by the Manager. He is 41 years old and has been an employee of
the Manager since October 1990.
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ERIK D. NAVILOFF, Assistant Treasurer since December 2002. Senior Accounting Manager —
Taxable Fixed Income Funds of the Manager, and an officer of 91 investment companies
(comprised of 206 portfolios) managed by the Manager. He is 38 years old and has been an
employee of the Manager since November 1990.

GAVIN C. REILLY, Assistant Treasurer since December 2005. Tax Manager of the Investment
Accounting and Support Department of Dreyfus, and an officer of 91 investment companies
(comprised of 206 portfolios) managed by Dreyfus. He is 38 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 and Municipal Bond Funds of the Manager, and an officer of 91 investment
companies (comprised of 206 portfolios) managed by the Manager. He is 42 years old and
has been an employee of the Manager since October 1988.

ROBERT SVAGNA, Assistant Treasurer since December 2002. Senior Accounting Manager —
Equity Funds of the Manager, and an officer of 91 investment companies (comprised of 206
portfolios) managed by th