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Fund and Market Performance Owelview

For the 12-manth pariod ended Auges 31, 2010, BNY
Malion Municipal Opportunities Find's Cls M shams
produced 2 ol mbun of 12358%, and [evestor shames
miumed 1219%1 In comparson, the Backns Capital
Murucpal Bond Inde (the “Index”), the fund’s banch
rrark, achievnd 2 totl retum of 8.78% for the sme period 2

Dlespilte renevwed sconomic concerns and ongalng Bscl
presures affocting many states and municipalities,
rmumicipal bonds generlly fared well over the reporting
period amid mobiet demand for 2 bmited supply of
socuritios. The fund prodiced mturme that wore highar
than Iz benchmark, primarily due to a blas toward
lower-rated mourities that fard particularty well Ina
rallylng market ervironment.

The Fund's Investment Approach

The find maoks to maximizs oal murn conskting of
high current Incoma esampt from federl incoma tax
and capital appreciadon. This ohiecthve may be danged
without sharsholder apperal To pumm i goal, the
fund normalty irvests at ket 80% of I st in LS
dallar-denominated fxed-income seouribes that proeide
mrome emmpt fom fedesd neome oo (mamicipal
bandsd. While the fund typically Imests In a diversified
particdia af municipal bonds, i may Irvest up o 20% of
s ammis in toable fxed-ncome seooriies, incuding
taxahla municipal bonds and non-LS. dolar- denomi-
rated foreign debt socuritios, sich = Brady bonds and

sovernign debt ohligations.

W will mok o delver alie-added oxcem mbuTs
[*alpha”) by applying an imestment appmach designad io
sdanttfy and woloit misthve valse opporturities within
the municipal bond market and othar food-Incoms
markess. Althcugh the fund sk to be diversfiod by
peograpty and sector, the fiend may @t tmes Irest a sg-
nificant portion of iis asets Ina particular staie or eglan
ar in a partiadr sector due to market conditons.

Supply-and-Demand Factors Supported
Municipal Bonds

An mmproving LS. economy boltered  confidence
among cormsumers, businesos and rvestons cady inthe
mporting pericd @ mandfscuring acthdty rcreased and
corporations posied  better-than-expecied  finandal
mesulis. Howwves, in May 200102 number of developmanis
clled the mowery intn guestion. Cermin Eumpean
mations fournd thermebves urchle to fArance hoavy debt
loads, roquiring Intervertion fom the International
Manstary Fund and the Eumpean Union. Meanwhils,
infatiorary presures in China kindled frars that higher
interest mabes and other memedhl memies might con-
strain a kay engine of global eonomic growth, Inothe
United States, amplayment and hoasing data sont miod
signals reganding the strength of the domestic moovery,
amnd most sates continued to sruggle with declining
fax rvernss and ntersfying demand for services.
Comsequanthy, mstns santiment generally detoriortod
1 tha spring and summar, and the Federl Resarw Board
left shon-torm Intorest rates unchanged Ina historically
low mange betwoen 0% and 0.25%.

Abhough them dovelopments cused somae ssgrments af
ihe toable bond market o0 decline ower the mpocting
perind’s scond half, runicipal bonds hald up rekvey



wall & a2 result of pesttive suppily-and-demand dymam-
1= Immance of new toc-esempt bonds modormod
significaritty dim to tha Build Amarica Bonds prmgram,
part of the federal sirnuhes package that shifted a sab-
staritial portion of new snce o the toable bond
market. Meanmwhile, dormand intersified 2 mdevidual
and institutional imestors sought abernethes o low
term municipal bond prices trended highes, on aemge,
wver the mporting period, and lower-mied municipal
bonds autperformed their higher-quality counterparts &
irnvestors machod for attractive yakd

Fund Participated Fully in Market Rally

In this ervimnment, we mankined a bl towand kver-
rated municipal borsds that cur aralyss deterenined
o ba fund lly sound, incheding overwalghied
posiibons in bonds backed by mvenms from hialth
mrn Factlities and other projects. Comeorsaly, the fund
hoid rehtnaly bght expemim 1o bonds 1 the highar
rodit-rating tiers. This constructive Iresstment. postums:
halped balkter tha fund's mhittee pedormance.

Wa genarally st the find's sverage duration in a ange
that wis in line with the benchmark, but we made fro-
quent tactical adjustments in repanss to changes In
relative values alang the market’s maturity mnge In
addition, we employed fuhires contracts to establish
the fund's dumtion pasitions and hedge against wnaex-
poctod changps In Inmret-rte mowmons. Those
strategios abo contributed positvely to the fund's
redlathve perfarmance.

Maintaining a Constructive investment Posture
Althaugh state and local governments emaln under
pressure, we am optmistic eganding the monicipal
bond market’s long-term presperts. Athough eoo-
noamdc growth has showed, the recovery has remainad
intact. We baliews demand for municpal bands smames
likeby to stay robust @ vestars grow Incresingly con-
cerned about potential ncome ax Inoeses an the
state and foderal levek. In addiion, the Buld America
Bonds program may be extended inbo next yoar, offoc-
thenly Umiting tho mupply of newly ksued municipal
bonds. Conmguantly, we genemlly have malntained a
comstructive imvostment posture, including a it
ivward lower-mied securibes.
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