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Dreyfus Appreciation Fund, Inc. T h e FU n d

A LETTER FROM THE CHAIRMAN AND CEOQ

[rear Sharcholder:

We are pleased to present this semianmual report for Dreyfus Appreciation
Fund, Inc., covering the soe-month peniod from Jamuary 1, 2011, through
June 30, 2011. For information about how the fund performed during
the reporting period, as well as general market perspectives, we provide a
Dhscussion of Fund Performance on the pages that follow:

Although 2011 began on an optimistic note amid encoursging eco-
nomic data, by midyear investors returned to a more cantious outlock.
The U5, and global economies continued to grow over the reporting
period, but at a relatively sluggish pace. First, manufacturing activity
proved unsustainably strong in lave 2010 and eary 2011, leading to a
subsequent slowdown in new orders. Second, turmoil in the Middle
East drove oil prices higher and produced an inflatonary drag on real
incomes. Thard, natural and nudlear disasters in Japan added to upward
pressure on energy prices, and these unexpected events disrupted the
global supply chain, especially in the auwtomotive sector. Finally, in the
United States, disappointing labor and housing markets weighed on
investor sentiment. As a result, ULS stocks generally produced only
modest gains over the first half of the year.

We expect economic conditions to improve over the second half of
211, Inflanonary pressures appear to be peaking in most countries,
including the United States, and we have already seen energy prices
retreat from their highs. In addition, a successful resolution to the cur-
rent debate regarding government spending and borrowing, without
major fiscal tightening over the near term, should help avoid a serious
disruption to the domestic economy. To assess how these and other
developments may affect your investments, we encourage you, as
always, to speak with your financial advisor.

Thank you for your continued confidence and support.

Sincerely,

Jonathan R Baum

Chairman and Chief Exccutive Officer
The Dreyfus Corporation

July 15,2011




DISCUSSION OF FUND PERFORMANCE

Far the peniod af January 1, 2011, through fune 30, 2011, as provaded by Fayex
Sarafien, Portfolio Mamager of Faypez Sarofim & Co., Sub-Trvestrment Adviser

Fund and Market Performance Overview

For the six-month period ended June 30, 2011, Direyfus Appreciation
Fund produced a total return of 7.45%.1 In comparison, the total return
of the fund’s benchmark, the Standard & Poors 500 Composite Stock
Price Index (the “5&P 300 Index™), was 6.01% for the same period.2

Although stocks rallied early in the year as an economic recovery
appeared to gain traction, renewed concerns later caused the market to
give back some of its previows gains. The fund produced a higher return
than its benchmark, primarily due to its focus on higher-quality stocks
that held up well during bouts of market weakness.

The Fund's Investment Appreach

The fund secks long-term capital growth consistent with the preser-
vation of capital. Its secondary goal is current income. To pursue these
goals, the fund normally invests at least 50% of its assets in common
stocks. The fund focuses on blue-chip companies with total market
capitalizations of more than $3 bilion at the dme of purchase,
including multinatonal companies. These are established companies
that have demonstrated sustained patterns of profitability, strong
balance sheets, an expanding global presence and the potendal o
achieve predictable, above-average eamnings growth.

In choosing stocks, the fund first identfies economic sectors it believes
will expand over the next three to five years or longer. Using fundamen-
tal anabyss, the fund then seeks companies within these sectors that have
proven rack records and dommant posinons o their industmies. The
fund employs a “buy-and-hold” investment strategy, which generally has
resulted in an annual portfolio turnover of below 15%. A low portfolio
turnover rate helps reduce the fund’s trading costs and minimizes tax
liability by limiting the distribution of capitl gains.3
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DISCuS5 10N OF FUND PERFORMANCE fontinmed)

Shifting Sentiment Sparked Heightened Volatility

Investors’ cutlooks had improved dramatically by the start of 2011 due
to improvements in employment, consumer spending and corporate
earnings, sending stock prices broadly higher. However, the market
rally was interrupted in February when polinical unrest in the Middle
East led to sharply rising crude oil prices, and again in March when
devastating natural and nuclear disasters in Japan threatened one of the
world’s largest economies. Nonetheless, investors proved resilient, and
the ULS. stock market bounced back from these unexpected shocks.

In late April, imvestor sentiment began to deteriorate when Greece
again appeared headed for default on its sovereign debt, ULS. economic
data proved disappomnting and the debate regarding US. government
spending and borrowing intensfied. Stocks suffered bouts of height-
ened volatlity as newly risk-averse investors shifted their focus from
economically sensitive industry groups to those that historically have
held up well under uncertain economic conditions.

Quality Bias Supported Fund Performance

Chr longstanding focus on blue-chip companies wath globally diver-
sified markets_ healthy balance sheets and strong income charcteristics
enabled the fund to participate substantally in market rallies over the
reporting period, and it held up berter than market averages during
market declines.

Underweighted exposure to the financials sector helped the fund avoid
concerns related to financial institutions that might be adversely affected
by a slowdown in the ULS. economy. Europe’s sovereign debt crisis and
2 more stringent regulatory environment. Although the fund also held
an underweighted position in the information technology sector, the
fund scored individual successes in holdings such as payroll processor
Automaric Data Processing (ADF), wireless chip maker QUALCOMM
and consulting services giant International Business Machines. Finally, an
overweighted position supported relative pedformance in the energy
sector, where integrated energy leader Fxxon Mobil mnked among the
fund’s top contributors to relative pedformance.



Dretractors from relative performance included comparatve weakness in
key holdings in the consumer discretionary, health care and materials
sectors. Foesults from the consumer discretionary sector were hurt by
underweighted exposure and unfortnate stock sclections. For example,
mass merchandiser Target was hurt by the dampeming effect of higher
energy prices on consumer spending. Our security selection strategy
also undermined results in the health care sector, where Merck & Co.
suffered pipeline related sethacks and Medtronic dealt with earnings
disappointments. Lastly, in the materials sector, metals-and-mining
gunts Freeport-McMoRan Copper & Gold and Rao Tinto posted
lagging performance due to concerns regarding a slowdown i global
cconomic growth.

New Opportunities in a Choppy Economic Recovery

We expect the ULS. economic rebound o persit fidfully amid significant
headwinds over the remuainder of 2011, leading us to conclude thar
investors will continue to favor large, multinational companies with solid
business fundamentals. In addition, we behieve that stocks may be poised
for further gains as companies deploy some of the massive cash reserves
on their balance sheets. In the reporting peniod, we eliminated the fund’s
holdings of Becton Dickinson & Co., Fomento Economico Mexicana,
SYSCO, Halliburton and Microsoft to focus on better opportunities we
believe we have identified in the Mc'onalds Latin American franchisee,
Arcos Dorados Holdings, and Canadian oil producer Imperial Odl.
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