Franklin K2 Alternative Strategies Fund
—Advisor Class
Product Profile

FUND CHARACTERISTICS
(AS OF 3/31/16)
NASDAQ Symbol
FABZX
Fund Inception Date
10/11/13
Dividends
Annually
Investment Style
Alternative
Benchmarks
BofA Merrill Lynch US
3-Month Treasury Bill
Index
HFRX Global Hedge
Fund Index
Lipper Classification
Alternative
Multi-Strategy Funds
Total Net Assets—All Share
1,233 million
Classes
Maximum Initial Sales Charge
None

First Quarter 2016

FUND DESCRIPTION

The Fund’s principal investment goal is capital appreciation with lower volatility relative to the broad equity
markets. The Fund seeks to achieve its investment goal by allocating its assets across multiple alternative
strategies.

Average Annual Total Returns for Periods Ended March 31, 2016 (%)
PERFORMANCE DATA
Franklin K2 Alternative Strategies Fund—Advisor
Class
BofA Merrill Lynch US 3-Month Treasury Bill Index
HFRX Global Hedge Fund Index

1 Mth*
1.06

3 Mths*
-1.88

YTD*
-1.88

1 Yr
-4.34

0.05
1.24

0.07
-1.87

0.07
-1.87

0.12
-7.44

Since Incept *
(10/11/13)
3.09
0.09
-1.77

Total Annual Operating Expenses—With Waiver:2.60% Without Waiver:3.24%
Capped Expense Ratio^: 1.95%
Performance data represents past performance, which does not guarantee future results. Current performance may
differ from figures shown. The fund's investment return and principal value will change with market conditions, and you
may have a gain or a loss when you sell your shares. Please call Franklin Templeton Investments at (800) DIAL
BEN/(800) 342-5236 or visit franklintempleton.com for the most recent month-end performance.
The fund has an expense reduction contractually guaranteed through at least September 30, 2016. Fund investment results reflect
any expense reduction and fee waiver (“Total Annual Operating Expenses with Waiver”), as applicable; without these reductions, the
results would have been lower.
^The investment manager has contractually agreed to waive or assume certain expenses so that total annual fund operating
expenses (excluding Rule 12b-1 fees; acquired fund fees and expenses; expenses related to securities sold short; and certain
non-routine expenses) for each class of the fund do not exceed (and could be less than) 1.95% until September 30, 2016.
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*Cumulative Total Returns.
For information related to the “Performance Data” section please see Explanatory Notes.
Not FDIC Insured | May Lose Value | No Bank Guarantee
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MANAGER ALLOCATION (AS OF 3/31/16)
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Long Short Equity

% of Invested Capital

Relative Value

&KLOWRQ ,QYHVWPHQW&RPSDQ\//&



&KDWKDP$VVHW0DQDJHPHQW//&



,PSDOD$VVHW0DQDJHPHQW//&



%DVVR&DSLWDO0DQDJHPHQW/3



-HQQLVRQ $VVRFLDWHV//&



/RRPLV6D\OHV &RPSDQ\/3



:HOOLQJWRQ0DQDJHPHQW&RPSDQ\//3



/D]DUG$VVHW0DQDJHPHQW//&



Event Driven

Global Macro

36FKRHQIHOG $VVHW0DQDJHPHQW/3



*UDKDP&DSLWDO0DQDJHPHQW/3

<RUN&DSLWDO0DQDJHPHQW



(0623DUWQHUV/LPLWHG




PORTFOLIO DIVERSIFICATION (AS OF 3/31/16)
Strategy Allocation (% of Invested Capital)
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PORTFOLIO DIVERSIFICATION (AS OF 3/31/16) - continued
Top Ten Long Exposures - Equity Only (% of Total)
Security

Top Ten Short Exposures - Equity Only (% of Total)
% of Total

% of Total
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PORTFOLIO CHARACTERISTIC (AS OF 3/31/16)
Portfolio Exposure (% of Total)
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PERFORMANCE RISK STATISTICS – Advisor Class
Modern Portfolio Theory (MPT) Statistics
(As of 9/30/15)
Performance Risk Statistics
6WDQGDUG'HYLDWLRQ

1 Year


Past performance is not an indicator or a guarantee of future performance. Current
performance may differ from figures shown. The fund's investment return and
principal value will change with market conditions, and you may have a gain or a loss
when you sell your shares. Please call Franklin Templeton Investments at (800) DIAL
BEN/(800) 342-5236 or visit franklintempleton.com for the most recent month-end
performance.
Glossary
*URVV([SRVXUH*URVVH[SRVXUHLVWKHVXPRIWKHDEVROXWHYDOXHRIDOOH[SRVXUHVLQFOXGLQJGHULYDWLYHVDVDSHUFHQWDJHRIWRWDODVVHWV7KHVXPRIWKHSHUFHQWDJHRIORQJ
SRVLWLRQVDQGVKRUW LQDEVROXWHWHUPV SRVLWLRQV
/RQJ([SRVXUH6XPRIWKHORQJH[SRVXUHVLQFOXGLQJGHULYDWLYHVDVDSHUFHQWDJHRIWRWDODVVHWV
1HW([SRVXUH1HWH[SRVXUHLVWKHVXPRIWKHWRWDOYDOXHRIDOOH[SRVXUHVLQFOXGLQJGHULYDWLYHVDVDSHUFHQWDJHRIWRWDODVVHWV7KHSHUFHQWDJHYDOXHRIWKHORQJSRVLWLRQV
OHVVWKHSHUFHQWDJHYDOXHRIWKHVKRUWSRVLWLRQV
6KRUW([SRVXUH6XPRIWKHVKRUWH[SRVXUHVLQFOXGLQJRUWKURXJKGHULYDWLYHVDVDSHUFHQWDJHRIWRWDODVVHWV
6WDQGDUG'HYLDWLRQ6WDQGDUGGHYLDWLRQLVDVWDWLVWLFDOPHDVXUHPHQWRIWKHGLVSHUVLRQRIKLVWRULFDOUHWXUQV$KLJKHUVWDQGDUGGHYLDWLRQPHDQVJUHDWHUYRODWLOLW\&DOFXODWHG
E\DQQXDOL]LQJWKHVWDQGDUGGHYLDWLRQRIWKHIXQG VGDLO\UHWXUQVRYHUWKH\HDUSHULRGHQGHGDVRIWKHGDWHRIWKHFDOFXODWLRQ
3RUWIROLR &KDUDFWHULVWLFV )LJXUHV VKRZQ UHIOHFW FHUWDLQ GHULYDWLYHV KHOG LQ WKH SRUWIROLR RU WKHLU XQGHUO\LQJ UHIHUHQFH DVVHWV DQG PD\ QRW WRWDO  RU PD\ EH QHJDWLYH GXH WR URXQGLQJ XVH RI
GHULYDWLYHV XQVHWWOHG WUDGHV RU RWKHU IDFWRUV
)RU LQIRUPDWLRQ
RQ Use
7RS
7HQ /RQJ
RU
(TXLW\
2QO\
 SOHDVH
VHH ([SODQDWRU\ 1RWHV
For
Professional
investor
use
Not([SRVXUHV
to be distributed
to retail
investors.
Notonly.
for6KRUW
Distribution
to the
Public.
Institutional
Only.

RI

Franklin K2 Alternative Strategies Fund—Advisor Class

First Quarter 2016

MARKET REVIEW

PERFORMANCE REVIEW AND CONTRIBUTORS TO PERFORMANCE

Global equities began the first quarter of 2016 with
a notable decline as ongoing global growth
concerns, falling commodity prices and worries
about the health of banks, particularly in Europe,
weighed on investor sentiment. They ended the
period with marginal gains after key central banks
announced additional easing measures and as
crude oil prices advanced during the second half
of the period. In broad terms, developed-market
equities trailed their emerging-market peers for the
quarter. By region, US equity markets rose and
outperformed global equities, while Asian and
European equity markets declined. Latin American
stock markets advanced substantially as a group.
US economic data released during the quarter
were somewhat mixed, though robust job additions
continued and consumer confidence improved
toward period-end, along with sentiment in the
manufacturing sector. The US Federal Reserve
(Fed) kept interest rates unchanged and reduced
its forecast for the federal funds rate to reflect the
likelihood of two 25-basis-point increases in 2016.
During the same month, the European Central
Bank (ECB) responded to the reappearance of
deflation in the eurozone by cutting its benchmark
rate and deposit rate--moving the latter further into
negative territory--and expanding its bond-buying
program. This announcement followed the Bank of
Japan's (BOJ's) surprise January adoption of a
negative interest rate, which was aimed at
boosting lending and pushing inflation to its target
range.Among emerging markets, China's
purchasing managers' index contracted twice in
the first quarter due to a decline in production
growth and manufacturing demand, but it edged
up slightly toward period-end, indicating some
expansion. The People's Bank of China
announced in February another reduction in the
reserve requirement ratio for banks--the fifth cut in
a year--to help boost the cooling economy. In Latin
America, the rebound in commodity prices during
the quarter's second half assisted Brazilian
equities, though the country's macroeconomic data
remained weak.

The fund had a negative absolute return in the first quarter, although performance rallied in the latter half of
the period. Two of the four strategies benefited absolute performance--event driven and, to a small extent,
relative value. The long short equity strategy's substantial decline and a decline for the global macro
strategy detracted from absolute results.
Long Short Equity
The first quarter was a challenging one in the long short equity space, and the four subadvisors had
negative results. Health care stocks were challenged by investor concerns in the first quarter, and the health
care sector-focused subadvisor had a sizable decline in the period. Strategy subadvisors also cited hedge
fund industry de-leveraging as a headwind in the first quarter. The subadvisors noted that the simultaneous
reduction of exposure led to selling of popular long positions and buying of popular short positions, which in
turn led to significant underperformance of many common hedge fund trades.
A long position in an automotive retailer was one of the larger detractors from strategy returns after the
company revealed that it expected a decline in fourth-quarter gross margins, in part due to an increase in
luxury vehicle inventories. A biopharmaceutical company disclosed that it had suspended the Phase 2 study
for a cancer therapy treatment, and a subadvisor's long position in the company hurt returns. Also weighing
on performance was a long position in a producer of specialty chemicals and specialty materials. Investor
concerns linked to plummeting commodity prices and the threat of a China slowdown resulted in the stock's
pullback. The subadvisor holding the long position retained conviction in the company, noting that the firm's
February spin-off of its construction products business should serve as a positive catalyst for the company,
in the subadvisor's view. In contrast, a short position in the iShares Nasdaq Biotechnology Index helped
relative returns as drug pricing remained a target for US presidential candidates. Amid investor pessimism,
biotechnology industry stock prices plummeted in January and the first part of February. Also benefiting
returns was a long position in a US food delivery company. The company announced fourth-quarter 2015
financial results with double-digit same-store sales growth and earnings that topped analyst expectations. A
long position in a truckload shipping specialist contributed to results as the company announced
above-expectation fourth-quarter earnings results, in part due to meaningful cost savings. Elsewhere, a long
position in a diversified mining company helped performance in March as copper and other commodity
prices rallied significantly.
Relative Value
Performance for relative value strategy subadvisors was divided in the first quarter, as contributions from the
two long/short credit managers generally offset negative results for the other two subadvisors, which were
convertible arbitrage managers.
One of the top contributors for the month was a long position in a US-based media publisher, which gained
as the company successfully exchanged lien notes. Additionally, a subadvisor reached an exchange
agreement with the company to exchange a portion of the company's equity for a new series of lien debt.
The exchanges should make it easier for the company to improve balance sheet positioning by eventually
completely refinancing one series of lien notes, in the subadvisor's view. Another individual contributor for
the first quarter was a short-term trading position in a high-yield bond index exchange-traded fund. A
subadvisor increased its long position substantially during the market rally in mid-February, which proved
timely, given the bond sector's rally in the second half of the first quarter. One of the largest detractors from
strategy results was a long position in a Canadian media company, which suffered from technical pressure
as a large seller contributed to lower bond prices. A subadvisor noted that liquidity was worsening in the
name and decided to greatly reduce its position. Also weighing on returns was a long position in a natural
gas storage and transportation company, largely due to negative investor sentiment for the energy sector. A
subadvisor exited the position amid challenging volatility for the issuer's securities. A Canadian pulp and
paper company hurt returns as a disappointing earnings announcement weighed on the company. The
subadvisor exited the position in the first quarter.
We upgraded our view of the convertible arbitrage sub-strategy in the first quarter. The bond illiquidity we
saw in the quarter also provided enhanced potential for short positions to decline, in our view.
Event Driven
The event driven strategy had a positive return in the first quarter, as one of the two subadvisors provided
robust absolute performance. The fund benefited from the portfolio shift away from the special situations
sub-strategy and into the merger arbitrage sub-strategy, as merger arbitrage demonstrated its resilience
amid broad equity market volatility.
For the subadvisor posting gains, individual stock positions generally contributed to returns, while some
equity index options weighed on results. One of the key contributors was a global energy company that
completed its acquisition of an integrated natural gas company in February. A global technology company
also benefited performance. The technology firm announced in March a significant share repurchase
program and changes to its management team. In contrast, an index hedge weighed on returns during the
second part of the quarter as equity markets rallied. A UK-based data center company also detracted from
performance before its acquisition by a US-based data company was completed in January. For the other
subadvsior, negative performance resulted from the manager's long bias in certain popular positions as
equity markets experienced increased volatility in the first quarter. A Japan-based insurance company's
stock declined following the BOJ's announcement that the country would be moving to negative interest
rates. In contrast, merger arbitrage trades tended to add value. A global technology company held by the
subadvisor received bids for its core web business and Asian assets, and news surrounded an activist
investor's involvement in the name.

The above commentary does not provide a complete analysis of every material fact regarding any market, region, industry, security, portfolio or pooled investment vehicle. Portfolio holdings
information, opinions and other market or economic information and data provided are as of the date of the commentary, unless another date is expressly indicated, and may change without notice.
Statements of fact cited by the manager have been obtained from sources considered reliable but no representation is made as to their completeness or accuracy. The manager’s assessment of a
particular industry, region, security, sector or investment is intended solely to provide insight into the manager’s investment process and is not a recommendation to buy or sell any security, nor
investment advice. References to particular securities or sectors are only for the limited purpose of illustrating general market or economic conditions and are not recommendations to buy or sell a
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PERFORMANCE REVIEW AND CONTRIBUTORS TO PERFORMANCE (CONTINUED)
Global Macro
Both global macro subadvisors benefited performance in the first quarter. Bond futures, government bonds
and interest-rate futures generally contributed to returns. In contrast, index futures and currency forwards
generally weighed on results.
Long exposure to fixed income helped returns for one of the subadvisors as developed markets rates rallied
in response to market turmoil at the start of 2016 and lower expectations for future Fed rate hikes. In
contrast, long currency positions in the US dollar, particularly against the Japanese yen and the Swiss franc,
detracted from the subadvisor's results. Short positioning in Asian equities, including Japanese stocks, also
hindered returns as those markets rallied in February and March. A risk overlay model detracted from
performance in both March and year-to-date.
For the other subadvisor, long exposure to Argentina sovereign government bonds benefited returns
following progress in negotiations with bondholder holdouts from the country's 2001 default. Long exposure
to sovereign debt in Greece contributed to returns as bond prices strengthened ahead of the ECB easing
monetary policy and a rally in risky assets. The subadvisor increased exposure to Greek debt in March.
Sovereign Brazil government debt performed notably well in March as the probability of its scandal-plagued
president being impeached rose dramatically. Elsewhere, the recovery in oil prices during the second half of
the quarter helped lift performance for a long position in bonds of a Brazilian oil producer. In contrast, long
US-dollar positioning against the euro and the Brazilian real was the main detractor from performance as the
US dollar weakened relative to many global currencies amid a slower expected pace of Fed interest-rate
increases in 2016.

The above commentary does not provide a complete analysis of every material fact regarding any market, region, industry, security, portfolio or pooled investment vehicle. Portfolio holdings
information, opinions and other market or economic information and data provided are as of the date of the commentary, unless another date is expressly indicated, and may change without notice.
Statements of fact cited by the manager have been obtained from sources considered reliable but no representation is made as to their completeness or accuracy. The manager’s assessment of a
particular industry, region, security, sector or investment is intended solely to provide insight into the manager’s investment process and is not a recommendation to buy or sell any security, nor
investment advice. References to particular securities or sectors are only for the limited purpose of illustrating general market or economic conditions and are not recommendations to buy or sell a
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INVESTMENT PHILOSOPHY AND PROCESS
Investment Philosophy
Our investment philosophy is to work to grow capital by seeking to produce attractive risk-adjusted returns with lower correlation to traditional asset classes and
reduced volatility. We believe that comprehensive risk management, rigorous manager research and active strategy allocation are key to a successful multistrategy, multi-manager alternatives fund.

Investment Process
K2 Advisors (K2) combines manager research with strategy allocation analysis to construct a dynamic multi-manager, multi-strategy fund that seeks to reduce
downside risk while providing capital appreciation potential from a complementary alternative source of returns.

• Dynamic and diversified alternative strategy allocation analysis is performed from a top-down perspective. Through this analysis, K2 seeks to identify factors
influencing returns and risks across market cycles.

• Utilizing holdings-based transparency, K2 seeks to identify alpha-generating managers through manager research and monitoring. On an ongoing basis,
K2 then monitors each manager’s market exposures as well as operational and headline risks.

• K2’s portfolio construction process aims to manage overall portfolio exposures and risks through extensive modeling and scenario analysis.

An Integrated Solution to Access Multiple Alternative Strategies
LONG SHORT EQUITY Generally seeks to
produce returns from investments in the
equity markets by making long and short
investments in stocks and common stock
indices
Strategy examples: Growth • Value • Market
Neutral • Sector • Region

RELATIVE VALUE Encompasses a wide
range of investment techniques that are
intended to profit from pricing inefficiencies
Strategy examples: Credit Long Short • Credit
Arbitrage • Convertible Arbitrage • Volatility Arbitrage

FRANKLIN K2
ALTERNATIVE
STRATEGIES FUND

GLOBAL MACRO Generally focuses on
macroeconomic opportunities across
numerous markets and investments

EVENT DRIVEN Generally invests in
securities of companies undergoing
corporate events

Strategy examples: Discretionary • Systematic

Strategy examples: Merger Arbitrage • Special
Situations (spin-offs, recapitalizations, exchange
offers, liquidations)

INVESTMENT AND MANAGEMENT TEAM (AS OF 3/31/16)
Franklin K2 Alternative Strategies Fund Management Team
David C. Saunders
Brooks Ritchey
Robert Christian

Years with Firm
21
10
5

Years Experience
33
32
26

WHAT ARE THE RISKS
All investments involve risks, including possible loss of principal. The market values of securities owned by the Fund will go up or down, sometimes rapidly or
unpredictably. The Fund's performance depends on the manager's skill in selecting, overseeing, and allocating Fund assets to the sub-advisors. The Fund is
actively managed and could experience losses if the investment manager's and sub-advisors' judgment about particular investments made for the Fund's portfolio
prove to be incorrect. Some sub-advisors may have little or no experience managing the assets of a registered investment company. Foreign investments are
subject to greater investment risk such as political, economic, credit and information risks as well as risk of currency fluctuations. Investments in derivatives involve
costs and create economic leverage, which may result in significant volatility and cause the Fund to participate in losses (as well as gains) that significantly exceed
the Fund's initial investment. Lower-rated or high yield debt securities involve greater credit risk, including the possibility of default or bankruptcy. Currency
management strategies could result in losses to the Fund if currencies do not perform as the investment manager or sub-advisor expects. The Fund may make
short sales of securities, which involves the risk that losses may exceed the original amount invested. Merger arbitrage investments risk loss if a proposed
reorganization in which the fund invests is renegotiated or terminated. Liquidity risk exists when securities have become more difficult to sell, or are unable to be
sold, at the price at which they have been valued. Please see the prospectus and summary prospectus for information on these as well as other risk
considerations.
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FRQWHQWVRIWKLVUHSRUW
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:HLJKWLQJVDVSHUFHQWRILQYHVWHGFDSLWDOLQWRIXQGPDQDJHUV VXEDGYLVRUVRUFRPDQDJHUV 3HUFHQWDJHPD\QRWWRWDOGXHWR URXQGLQJ0DQDJHUDOORFDWLRQLQFOXGHVPDQDJHUVWKDWKDYHEHHQ
DSSRLQWHGDVVXEDGYLVRUVRUPDQDJHUVRILQYHVWPHQWIXQGV.PD\GHWHUPLQHLQLWVVROHGLVFUHWLRQWRQRWDOORFDWHWRRQHRUPRUHRIWKHPDQDJHUVDQGRUWRDGGQHZPDQDJHUV$FFRUGLQJO\WKH
PDQDJHUDOORFDWLRQLVSUHVHQWHGIRULOOXVWUDWLYHSXUSRVHVRQO\DQGVKRXOGQRWEHYLHZHGDVSUHGLFWLYHRIWKHRQJRLQJFRPSRVLWLRQRIWKH)XQG VSRUWIROLRZKLFKPD\FKDQJHDWDQ\WLPH
PORTFOLIO DIVERSIFICATION
6RXUFHIRUKROGLQJV+HGJH0DUN
6WUDWHJ\$OORFDWLRQDQG+LVWRULFDO6WUDWHJ\$OORFDWLRQ$FWXDO$OORFDWLRQLVDSHUFHQWDJHRILQYHVWHGFDSLWDOLQWRIXQGPDQDJHUV VXEDGYLVRUVRUFRPDQDJHUV DVRIWKHHQGRIWKHSHULRG3HUFHQWDJH
PD\QRWWRWDOGXHWRURXQGLQJ7DUJHW$OORFDWLRQVDUHDVRIWKHHQGRIWKHSHULRG7KH)XQGPD\VKLIWDOORFDWLRQVDPRQJVWUDWHJLHVDWDQ\WLPH)XUWKHU.PD\GHWHUPLQHLQLWVVROHGLVFUHWLRQ
WRQRWDOORFDWHWRRQHRUPRUHRIWKHVWUDWHJLHVDQGRUWRDGGQHZVWUDWHJLHV$FFRUGLQJO\WKHDERYH7DUJHW$OORFDWLRQVDUHSUHVHQWHGIRULOOXVWUDWLYHSXUSRVHVRQO\DQGVKRXOGQRWEHYLHZHGDV
SUHGLFWLYHRIWKHRQJRLQJFRPSRVLWLRQRIWKHIXQG¶VSRUWIROLR DQGLWVPDQDJHUV ZKLFKPD\FKDQJHDWDQ\WLPH
7RS7HQ/RQJ6KRUW([SRVXUHV (TXLW\2QO\ 7KH7RS7HQ/RQJDQG6KRUW([SRVXUHVUHSUHVHQWWKHWHQODUJHVWORQJDQGVKRUWHTXLW\LVVXHUH[SRVXUHVRI)UDQNOLQ.$OWHUQDWLYH 6WUDWHJLHV)XQGDV
RIWKHGDWHLQGLFDWHG,VVXHUH[SRVXUHVLQFOXGHDFWXDOVHFXULW\KROGLQJVDQGVLQJOHVHFXULW\H[SRVXUHVREWDLQHGWKURXJKWKHXVHRIGHULYDWLYHV'LUHFWVHFXULW\KROGLQJVDQGGHULYDWLYHVH[SRVXUHVDUH
FRPELQHGIRUFDOFXODWLRQSXUSRVHV7KHSRUWIROLRPDQDJHUIRUWKHIXQGUHVHUYHVWKHULJKWWRZLWKKROGUHOHDVHRILQIRUPDWLRQZLWK UHVSHFWWRKROGLQJVWKDWZRXOGRWKHUZLVHEHLQFOXGHGLQWKHWRS
KROGLQJVOLVW7KHLQIRUPDWLRQSURYLGHGLVQRWDUHFRPPHQGDWLRQWRSXUFKDVHVHOORUKROGDQ\SDUWLFXODUVHFXULW\,QIRUPDWLRQLVKLVWRULFDODQGPD\QRWUHIOHFWFXUUHQWRUIXWXUHSRUWIROLRFKDUDFWHULVWLFV
$OOSRUWIROLRKROGLQJVDUHVXEMHFWWRFKDQJH

Investors should carefully consider a fund's investment goals, risks, charges and expenses before investing. To obtain a summary prospectus and/or prospectus,
which contains this and other information, talk to your financial advisor, call us at (800) DIAL BEN/(800) 342-5236 or visit franklintempleton.com. Please carefully
read a prospectus before you invest or send money.
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