Franklin Equity Income Fund—Class A
Product Profile

FUND CHARACTERISTICS
(AS OF 3/31/15)
NASDAQ Symbol
FISEX
Fund Inception Date
3/15/88
Dividends
Monthly
Investment Style
Hybrid
Benchmark
S&P 500 Index
Lipper Classification
Equity Income Funds
Morningstar Category™
Large Value
Total Net Assets—All Share
2,098 million
Classes
Number of Issuers
64
Maximum Initial Sales Charge
5.75%

First Quarter 2015

FUND DESCRIPTION
The fund's investment goal is to maximize total return. The Fund emphasizes investing in securities with the
potential to provide high current income and long-term capital appreciation, consistent with reasonable
risk. The Fund normally invests at least 80% of its net assets in equity securities, with a focus on
financially-strong "blue chip" companies, as well as securities convertible into common stocks, and may also
invest up to 20% of its net assets in debt securities.

PERFORMANCE DATA
Average Annual Total Returns for Periods Ended March 31, 2015 (%)
3 Mths*

YTD*

1 Yr

3 Yrs

5 Yrs

10 Yrs

Since Incept
(3/15/88)

-5.69
0.08
0.95

-5.69
0.08
0.95

0.88
7.03
12.73

10.93
13.13
16.13

10.96
12.29
14.47

5.27
5.90
8.01

8.56
8.80
10.31

With Sales Charge
Without Sales Charge
S&P 500 Index

Total Annual Operating Expenses—0.87%
30-Day Standardized Yield (As of 3/31/15)—2.07%

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.
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If the Fund's sales charge had been included, the returns would have been lower.

The 30-Day Standardized Yield reflects an estimated yield to maturity. It should be regarded as an estimate of the fund's rate of
investment income, and it may not equal the fund's actual income distribution rate, which reflects the fund's past dividends paid
to shareholders.
*Cumulative Total Returns.
For information related to the “Fund Characteristics” and “Performance Data” sections, please see Explanatory Notes.
Not FDIC Insured | May Lose Value | No Bank Guarantee
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PORTFOLIO DIVERSIFICATION (AS OF 3/31/15)
Top Ten Holdings
Issuer Name

Industry

1. L BRANDS INC

Retailing

% of Total
2.32

2. BLACKROCK INC

Diversified Financials

2.26

3. TARGET CORP

Retailing

2.24

4. NIKE INC

Consumer Durables & Apparel

2.19

5. CISCO SYSTEMS INC

Technology Hardware & Equipment

2.19

6. LOCKHEED MARTIN CORP

Capital Goods

2.16

7. LOWE'S COMPANIES INC

Retailing

2.13

8. HONEYWELL INTERNATIONAL INC

Capital Goods

2.11

9. REPUBLIC SERVICES INC

Commercial & Professional Services

2.06

10. SANOFI

Pharmaceuticals, Biotechnology & Life
Sciences

2.05

Total

21.69

Sector Weightings vs. Benchmark (% of Total)

Sector Overweight/Underweight (% of Total)
17.72

Consumer Discretionary

12.60

4.86

14.17

Financials

-2.04

Health Care

-3.50

Information Technology

-8.29

16.21
11.43

Health Care

14.93
11.38

Information Technology

19.68
7.49

Utilities

Utilities

3.04
7.26

Consumer Staples

9.69

-2.43

Energy

-1.69

8.04
5.87

Materials

4.45

Consumer Staples

6.35

Energy

0%

Industrials

10.37

Financials

Cash & Cash Equivalents

5.12

15.23

Industrials

Telecommunication Services

Consumer Discretionary

Materials

3.16
1.88
2.28

2.71

Telecommunication Services

1.23
0.00

-0.41

Cash & Cash Equivalents

4%

8%

12%

16%

20%

-9%

1.23

-5%

0%

5%

9%

Franklin Equity Income Fund
S&P 500 Index

Largest Sector Contributors
vs. S&P 500 Index

Portfolio Allocation

%

Stocks
Convertible Preferred
Cash & Cash Equivalents

89.24
9.53
1.23

Sector
Consumer Discretionary
Industrials
Financials
Telecommunication Services
Cash & Other Net Assets

Smallest Sector Contributors
vs. S&P 500 Index
Total Effect (%)
0.58
0.21
0.13
0.06
-0.04

Sector
Information Technology
Health Care
Materials
Utilities
Consumer Staples

Total Effect (%)
-0.63
-0.34
-0.30
-0.13
-0.12

Contributor data shown is for the period 1/1/15 to 3/31/15

For information related to the “Portfolio Diversification” section, please see Explanatory Notes.
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PORTFOLIO CHARACTERISTICS (AS OF 3/31/15)—Fund vs. S&P 500 Index
Fund

Benchmark

101,927

132,947

64,705

18,759

Price to Book Value

Fund

Benchmark

Weighted Average Market Capitalization (Millions USD)
Median Market Capitalization (Millions USD)
Price to Earnings

Fund

Benchmark

Weighted Average

19.63x

19.01x

Weighted Average

2.82x

2.85x

Median

20.17x

21.04x

Median

3.05x

3.20x

Price to Cash Flow

Fund

Benchmark

Weighted Average

10.39x

10.96x

Median

11.83x

13.25x

PERFORMANCE RISK STATISTICS - Class A
Modern Portfolio Theory (MPT) Statistics
(As of 3/31/15)
Performance Risk Statistics

3 Years

5 Years

10 Years

9.14

12.29

14.02

Alpha

-1.79

-1.16

-1.54

Beta

0.94

0.94

0.93

Sharpe Ratio

1.43

1.00

0.32

-1.47

-0.97

-0.65

2.03

2.23

3.24

95.38

97.07

95.20

Standard Deviation

Information Ratio
Tracking Error
R-Squared

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.
GLOSSARY
Alpha: Alpha measures the difference between a fund's actual returns and its expected returns given its risk level as measured by its beta. A positive alpha figure indicates the fund has performed
better than its beta would predict. In contrast, a negative alpha indicates a fund has underperformed, given the expectations established by the fund's beta. Some investors see alpha as a
measurement of the value added or subtracted by a fund's manager.
Benchmark: An unmanaged group of securities whose overall performance is used as a standard to measure investment performance.
Beta: A measure of the magnitude of a portfolio's past share-price fluctuations in relation to the ups and downs of the overall market (or appropriate market index). The market (or index) is assigned a
beta of 1.00, so a portfolio with a beta of 1.20 would have seen its share price rise or fall by 12% when the overall market rose or fell by 10%.
Information Ratio: In investing terminology, the ratio of expected return to risk. Usually, this statistical technique is used to measure a manager's performance against a benchmark. This measure
explicitly relates the degree by which an investment has beaten the benchmark to the consistency by which the investment has beaten the benchmark.
Market Capitalization: A determination of a company's value, calculated by multiplying the total number of company stock shares outstanding by the price per share.
Price to Book Value (P/BV): The price per share of a stock divided by its book value (i.e., net worth) per share. For a portfolio, the ratio is the weighted average price/book ratio of the stocks it holds.
Price to Cash Flow (P/CF): Supplements price/earnings ratio as a measure of relative value; represents a weighted average of the price/cash flow ratios for the underlying fund holdings.
Price to Earnings (P/E): The share price of a stock, divided by its per-share earnings over the past year. P/E is a good indicator of market expectations about a company's prospects; the higher the
P/E, the greater the expectations for a company's future growth in earnings.
R-Squared: A measure of how much of a portfolio's performance can be explained by the returns from the overall market (or a benchmark index). If a portfolio's total return precisely matched that of
the overall market or benchmark, its R-squared would be 100. If a portfolio's return bore no relationship to the market's returns, its R-squared would be 0.
Sharpe Ratio: To calculate a Sharpe ratio, an asset's excess returns (its return in excess of the return generated by risk-free assets such as Treasury bills) are divided by the asset's standard
deviation.
Standard Deviation: A measure of the degree to which a fund's return varies from its previous returns or from the average of all similar funds. The larger the standard deviation, the greater the
likelihood (and risk) that a security's performance will fluctuate from the average return.
Tracking Error: Measure of the deviation of the return of a fund compared to the return of a benchmark over a fixed period of time. Expressed as a percentage. The more passively the investment
fund is managed, the smaller the tracking error.

For information related to the “Portfolio Characteristics” section, please see Explanatory Notes.
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MARKET REVIEW

PERFORMANCE REVIEW AND CONTRIBUTORS TO PERFORMANCE

Broad US stock market gauges closed 2015's first
quarter in positive territory, but they were
periodically unsettled by signs of weakness in
corporate earnings and forward guidance, plus
turbulence in currency and energy markets. The
market environment was further complicated by
the trade-weighted US dollar's rise to a 12-year
high and its potential to curb profits at US
multinational corporations, suppress US exports
and stunt broader economic growth. In addition,
markets often shifted abruptly as investor
perceptions changed about the timing of an
eventual Federal Reserve (Fed) interest-rate
increase. Brisk merger-and-acquisition activity,
dovish March comments from an accommodative
Fed and low inflation supported US equities. Amid
continued modest US economic growth, the
unemployment rate remained near a seven-year
low, consumer confidence measures saw strong
increases, home sales improved and home-price
appreciation generally accelerated. However,
weather-related setbacks may have contributed to
ebbing retail sales and consumer spending.
Additionally, the service sector's ongoing
expansion stalled, and growth in manufacturing
activity slowed amid falling exports and curbed
production.

Performance Review

Health care and consumer discretionary were the
top-performing equity sectors, followed by much
weaker gains for telecommunication services,
materials, consumer staples and information
technology (IT). These positive results were
countered by declines for the utilities, energy,
financials and industrials sectors. In general,
large-capitalization companies lagged their more
domestic revenue-oriented mid- and small-cap
peers. By investment style, growth equities
generally had stronger returns than their
value-oriented peers regardless of company size.
Across the world, muted US stock market gains
trailed most other developed markets, particularly
those in Europe. US equities outpaced declines in
Latin America's emerging markets but lagged
stronger results in emerging Asia and Europe,
while global frontier markets generally fell.

First Quarter 2015

The fund had muted first-quarter gains as only four of its 10 sector allocations advanced, though strong
contributions came from the consumer discretionary and health care sectors. Nearly all of the fund's
holdings in consumer discretionary companies had modest to strong returns, including key contributors such
as online retailer Amazon.com, fashion retailer L Brands, discount retailer Target and home improvement
retailer Lowe's Companies. Target's stock, in particular, has continued to rebound since early 2014 as sales
improved, issues relating to customer data security were addressed and the company recently elected to
exit its troubled Canadian business.
Most health care holdings also advanced, including key contributors Pfizer, Sanofi and other “big pharma”
multinationals. In particular, French pharmaceutical firm Sanofi's latest quarterly results surpassed
consensus forecasts for both sales and earnings, and it continued to deliver solid dividends. We continue to
believe Sanofi retains an excellent business model underscored by strong product and geographic
diversification. Sanofi also named a new chief executive officer during the quarter, who we think is a good fit
for the company.
To a lesser extent, the fund's exposures to the industrials and telecommunication services sectors also
produced positive overall returns. Among several supportive industrials holdings covering a wide array of
products and services, our positions in aerospace and defense contractors such as Boeing and Lockheed
Martin were the most helpful. The fund's other major contributors at the individual security level were
centered on IT-related investments that helped lessen the overall negative impact this sector had on
first-quarter results. The top contributors from the group were Maxim Integrated Products, which designs,
manufactures, and sells analog and mixed-signal integrated circuits, and CA Technologies (formerly, CA),
which creates a range of in-demand systems-related software that runs in mainframe, distributed computing,
virtual machine and cloud computing environments.
The fund's overall three-month gains were generally offset by fairly widespread declines among holdings in
the IT, energy, materials, financials and utilities sectors. Manufacturers of data storage and backup
solutions, including standout IT detractor and hard disk drive maker Seagate Technology, generally sold off
in the first-quarter equity market environment. Declines for IT sector bellwethers Intel and Microsoft further
weighed on returns; both of them shed value as analysts lowered forward earnings expectations for personal
computer-linked firms due to perceived issues relating to inventory levels and the supply chain.
Most of our energy sector investments also worked against the fund's overall returns. Significant sector
detractors included integrated global energy firms Royal Dutch Shell and Exxon Mobil, as well as holdings in
the oil and gas exploration and production industry. During the prolonged energy sector rout that began in
late 2014, our analysis began to indicate the market went through a wave of indiscriminate selling and was
not appropriately differentiating between energy assets. This differentiation of value started to reverse in the
first quarter of 2015, and we think it should continue throughout the year. As such, we have become more
discerning about specific holdings that the market has lately deemed more or less favorable. In this respect,
we are looking for companies we believe have solid asset bases and the potential to reduce costs and
generate cash. We also prefer companies we think can be profitable in the lower commodity-price
environment, and that can maintain and ultimately raise their dividend over time.
The fund's results in the materials sector were complicated by divergent performances at the individual
security level based on sub-industry profiles. Chemical conglomerates had strong three-month returns, as
did select gold- and copper-focused mining companies that rebounded from 2014's multi-year lows. Gains
among these holdings helped partially offset the often steep declines for positions in producers of aluminum
and other industrial metals that traded lower in first-quarter commodity markets, including Alcoa and
Freeport-McMoRan.
Elsewhere in the portfolio, declines for global shipping and logistics provider United Parcel Service
pressured returns in the industrials sector, as did heavy machinery manufacturer Caterpillar. Unlike
industrials, the utilities sector was an overall hindrance in regard to absolute returns. Following a rally in
interest rate-sensitive utilities stocks during 2014 and January 2015, investors generally shunned them
during the remainder of the first quarter, a trend many market observers expected to continue as the Fed
prepares to normalize its interest-rate policy later in 2015. The fund's absolute performance was pressured
by declines for most of its utility equities. Within the group, the largest detractors from results included Duke
Energy and Dominion Resources. Despite the recent selloff, our research has led us to maintain
investments in a number of regulated public utility franchises that we believe offer the strongest potential for
modest growth, predictable earnings and cash flows, and attractive dividend income streams.
Portfolio Positioning
When selecting equities for the fund, our focus is on a company's dividend payments and history with the
belief that over time, dividend income can contribute significantly to a company's total return. Our largest
sector allocations at the end of March were consumer discretionary, industrials, financials, health care and
IT.
Outlook & Strategy

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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Franklin Equity Income Fund—Class A

First Quarter 2015

PERFORMANCE REVIEW AND CONTRIBUTORS TO PERFORMANCE (CONTINUED)
Franklin equity portfolio managers and analysts seek investment opportunities by examining a broad range
of sectors, industries, end markets, macroeconomic exposures and company-specific factors. This rigorous
fundamental research looks for powerful secular themes while making use of disciplined financial analysis.
We then attempt to identify companies that we think are best positioned, through innovation and/or
differentiated intellectual property, to capitalize on these secular trends, potentially enabling them to
generate superior growth and profitability over the long term. To focus on just the technology space as an
example, a wide variety of companies continue to look compelling to us based on key themes. They include
suppliers of cloud computing services that provide scalability, flexibility and cost savings, as well as
suppliers of cyber security infrastructure and services that could benefit from greater technology spending in
this area.
Over the past several years, newer companies have adeptly leveraged emerging public cloud computing
services and smartphone technology to rapidly gain scale and challenge slower moving, more established
companies. Public cloud computing services, which use remote servers and software networks to allow
centralized data storage and online access to computer services or resources, enable the rapid scaling of
information technology applications globally at a remarkably low cost. That capability was not possible with
prior generations of computing technology that most established businesses utilized to build themselves.
We are now seeing signs of established companies rapidly expanding their use of smartphone and cloud
solutions to protect their businesses, deepen their relationships with customers and reduce costs. Therefore,
we believe those companies that supply cloud technology could be well positioned for sustained growth as
established firms adopt the very tools that have been used against them by their newer competitors. Such
cloud “arms” suppliers include global providers of on-demand cloud computing services, as well as those
focused on leveraging such technology to help firms improve productivity or transform large bases of legacy
information technology investments to be more cloud-like.
Another area we have identified as potentially well positioned to benefit from companies adopting new
technology is cyber security. High-profile security breaches at several companies, government agencies and
other institutions highlight the challenges enterprises and governments face in trying to protect their
intellectual property, valuable customer data and critical infrastructure. Recent studies indicated that the
number of security breaches has increased significantly over the past couple of years. We believe these
attacks illustrate how vulnerable many enterprises are and could represent an important inflection point in
the security infrastructure and services market. In our view, worldwide enterprise information technology
spending is low and highlights the potential for significant and sustained increases in the years ahead as
companies seek new ways to strengthen security. Security infrastructure providers with differentiated
technologies and strong, platform-like business models are helping enterprises protect themselves. In our
view, such companies could benefit from what we expect to be an environment of robust spending and
greater sales of high-margin subscription services.
Innovators like these in the information technology sector, as well as in other sectors, illustrate what we
regard as the strong field of investment opportunities available among US growth equities in 2015.

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
Income-Oriented “Blue Chip” Companies
We seek to invest in financially-strong companies that have track records
of providing a high dividend yield. We believe our bottom-up approach of
seeking to invest in securities that can produce income and that are issued
by companies with the potential for capital appreciation can provide strong,
long-term results.

Fundamental Bottom-Up
We employ a bottom-up process to analyze companies and industries.
Generally, we seek to exploit a fundamental view that can differ from
the “market consensus” regarding growth potential or valuation.

Example of How an Investment Becomes a Portfolio Holding
Analyst
Review

Portfolio Criteria
Screen

Portfolio Manager
Screen
Portfolio Holdings

Analyst
Universe
(Push)
PM Ideas
(Pull)

Diversified Portfolio
We believe in investing in a diverse set of securities across industry sectors.

Long-Term Investors
We seek to invest in financially strong “blue chip” companies with favorable
secular growth potential, and sustainable competitive advantages. We apply
a long-term perspective through the spectrum of market cycles.

Companies evaluated on:
Market opportunity
Competitive position
Management strength
Financial strength
Valuation

•
•
•
•
•

Recommendations
screened based on
specific criteria
(e.g. capitalization,
dividend yield,
earnings growth rate)

Manager’s evaluation may include:
• Analyst conviction
• Upside potential/downside risk
• Portfolio diversification and
correlations
• Quantitative factors
• Financial statement and return
analysis
• Comparisons versus other
investment opportunities

INVESTMENT AND MANAGEMENT TEAM (AS OF 3/31/15)
Franklin Equity Income Fund Management Team
Alan Muschott, CFA
Matt Quinlan
Kimberly Strand

Years with Firm
16
9
9

Years Experience
16
20
9

WHAT ARE THE RISKS
All investments involve risks, including possible loss of principal. Stock prices fluctuate, sometimes rapidly and dramatically, due to factors affecting individual
companies, particular industries or sectors, or general market conditions. Convertible securities are subject to the risks of stocks when the underlying stock price is
high relative to the conversion price and debt securities when the underlying stock price is low relative to the conversion price. The fund’s investment in foreign
securities also involves special risks, including currency fluctuations and economic as well as political uncertainty. These and other risks are described more fully in
the fund’s prospectus.

CFA® and Chartered Financial Analyst® are trademarks owned by CFA Institute.
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EXPLANATORY NOTES
FUND CHARACTERISTICS
Number of Issuers: All portfolio holdings are subject to change. Holdings of the same issuer have been combined.
PERFORMANCE DATA
The fund offers other share classes subject to different fees and expenses, which will affect their performance.
Source for Index: FactSet. Indexes are unmanaged and one cannot invest directly in an index.
STANDARD & POOR’S®, S&P® and S&P 500® are registered trademarks of Standard & Poor’s Financial Services LLC. Standard & Poor’s does not sponsor, endorse, sell or promote any S&P
index-based product.
On May 1, 1994, the fund implemented a Rule 12b-1 plan, which affects subsequent performance.
PORTFOLIO DIVERSIFICATION
Top Ten Holdings: Holdings of the same issuer have been combined. Information is historical and may not reflect current or future portfolio characteristics. All portfolio holdings are subject to change.
The portfolio manager for the fund reserves the right to withhold release of information with respect to holdings that would otherwise be included. For updated information, call Franklin Templeton
Investments at (800) DIAL BEN/(800) 342-5236 or visit franklintempleton.com.
Sector Weightings/Sector Overweight/Underweight: Weightings as percent of equity (unless otherwise noted). Percentage may not equal 100% due to rounding. Information is historical and may not
reflect current or future portfolio characteristics.
Largest/Smallest Sector Contributors: Total effect represents the opportunity cost of investment decisions in a group relative to overall benchmark.
Source for Index: FactSet. Indexes are unmanaged and one cannot invest directly in an index.
PORTFOLIO CHARACTERISTICS
The portfolio characteristics listed are based on the fund's underlying holdings, and do not necessarily reflect the fund's characteristics. Due to data limitations all equity holdings are assumed to be
the primary equity issue (usually the ordinary or common shares) of each security's issuing company. This methodology may cause small differences between the portfolio's reported characteristics
and the portfolio's actual characteristics. In practice, Franklin Templeton's portfolio managers invest in the class or type of security which they believe is most appropriate at the time of purchase. The
market capitalization figures for both the portfolio and the benchmark are at the security level, not aggregated up to the main issuer. All portfolio holdings are subject to change.
Source: FactSet. For the portfolio, the Price to Earnings, Price to Cash Flow, and Price to Book Value calculations for the weighted average use harmonic means. Values less than 0.01 (i.e., negative
values) are excluded and values in excess of 200x are capped at 200x. For the benchmark, no limits are applied to these ratios in keeping with the benchmark's calculation methodology. Market
capitalization statistics are indicated in the base currency for the portfolio presented.

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.

Franklin Templeton Distributors, Inc.
One Franklin Parkway
San Mateo, California 94403-1906
(800) DIAL BEN® (800) 342-5236
franklintempleton.com

© 2015 Franklin Templeton Investments. All rights reserved.
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