Franklin Mutual Shares Fund—Class A
Product Profile

FUND CHARACTERISTICS
(AS OF 3/31/16)
NASDAQ Symbol
Fund Inception Date
Dividends

Investment Style
Benchmark
Lipper Classification
Morningstar Category™
Total Net Assets—All Share
Classes
Number of Issuers
Maximum Initial Sales Charge

First Quarter 2016

FUND DESCRIPTION

The fund seeks capital appreciation, with income as a secondary goal. Its strategy is focused on
undervalued mid- and large-cap equity securities, which may include foreign securities and, to a lesser
TESIX extent, distressed securities and merger arbitrage.

7/1/49
Semiannually in
September and
December
Deep Value
S&P 500 Index
Large-Cap Value
Funds
Large Value
14,479 million

PERFORMANCE DATA
Average Annual Total Returns for Periods Ended March 31, 2016 (%)
3 Mths*
-5.30
0.47
1.35

With Sales Charge
Without Sales Charge
S&P 500 Index

YTD*
-5.30
0.47
1.35

1 Yr
-11.31
-5.90
1.78

3 Yrs
4.24
6.33
11.82

5 Yrs
5.99
7.25
11.57

10 Yrs
3.52
4.13
7.01

Since Incept
(7/1/49)
11.73
11.83
N/A

Total Annual Operating Expenses—1.10%

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
116 may have a gain or a loss when you sell your shares. Please call Franklin Templeton Investments at (800) DIAL
5.75% 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.

*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 3/31/16)
Top Ten Holdings
Issuer Name

Country

Industry

% of Total

1. MICROSOFT CORP

United States

Software & Services

3.65

2. WHITE MOUNTAINS INSURANCE GROUP LTD

United States

Insurance

3.63

3. MERCK & CO INC

United States

Pharmaceuticals, Biotechnology & Life
Sciences

3.02

4. MEDTRONIC PLC

United States

Health Care Equipment & Services

2.94

5. TIME WARNER CABLE INC

United States

Media

2.50

6. PNC FINANCIAL SERVICES GROUP INC

United States

Banks

2.01

7. BRITISH AMERICAN TOBACCO PLC

United Kingdom

Food Beverage & Tobacco

1.97

8. ELI LILLY & CO

United States

Pharmaceuticals, Biotechnology & Life
Sciences

1.94

9. AMERICAN INTERNATIONAL GROUP INC

United States

Insurance

1.90

10. CHUBB LTD

United States

Insurance

1.78

Total

25.36

Geographic Weightings vs. Benchmark (% of Total)
77.00

United States

United Kingdom

Sector Weightings vs. Benchmark (% of Total)

100.00
9.30

24.08

Financials

15.63
14.45

Information Technology

20.83

0.00

Switzerland

2.14
0.00

Health Care

1.54
0.00

Consumer Discretionary

Ireland

South Korea

1.17
0.00

Israel

1.11
0.00

Finland

1.01
0.00

Denmark

0.91
0.00

12.93
14.28
12.89
12.90
12.16
10.40

Consumer Staples
6.95
6.76

Energy
4.39

Industrials

10.13
4.33
2.83

Materials

Netherlands

Germany

Cash & Cash Equivalents

0%

2.17
2.79

Telecommunication Services

0.88
0.00

Utilities

0.57
0.00

Muni securities

4.36
0.00

Cash & Cash Equivalents

20%

40%

60%

80%

100%

0%

0.98
3.45
0.31
0.00
4.36
0.00

6%

12%

18%

24%

30%

Franklin Mutual Shares Fund
S&P 500 Index

Portfolio Allocation

%

Undervalued Equities
Merger Arbitrage
Distressed Investments
Cash & Other Net Assets
Other

83.79
6.16
5.34
4.36
0.36

For information related to the “Portfolio Diversification” section, please see Explanatory Notes.
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PORTFOLIO CHARACTERISTICS (AS OF 3/31/16)—Fund vs. S&P 500 Index
Price to Earnings

Fund

Benchmark

Price to Book Value

Fund

Benchmark

Weighted Average

18.60x

Median

21.97x

21.73x

Weighted Average

1.70x

2.79x

19.31x

Median

1.98x

2.92x

Price to Cash Flow

Fund

Benchmark

Market Capitalization (Millions USD)

Fund

Benchmark

Weighted Average

9.32x

10.68x

Median

9.73x

12.45x

Weighted Average

79,217

139,955

Median

25,668

18,341

PERFORMANCE RISK STATISTICS - Class A
Modern Portfolio Theory (MPT) Statistics
(As of 3/31/16)
Performance Risk Statistics

3 Years

5 Years

10 Years

Standard Deviation

10.32

11.46

14.06

Alpha

-3.85

-3.06

-2.12

Beta

0.89

0.92

0.89

Sharpe Ratio
Information Ratio
Tracking Error
R-Squared

0.61

0.63

0.22

-1.96

-1.49

-0.71

2.80

2.91

4.03

93.97

94.28

93.16

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.
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.

Alpha, Beta, Information Ratio, R-Squared, and Tracking Error are measured against the S&P 500 Index.
For information related to the “Portfolio Characteristics” section, please see Explanatory Notes.

3 of 7

Franklin Mutual Shares Fund—Class A
MARKET REVIEW

PERFORMANCE REVIEW AND CONTRIBUTORS TO PERFORMANCE

Equity markets in the United States ended a
turbulent first quarter of 2016 ahead of where they
began. Stocks in the United States started the new
year following global markets lower due to
renewed concerns regarding world economic and
financial conditions in China and further
deterioration in crude oil prices. The drop in equity
markets continued into early February but began
to turn around in the middle of the month, aided by
a positive turn in crude oil prices and minutes from
the Federal Open Market Committee's (FOMC's)
January meeting, which led investors to dial back
expectations regarding the pace of interest rate
hikes in 2016. In March, stocks continued to rally,
aided by evidence of resilient US economic growth
and gains in many commodity prices.

Performance Review

Economic data in the United States were mixed,
but held up well enough to reassure many
investors that an economic recession was not
imminent. In March, fourth-quarter US gross
domestic product figures were revised higher,
indicating that the slowdown in growth was less
severe than originally believed. During the first
quarter, the monthly Employment Situation report
showed businesses continued to hire at a solid
pace, wages rose, albeit modestly, and more
people were entering the workforce. The Institute
for Supply Management's monthly Manufacturing
Index remained below 50 (the inflection point
between expansion and contraction) but showed
signs of improvement as the new orders
component survey jumped to 58.3 in the March
report.
Uncertainty regarding economic conditions led
investors to assume that the Fed will be more
cautious in raising interest rates. The view was
bolstered by the FOMC statement, after its
January monetary policy meeting, which
acknowledged the slowdown in global economic
growth. At its March meeting, the FOMC held
interest rates steady and cut its forecast for rate
hikes in 2016 from four to two. Later in the month,
Fed Chair Janet Yellen stated that the central bank
should “proceed cautiously” with its plan to raise
interest rates given global economic and financial
conditions.

First Quarter 2016

During the quarter, three of the fund's largest contributors to absolute performance were White Mountains
Insurance Group, Time Warner Cable and Kinder Morgan. White Mountains Insurance Group invests capital
primarily in companies associated with the insurance and reinsurance industry. The insurer's stock price
rallied in February due to solid quarterly results released early in the month and the authorization of a
significant stock buyback program near the end of February.
Shares of US-based Time Warner Cable (TWC) rose, due in part to increased confidence among investors
that the proposed acquisition of TWC by Charter Communications will be cleared by state and federal
regulators. By the end of the period, meaningful progress on an agreement with the Federal
Communications Commission was reported and every state decision was positive, with California still yet to
decide. In addition, TWC announced better than expected subscriber metrics in January, while average
revenue per residential customer also showed signs of improvement.
Kinder Morgan is a US-based energy infrastructure company. While the stock price generally followed the
volatile moves in crude oil prices, we believe the shares also began to reflect reduced uncertainty about the
Kinder Morgan's ability to fund growth projects; the company scaled back its capital budget, presented a
credible plan which does not rely on external funding, and continued to benefit from a solidified
investment-grade credit rating on the back of a dividend cut announced in December 2015. In mid-February,
investors also responded favorably to the public disclosure that Berkshire Hathaway took a stake in Kinder
Morgan during the fourth quarter of 2015.
The fund's largest detractors were Eli Lilly & Co., American International Group and Barclays. Eli Lilly & Co.,
a US-based pharmaceutical company, announced a change to its clinical trial for the Alzheimer's drug
Solanezumab that led to a drop in the stock price. Eli Lilly eliminated changes in a person's daily ability to
function as a primary measure of the drug's efficacy which potentially raised questions around the
subsequent approval by regulators globally. Investors view Solanezumab as a key compound in Lilly's drug
pipeline, which led to a meaningful negative reaction. However, we believe that Lilly has one of the strongest
and broadest drug pipelines in the industry.
Shares of US-based insurer American International Group (AIG) retreated as investors were frustrated by
the January announcement of a US$3.6 billion reserve shortfall. Further downward pressure on the stock
was due to investor uncertainty regarding AIG's ability to hit its financial targets; management is under
pressure from activist investors, most notably Carl Icahn, to show rapid improvement or spin off non-core
assets in order to simplify the company.
Much of the decline in UK-based Barclays stock was due to industry-wide trends such as slow economic
growth and weak capital markets as well as to growing uncertainty about the June UK referendum vote on
leaving the European Union (polls show public opinion is evenly split). In addition, the bank's share price
was also negatively impacted by a disappointing strategic update in early March that included limited
downsizing to the investment banking unit and a dividend cut to fund an accelerated run-down of its
non-core activities. We continue to see upside potential in Barclays given a number of strong retail
franchises and the likelihood of a sharply lower non-core earnings drag beyond this year.
Portfolio Positioning
At the conclusion of the first quarter, the fund's investment in equities was 83.8% while the level of cash and
cash equivalents stood at 4.4%. In addition, 77.4% of foreign securities exposure was hedged back to the
US dollar at quarter-end. The fund initiated a few positions in the quarter, including two US-based financials
sector companies. The risk/reward profile of these financial companies became more attractive to us when
the market declined early in the quarter. We also added a US-based retailer. We exited a position in an
independent oil and gas company as the stock price rallied sharply in the second half of the quarter.
Compared to the benchmark, the fund continued to have a meaningful overweight in financials and sizable
underweights in information technology and industrials.
The fund had 6.2% of merger arbitrage exposure and nearly 5.6% invested in distressed debt. Merger and
acquisition (M&A) deal volumes reached new historic highs in 2015 with a notable number of cross-border
deals. The combination of sluggish organic revenue growth, a limited number of ways to push operating
margins higher, low interest rates and many companies sitting on large sums of cash reserves have
stimulated M&A activity. These factors remain in place while we believe increased interest from private
equity investors and additional pressure by activist investors could also stimulate M&A activity in 2016. At
the same time, headline grabbing cross-border deal activity could slow down due to heightened scrutiny by
regulators globally and newly proposed tax rules in the United States to limit cross-border deals motivated
by potential financial and/or tax benefits (so-called “inversions”). The proposed tax rules were cited as the
reason US-based pharmaceutical company Pfizer scrapped its planned merger with Ireland-based
competitor Allergan. Similar M&A environments in the past have presented interesting investment
opportunities. We seek to use a mixture of merger arbitrage positions--constructed solely to benefit from
deal completion--and investments in one or both of the companies involved as a way to benefit from the
combination of deal spread and possible value creation once the deal is completed.
We have been active in the credit space, especially in catalyst-driven situations. While new opportunities in
distressed credit have been modest, increased stress in leveraged loans and high yield bonds are creating
some attractive opportunities. Not only have credit spreads widened dramatically, but so have the
dispersions of those spreads across industries and geographies, signaling to us that investors are more
discerning and focused on company fundamentals. Low interest rates during the last several years have
made credit widely available. Refinancing initiatives undertaken by company managements have resulted in
lower coupon rates and debt maturity extensions. This dynamic has created some compelling opportunities

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)
to invest in debt, equity and hybrid securities often issued by the same company. We've focused our efforts
primarily in a few areas: over-collateralized secured loans, short-dated debt obligations with ample liquidity
or where potential asset sales exist, and longer-dated debt obligations trading at very significant discounts.
Outlook & Strategy
Large swings in US financial markets dramatically overstated relatively modest shifts in underlying
fundamentals, in our view. Economic, financial and geopolitical conditions (including the US presidential
election) did not inspire a high degree of investor confidence; however, we believe the gyrations in recent
quarters reflected a “risk-on/risk-off” mentality, particularly in specific industries. Such a market environment
makes it challenging to predict near-term moves or to time specific portfolio actions. Nonetheless, we remain
focused on the future by searching for opportunities to increase or initiate positions in companies with
attractive risk/reward profiles that appear unduly sold off in the volatility. We believe that thorough
security-by-security analysis and opportunistic investing during periods of turbulence will yield positive
results over the long term.
In the early stages of the first quarter, investors' reactions to negative events were more dramatic than we
expected, while the increased speculation of an imminent US economic recession struck us as overly
pessimistic. Our bottom-up investment approach confirms that some segments of the US economy are
facing particularly challenging conditions, including many energy and materials companies, manufacturers
and some segments of the financial sector. However, an array of macroeconomic and financial data--most
notably labor market figures--indicate the US economy is still in a slow and steady expansion. In addition,
we are not concerned by the Fed's more cautious tone about raising interest rates due to the risks posed by
uncertain global economic and financial conditions. We recognize that the Fed and other major central
banks are in uncharted territory which compels them to maintain a policy bias towards supporting economic
growth and/or fostering price stability (i.e., avoid deflation).
The bounce in crude oil prices from multi-year lows in mid-February alleviated some of the worst pain for
energy producers, but prices at the end of the quarter remained far from a sustainable level, in our view. The
process to align supply with demand is clearly accelerating and will eventually result in a normalization of
energy prices. We continue to seek out potential equity opportunities among companies that have balance
sheets strong enough to make it through the depressed pricing environment and whose assets have
profitable reinvestment opportunities. We are also finding equity opportunities among companies whose
businesses have modest or indirect exposure to weaker commodity prices, but whose shares have been
sold to levels that we believe unfairly discount the attendant risks. In addition, we are spending considerable
time assessing distressed debt opportunities among energy and natural resources companies and expect
more will surface as the year progresses.

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
Franklin Mutual Series’ Unique Value Strategy
Bottom-Up Value Approach

• We seek to buy companies at a significant discount to their intrinsic value.
• We seek to understand and limit downside risk.
• We think and act like owners of the business.

Undervalued
Stocks

• Undervalued stocks comprise the bulk of our portfolios.
• We search for catalysts to unlock value:
– Corporate restructuring
– Spin-offs

Distressed
Securities

Merger
Arbitrage

– Share buybacks
– Our own initiatives

INVESTMENT AND MANAGEMENT TEAM (AS OF 3/31/16)
Mutual Shares Fund Management Team
Peter Langerman
David Segal, CFA
Deborah Turner, CFA
Franklin Mutual Series Team
Portfolio Managers/Analysts
Research Analysts
Traders

Years with Firm
26
13
23
Number of Members
14
5
9

Years Experience
30
25
24
Average Years Experience
22
9
21

WHAT ARE THE RISKS
All investments involve risks, including possible loss of principal. Value securities may not increase in price as anticipated or may decline further in value. The
fund’s investments in foreign securities involve special risks including currency fluctuations, and economic and political uncertainties. The fund may also invest in
companies engaged in mergers, reorganizations or liquidations, which involve special risks as pending deals may not be completed on time or on favorable terms,
as well as lower-rated bonds, which entail higher credit risk. Please consult the prospectus for a more detailed description of the fund’s risks.

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. They do not reflect any fees, expenses or sales charges.
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.
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.
Geographic/Sector Weightings: 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.
Source for Index: FactSet. Indexes are unmanaged, and one cannot invest directly in an index. They do not reflect any fees, expenses or sales charges.
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

© 2016 Franklin Templeton Investments. All rights reserved.
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