Franklin Founding Funds Allocation Fund
—Class A
Product Profile

FUND CHARACTERISTICS
(AS OF 12/31/14)
NASDAQ Symbol
FFALX
Fund Inception Date
8/15/03
Dividends
Semiannually
Investment Style
Asset Allocation
Benchmark
S&P 500 Index
Lipper Classification
Mixed-Asset Target
Alloc Growth Funds
Morningstar Category™
Aggressive Allocation
Total Net Assets—All Share
5,860 million
Classes
Number of Holdings
5
Maximum Initial Sales Charge
5.75%
Effective June 30, 2014, Franklin Templeton
Founding Funds Allocation Fund was renamed
Franklin Founding Funds Allocation Fund.

Fourth Quarter 2014

FUND DESCRIPTION
Franklin Founding Funds Allocation Fund seeks capital appreciation through a diversified, value oriented
approach - investing in a fixed allocation of three Franklin Templeton mutual funds that specifically target
stocks and bonds trading at a discount to their true worth. The fund seeks income as a secondary goal.

PERFORMANCE DATA
Average Annual Total Returns for Periods Ended December 31, 2014 (%)
3 Mths*

YTD*

1 Yr

3 Yrs

5 Yrs

10 Yrs

Since Incept
(8/15/03)

-6.75
-1.08
4.93
1.12

-3.03
2.92
13.69
5.50

-3.03
2.92
13.69
5.50

11.89
14.11
20.41
16.12

8.72
10.01
15.46
10.82

4.96
5.59
7.68
6.61

6.55
7.10
8.85
8.56

With Sales Charge
Without Sales Charge
S&P 500 Index
MSCI World Index

Total Annual Operating Expenses—1.02%
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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Franklin Founding Funds Allocation Fund—Class A Without Sales Charge
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*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 12/31/14)
Underlying Funds' Top Equity Holdings
Issuer Name

% of Total

MICROSOFT CORP

2.01

MEDTRONIC INC

1.62

ROYAL DUTCH SHELL

1.49

MERCK & CO INC

1.49

TEVA PHARMACEUTICAL INDUSTRIES

1.45

SAMSUNG ELECTRONICS CO LTD

1.21

PFIZER INC

1.16

AMERICAN INTERNATIONAL GROUP I

1.16

CITIGROUP INC

1.13

CISCO SYSTEMS INC

1.11

Portfolio Allocation

%
Mutual Shares Fund
Templeton Growth Fund Inc
Franklin Income Fund
Cash & Cash Equivalents

33.46
33.00
32.99
0.55

PERFORMANCE RISK STATISTICS - Class A
Modern Portfolio Theory (MPT) Statistics
(As of 12/31/14)
Performance Risk Statistics
Standard Deviation
Alpha

3 Years

5 Years

10 Years

8.83

11.87

13.77

-3.31

-3.04

-1.36

Beta

0.89

0.87

0.90

Sharpe Ratio

1.59

0.84

0.30

-1.62

-1.33

-0.48

Information Ratio
Tracking Error
R-Squared

3.89

4.08

4.36

81.80

90.07

91.12

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.
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.
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 Diversification” section, please see Explanatory Notes.
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MARKET REVIEW

PERFORMANCE REVIEW AND CONTRIBUTORS TO PERFORMANCE

Global equity markets rose slightly overall in
2014's fourth quarter, largely due to gains for US
stocks, and developed-market equities generally
outperformed their emerging-market peers. By
region, US stocks advanced, while European,
Asian and Latin American stocks fell and
underperformed global equities. US economic
reports released during the three-month period
were broadly positive, indicating continued
momentum for economic growth. The US Federal
Reserve ended its asset-purchase program in
October and stated in its December meeting that it
would be patient in beginning to normalize
monetary policy. In the eurozone, economic data
broadly remained weak, and the bloc witnessed
mild deflation in December. The European Central
Bank maintained its accommodative monetary
policy at its December meeting. Political instability
in Greece as the government failed to elect a new
presidential candidate added to market volatility
near quarter-end. Meanwhile, Japan's economy
shrank in the third quarter, largely due to weak
domestic and private demand following a
consumer tax increase in the prior quarter. In
December, the country's newly re-elected
government announced a fresh stimulus package
intended to revive economic growth.

Performance Review

Emerging-market equities declined overall as
weakening commodity prices and rising inflation
weighed on markets. Brazil's central bank
increased its benchmark rate twice in three
months as it sought to keep inflation within its
target range. China's purchasing managers index
moderated during the quarter but indicated that the
economy remained in expansionary mode. The
People's Bank of China cut benchmark interest
rates in November for the first time in more than
two years to support the slowing economy.
Russia's central bank raised its key interest rate
sharply in December in an effort to limit further
devaluation of the ruble and contain rising inflation.

Fourth Quarter 2014

Franklin Income Fund
Equity Analysis
High-dividend-paying companies were the beneficiaries of lower bond yields as many investors sought them
out as an alternative source of income. The more bond-like parts of the equity market, including utilities,
fared quite well in this environment. At the same time, meaningful equity detractors from fund performance
were concentrated in the energy and materials sectors. The collapse in global crude oil prices amid a rising
supply/demand imbalance and a price war driven by OPEC (Organization of the Petroleum Exporting
Countries) weighed heavily on share prices across the energy sector, including major integrated oil
conglomerates, independent exploration and production (E&P) companies, and oilfield services and
equipment providers. The most significant detractors for the period included some of the fund's larger
integrated oil company positions such as Royal Dutch Shell, BP and Total. Convertible security positions in
several E&P firms also declined sharply as commodity prices struggled to find a floor. While energy-related
price declines negatively impacted the fund's net asset value by quarter-end, we have thus far seen little to
no impact on the income generated from our related sector holdings. Additionally, we believe the
indiscriminate and panicky selling during the fourth quarter provided long-term investors with potentially
attractive opportunities.
The slowdown in economic activity around the world (particularly in regions outside North America) also
weighed on materials and basic industry companies. Weakness in iron ore, copper and coal pricing led to
declines in the fund's shares of BHP Billiton, Freeport McMoRan and Rio Tinto. Petrochemical producers
LyondellBasell Industries and Dow Chemical also detracted from performance as lower global energy prices
eroded investor perceptions concerning their recent North American feedstock advantage. Additionally, the
fund had negative results in the financials sector, with an unfavorable court ruling driving down the value of
Fannie Mae preferred shares and offsetting the positive performance from shares of Wells Fargo, and Bank
of America.
Offsetting the weakness in energy, materials and financials were several sectors that generated attractive
gains for the portfolio, including utilities, consumer discretionary and information technology. Favorable bond
market conditions such as continued low and stable long-term interest rates amid easing inflationary
pressures, combined with the stable, yet moderate, growth profiles of many utility companies, helped
underpin their share-price advances. Gains were widespread across the sector, including both regulated
and diversified utilities. Notable contributors included PG&E, The Southern Company, Duke Energy, Exelon,
Xcel Energy and NextEra Energy. Several consumer discretionary holdings benefited from the decline in oil
prices, which reduced energy costs for consumers, boosting disposable incomes. Shares of top contributor
Target increased solidly amid this favorable backdrop for retailers as new management effectively navigated
some recent challenges, including a technology failure and data breach that hampered sales and negatively
impacted its customers' perception of the company. Other perceived winners from the decline in energy
prices included automotive manufacturers as reduced fuel costs spurred auto sales. Contributors to results
included General Motors. Information technology was another area of strength as most holdings advanced,
especially technology bellwethers such as Cisco Systems and Intel.
Fixed Income Analysis
Bond markets generally benefited from the continuation of low long-term interest rates, with the 10-year US
Treasury note yielding 2.17% at period-end as compared to 2.52% on September 30 and 3.04% at year-end
2013. At one point in December, the yield fell to 2.07%, the lowest closing level since May 2013. Generally
low interest rates around the world, the easing of inflationary pressures and uncertain global economic
conditions all contributed to the favorable fixed income environment. In particular, non-US investors found
Treasuries attractive despite historically low yields, a sentiment largely based on favorable spreads versus
comparable securities in Germany, Japan and elsewhere. In sharp contrast to their investment-grade
counterparts, high-yield corporate bonds generally declined as credit spreads widened amid investor
concerns over valuations and elevated risk in the high-yield market. Contributing to these concerns was the
prominent role energy companies have played in recent years' bond issuance. As oil prices collapsed in the
latter half of 2014, many investors have sought to reduce their exposures to high-yield energy sector
positions, contributing to substantial widening of credit spreads across the range of energy-related debt
securities. Ultimately, this trend contributed to a widening of credit spreads across the broader high-yield
universe, compounded to some extent by recent investor outflows from the asset class.
Within the fund's fixed income portion, high-yield energy bonds were a key hindrance, including those of
E&P companies negatively impacted by the decline in oil and gas prices. In this environment, major
detractors included SandRidge Energy, Energy XXI Gulf Coast, Halcon Resources, Quicksilver Resources
and W&T Offshore. The deteriorating outlook for upstream producers also weighed on energy services
firms, including providers of contract offshore drilling services; among these companies, our major
detractors were Hercules Offshore, Ocean Rig and Offshore Group Investment. Basic industry holdings also
declined overall during the period, including coal producers such as Alpha Natural Resources, Arch Coal
and Walter Energy, as well as Australian iron ore producer Fortescue Metals Group. Offsetting some of the
weakness in energy and basic industry were consumer non-cyclical positions that generated positive results,
including hospital operators Tenet Healthcare and HCA. The favorable backdrop for consumers also aided

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)
several technology sector positions, including First Data, and communications sector positions such as
Charter Communications and T-Mobile USA. Most of our electric utility-related bonds also appreciated, led
by Calpine.
Franklin Mutual Shares Fund
For the fourth quarter of 2014, three of the fund's largest contributors to absolute performance were
Medtronic, Kroger and Walgreens Boots Alliance. US-based medical device maker Medtronic rallied in
mid-October as the company reaffirmed its commitment to purchasing Ireland-based Covidien (not a fund
holding). Medtronic stated that significant cost-saving opportunities exist from the deal and, in our view,
those savings may allow Medtronic to further increase its return of free cash flow to shareholders through
dividends and share buybacks. Kroger is a Cincinnati-based grocery retailer that operates over 2,400
grocery and multi-department stores in 31 states. In December, the company reported third-quarter
operating profits that exceeded market expectations and the company also raised its full-year earnings
outlook for the third time in 2014. The increase in the full-year outlook was driven in part by the acquisition of
Harris Teeter, a stronger outlook for 2014 full year sales and a decline in gasoline prices that has helped the
consumer. Walgreens Boots Alliance is a drug retailer with over 8,200 locations nationwide. Walgreens'
shares rose as investors responded favorably to the announcement that the company's chief executive
officer, Greg Wasson, would retire at the end of the year. During the period, the company also reported
fourth-quarter results that were better than the market's expectations and company management indicated
that its 2015 cost savings target of $650 million from the Alliance Boots merger may be conservative.
In contrast, three of the fund's main detractors from absolute results were Apache, Freeport McMoRan and
Marathon Oil. Apache was hit especially hard by the decline in oil prices given its current restructuring
efforts. Investors were increasingly concerned that the potential failure to complete asset sales would result
in a weak balance sheet at a time of depressed commodity prices. However, Apache announced the sale of
its liquefied natural gas assets and some upstream Australian assets for $2.75 billion. The sales materially
strengthen the company's balance sheet and reduce future capital requirements, in our view. Shares of
Freeport McMoRan, a natural resources company, also came under pressure from crude oil prices. In
response, the company stated in December that it will evaluate capital expenditures to reduce or defer
outlays, as well as look at potential partnerships. The stock price came under some additional pressure from
events in Indonesia related to the company's Grasberg copper mine. In October, the union representing the
mine's workers threatened a strike in response to a fatal accident in September. Production at the mine
declined following the accident as well. The company continued to be in discussions with the Indonesian
government regarding the construction of a copper smelter. Marathon Oil was also impacted by falling oil
prices. While obviously exposed to weaker commodity prices, Marathon Oil, in our view, is financially strong
and owns attractive, low-cost assets that could help it thrive in a lower commodity price environment
compared to its competitors.
Templeton Growth Fund
At the sector level, energy stocks accounted for the majority of the fund's largest detractors for the fourth
quarter. Leading sector detractors included Galp Energia (Portugal), KunLun Energy (China), Total (France),
Saipem (Italy) and Noble (US). Brazilian oil firm Petrobras was also a significant detractor, declining in value
amid a far-reaching corruption scandal and an unfavorable political climate. Looking at the sector more
broadly, balance sheets across the sector are selectively healthy, in our view, and we are also encouraged
by the material capital expenditure reductions underway. Against this backdrop of improving capital
allocation and relative financial stability, global energy stocks at quarter-end traded at or near record-low
multiples on nearly all valuation metrics that have historically mattered, in our analysis. Following a period of
sustained pressure on energy sector fundamentals and a major oil price correction, we believe such
historically low valuations suggest that capitulation could be on the horizon.
In the financials sector, stock selection impaired relative results. Shares of Italian lender UniCredit declined
after the bank posted lower-than-expected third-quarter sales and concerns surfaced about the firm's
exposures to Russia. Yet, UniCredit's Russian exposure is limited, in our view, and overall, we remain
encouraged by the progress the firm has made in increasing focus on its core business and running off
legacy problems. We remain constructive, more generally, on our investments in European banks. While
significant risks persist, including regulatory uncertainty and the possibility of larger-than-expected
exposures to Russia and the energy sector, we believe valuations have remained selectively attractive in
this restructured and recapitalized sector.
In contrast, US computer manufacturer Hewlett-Packard helped results, rallying to its highest level in over
three years as the firm prepared to split its personal computer (PC) and enterprise operations into two
separate businesses. We believe the stock has remained cheap on a sum-of-the-parts basis and could
benefit from ongoing cost reductions and an improved PC cycle. South Korean semiconductor and
consumer electronics firm Samsung Electronics was another top contributor, surging since 2008 as a
leadership transition paved the way for shareholder-friendly restructuring initiatives. The firm surprised
investors by buying back $2 billion of its own stock and setting expectations for a dividend hike in 2015.
Profits from its semiconductor operations have recently exceeded those from its mobile devices unit, and yet
the stock has failed to re-rate to the valuation levels enjoyed prior to 2010. We believe scope for

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)
improvement also exists in the handset business, with mobile operating margins recently falling to the lowest
levels in a decade.
From a regional standpoint, an overweight allocation and stock selection in Europe impaired relative results.
Investments in Brazil and an underweight in the United States also proved adverse to relative performance.
A lack of exposure to Australia, as well as individual holdings in Canada and Israel, lifted relative results.
Our Asian holdings modestly underperformed those in the benchmark index primarily due to off-benchmark
exposure to China.
Portfolio Positioning
Franklin Income Fund: In 2014's fourth quarter, the fund continued to have a larger weighting in equity
securities, even as we added to the fixed income portion. At period-end, the equity allocation was 57.1% of
total holdings versus 41.4% for fixed income securities. For comparison, these positions were 60.6% and
38.9%, respectively, at September-end. The fund's largest equity sector allocations at year-end were
utilities, energy and materials. Our largest exposures in fixed income were communications, energy and
consumer non-cyclical.
Franklin Mutual Shares Fund: At quarter-end, the fund's investment in equities was about 82.8% of
assets, while cash and cash equivalents were near 8.8%. The fund had approximately 7.1% invested in
distressed debt and 1.3% in merger arbitrage exposure.
Templeton Growth Fund: During the quarter, the largest overweight sectors included health care, energy
and telecommunication services, while the biggest underweight sectors were consumer staples and utilities.
Outlook & Strategy
The final quarter of 2014 ended a challenging year in which investors appeared to focus more on
macroeconomic and political issues than company fundamentals. While we still view near-term
macroeconomic scenarios as largely unforecastable with any degree of accuracy or consistency, we do
have confidence in our ability to analyze and value the business fundamentals of individual companies over
a long-term horizon. However, we believe increasing “financial repression” (there were a significant number
of easing moves from global central banks in the last two months of 2014 alone) has largely suspended the
process of value recognition in recent years. Throughout this challenging period, we have tried to use the
market's distraction to our advantage by focusing on what we determine to be overlooked value. In doing so,
we have continued to build differentiated portfolios that embed long-term assumptions about company-level
business fundamentals. Reassuringly, academic studies attesting to the potential benefits of the type of truly
active, long-term value investing long practiced by Templeton have begun to emerge in recent years. Going
into 2015, we remain as confident as ever that our equity portfolios contain far more long-term value
potential than their prices reflected at year-end.

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.
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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
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Investment Philosophy And Process
Philosophy
Through an equal allocation to the following underlying funds—Franklin Income Fund, Templeton Growth Fund and
Franklin Mutual Shares Fund—this combination provides diversification and an automatic rebalancing feature to help
maintain equal exposure to three distinct investment strategies in any market environment.

Process
The Fund will invest equal portions in shares of the three underlying funds, providing a cost-effective
means of allocating assets across different investment advisors and types of investments.
• Franklin Income Fund focuses on undervalued dividend-paying stocks and bonds across a wide range of industries.
• Templeton Growth Fund searches worldwide for stocks selling at low prices relative to manager’s appraisal of value.
• Franklin Mutual Shares Fund seeks to invest primarily in undervalued stocks, and to a lesser extent, distressed
securities and merger arbitrage.

INVESTMENT AND MANAGEMENT TEAM (AS OF 12/31/14)
Franklin Templeton Founding Funds Allocation Fund Management
Team
T. Anthony Coffey, CFA
Franklin Templeton Solutions
Portfolio Managers
Research Analysts
Additional Resources
Research Technology Group
Global Research Library

Years with Firm
25

Years Experience
25

Number of Members
19
55

Average Years Experience
21
11

Global Trading Platform
Performance Analysis and Investment Risk
Group

Global Portfolio Compliance Group

WHAT ARE THE RISKS
All investments involve risks, including possible loss of principal. Because the fund invests in underlying funds that may engage in a variety of investment
strategies involving certain risks, Franklin Templeton Founding Funds Allocation Fund is subject to these same risks. Stock prices fluctuate, sometimes rapidly and
dramatically, due to factors affecting individual companies, particular industries or sectors, or general market conditions. Bonds are affected by changes in interest
rates and the credit worthiness of their issuers. Bond prices generally move in the opposite direction of interest rates. Thus, as the prices of bonds adjust to a rise
in interest rates, the fund’s share price may decline. Higher-yielding, lower-rated corporate bonds entail a greater degree of credit risk compared to investment
grade securities. Foreign investing carries additional risks such as currency and market volatility and political or social instability; risks which are heightened in
developing countries. Value securities may not increase in price as anticipated or may decline further in value. These and other risks are discussed 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 Holdings: All portfolio holdings are subject to change.
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.
BofA Merrill Lynch, used with permission.
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.
All MSCI data is provided “as is.” The fund described herein is not sponsored or endorsed by MSCI. In no event shall MSCI, its affiliates, or any MSCI data provider have any liability of any kind in
PORTFOLIO DIVERSIFICATION
Top Ten Holdings: Based on a combined investment consisting of equal allocations to the three underlying funds. 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.

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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