Semiannual Report
Franklin Managed Volatility Global Allocation VIP Fund
Fund Goals and Main Investments: Franklin Managed Volatility Global Allocation
VIP Fund seeks total return (including income and capital gains) while seeking to manage
volatility.
Fund Risks: All investments involve risks, including possible loss of principal. There
can be no guarantee that the Fund will achieve its target volatility. Also, the managed
volatility strategy could negatively impact the Fund’s return and expose the Fund to
additional costs. Generally, investors should be comfortable with fluctuation in the value
of their investments, especially over the short term. Stock prices fluctuate, sometimes
rapidly and dramatically, due to factors affecting individual companies, particular
industries or sectors, or general market conditions. Bond prices generally move in the
opposite direction of interest rates. Foreign investing carries additional risks such as
currency and market volatility and political or social instability, which are heightened in
developing countries. Derivatives, including currency management strategies, involve
costs and can create economic leverage in the portfolio which may result in significant
volatility and cause the Fund to participate in losses on an amount that exceeds the Fund's
initial investment. The Fund may not achieve the anticipated benefits, and may realize
losses when a counterparty fails to perform. Because the Fund allocates assets to a variety
of investment strategies, ETFs and other mutual funds, which involve certain risks, it may
be subject to those same risks. The Fund is actively managed but there is no guarantee
that the manager’s investment decisions will produce the desired results. The Fund’s
prospectus also includes a description of the main investment risks.
Investment Strategy: Under normal market conditions, the Fund seeks to achieve its
investment goal by using an asset allocation strategy that seeks to diversify the Fund’s
portfolio across global asset classes (principally global equity and global fixed income
securities), regions and sectors while seeking to limit the expected volatility of the Fund’s
returns to about 10% or less per year. Currently, the Fund intends to seek a target
volatility of 9% or less per year (“Target Volatility”). This strategy may result in the Fund
outperforming the general securities market during periods of flat or negative market
performance, and underperforming the general securities market during periods of
positive market performance. There is no guarantee that the Fund will achieve its Target
Volatility.
Franklin Managed Volatility Global Allocation VIP Fund -- Class 2 delivered a +5.62% total return
and Class 5 delivered a +5.62% total return* for the six-month period ended 6/30/14.
*The Fund has an expense reduction contractually guaranteed through at least 4/30/15 and a few waiver
related to a management fee paid by a subsidiary. Fund investment results reflect the expense reduction and
fee waiver, to the extent applicable; without these reductions, the results would have been lower.

Portfolio Breakdown*
Based on Total Net Assets
6/30/14

Exchange Traded Funds
Foreign Equity
Domestic Equity

% of Total Net Assets
52.2%
30.8%
21.4%

Bonds
Foreign Government & Agency Securities
U.S. Government & Agency Securities

35.8%
25.4%
10.4%

Stocks**
Banks
Consumer Durables & Apparel
Automobiles & Components
Software & Services
Food, Beverage & Tobacco
Energy
Transportation
Materials
Semiconductors & Semiconductor Equipment
Household & Personal Products
Food & Staples Retailing
Telecommunication Services

4.8%
0.8%
0.7%
0.7%
0.6%
0.5%
0.3%
0.3%
0.3%
0.2%
0.2%
0.1%
0.1%

Commodities
Exchange Traded Notes

4.4%
4.4%

Short-Term Investments & Other Net Assets

2.8%

*Portfolio Breakdown figures are stated as a percentage of total and may not equal 100% or may be
negative due to rounding, use of any derivatives, unsettled trades or other factors.
**Includes common and preferred shares.

Fund Expenses
Franklin Managed Volatility Global Allocation VIP Fund – Class 2
As an investor in a variable insurance contract (Contract) that indirectly provides for investment
in an underlying mutual fund, you can incur transaction and/or ongoing expenses at both the
Fund level and the Contract level.


Transaction expenses can include sales charges (loads) on purchases, surrender fees,
transfer fees and premium taxes.



Ongoing expenses can include management fees, distribution and service (12b-1) fees,
contract fees, annual maintenance fees, mortality and expense risk fees and other fees
and expenses. All mutual funds and Contracts have some types of ongoing expenses.

The expenses shown in the table are meant to highlight ongoing expenses at the Fund level only
and do not include ongoing expenses at the Contract level, or transaction expenses at either the
Fund or Contract levels. While the Fund does not have transaction expenses, if the transaction
and ongoing expenses at the Contract level were included, the expenses shown below would be
higher. You should consult your Contract prospectus or disclosure document for more
information.
The table shows Fund-level ongoing expenses and can help you understand these expenses and
compare them with those of other mutual funds offered through the Contract. The table assumes
a $1,000 investment held for the six months indicated. Please refer to the Fund prospectus for
additional information on operating expenses.

Actual Fund Expenses
The first line (Actual) of the table provides actual account values and expenses. The “Ending
Account Value” is derived from the Fund’s actual return, which includes the effect of ongoing
Fund expenses, but does not include the effect of ongoing Contract expenses.
You can estimate the Fund-level expenses you incurred during the period by following these
steps. Of course, your account value and expenses will differ from those in this illustration:
1. Divide your account value by $1,000.
If an account had an $8,600 value, then $8,600  $1,000 = 8.6.
2. Multiply the result by the number under the heading “Fund-Level Expenses Incurred During
Period.”
If Fund-Level Expenses Incurred During Period were $7.50, then 8.6  $7.50 = $64.50.
In this illustration, the estimated expenses incurred this period at the Fund level are $64.50.

Hypothetical Example for Comparison with Other Mutual Funds
Information in the second line (Hypothetical) of the table can help you compare ongoing
expenses of the Fund with those of other mutual funds offered through the Contract. This
information may not be used to estimate the actual ending account balance or expenses you
incurred during the period. The hypothetical “Ending Account Value” is based on the Fund’s
actual expense ratio and an assumed 5% annual rate of return before expenses, which does not
represent the Fund’s actual return. The figure under the heading “Fund-Level Expenses Incurred
During Period” shows the hypothetical expenses your account would have incurred under this
scenario. You can compare this figure with the 5% hypothetical examples that appear in
shareholder reports of other funds offered through a Contract.

Class 2
Actual
Hypothetical (5% return before expenses)

Beginning Account Value
1/1/14

Ending Account Value
6/30/14

$1,000
$1,000

$1,056.20
$1,019.44

Fund-Level Expenses
Incurred During
Period* 1/1/14–6/30/14
$5.51
$5.41

*Expenses are calculated using the most recent six-month annualized expense ratio, net of expense waivers,
for the Fund’s Class 2 shares (1.08%), which does not include any ongoing expenses of the Contract for
which the Fund is an investment option, multiplied by the average account value over the period, multiplied
by 181/365 to reflect the one-half year period.

Fund Expenses
Franklin Managed Volatility Global Allocation VIP Fund – Class 5
As an investor in a variable insurance contract (Contract) that indirectly provides for investment
in an underlying mutual fund, you can incur transaction and/or ongoing expenses at both the
Fund level and the Contract level.


Transaction expenses can include sales charges (loads) on purchases, surrender fees,
transfer fees and premium taxes.



Ongoing expenses can include management fees, distribution and service (12b-1) fees,
contract fees, annual maintenance fees, mortality and expense risk fees and other fees
and expenses. All mutual funds and Contracts have some types of ongoing expenses.

The expenses shown in the table are meant to highlight ongoing expenses at the Fund level only
and do not include ongoing expenses at the Contract level, or transaction expenses at either the
Fund or Contract levels. While the Fund does not have transaction expenses, if the transaction
and ongoing expenses at the Contract level were included, the expenses shown below would be
higher. You should consult your Contract prospectus or disclosure document for more
information.
The table shows Fund-level ongoing expenses and can help you understand these expenses and
compare them with those of other mutual funds offered through the Contract. The table assumes
a $1,000 investment held for the six months indicated. Please refer to the Fund prospectus for
additional information on operating expenses.

Actual Fund Expenses
The first line (Actual) of the table provides actual account values and expenses. The “Ending
Account Value” is derived from the Fund’s actual return, which includes the effect of ongoing
Fund expenses, but does not include the effect of ongoing Contract expenses.
You can estimate the Fund-level expenses you incurred during the period by following these
steps. Of course, your account value and expenses will differ from those in this illustration:
1. Divide your account value by $1,000.
If an account had an $8,600 value, then $8,600  $1,000 = 8.6.
2. Multiply the result by the number under the heading “Fund-Level Expenses Incurred During
Period.”
If Fund-Level Expenses Incurred During Period were $7.50, then 8.6  $7.50 = $64.50.
In this illustration, the estimated expenses incurred this period at the Fund level are $64.50.

Hypothetical Example for Comparison with Other Mutual Funds
Information in the second line (Hypothetical) of the table can help you compare ongoing
expenses of the Fund with those of other mutual funds offered through the Contract. This
information may not be used to estimate the actual ending account balance or expenses you
incurred during the period. The hypothetical “Ending Account Value” is based on the Fund’s
actual expense ratio and an assumed 5% annual rate of return before expenses, which does not
represent the Fund’s actual return. The figure under the heading “Fund-Level Expenses Incurred
During Period” shows the hypothetical expenses your account would have incurred under this
scenario. You can compare this figure with the 5% hypothetical examples that appear in
shareholder reports of other funds offered through a Contract.

Class 5
Actual
Hypothetical (5% return before expenses)

Beginning
Account Value
1/1/14

Ending Account
Value
6/30/14

Fund-Level Expenses
Incurred During Period*
1/1/14–6/30/14

$1,000

$1,056.20

$4.74

$1,000

$1,020.18

$4.66

*Expenses are calculated using the most recent six-month annualized expense ratio, net of expense waivers,
for the Fund’s Class 5 shares (0.93%), which does not include any ongoing expenses of the Contract for
which the Fund is an investment option, multiplied by the average account value over the period, multiplied
by 181/365 to reflect the one-half year period.

Franklin Templeton Variable Insurance Products Trust
Consolidated Financial Highlights
Franklin Managed Volatility Global Allocation VIP Fund
Six Months Ended Period Ended
June 30, 2014
December 31,
(unaudited)
2013a

Class 2

Per share operating performance
(for a share outstanding throughout the period)
Net asset value, beginning of period
Income from investment operationsb:
Net investment incomec
Net realized and unrealized gains (losses)
Total from investment operations
Less distributions from net investment income
Net asset value, end of period
Total returnd

$10.07

$10.00

0.07
0.50
0.57
(0.01)
$10.63

0.09
0.17
0.26
(0.19)
$10.07

5.62%

2.56%

1.84%
1.08%
1.41%

2.97%
1.08%
1.21%

$10,625
3.93%

$10,065
8.12%

Ratios to average net assetse
Expenses before waiver and payments by affiliatesf
Expenses net of waiver and payments by affiliatesf,g
Net investment income

Supplemental data
Net assets, end of period (000's)
Portfolio turnover rate
a

For the period April 1, 2013 (commencement of operations) to December 31, 2013.
The amount shown for a share outstanding throughout the period may not correlate with the Consolidated Statement of Operations for the period due to the
timing of sales and repurchases of the Fund shares in relation to income earned and/or fluctuating market value of the investments of the Fund.
c
Based on average daily shares outstanding.
d
Total return does not include fees, charges or expenses imposed by the variable annuity and life insurance contracts for which the Franklin Templeton Variable
Insurance Products Trust serves as an underlying investment vehicle. Total return is not annualized for periods less than one year.
e
Ratios are annualized for periods less than one year.
f
Does not include expenses of the exchange traded funds in which the Fund invests. The weighted average indirect expenses of the exchange traded funds
was 0.09% for the period ended June 30, 2014.
g
Benefit of expense reduction rounds to less than 0.01%.
b

The accompanying notes are an integral part of these consolidated financial statements.

Franklin Templeton Variable Insurance Products Trust
Consolidated Financial Highlights (continued)
Franklin Managed Volatility Global Allocation VIP Fund
Six Months Ended Period Ended
June 30, 2014
December 31,
(unaudited)
2013a

Class 5

Per share operating performance
(for a share outstanding throughout the period)
Net asset value, beginning of period
Income from investment operationsb:
Net investment incomec
Net realized and unrealized gains (losses)
Total from investment operations
Less distributions from net investment income
Net asset value, end of period
Total returnd

$10.07

$10.00

0.08
0.49
0.57
(0.01)
$10.63

0.10
0.17
0.27
(0.20)
$10.07

5.62%

2.68%

1.69%
0.93%
1.56%

2.82%
0.93%
1.36%

$10,633
3.93%

$10,065
8.12%

Ratios to average net assetse
Expenses before waiver and payments by affiliatesf
Expenses net of waiver and payments by affiliatesf,g
Net investment income

Supplemental data
Net assets, end of period (000's)
Portfolio turnover rate
a

For the period April 1, 2013 (commencement of operations) to December 31, 2013.
The amount shown for a share outstanding throughout the period may not correlate with the Consolidated Statement of Operations for the period due to the
timing of sales and repurchases of the Fund shares in relation to income earned and/or fluctuating market value of the investments of the Fund.
c
Based on average daily shares outstanding.
d
Total return does not include fees, charges or expenses imposed by the variable annuity and life insurance contracts for which the Franklin Templeton Variable
Insurance Products Trust serves as an underlying investment vehicle. Total return is not annualized for periods less than one year.
e
Ratios are annualized for periods less than one year.
f
Does not include expenses of the exchange traded funds in which the Fund invests. The weighted average indirect expenses of the exchange traded funds
was 0.09% for the period ended June 30, 2014.
g
Benefit of expense reduction rounds to less than 0.01%.
b

The accompanying notes are an integral part of these consolidated financial statements.

Franklin Templeton Variable Insurance Products Trust

Consolidated Statement of Investments, June 30, 2014 (unaudited) (continued)
Franklin Managed Volatility Global Allocation VIP Fund

Common Stocks 4.4%

Automobiles & Components 0.7%

Astra International Tbk PT
Brilliance China Automotive Holdings Ltd.

Country
Indonesia
China

Shares/Units
74,000
52,000

Value
$

45,411
97,285
142,696

_______________________________________________________________

_______________________________________________________________

Banks 0.6%

ICICI Bank Ltd., ADR
Bank of Greece SA
Sberbank of Russia, ADR

a National

India
Greece
Russia

1,500
861
4,615

74,850
3,148
46,750
124,748

_______________________________________________________________

_______________________________________________________________

Capital Goods 0.0%†

Samsung Heavy Industries Co. Ltd.

Consumer Durables & Apparel 0.7%
Compagnie Financiere Richemont SA
Fila Korea Ltd.
LF Corp.

South Korea

10

Switzerland
South Korea
South Korea

727
480
1,087

267

_______________________________________________________________

76,278
45,581
29,699
151,558

_______________________________________________________________

_______________________________________________________________

Energy 0.3%
Gazprom OAO, ADR
Holdings, ADR
SK Innovation Co. Ltd.

b LUKOIL

Russia
Russia
South Korea

1,200
900
38

10,458
53,739
4,243
68,440

_______________________________________________________________

_______________________________________________________________

Food & Staples Retailing 0.1%
Bizim Toptan Satis Magazalari AS

Food, Beverage & Tobacco 0.5%
Eastern Tobacco
Pinar Sut Mamulleri Sanayii AS
Thai Beverage PCL

Turkey

3,016

Egypt
Turkey
Thailand

2,100
4,260
61,000

26,827

_______________________________________________________________

44,059
36,183
30,337
110,579

_______________________________________________________________

_______________________________________________________________

Household & Personal Products 0.2%
Avon Products Inc.

Materials 0.1%

Compania de Minas Buenaventura SA, ADR
Semen Indonesia (Persero) Tbk PT

United States

2,927

Peru
Indonesia

1,200
1,500

42,764

_______________________________________________________________

14,172
1,907
16,079

_______________________________________________________________

_______________________________________________________________

Retailing 0.0%†

Luk Fook Holdings (International) Ltd.

Hong Kong

2,000

5,858
_______________________________________________________________

Semiconductors & Semiconductor Equipment 0.2%
Taiwan Semiconductor Manufacturing Co. Ltd.

Software & Services 0.6%

a,c Mail.ru

Group Ltd., GDR, Reg S
Travelsky Technology Ltd., H
a Yandex NV, A

Taiwan

11,000

Russia
China
Russia

558
90,000
636

46,581

_______________________________________________________________

19,670
82,795
22,667
125,132

_______________________________________________________________

_______________________________________________________________

Telecommunication Services 0.1%
China Unicom (Hong Kong) Ltd.

Transportation 0.3%
COSCO Pacific Ltd.

China

12,000

China

44,308

18,580

_______________________________________________________________

61,513
_______________________________________________________________

d

Total Common Stocks (Cost $877,421)
Exchange Traded Funds 52.2%
Domestic Equity 21.4%

iShares MSCI USA Minimum Volatility Index ETF

Foreign Equity 30.8%

iShares MSCI EAFE Minimum Volatility Index ETF

Total Exchange Traded Funds (Cost $9,892,641)

941,622

_______________________________________________________________

United States

122,000

United States

100,100

4,540,840

_______________________________________________________________

6,544,538

_______________________________________________________________

11,085,378

Franklin Templeton Variable Insurance Products Trust

Consolidated Statement of Investments, June 30, 2014 (unaudited) (continued)
e

Shares/Units

Exchange Traded Notes (Cost $927,123) 4.4%
Diversified Financials 4.4%

a,f,g iPATH

Dow Jones-UBS Commodity Index Total Return ETN, 6/12/36

United States

23,800

Brazil

3,500

Brazil

3,500

938,672

_______________________________________________________________

Preferred Stocks 0.4%
Banks 0.2%

Banco Bradesco SA, ADR, pfd.

Materials 0.2%

Vale SA, ADR, pfd., A

50,820

_______________________________________________________________

41,650

_______________________________________________________________

Total Preferred Stocks (Cost $115,822)

92,470

Principal Amount*

_______________________________________________________________

Foreign Government and Agency Securities 25.4%
Development Bank of Japan,
1.70%, 9/20/22
senior bond, 2.30%, 3/19/26
France Treasury Note, 1.75%, 2/25/17
Government of Canada, 2.75%, 6/01/22
c Government of Finland, senior bond, Reg S, 4.375%, 7/04/19
Government of France, 3.25%, 4/25/16
Government of Ireland, 5.50%, 10/18/17
Government of Japan, senior bond,
0.40%, 6/20/16
1.20%, 6/20/21
1.90%, 6/20/31
2.20%, 3/20/41
Government of Malaysia, 3.197%, 10/15/15
Government of Mexico, 8.00%, 12/07/23
c Government of Netherlands, Reg S, 1.75%, 7/15/23
Government of Poland,
5.75%, 9/23/22
4.00%, 10/25/23
Government of Singapore, senior note, 1.375%, 10/01/14
Government of Spain, 5.75%, 7/30/32
Italy Treasury Bond,
c Reg S, 3.50%, 3/01/30
senior bond, 4.25%, 9/01/19
senior bond, 5.50%, 9/01/22
c senior bond, Reg S, 4.75%, 9/01/44
Queensland Treasury Corp.,
senior bond, 5.75%, 7/22/24
senior note, 6.00%, 7/21/22
c U.K. Treasury Note, Reg S, 4.00%, 3/07/22

Japan
Japan
France
Canada
Finland
France
Ireland

10,000,000
10,000,000
200,000
160,000
150,000
150,000
150,000

JPY
JPY
EUR
CAD
EUR
EUR
EUR

108,573
115,702
285,629
158,365
244,659
217,242
239,124

Japan
Japan
Japan
Japan
Malaysia
Mexico
Netherlands

35,000,000
30,000,000
15,000,000
15,000,000
500,000
15,000h
200,000

JPY
JPY
JPY
JPY
MYR
MXN
EUR

347,678
314,748
164,885
166,738
155,621
135,453
283,798

Poland
Poland
Singapore
Spain

300,000
300,000
200,000
150,000

PLN
PLN
SGD
EUR

115,544
103,117
160,894
267,982

Italy
Italy
Italy
Italy

150,000
150,000
150,000
200,000

EUR
EUR
EUR
EUR

209,629
234,073
252,273
312,684

150,000 AUD
150,000 AUD
250,000 GBP

162,126
163,454
475,158

Australia
Australia
United Kingdom

Total Foreign Government and Agency Securities (Cost $5,277,065)
U.S. Government and Agency Securities 10.4%
U.S. Treasury Bond, 4.25%, 5/15/39
U.S. Treasury Note,
2.375%, 8/31/14
0.25%, 9/30/14
0.25%, 1/15/15
4.625%, 11/15/16
4.00%, 8/15/18
2.00%, 11/15/21
1.75%, 5/15/22

_______________________________________________________________

5,395,149

_______________________________________________________________

United States

100,000

117,234

United States
United States
United States
United States
United States
United States
United States

100,000
350,000
400,000
300,000
300,000
300,000
300,000

100,387
350,185
400,398
328,465
332,449
296,192
288,703

Total U.S. Government and Agency Securities (Cost $2,250,156)
Total Investments before Short Term Investments (Cost $19,340,228)

_______________________________________________________________

2,214,013

_______________________________________________________________

20,667,304
_______________________________________________________________

Shares

Short Term Investments (Cost $262,320) 1.3%
Money Market Funds 1.3%

a,i Institutional

Fiduciary Trust Money Market Portfolio

United States

262,320

262,320

Franklin Templeton Variable Insurance Products Trust

Consolidated Statement of Investments, June 30, 2014 (unaudited) (continued)
_______________________________________________________________

Total Investments (Cost $19,602,548) 98.5%
Other Assets, less Liabilities 1.5%
Net Assets 100.0%

20,929,624
328,659
_______________________________________________________________

$

21,258,283

_______________________________________________________________

Rounds to less than 0.1% of net assets.
The principal amount is stated in U.S. dollars unless otherwise indicated.
a Non-income producing.
b At June 30, 2014, pursuant to the Fund's policies and the requirements of applicable securities law, the Fund may be restricted from trading this security for a limited or
extended period of time due to ownership limits and/or potential possession of material non-public information.
c Security was purchased pursuant to Regulation S under the Securities Act of 1933, which exempts from registration securities offered and sold outside of the United States.
Such a security cannot be sold in the United States without either an effective registration statement filed pursuant to the Securities Act of 1933, or pursuant to an exemption
from registration. These securities have been deemed liquid under guidelines approved by the Trust's Board of Trustees. At June 30, 2014, the aggregate value of these
securities was $1,545,598, representing 7.27% of net assets.
d See Note 1(d) regarding exchange traded funds.
e See Note 1(e) regarding exchange traded notes.
f The security is owned by MVGAF Holdings Corp., a wholly-owned subsidiary of the Fund. See Note 1(f).
g Security does not guarantee any return of principal at maturity, upon redemption or otherwise. Cash payment at maturity or upon early redemption is based on the
performance of the indicated index less an investor fee.
h Principal amount is stated in 100 Mexican Peso Units.
i See Note 3(e) regarding investments in the Institutional Fiduciary Trust Money Market Portfolio.
†
*

At June 30, 2014, the fund had the following forward exchange contracts outstanding. See Note 1(c).
Forward Exchange Contracts
Contract
Currency
Euro
Australian Dollar
British Pound

Counterpartya
BZWS
BZWS
BZWS

Type
Sell
Sell
Sell

Quantity
300,000
330,000
20,000

Amount
$ 406,536
304,435
33,490

Settlement

Unrealized

Date
Appreciation
9/08/14 $
9/10/14
9/10/14
-

Net unrealized appreciation (depreciation)

Unrealized
Depreciation
$
(4,404)
(5,244)
(713)
$

a

May be comprised of multiple contracts using the same currency and settlement date.

See Abbreviations on page xx.

The accompanying notes are an integral part of these financial statements,

(10,361)

Franklin Templeton Variable Insurance Products Trust
Consolidated Financial Statements
Consolidated Statement of Assets and Liabilities
June 30, 2014 (unaudited)
Franklin Managed
Volatility Global
Allocation VIP
Fund
Assets:
Investments in securities:
Cost - Unaffiliated issuers
Cost - Sweep Money Fund (Note 3e)
Total cost of investments
Value - Unaffiliated issuers
Value - Sweep Money Fund (Note 3e)
Total value of investments
Cash
Receivables:
Dividends and interest
Affiliates
Other assets
Total assets

$19,340,228
262,320
$19,602,548
$20,667,304
262,320
20,929,624
132,815
246,940
7,016
9
21,316,404

Liabilities:
Payables:
Investment securities purchased
Management fees
Distribution fees
Professional fees
Unrealized depreciation on forward exchange
contracts
Accrued expenses and other liabilities
Total liabilities
Net assets, at value

10,361
3,171
58,121
$21,258,283

Net assets consist of:
Paid-in capital
Undistributed net investment income
Net unrealized appreciation (depreciation)
Accumulated net realized gain (loss)
Net assets, at value

$19,887,306
98,601
1,317,090
(44,714)
$21,258,283

Class 2:
Net assets, at value
Shares outstanding
Net asset value and maximum offering price per
share
Class 5
Net assets, at value
Shares outstanding
Net asset value and maximum offering price per
share

15,278
884
6,142
22,285

$10,625,153
1,000,000
$10.63

$10,633,130
1,000,000
$10.63

The accompanying notes are an integral part of these consolidated financial statements.
.

Franklin Templeton Variable Insurance Products Trust
Consolidated Financial Statements (continued)
Consolidated Statement of Operations
for the six months ended June 30, 2014 (unaudited)
Franklin Managed
Volatility Global
Allocation VIP
Fund
Investment income:
Dividends
Dividends - Exchange traded funds
Interest
Total investment income
Expenses:
Management fees (Note 3a)
Distribution fees: (Note 3c)
Class 2
Class 5
Custodian fees (Note 4)
Reports to shareholders
Registration and filing fees
Professional fees
Amortization of offering costs
Other
Total expenses
Expense reductions (Note 4)
Expenses waived/paid by affiliates (Note
3f)
Net expenses
Net investment income
Realized and unrealized gains (losses):
Net realized gain (loss) from:
Investments
Foreign currency transactions
Net realized gain (loss)
Net change in unrealized appreciation (depreciation) on:
Investments
Translation of other assets and liabilities
denominated in foreign currencies
Net change in unrealized
appreciation (depreciation)
Net realized and unrealized gain (loss)
Net increase (decrease) in net assets resulting
from operations

$10,632
182,544
60,255
253,431

101,713
12,712
5,087
369
1,342
2,107
29,123
51,188
2,043
205,684
(29)
(103,434)
102,221
151,210

81,336
(10,670)
70,666
930,158
(13,110)
917,048
987,714
$1,138,924

The accompanying notes are an integral part of these consolidated financial statements.

Franklin Templeton Variable Insurance Products Trust
Consolidated Financial Statements (continued)
Consolidated Statements of Changes in Net Assets
Franklin Managed Volatility Global
Allocation VIP Fund
Six Months Ended
Period Ended
June 30, 2014
December 31,
(unaudited)
2013a
Increase (decrease) in net assets:
Operations:
Net investment income
$
Net realized gain (loss) from investments,
foreign currency transactions and futures
contracts
Net change in unrealized appreciation
(depreciation) on investments and
translation of other assets and liabilities
denominated in foreign currencies
Net increase (decrease) in net assets
resulting from operations
Distributions to shareholders from:
Net investment income:
Class 2
Class 5
Total distributions to shareholders
Capital share transactions: (Note 2)
Class 2
Class 5
Total capital share transactions
Net increase (decrease) in net assets
Net assets:
Beginning of period
End of period
Undistributed net investment income
(distributions in excess of net investment
income) included in net assets:
End of period

151,210

$

194,538

70,666

(79,821)

917,048

400,042

1,138,924

514,759

(5,700)
(5,700)
(11,400)

(186,300)
(197,700)
(384,000)

–
–
–
1,127,524

10,000,000
10,000,000
20,000,000
20,130,759

$

20,130,759
21,258,283

$

–
20,130,759

$

98,601

$

(41,209)

a

For the period April 1, 2013 (commencement of operations) to December 31, 2013.

The accompanying notes are an integral part of these consolidated financial statements.

Franklin Templeton Variable Insurance Products Trust
Notes to Consolidated Financial Statements (unaudited)
Franklin Managed Volatility Global Allocation VIP Fund
1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
Franklin Templeton Variable Insurance Products Trust (Trust) is registered under the Investment Company
Act of 1940, as amended, (1940 Act) as an open-end management investment company, consisting of
twenty separate funds and applies the specialized accounting and reporting guidance in U.S. Generally
Accepted Accounting Principles (U.S. GAAP). The Franklin Managed Volatility Global Allocation VIP
Fund (Fund) is included in this report. The financial statements of the remaining funds in the Trust are
presented separately. Shares of the Fund are generally sold only to insurance company separate accounts to
fund the benefits of variable life insurance policies or variable annuity contracts. The Fund offers two
classes of shares: Class 2 and Class 5. Each class of shares differs by its distribution fees, voting rights on
matters affecting a single class and its exchange privilege.
The Fund invests a significant portion of its assets in exchange traded funds (ETFs). The Fund relies on
exemptive orders granted by the U.S. Securities and Exchange Commission (SEC) to the ETFs that permit
the Fund to invest in certain ETFs beyond the 1940 Act’s limitations on a fund’s investment in other
investment companies, subject to certain terms and conditions set forth in the exemptive orders. The
accounting policies of the ETFs are outlined in their respective shareholder reports. A copy of each ETF’s
shareholder report, in which the Fund invests, is available on the SEC website at sec.gov or at the SEC’s
Public Reference Room in Washington, D.C. The ETFs’ shareholder reports are not covered by this report.
The following summarizes the Fund's significant accounting policies.
a. Financial Instrument Valuation
The Fund's investments in financial instruments are carried at fair value daily. Fair value is the price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants on the measurement date. The Fund calculates the net asset value (NAV) per share at the close
of the New York Stock Exchange (NYSE), generally at 4 p.m. Eastern time (NYSE close) on each day the
NYSE is open for trading. Under compliance policies and procedures approved by the Trust's Board of
Trustees (the Board), the Fund’s administrator has responsibility for oversight of valuation, including
leading the cross-functional Valuation and Liquidity Oversight Committee (VLOC). The VLOC provides
administration and oversight of the Fund's valuation policies and procedures, which are approved annually
by the Board. Among other things, these procedures allow the Fund to utilize independent pricing services,
quotations from securities and financial instrument dealers, and other market sources to determine fair
value.
Equity securities, ETFs, and exchange traded notes listed on an exchange or on the NASDAQ National
Market System are valued at the last quoted sale price or the official closing price of the day, respectively.
Foreign equity securities are valued as of the close of trading on the foreign stock exchange on which the
security is primarily traded or as of the NYSE close, whichever is earlier. The value is then converted into
its U.S. dollar equivalent at the foreign exchange rate in effect at the NYSE close on the day that the value
of the security is determined. Over-the-counter (OTC) securities are valued within the range of the most
recent quoted bid and ask prices. Securities that trade in multiple markets or on multiple exchanges are
valued according to the broadest and most representative market. Certain equity securities are valued based
upon fundamental characteristics or relationships to similar securities. Investments in open-end mutual
funds are valued at the closing net asset value.

Debt securities generally trade in the OTC market rather than on a securities exchange. The Fund's pricing
services use multiple valuation techniques to determine fair value. In instances where sufficient market
activity exists, the pricing services may utilize a market-based approach through which quotes from market
makers are used to determine fair value. In instances where sufficient market activity may not exist or is
limited, the pricing services also utilize proprietary valuation models which may consider market
characteristics such as benchmark yield curves, credit spreads, estimated default rates, anticipated market
interest rate volatility, coupon rates, anticipated timing of principal repayments, underlying collateral, and
other unique security features in order to estimate the relevant cash flows, which are then discounted to
calculate the fair value. Securities denominated in a foreign currency are converted into their U.S. dollar
equivalent at the foreign exchange rate in effect at the NYSE close on the date that the values of the foreign
debt securities are determined.
Certain derivative financial instruments (derivatives) trade in the OTC market. The Fund’s pricing services
use various techniques including industry standard option pricing models and proprietary discounted cash
flow models to determine the fair value of those instruments. The Fund’s net benefit or obligation under the
derivative contract, as measured by the fair value of the contract, is included in net assets.
The Fund has procedures to determine the fair value of financial instruments for which market prices are
not reliable or readily available. Under these procedures, the VLOC convenes on a regular basis to review
such financial instruments and considers a number of factors, including significant unobservable valuation
inputs, when arriving at fair value. The VLOC primarily employs a market-based approach which may use
related or comparable assets or liabilities, recent transactions, market multiples, book values, and other
relevant information for the investment to determine the fair value of the investment. An income-based
valuation approach may also be used in which the anticipated future cash flows of the investment are
discounted to calculate fair value. Discounts may also be applied due to the nature or duration of any
restrictions on the disposition of the investments. Due to the inherent uncertainty of valuations of such
investments, the fair values may differ significantly from the values that would have been used had an
active market existed. The VLOC employs various methods for calibrating these valuation approaches
including a regular review of key inputs and assumptions, transactional back-testing or disposition analysis,
and reviews of any related market activity.
Trading in securities on foreign securities stock exchanges and OTC markets may be completed before the
daily NYSE close. In addition, trading in certain foreign markets may not take place on every NYSE
business day. Occasionally, events occur between the time at which trading in a foreign security is
completed and the close of the NYSE that might call into question the reliability of the value of a portfolio
security held by the Fund. As a result, differences may arise between the value of the Fund’s portfolio
securities as determined at the foreign market close and the latest indications of value at the close of the
NYSE. In order to minimize the potential for these differences, the VLOC monitors price movements
following the close of trading in foreign stock markets through a series of country specific market proxies
(such as baskets of American Depositary Receipts, futures contracts and exchange traded funds). These
price movements are measured against established trigger thresholds for each specific market proxy to
assist in determining if an event has occurred that may call into question the reliability of the values of the
foreign securities held by the Fund. If such an event occurs, the securities may be valued using fair value
procedures, which may include the use of independent pricing services.
Also, when the last day of the reporting period is a non-business day, certain foreign markets may be open
on those days that the NYSE is closed, which could result in differences between the value of the Fund’s
portfolio securities on the last business day and the last calendar day of the reporting period. Any
significant security valuation changes due to an open foreign market are adjusted and reflected by the Fund
for financial reporting purposes.

b. Foreign Currency Translation
Portfolio securities and other assets and liabilities denominated in foreign currencies are translated into
U.S. dollars based on the exchange rate of such currencies against U.S. dollars on the date of valuation. The

Fund may enter into foreign currency exchange contracts to facilitate transactions denominated in a foreign
currency. Purchases and sales of securities, income and expense items denominated in foreign currencies
are translated into U.S. dollars at the exchange rate in effect on the transaction date. Portfolio securities and
assets and liabilities denominated in foreign currencies contain risks that those currencies will decline in
value relative to the U.S. dollar. Occasionally, events may impact the availability or reliability of foreign
exchange rates used to convert the U.S. dollar equivalent value. If such an event occurs, the foreign
exchange rate will be valued at fair value using procedures established and approved by the Board.
The Fund does not separately report the effect of changes in foreign exchange rates from changes in market
prices on securities held. Such changes are included in net realized and unrealized gain or loss from
investments on the Consolidated Statement of Operations.
Realized foreign exchange gains or losses arise from sales of foreign currencies, currency gains or losses
realized between the trade and settlement dates on securities transactions and the difference between the
recorded amounts of dividends, interest, and foreign withholding taxes and the U.S. dollar equivalent of the
amounts actually received or paid. Net unrealized foreign exchange gains and losses arise from changes in
foreign exchange rates on foreign denominated assets and liabilities other than investments in securities
held at the end of the reporting period.

c. Derivative Financial Instruments
The Fund invested in derivatives in order to manage risk or gain exposure to various other investments or
markets. Derivatives are financial contracts based on an underlying or notional amount, require no initial
investment or an initial net investment that is smaller than would normally be required to have a similar
response to changes in market factors, and require or permit net settlement. Derivatives contain various
risks including the potential inability of the counterparty to fulfill their obligations under the terms of the
contract, the potential for an illiquid secondary market, and/or the potential for market movements which
expose the Fund to gains or losses in excess of the amounts shown on the Consolidated Statement of Assets
and Liabilities. Realized gain and loss and unrealized appreciation and depreciation on these contracts for
the period are included in the Consolidated Statement of Operations.
Derivative counterparty credit risk is managed through a formal evaluation of the creditworthiness of all
potential counterparties. The Fund attempts to reduce its exposure to counterparty credit risk on OTC
derivatives, whenever possible, by entering into International Swaps and Derivatives Association (ISDA)
master agreements with certain counterparties. These agreements contain various provisions, including but
not limited to collateral requirements, events of default, or early termination. Termination events applicable
to the counterparty include certain deteriorations in the credit quality of the counterparty. Termination
events applicable to the Fund include failure of the Fund to maintain certain net asset levels and/or limit the
decline in net assets over various periods of time. In the event of default or early termination, the ISDA
master agreement gives the non-defaulting party the right to net and close-out all transactions traded,
whether or not arising under the ISDA agreement, to one net amount payable by one counterparty to the
other. However, absent an event of default or early termination, OTC derivative assets and liabilities are
presented gross and not offset in the Statement of Assets and Liabilities. Early termination by the
counterparty may result in an immediate payment by the Fund of any net liability owed to that counterparty
under the ISDA agreement. At June 30, 2014, the Fund had OTC derivatives in a net liability position of
$10,361.
Collateral requirements differ by type of derivative. Collateral terms are contract specific for OTC
derivatives. For OTC derivatives traded under an ISDA master agreement, posting of collateral is required
by either the fund or the applicable counterparty if the total net exposure of all OTC derivatives with the
applicable counterparty exceeds the minimum transfer amount, which typically ranges from $100,000 to
$250,000, and can vary depending on the counterparty and the type of the agreement. Generally, collateral
is determined at the close of fund business each day and any additional collateral required due to changes in
derivative values may be delivered by the fund or the counterparty within a few business days. Collateral

pledged and/or received by the fund, if any, is held in segregated accounts with the fund’s
custodian/counterparty broker and can be in the form of cash and/or securities. Unrestricted cash may be
invested according to the Fund’s investment objectives.
The Fund entered into OTC forward exchange contracts primarily to manage and/or gain exposure to
certain foreign currencies. A forward exchange contract is an agreement between the Fund and a
counterparty to buy or sell a foreign currency at a specific exchange rate on a future date.
See Note 8 regarding other derivative information.

d. Exchange Traded Funds
The Fund purchases ETFs. ETFs are registered investment companies under the 1940 Act and provide
access to the returns of stock indices, bond indices, or a basket of assets and are intended to replicate the
economic effects that would apply had the Fund directly purchased the underlying referenced asset or
basket of assets. There is a risk that the investment managers of the ETFs may make investment decisions
that have a negative impact on the performance of the Fund.
e. Exchange Traded Notes
The Fund purchases exchange traded notes. Exchange traded notes are senior, unsecured, unsubordinated
debt securities issued by an underwriting bank. Exchange traded notes are designed to provide investors
access to the returns of various market benchmarks and intended to replicate the economic effects that
would apply had the Fund directly purchased the underlying referenced asset or basket of assets. The risks
of exchange traded notes include the credit risk of the issuer, counterparty risk, and the potential inability of
the Fund to dispose of the exchange traded note in the normal course of business.
f. Investment in MVGAF Holdings Corp. (MVGAF Subsidiary)
The Fund invests in certain financial instruments through its investment in the MVGAF Subsidiary. The
MVGAF Subsidiary is a Cayman Islands exempted liability company, is a wholly-owned subsidiary of the
Fund, and is able to invest in certain financial instruments consistent with the investment objective of the
Fund. At June 30, 2014, the MVGAF Subsidiary investments as well as any other assets and liabilities of
the MVGAF Subsidiary are reflected in the Fund’s Consolidated Statement of Investments and
Consolidated Statement of Assets and Liabilities. The financial statements have been consolidated and
include the accounts of the Fund and the MVGAF Subsidiary. All intercompany transactions and balances
have been eliminated. At June 30, 2014, the net assets of the MVGAF Subsidiary were
$1,071,929, representing 5.04% of the Fund's consolidated net assets. The Fund’s investment in the
MVGAF Subsidiary is limited to 25% of consolidated assets.
g. Income and Deferred Taxes
It is the Fund's policy to qualify as a regulated investment company under the Internal Revenue Code. The
Fund intends to distribute to shareholders substantially all of its taxable income and net realized gains to
relieve it from federal income and if applicable, excise taxes. As a result, no provision for U.S. federal
income taxes is required.
The Fund may be subject to foreign taxation related to income received, capital gains on the sale of
securities and certain foreign currency transactions in the foreign jurisdictions in which it invests. Foreign
taxes, if any, are recorded based on the tax regulations and rates that exist in the foreign markets in which
the Fund invests. When a capital gain tax is determined to apply the Fund records an estimated deferred tax
liability in an amount that would be payable if the securities were disposed of on the valuation date.

The Fund recognizes the tax benefits of uncertain tax positions only when the position is “more likely than
not” to be sustained upon examination by the tax authorities based on the technical merits of the tax
position. As of June 30, 2014, and for all open tax years, the Fund has determined that no liability for
unrecognized tax benefits is required in the Fund's financial statements related to uncertain tax positions
taken on a tax return (or expected to be taken on future tax returns). Open tax years are those that remain
subject to examination and are based on each tax jurisdiction statute of limitation.
h. Security Transactions, Investment Income, Expenses and Distributions
Security transactions are accounted for on trade date. Realized gains and losses on security transactions are
determined on a specific identification basis. Interest income and estimated expenses are accrued daily.
Amortization of premium and accretion of discount on debt securities are included in interest income.
Dividend income is recorded on the ex-dividend date except that certain dividends from foreign securities
are recognized as soon as the Fund is notified of the ex-dividend date. Distributions to shareholders are
recorded on the ex-dividend date and are determined according to income tax regulations (tax basis).
Distributable earnings determined on a tax basis may differ from earnings recorded in accordance with
accounting principles generally accepted in the United States of America. These differences may be
permanent or temporary. Permanent differences are reclassified among capital accounts to reflect their tax
character. These reclassifications have no impact on net assets or the results of operations. Temporary
differences are not reclassified, as they may reverse in subsequent periods.
Common expenses incurred by the Trust are allocated among the funds based on the ratio of net assets of
each fund to the combined net assets of the Trust. Fund specific expenses are charged directly to the fund
that incurred the expense.
The Fund indirectly bears its proportionate share of expenses from the ETFs. Since the ETFs have varied
expense levels and the Fund may own different proportions of the ETFs at different times, the amount of
expenses incurred indirectly by the Fund will vary.
Realized and unrealized gains and losses and net investment income, not including class specific expenses,
are allocated daily to each class of shares based upon the relative proportion of net assets of each class.
Differences in per share distributions, by class, are generally due to differences in class specific expenses.
i. Organization and Offering Costs
Organization costs were expensed as incurred. Offering costs are amortized on a straight line basis over
twelve months.
j. Accounting Estimates
The preparation of financial statements in accordance with U.S. GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities at the date of the
financial statements and the amounts of income and expenses during the reporting period. Actual results
could differ from those estimates.
k. Guarantees and Indemnifications
Under the Trust's organizational documents, its officers and trustees are indemnified by the Trust against
certain liabilities arising out of the performance of their duties to the Trust. Additionally, in the normal
course of business, the Trust, on behalf of the Fund, enters into contracts with service providers that contain
general indemnification clauses. The Trust's maximum exposure under these arrangements is unknown as
this would involve future claims that may be made against the Trust that have not yet occurred. Currently,
the Trust expects the risk of loss to be remote.

2. SHARES OF BENEFICIAL INTEREST
At June 30, 2014, there were an unlimited number of shares authorized (without par value). Transactions in
the Fund's shares were as follows:
Six Months Ended
June 30, 2014
Shares
Amount
Class 2 Shares:
Shares sold
Class 5 Shares:
Shares sold

Period Ended
December 31, 2013a
Shares
Amount

–

$–

1,000,000

$10,000,000

–

$–

1,000,000

$10,000,000

a

For the period April 1, 2013 (commencement of operations) to December 31, 2013.

3. TRANSACTIONS WITH AFFILIATES
Franklin Resources, Inc. is the holding company for various subsidiaries that together are referred to as
Franklin Templeton Investments. Certain officers and trustees of the Fund are also officers and/or directors
of the following subsidiaries:
Subsidiary

Affiliation

Franklin Advisers, Inc. (Advisers)

Investment manager

Franklin Alternative Strategies Advisors, LLC (FASA)

Investment manager

Franklin Templeton Investment Management Limited (FTIML)

Investment manager

Templeton Asset Management Ltd. (TAML)

Investment manager

Franklin Templeton Services, LLC (FT Services)

Administrative manager

Franklin Templeton Distributors, Inc. (Distributors)

Principal underw riter

Franklin Templeton Investor Services, LLC (Investor Services)

Transfer agent

Effective April 1, 2014, the Fund’s investment manager is FASA. Prior to April 1, 2014, Advisers was the
Fund’s investment manager.
a. Management Fees
Effective April 1, 2014, the Fund and the MVGAF Subsidiary pay an investment management fee to FASA
based on the average daily net assets of the Fund and the MVGAF Subsidiary as follows:
Annualized
Fee Rate

Net Assets

1.000%

Up to and including $1 billion

0.980%

Over $1 billion, up to and including $5 billion

0.960%

Over $5 billion, up to and including $10 billion

0.940%

Over $10 billion, up to and including $15 billion

0.920%

Over $15 billion, up to and including $20 billion

0.900%

In excess of $20 billion

Prior to April 1, 2014, the Fund and the MVGAF Subsidiary paid the investment management fee to
Advisers.
Management fees paid by the Fund are reduced on assets invested in the MVGAF Subsidiary, in an amount
not to exceed the management fees paid by MVGAF Subsidiary.

Under a subadvisory agreement, Advisers, FTIML and TAML, affiliates of FASA, provide subadvisory
services to the Fund. The subadvisory fee is paid by FASA based on the Fund's average daily net assets,
and is not an additional expense of the Fund.

b. Administrative Fees
Effective April 1, 2014, under an agreement with FASA, FT Services provides administrative services to
the Fund and the MVGAF Subsidiary. The fees are paid by FASA based on the Fund and the MVGAF
Subsidiary’s average daily net assets, and are not additional expenses of the Fund and the MVGAF
Subsidiary. Prior to April 1, 2014, the fees were paid by Advisers.
c. Distribution Fees
The Board has adopted distribution plans for Class 2 and Class 5 shares pursuant to Rule 12b-1 under the
1940 Act. Under the Fund's compensation distribution plans, the Fund pays Distributors for costs incurred
in connection with the servicing, sale and distribution of the Fund's shares up to 0.35% and 0.10% per year
of its average daily net assets of Class 2 and Class 5, respectively. Some distribution fees are not charged
on shares held by affiliates. The Board has agreed to limit the current rate to 0.25% per year for Class 2.
The plan year, for purposes of monitoring compliance with the maximum annual plan rates, is February 1
through January 31.
d. Transfer Agent Fees
Investor Services, under terms of an agreement, performs shareholder servicing for the Fund and is not paid
by the Fund for the services.
e. Investment in Institutional Fiduciary Trust Money Market Portfolio
The Fund invests in the Institutional Fiduciary Trust Money Market Portfolio (Sweep Money Fund), an
affiliated open-end management investment company. Management fees paid by the Fund are waived on
assets invested in the Sweep Money Fund, in an amount not to exceed the management and administrative
fees paid directly or indirectly by the Sweep Money Fund, as noted on the Consolidated Statement of
Operations. Prior to January 1, 2014, the waiver was accounted for as a reduction to management fees.
f. Waiver and Expense Reimbursements
FASA has contractually agreed in advance to waive or limit its fees and to assume as its own expense
certain expenses otherwise payable by the Fund so that the expenses (excluding distribution fees, and
acquired fund fees and expenses), for each class of the Fund do not exceed 0.83% based on the average net
assets of each class (other than certain non-routine expenses or costs, including those relating to litigation,
indemnification, reorganizations, and liquidations) until April 30, 2015.
g. Other Affiliated Transactions
At June 30, 2014, Advisers owned 100% of the Fund's outstanding shares. Investment activities of this
shareholder could have a material impact on the Fund.
4. EXPENSE OFFSET ARRANGEMENT
The Fund and the MVGAF Subsidiary have entered into an arrangement with their custodian whereby
credits realized as a result of uninvested cash balances are used to reduce a portion of the Fund’s and the
MVGAF Subsidiary’s custodian expenses. During the period ended June 30, 2014, the custodian fees were
reduced as noted in the Consolidated Statement of Operations.

5. INCOME TAXES
For tax purposes, capital losses may be carried over to offset future capital gains, if any.
At December 31, 2013, the Fund had capital loss carryforwards as follows:
Capital loss carryforw ards:
Short term
Long term
Total capital loss carryforw ards

$

44,055

$

71,325
115,380

At June 30, 2014, the cost of investments and net unrealized appreciation (depreciation) for income tax
purposes were as follows:
Cost of investments

$ 19,677,534

Unrealized appreciation

$

1,579,494

Unrealized depreciation
Net unrealized appreciation (depreciation)

$

(327,404)
1,252,090

Differences between income and/or capital gains as determined on a book basis and a tax basis are
primarily due to differing treatments of foreign currency transactions, bond discounts and premiums, and
offering costs.

6. INVESTMENT TRANSACTIONS
Purchases and sales of investments (excluding short term securities) for the period ended June 30, 2014,
aggregated $1,013,821 and $775,854, respectively.

7. CONCENTRATION OF RISK
Investing in foreign securities may include certain risks and considerations not typically associated with
investing in U.S. securities, such as fluctuating currency values and changing local and regional economic,
political and social conditions, which may result in greater market volatility. In addition, certain foreign
securities may not be as liquid as U.S. securities.

8. OTHER DERIVATIVE INFORMATION

At June 30, 2014, the Fund's investments in derivative contracts are reflected on the Consolidated
Statement of Assets and Liabilities as follows:

Asset Derivatives

Derivative Contracts Not
Accounted for as
Hedging Instrum ents
Foreign exchange contracts

Consolidated
Statem ent of Assets
and Liabilities
Location
Unrealized appreciation
on forw ard exchange
contracts

Liability Derivatives

Fair Value
Am ount
$

-

Consolidated
Statem ent of Assets
and Liabilities
Location
Unrealized depreciation
on forw ard exchange
contracts

Fair Value
Am ount
$
10,361

For the period ended June 30, 2014, the effect of derivative contracts on the Fund’s Consolidated Statement
of Operations was as follows:

Derivative Contracts Not
Accounted for as
Hedging Instrum ents
Foreign exchange contracts

Consolidated Statement of
Operations Locations
Net realized gain (loss) from
foreign currency transactions
/ Net change in unrealized
appreciation (depreciation) on
translation of other assets and
liabilities denominated in
foreign currencies

Realized Gain
(Loss) for the
Period
$
(12,880)

Change in Unrealized
Appreciation (Depreciation)
for the Period
$
(12,910)

For the period ended June 30, 2014, the average month end fair value of derivatives represented 0.05% of average month
end net assets. The average month end number of open derivative contracts for the period w as 2.
See Note 1(c) regarding derivative financial instruments.

9. CREDIT FACILITY
The Fund, together with other U.S. registered and foreign investment funds (collectively, Borrowers),
managed by Franklin Templeton Investments, are borrowers in a joint syndicated senior
unsecured credit facility totaling $1.5 billion (Global Credit Facility) which matures on February 13, 2015.
This Global Credit Facility provides a source of funds to the Borrowers for temporary and emergency
purposes, including the ability to meet future unanticipated or unusually large redemption requests.
Under the terms of the Global Credit Facility, the Fund shall, in addition to interest charged on any
borrowings made by the Fund and other costs incurred by the Fund, pay its share of fees and expenses
incurred in connection with the implementation and maintenance of the Global Credit Facility, based upon
its relative share of the aggregate net assets of all of the Borrowers, including an annual commitment fee of
0.07% based upon the unused portion of the Global Credit Facility. These fees are reflected in other
expenses on the Consolidated Statement of Operations. During the period ended June 30, 2014, the Fund
did not use the Global Credit Facility.
10. FAIR VALUE MEASUREMENTS
The Fund follows a fair value hierarchy that distinguishes between market data obtained from independent
sources (observable inputs) and the Fund’s own market assumptions (unobservable inputs). These inputs
are used in determining the value of the Fund’s financial instruments and are summarized in the following
fair value hierarchy:
 Level 1 – quoted prices in active markets for identical financial instruments




Level 2 – other significant observable inputs (including quoted prices for similar financial
instruments, interest rates, prepayment speed, credit risk, etc.)
Level 3 – significant unobservable inputs (including the Fund’s own assumptions in determining
the fair value of financial instruments)

The input levels are not necessarily an indication of the risk or liquidity associated with financial
instruments at that level.
For movements between the levels within the fair value hierarchy, the Fund has adopted a policy of
recognizing the transfers as of the date of the underlying event which caused the movement.
A summary of inputs used as of June 30, 2014, in valuing the Fund’s assets and liabilities carried at fair
value, is as follows:
Level 1
Assets:
Investments in Securities:
Equity Investments:a
Energy
Other Equity Investments b
Exchange Traded Funds
Exchange Traded Notes
Foreign Government and Agency Securities
U.S. Government and Agency Securities
Short Term Investments
Total Investments in Securities
Liabilities:
Other Financial Instruments
Forw ard Exchange Contracts

$

Level 2

$

$

4,243
965,652
11,085,378
938,672
262,320
13,256,265

$

-

Level 3

$

$

64,197
5,395,149
2,214,013
7,673,359

$

10,361

Total

$

$

-

$

68,440
965,652
11,085,378
938,672
5,395,149
2,214,013
262,320
20,929,624

$

-

$

10,361

aIncludes
bFor

common and preferred stocks as w ell as other equity investments.
detailed categories, see the accompanying Consolidated Statement of Investments.

11. NEW ACCOUNTING PRONOUNCEMENTS
In June 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update
(ASU) No. 2014-11, Transfers and Servicing (Topic 860), Repurchase-to-Maturity Transactions,
Repurchase Financings, and Disclosures. The ASU changes the accounting for certain repurchase
agreements and expands disclosure requirements related to repurchase agreements, securities lending,
repurchase-to-maturity and similar transactions. The ASU is effective for interim and annual reporting
periods beginning after December 15, 2014. Management is currently evaluating the impact, if any, of
applying this provision.

12. SUBSEQUENT EVENTS
The Fund has evaluated subsequent events through the issuance of the financial statements and determined
that no events have occurred that require disclosure.
.

ABBREVIATIONS
Counterparty
BZWS

Currency
- Barclays Bank PLC

Selected Portfolio

AUD

- Australian Dollar

ADR

- American Depositary Receipt

CAD

- Canadian Dollar

ETF

- Exchange Traded Fund

EUR

- Euro

ETN

- Exchange Traded Note

GBP

- British Pound

GDR

- Global Depositary Receipt

JPY

- Japanese Yen

MXN

- Mexican Peso

MYR

- Malaysian Ringgit

PLN

- Polish Zloty

SGD

- Singapore Dollar

