


Merrill Lynch 2- and 5-Year Zero Coupon Bond Indexes include zero coupon bonds that pay no interest and are issued at a
discount from redemption price.

Morgan Stanley Capital International (MSCI) All Country (AC) World Index is a free float-adjusted, market capitalization-
weighted index designed to measure equity market performance in global developed and emerging markets.

Morgan Stanley Capital International (MSCI) Emerging Markets (EM) Index is a free float-adjusted, market capitalization-
weighted index designed to measure equity market performance in global emerging markets.

Morgan Stanley Capital International (MSCI) Europe, Australasia, Far East (EAFE) Index is a free float-adjusted, market
capitalization-weighted index designed to measure equity market performance in global developed markets excluding the U.S.
and Canada.

Morgan Stanley Capital International (MSCI) World Index is a free float-adjusted, market capitalization-weighted index
designed to measure equity market performance in global developed markets.

NASDAQ Composite Index measures all NASDAQ domestic and international based common type stocks listed on The
NASDAQ Stock Market. The index is market value weighted and includes more than 3,000 companies.

Russell 1000® Growth Index is market capitalization weighted and measures performance of those Russell 1000 Index
companies with higher price-to-book ratios and higher forecasted growth values.

Russell 1000 Index is market capitalization weighted and measures performance of the 1,000 largest companies in the Russell
3000 Index, which represent approximately 92% of total market capitalization of the Russell 3000 Index.

Russell 1000 Value Index is market capitalization weighted and measures performance of those Russell 1000 Index companies
with lower price-to-book ratios and lower forecasted growth values.

Russell 2500™ Index is market capitalization weighted and measures performance of the 2,500 smallest companies in the
Russell 3000 Index, which represent approximately 17% of total market capitalization of the Russell 3000 Index.

Russell 2500 Value Index is market capitalization weighted and measures performance of those Russell 2500 Index companies
with lower price-to-book ratios and lower forecasted growth values.

Russell 3000® Growth Index is market capitalization weighted and measures performance of those Russell 3000 Index
companies with higher price-to-book ratios and higher forecasted growth values.

Russell 3000 Index is market capitalization weighted and measures performance of the 3,000 largest U.S. companies based on
total market capitalization, which represent approximately 98% of the investible U.S. equity market.

Russell Midcap™ Growth Index is market capitalization weighted and measures performance of those Russell Midcap Index
companies with higher price-to-book ratios and higher forecasted growth values.

Russell Midcap Index is market capitalization weighted and measures performance of the 800 smallest companies in the Russell
1000 Index, which represent approximately 26% of total market capitalization of the Russell 1000 Index.

Standard & Poor’s 500 Index (S&P 500) consists of 500 stocks chosen for market size, liquidity and industry group
representation. Each stock’s weight in the index is proportionate to its market value. The S&P 500 is one of the most widely used
benchmarks of U.S. equity performance.

Standard & Poor’s (S&P)/Citigroup BMI Global REIT Index is designed to measure performance of the investible universe of
publicly traded real estate investment trusts. Index constituents generally derive more than 60% of revenue from real estate
development, management, rental, and/or direct investment in physical property and with local REIT or property trust tax status.

Standard & Poor’s/International Finance Corporation Investable (S&P/IFCI) Composite Index is a free float-adjusted,
market capitalization-weighted index designed to measure equity performance in global emerging markets.



Franklin Templeton Variable Insurance Products Trust

Shareholder Information

Board Review of Investment Management Agreement

At a meeting held April 15, 2008, the Board of Trustees (Board), including a majority of non-interested or independent

Trustees, approved renewal of the investment management agreement for each of the separate funds within the Trust other than
the recently formed Franklin Templeton VIP Founding Funds Allocation Fund, which did not require an agreement renewal
(Fund(s)). In reaching this decision, the Board took into account information furnished throughout the year at regular Board
meetings, as well as information prepared specifically in connection with the annual renewal review process. Information
furnished and discussed throughout the year included investment performance reports and related financial information for each
Fund, as well as periodic reports on shareholder services, legal, compliance, pricing, brokerage commissions and execution and
other services provided by the Investment Manager (Manager) and its affiliates. Information furnished specifically in connection
with the renewal process included a report for each Fund prepared by Lipper, Inc. (Lipper), an independent organization, as well
as a Fund profitability analysis report prepared by management. The Lipper reports compared each Fund’s investment
performance and expenses with those of other mutual funds deemed comparable to the Fund as selected by Lipper. The Fund
profitability analysis report discussed the profitability to Franklin Templeton Investments from its overall U.S. fund operations,
as well as on an individual fund-by-fund basis. Included with such profitability analysis report was information on a
fund-by-fund basis listing portfolio managers and other accounts they manage, as well as information on management fees
charged by the Manager and its affiliates including management’s explanation of differences where relevant and a three-year
expense analysis with an explanation for any increase in expense ratios. Additional material accompanying such report was a
memorandum prepared by management describing project initiatives and capital investments relating to the services provided to
the Funds by the Franklin Templeton Investments organization, as well as a memorandum relating to economies of scale and a
comparative analysis concerning transfer agent fees charged each Fund.

In considering such materials, the independent Trustees received assistance and advice from and met separately with
independent counsel. While the investment management agreements for all Funds were considered at the same Board meeting,
the Board dealt with each Fund separately. In approving continuance of the investment management agreement for each Fund,
the Board, including a majority of independent Trustees, determined that the existing management fee structure was fair and
reasonable and that continuance of the investment management agreement was in the best interests of each Fund and its
shareholders. While attention was given to all information furnished, the following discusses some primary factors relevant to the
Board’s decision.

NATURE, EXTENT AND QUALITY OF SERVICE. The Board was satisfied with the nature and quality of the overall services
provided by the Manager and its affiliates to the Funds and their shareholders. In addition to investment performance and
expenses discussed later, the Board’s opinion was based, in part, upon periodic reports furnished them showing that the
investment policies and restrictions for each Fund were consistently complied with as well as other reports periodically furnished
the Board covering matters such as the compliance of portfolio managers and other management personnel with the code of
ethics adopted throughout the Franklin Templeton fund complex, the adherence to fair value pricing procedures established by
the Board, and the accuracy of net asset value calculations. Favorable consideration was given to management’s continuous
efforts and expenditures in establishing back-up systems and recovery procedures to function in the event of a natural disaster, it
being noted that such systems and procedures had functioned smoothly during the Florida hurricanes and blackouts
experienced in recent years. Among other factors taken into account by the Board were the Manager’s best execution trading
policies, including a favorable report by an independent portfolio trading analytical firm. Consideration was also given to the
experience of each Fund’s portfolio management team, the number of accounts managed and general method of compensation.
In this latter respect, the Board noted that a primary factor in management’s determination of a portfolio manager’s bonus
compensation was the relative investment performance of the funds he or she managed and that a portion of such bonus was
required to be invested in a predesignated list of funds within such person’s fund management area so as to be aligned with the
interests of Fund shareholders. The Board also took into account the quality of transfer agent and shareholder services provided
Fund shareholders by an affiliate of the Manager, noting continuing expenditures by management to increase and improve the
scope of such services, periodic favorable reports on such service conducted by third parties, the high industry ranking given to
the Franklin Templeton website, and the firsthand experience of individual Board members who deal with the shareholder
services department in their capacities as shareholders in one or more of the various Franklin Templeton funds.
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INVESTMENT PERFORMANCE. The Board placed significant emphasis on the investment performance of each of the Funds in
view of its importance to shareholders. While consideration was given to performance reports and discussions with portfolio
managers at Board meetings throughout the year, particular attention in assessing performance was given to the Lipper reports
furnished for the agreement renewals. The Lipper reports prepared for each individual Fund showed the investment performance
of Class 1 shares, or Class 2 shares for those Funds having only Class 2 shares, in comparison to a performance universe selected
by Lipper. Comparative performance for each Fund was shown for the one-year period ended January 31, 2008, and previous
periods ended that date of up to 10 years unless otherwise noted. Performance was shown on a total return basis for each Fund
and in certain cases, as indicated, on an income return basis as well. The following summarizes the performance results for each
of the Funds and the Board’s view of such performance.

Franklin Flex Cap Growth Securities Fund — The performance universe for this Fund, which has been in operation for only two
full years, consisted of the Fund and all multi-cap growth funds underlying variable insurance products as selected by Lipper.
The Lipper report showed the Fund’s total return for the one-year period and cumulative two-year periods, respectively, to be in
the middle and second-lowest quintiles of such universe. In light of its limited period of operation, the Board felt that no
meaningful record of performance had been established.

Franklin Global Communications Securities Fund — The performance universe for this Fund consisted of the Fund and all
specialty and miscellaneous funds underlying variable insurance products as selected by Lipper. The Lipper report showed the
Fund’s total return to be in the second-highest quintile of its performance universe for the one-year period and the highest
quintile for the previous three- and five-year annualized periods and its income return for the one-year period to be in the
second-lowest quintile of its performance universe, and the second-highest and highest quintiles of such universe for the
previous three- and five-year periods, respectively, on an annualized basis. There was no meaningful universe in existence for
earlier periods. The Board was satisfied with such performance.

Franklin Global Real Estate Securities Fund — The performance universe for this Fund consisted of the Fund and all real estate
funds underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s total return to be in
the lowest quintile of such universe for the one-year period and on an annualized basis to be in the lowest quintile of such
universe for the previous three-, five- and 10-year periods. The Board noted that on May 1, 2007, the Fund had changed
portfolio managers and also had adopted a global investment mandate. The Board discussed with management steps being taken
to improve the Fund’s performance, but believed that the limited period of operations since such change in managers and
mandate provided no meaningful measure of performance.

Franklin Growth and Income Securities Fund — The performance universe for this Fund consisted of the Fund and all equity
income funds underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s income return
during the one-year period and on an annualized basis in each of the previous three-, five- and 10-year periods to be in the
highest quintile of such performance universe. The Lipper report showed the Fund’s total return for the one-year period to be in
the lowest quintile of such universe, and on an annualized basis for each of the previous three- and five-year periods to be in the
lowest quintile and for the previous 10-year period to be in the second-lowest quintile of such performance universe. In
discussing performance, management pointed to the Fund’s investment strategy of focusing on dividend paying stocks, noting
that underperformance in the Fund’s total return on a relative basis reflected such strategy with its poor absolute total return
during the past year being largely attributable to its exposure to stocks in the financial sector. While intending to monitor
management’s efforts to improve total return, the Board did not believe the Fund’s overall performance warranted any change in
portfolio management.

Franklin High Income Securities Fund — The performance universe for this Fund consisted of the Fund and all high current yield
funds underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s income return for the
one-year period to be in the second-lowest quintile of such universe, and on an annualized basis to be in the second-lowest
quintile of such universe for the previous three-year period, middle quintile for the previous five-year period, and highest
quintile of such universe for the previous 10-year period. The Lipper report showed the Fund’s total return to be in the second-
highest quintile of its performance universe for the one-year period as well as the previous three-year period on an annualized
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basis and in the highest and second-lowest quintiles of such universe, respectively, for the previous five- and 10-year periods on
an annualized basis. The Board found such performance to be acceptable, noting that its absolute income returns for the one-
and three-year annualized periods were 6.69% and 6.76%, respectively, as set forth in the Lipper report.

Franklin Income Securities Fund — The performance universe for this Fund consisted of the Fund and all mixed-asset target
allocation moderate funds underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s
income return to be in the highest quintile of such universe for the one-year period and to also be in the highest quintile of such
universe for each of the previous three-, five- and 10-year periods on an annualized basis. The Lipper report showed the Fund’s
total return to be in the middle quintile of its performance universe for the one-year period and in the highest quintile of such
universe for each of the previous three-, five- and 10-year periods on an annualized basis. The Board was satisfied with

such performance.

Franklin Large Cap Growth Securities Fund — The performance universe for this Fund consisted of the Fund and all large-cap
core funds underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s total return to be
in the second-highest quintile of such universe for the one-year period, and on an annualized basis to be in the lowest quintile of
such universe for the previous three- and five-year periods, but the highest quintile of such universe for the previous 10-year
period. While intending to monitor this Fund’s performance, the Board did not believe it warranted any change in portfolio
management, noting the Fund’s absolute level of total return for the annualized five-year period was 9.88% as shown in the
Lipper report.

Franklin Large Cap Value Securities Fund — The performance universe for this Fund, which has been in operation for only two
full years, consisted of the Fund and all large-cap value funds underlying variable insurance products as selected by Lipper. The
Lipper report showed the Fund’s total return to be in the second-highest quintile of such universe for the one-year period and
the middle quintile of such universe for the two-year period on an annualized basis. In light of its limited period of operation,
the Board felt that no meaningful record of performance had been established.

Franklin Money Market Fund — The performance universe for this Fund consisted of the Fund and all money market funds
underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s total return to be in the
lowest quintile of such universe during the one-year period and to be in the lowest quintile of such universe for the previous
three-year period, and the second-lowest quintile of such universe during the previous five- and 10-year periods on an
annualized basis. The Board found such performance to be acceptable noting this was the smallest Fund within the Trust, that it
was managed conservatively with a high-quality portfolio having no structured or lower-rated securities and that its return was
competitive, being within 10 basis points of the universe median for the annualized previous 10 years as set forth in the

Lipper report.

Franklin Rising Dividends Securities Fund — The performance universe for this Fund consisted of the Fund and all multi-cap
value funds underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s income return to
be in the highest quintile of such universe for the one-year period, and on an annualized basis to be in the highest quintile for
the previous three-year period and the second-highest quintile for the previous five- and 10-year periods. The Lipper report
showed the Fund’s total return to be in the middle quintile of the performance universe for the one-year period and on an
annualized basis to be in the second-lowest and lowest quintiles for the previous three- and five-year periods, respectively, but in
the highest quintile of such universe for the previous 10-year period. The Board believed the Fund’s total return performance
reflected its specifically stated strategy of investing in companies with consistently rising dividends and that no change in such
strategy or portfolio management was needed.

Franklin Small Cap Value Securities Fund — The performance universe for this Fund consists of the Fund and all small-cap
value funds underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s total return for
the one-year period to be in the highest quintile of such performance universe, and on an annualized basis to be in the highest
quintile of such universe during the previous three-year period and the second-highest quintile of such universe during the
previous five-year period. The Fund has not been in existence for a full 10-year period. The Board was satisfied with

such performance.
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Franklin Small-Mid Cap Growth Securities Fund — The performance universe for this Fund consisted of the Fund and all
mid-cap growth funds underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s total
return for the one-year period to be in the second-lowest quintile of such universe, and on an annualized basis to be in the
lowest quintile of such universe for the previous three-year period and the second-lowest quintile of such universe for the
previous five- and 10-year periods. The independent Trustees met separately with the Fund’s lead portfolio manager to discuss
various steps being taken to improve performance. While intending to continuously monitor this Fund, the Trustees were
satistied with management’s response and the efforts being taken to improve its performance.

Franklin Strategic Income Securities Fund — The performance universe for this Fund consisted of the Fund and all general bond
funds underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s income return to be in
the second-highest quintile of such performance universe for the one-year period, and on an annualized basis to be in the
second-highest and middle quintiles, respectively, during the previous three-and five-year periods. The Fund has not been in
existence for a full 10-year period. The Lipper report showed the Fund’s total return to be in the middle quintile of such universe
during the one-year period and the second-highest and highest quintiles, respectively, of such universe for the previous three-
and five-year periods on an annualized basis. The Board was satisfied with such performance.

Franklin U.S. Government Fund — The performance universe for this Fund consisted of the Fund and all general U.S.
government funds underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s income
return for the one-year period to be in the highest quintile of such universe and on an annualized basis to also be in the highest
quintile of such universe for the previous three-, five- and 10-year periods. The Lipper report showed the Fund’s total return to
be in the middle quintile of such universe for the one-year period, and on an annualized basis to be in either the highest or next
to highest quintile of such universe during the previous three-, five- and 10-year periods. The Board was satisfied with

such performance.

Franklin Zero Coupon 2010 Fund — The performance universe for this Fund consisted of the Fund and three other target maturity
funds underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s income return for the
one-year period to be above the median of such universe and on an annualized basis to be above the median for the previous three-
and 10-year periods and at the median for the previous five-year period. The Lipper report showed the Fund’s total return to be
above the median of the performance universe during the one-year period and in each of the previous three- and 10-year periods
and at the median for the previous five-year period on an annualized basis. The Board was satisfied with such performance.

Mutual Discovery Securities Fund — The performance universe for this Fund consisted of the Fund and all global value funds
underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s total return for the one-year
period to be in the highest quintile of such universe and on an annualized basis to be in the second-highest or highest quintile of
such universe for each of the previous three-, five- and 10-year periods. The Board was satistied with such performance.

Mutual Shares Securities Fund — The performance universe for this Fund consisted of the Fund and all multi-cap core funds
underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s income return for the
one-year period to be in the highest quintile of such universe, and on an annualized basis to also be in the highest or second-
highest quintile for each of the previous three-, five- and 10-year periods. The Lipper report showed the Fund’s total return for
the one-year period to be in the second-lowest quintile of the performance universe, but on an annualized basis to be in the
highest quintile during the previous three- and 10-year periods and middle quintile for the previous five-year period. The Board
was satisfied with the Fund’s overall performance.

Templeton Developing Markets Securities Fund — The performance universe for this Fund consisted of the Fund and all
emerging markets funds underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s total
return for the one-year period to be in the lowest quintile of such performance universe and on an annualized basis to be in the
lowest quintile during the previous three-, five- and 10-year periods of such universe. The Board found such performance to be
acceptable, noting the Fund’s stated conservative value approach to investing and its absolute levels of total return, which
exceeded 10% for the one-year period and 21% and 28%, respectively, for the annualized three- and five-year periods as shown
in the Lipper report.
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Templeton Foreign Securities Fund — The performance universe for this Fund consisted of the Fund and all international value
funds underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s total return for the
one-year period to be in the highest quintile of such performance universe and on an annualized basis to be in the middle
quintile during the previous three-year period, and in the second-lowest quintile of such universe during the previous five- and
10-year periods. In discussing this performance, management cited its disciplined and long-term value approach to investing and
in finding such performance acceptable, the Board noted that changes in the Fund’s portfolio managers had taken place during
the past year and discussed steps being taken by such managers to improve performance.

Templeton Global Asset Allocation Fund — The performance universe for this Fund consisted of the Fund and all global flexible
portfolio funds underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s total return
for the one-year period to be in the middle quintile of such performance universe and on an annualized basis to be in the highest
or second-highest quintile of such universe during each of the previous three-, five- and 10-year periods. The Board was satisfied
with such performance.

Templeton Global Income Securities Fund — The performance universe for this Fund consisted of the Fund and all global
income funds underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s income return
for the one-year period to be in the second-lowest quintile of such performance universe, and on an annualized basis to be in the
second-lowest quintile of such universe for the previous three-year period and the highest and second-highest quintiles of such
universe during each of the previous five- and 10-year periods, respectively. The Lipper report showed the Fund’s total return for
the one-year period to be in the second-highest quintile of its performance universe and on an annualized basis to be in the
highest quintile of such universe during each of the previous three-, five- and 10-year periods. The Board was satisfied with

such performance.

Templeton Growth Securities Fund — The performance universe for this Fund consisted of the Fund and all global value funds
underlying variable insurance products as selected by Lipper. The Lipper report showed the Fund’s total return for the one-year
period to be in the second-lowest quintile of such performance universe and on an annualized basis to be in the second-lowest
quintile of such universe for the previous three-year period, the middle quintile for the previous five-year period, and the
second-highest quintile for the previous 10-year period. Management discussed the reasons for the Fund’s relative
underperformance in recent years emphasizing its disciplined, value-oriented, long-term approach to investments. In finding
such performance to be acceptable, the Board noted changes in the Fund’s portfolio managers that had taken place during the
previous year and steps being taken to improve the Fund’s performance.

COMPARATIVE EXPENSES. Consideration was given to the management fee and total expense ratios of each Fund compared
with those of a group of other funds selected by Lipper as its appropriate Lipper expense group. Prior to making such
comparisons, the Board relied upon a survey showing that the scope of management advisory services covered under a Fund’s
investment management agreement was similar to those provided by fund managers to other mutual fund groups. In reviewing
comparative costs, emphasis was given to the Fund’s contractual investment management fee in comparison with the contractual
investment management fee that would have been charged by other funds within its Lipper expense group assuming they were
similar in size to the Fund, as well as the actual total expenses of the Fund in comparison with those of its Lipper expense group.
The Lipper contractual investment management fee analysis includes administrative charges at the fund level as being part of a
management fee, and actual total expenses, for comparative consistency, are shown by Lipper for Fund Class 1 shares, or Class 2
shares for those Funds having only Class 2 shares. The results of such comparisons showed that both the contractual investment
management fee rates and actual total expenses of the following Funds were in the least expensive quintile of their respective
Lipper expense groups: Franklin Global Communications Securities Fund, Franklin Growth and Income Securities Fund,
Franklin High Income Securities Fund, Franklin Income Securities Fund, Franklin Strategic Income Securities Fund, Franklin
Small Cap Value Securities Fund and Templeton Global Income Securities Fund. The contractual investment management fee
rate and actual total expense rate of Franklin Zero Coupon Fund 2010 were in each case the least expensive within its expense
group. The Board was satisfied with the comparative contractual investment management fees and expenses of these Funds. The
contractual investment management fee rate for Franklin Rising Dividends Securities Fund was below the median and its actual
total expenses were in the least expensive quintile of its respective Lipper expense group. The Board was satisfied with the
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comparative contractual investment management fees and expenses of the Fund. The contractual investment management fee
rate for Franklin Small Mid-Cap Growth Securities Fund and Franklin U.S. Government Fund were below the median of their
Lipper expense groups, with total expenses also below the median of their respective Lipper expense groups. The Board found
such comparative expenses to be acceptable. The contractual investment management fee rates for Franklin Flex Cap Growth
Securities Fund and Franklin Large Cap Value Securities Fund were in the most expensive quintiles of their Lipper expense
groups, and in each case total expenses were below the median of such groups. The Board was satisfied with the comparative
expenses of these Funds, noting that expenses were subsidized through fee waivers. The contractual investment management fee
rate as well as actual expenses for Franklin Large Cap Growth Securities Fund was slightly above the median of its Lipper
expense group. The Board found the comparative expenses of this Fund to be acceptable, noting that its contractual investment
management fee and actual total expenses were within 1 and 2 basis points, respectively, of its expense group median. The
contractual investment management fee rate and actual total expenses of Templeton Global Asset Allocation Fund were each
above, but within 5.1 basis points of, its Lipper expense group median and the Board found such comparative expenses
acceptable, noting the overall good performance of this Fund. The contractual investment management fee rate and actual total
expenses of Franklin Money Market Fund were both in the most expensive quintile of that Fund’s Lipper expense group. In
discussing such expense comparisons, management stated that this Fund, which was already the smallest of its variable
insurance funds, was continuously decreasing in size as the result of the discontinuance of sales to new investors by the
insurance company that historically had utilized this Fund and whose accounts held substantially all of the Fund’s shares.
Management further explained that such small size and its continuous reduction resulted in higher expense ratios for reasons
including the inability to reach breakpoint levels provided in its management fee structure. The Board found the comparative
expenses of the Fund to be acceptable in view of management’s explanation. The contractual investment fee rate for Templeton
Growth Securities Fund was in the second most expensive quintile of its Lipper expense group, but its actual total expenses were
at the expense group median. The Board found such expenses acceptable. The contractual investment management fee rate of
Templeton Developing Markets Securities Fund was in the most expensive quintile of its expense group, while its total expenses
were in the second most expensive quintile of such group. The Board found such expenses acceptable, noting factors raised by
management, such as the quality and experience of its portfolio managers and research staff and the depth of its physical
presence and coverage in emerging markets geographical areas. The contractual investment management fee rate of Mutual
Discovery Securities Fund, as well as the actual total expenses of such Fund, was in the most expensive quintile of its respective
Lipper expense group. The contractual investment management fee rate of Mutual Shares Securities Fund was in the second most
expensive quintile of its expense group, while its total expenses were slightly above its Lipper expense group median. In
discussing these comparative expenses, management stated its view that the expenses of both Funds were at an appropriate level
in view of their consistently superior investment performance, the quality and experience of their portfolio managers and the
research-driven, fundamental value strategy employed in their portfolio selections. The Board found the comparative expenses of
these Funds to be acceptable noting the points raised by management. The contractual investment fee rate for Franklin Global
Real Estate Securities Fund was in the most expensive quintile of its Lipper expense group, while its total expenses were in the
least expensive quintile of such group. The Board was satisfied with such comparative expenses, noting that due to fee waivers
this Fund’s actual management fee was in the least expensive quintile of its expense group. The contractual investment
management fee rate for Templeton Foreign Securities Fund was in the middle quintile of its Lipper expense group, while its
total expenses were in the least expensive quintile of such group, and the Board was satisfied with these expenses.

MANAGEMENT PROFITABILITY. The Board also considered the level of profits realized by the Manager and its affiliates in
connection with the operation of each Fund. In this respect, the Board reviewed the Fund profitability analysis that addresses the
overall profitability of Franklin Templeton’s U.S. fund business, as well as its profits in providing management and other services
to each of the individual funds. Specific attention was given to the methodology followed in allocating costs to each Fund, it
being recognized that allocation methodologies are inherently subjective and various allocation methodologies may each be
reasonable while producing different results. In this respect, the Board noted that, while being continuously refined and
reflecting changes in the Manager’s own cost accounting, the allocation methodology was consistent with that followed in
profitability report presentations for the Funds made in prior years and that the Funds’ independent registered public accounting
firm had been engaged by the Manager to perform certain procedures on a biennial basis, specified and approved by the Manager
and the Funds’ Board solely for their purposes and use in reference to the profitability analysis. In reviewing and discussing such
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analysis, management discussed with the Board its belief that costs incurred in establishing the infrastructure necessary for the
type of mutual fund operations conducted by the Manager and its affiliates may not be fully reflected in the expenses allocated to
each Fund in determining its profitability, as well as the fact that the level of profits, to a certain extent, reflected operational cost
savings and efficiencies initiated by management. The Board also took into account management’s expenditures in improving
shareholder services provided the Funds, as well as the need to meet additional regulatory and compliance requirements
resulting from the Sarbanes-Oxley Act and recent SEC and other regulatory requirements. In addition, the Board considered a
third-party study comparing the profitability of the Manager’s parent on an overall basis as compared to other publicly held
managers broken down to show profitability from management operations exclusive of distribution expenses, as well as
profitability including distribution expenses. Based upon its consideration of all these factors, the Board determined that the level
of profits realized by the Manager and its affiliates from providing services to each Fund was not excessive in view of the nature,
quality and extent of services provided.

ECONOMIES OF SCALE. The Board also considered whether economies of scale are realized by the Manager as the Funds grow
larger and the extent to which this is reflected in the level of management fees charged. While recognizing that any precise
determination is inherently subjective, the Board noted that based upon the Fund profitability analysis, it appears that as some
funds get larger, at some point economies of scale do result in the Manager realizing a larger profit margin on management
services provided such a fund. The Board also noted that economies of scale are shared with a fund and its shareholders through
management fee breakpoints so that as a fund grows in size, its effective management fee rate declines. All of the Funds have
management fee breakpoints that extend beyond their existing asset size and to the extent economies of scale may be realized by
the Manager and its affiliates, the Board believed the schedules of investment management fees provide a sharing of benefits for
each Fund and its shareholders.

Proxy Voting Policies and Procedures

The Trust has established Proxy Voting Policies and Procedures (Policies) that the Trust uses to determine how to vote proxies
relating to portfolio securities. Shareholders may view the Trust’s complete Policies online at franklintempleton.com.
Alternatively, shareholders may request copies of the Policies free of charge by calling the Proxy Group collect at 1-954/527-7678
or by sending a written request to: Franklin Templeton Companies, LLC, 500 East Broward Boulevard, Suite 1500, Fort
Lauderdale, FL 33394, Attention: Proxy Group. Copies of the Trust’s proxy voting records are also made available online at
franklintempleton.com and posted on the U.S. Securities and Exchange Commission’s website at sec.gov and reflect the most
recent 12-month period ended June 30.

Quarterly Statement of Investments

The Trust files a complete statement of investments with the U.S. Securities and Exchange Commission for the first and third
quarters for each fiscal year on Form N-Q. Shareholders may view the filed Form N-Q by visiting the Commission’s website at
sec.gov. The filed form may also be viewed and copied at the Commission’s Public Reference Room in Washington, DC.
Information regarding the operations of the Public Reference Room may be obtained by calling 1-800/SEC-0330.
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