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FUND SUMMARIES MUTUAL BEACON FUND

MUTUAL BEACON FUND

Investment Goal

Capital appreciation, which may occasionally be short term. The secondary
goal is income.

Fees and Expenses of the Fund

These tables describe the fees and expenses that you may pay if you buy
and hold shares of the Fund. You may qualify for sales charge discounts

in Class A if you and your family invest, or agree to invest in the future, at
least $50,000 in Franklin Templeton funds. More information about these
and other discounts is available from your financial professional and under
“Your Account” on page 151 in the Fund’s Prospectus and under “Buying
and Selling Shares” on page 64 of the Fund’s Statement of Additional
Information.

SHAREHOLDER FEES (fees paid directly from your investment)
ClassA  ClassB' ClassC ClassR Class Z

Maximum Sales Charge (Load) Imposed on
Purchases (as percentage of offering price) 5.75% None None None None

Maximum Deferred Sales Charge (Load) (as
percentage of the lower of original purchase
price or sale proceeds) None  4.00% 1.00% None None

1. New or additional investments into Class B are no longer permitted.

ANNUAL FUND OPERATING EXPENSES
(expenses that you pay each year as a percentage of the value of your investment)

ClassA ClassB ClassC ClassR  Class Z

Management fees 0.60%  0.60% 0.60%  060%  0.60%

Distribution and service (12b-1) fees 0.30% 1.00% 1.00%  0.50% None

Other expenses 0.24% 0.24% 0.24% 0.24%  0.24%

Total annual Fund operating expenses 1.14% 1.84% 1.84% 1.34%  0.84%
Example

This Example is intended to help you compare the cost of investing in
the Fund with the cost of investing in other mutual funds. The Example
assumes that you invest $10,000 in the Fund for the time periods indicated

N
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and then redeem all of your shares at the end of the period. The Example
also assumes that your investment has a 5% return each year and that the
Fund’s operating expenses remain the same. Although your actual costs
may be higher or lower, based on these assumptions your costs would be:

1Year 3Years 5Years 10 Years

Class A $685 $916  $1,167 $1,881
Class B $587 $879  $1,195 $1,975
Class C $287 $579 $995 $2,159
Class R $136 $425 $734 $1,613
Class Z $86 $268 $466 $1,037
If you do not sell your shares:

Class B $187 $579 $995 $1,975
Class C $187 $579 $995 $2,159

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and
sells securities (or “turns over” its portfolio). A higher portfolio turnover
rate may indicate higher transaction costs and may result in higher taxes
when Fund shares are held in a taxable account. These costs, which are not
reflected in annual fund operating expenses or in the example, affect the
Fund’s performance. During the most recent fiscal year, the Fund’s portfolio
turnover rate was 51.38% of the average value of its portfolio.

Principal Investment Strategies

Under normal market conditions, the Fund invests primarily in equity
securities (including securities convertible into, or that the investment
manager expects to be exchanged for, common or preferred stock) of U.S.
and foreign companies that the investment manager believes are available
at market prices less than their value based on certain recognized or
objective criteria (intrinsic value). Following this value-oriented strategy,
the Fund invests primarily in undervalued securities (securities trading at a
discount to intrinsic value). The equity securities in which the Fund invests
are primarily common stock. To a lesser extent, the Fund also invests in
merger arbitrage securities and the debt and equity of distressed companies.

The Fund is not limited to pre-set maximums or minimums governing the
size of the companies in which it may invest. However, the Fund currently
invests the equity portion of its portfolio primarily to predominantly in
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mid- and large cap companies, with the remaining portion of its equity
portfolio in smaller companies.

The Fund may attempt, from time to time, to hedge (protect) against
currency risks, largely using forward foreign currency exchange contracts
and currency futures contracts (including currency index futures contracts)
when, in the investment manager’s opinion, it would be advantageous to
the Fund to do so. The Fund may also, from time to time, attempt to hedge
against market risk using a variety of derivatives.

The Fund expects to invest a significant portion (up to 35%) of its assets in
foreign securities, which may include sovereign debt and participations in
foreign government debt.

Portfolio Selection

The investment manager employs a research driven, fundamental value
strategy for the Fund. Investments are generally selected based on the
investment manager’s own analysis of the security’s intrinsic value,
including for equity securities, an analysis of book value, cash flow
potential, long-term earnings and multiples of earnings. The investment
manager examines each investment separately and there are no set criteria
as to specific value parameters, asset size, earnings or industry type.

Principal Risks

You could lose money by investing in the Fund. Mutual fund shares are
not deposits or obligations of, or guaranteed or endorsed by, any bank, and
are not insured by the Federal Deposit Insurance Corporation, the Federal
Reserve Board, or any other agency of the U.S. government.

Market The market values of securities owned by the Fund will go up
and down, sometimes rapidly or unpredictably. A security’s market value
may be reduced by market activity or other results of supply and demand
unrelated to the issuer. This is a basic risk associated with all securities.
When there are more sellers than buyers, prices tend to fall. Likewise, when
there are more buyers than sellers, prices tend to rise.

Individual stock prices tend to go up and down more dramatically than
those of other types of investments. A slower-growth or recessionary
economic environment could have an adverse effect on the prices of the
various stocks held by the Fund.

4 franklintempleton.com
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Value Style Investing A value stock may not increase in price as
anticipated by the investment manager if other investors fail to recognize
the company’s value and bid up the price, the markets favor faster-growing
companies, or the factors that the investment manager believes will
increase the price of the security do not occur.

Foreign Securities Investing in foreign securities typically involves more
risks than investing in U.S. securities, including risks related to currency
exchange rates and policies, country or government specific issues, less
favorable trading practices or regulation and greater price volatility.
Certain of these risks also may apply to securities of U.S. companies with
significant foreign operations.

Smaller and Midsize Companies Securities issued by smaller and midsize
companies may be more volatile in price than those of larger companies,
involve substantial risks and should be considered speculative. Such

risks may include greater sensitivity to economic conditions, less certain
growth prospects, lack of depth of management and funds for growth and
development and limited or less developed product lines and markets. In
addition, smaller and midsize companies may be particularly affected by
interest rate increases, as they may find it more difficult to borrow money
to continue or expand operations, or may have difficulty in repaying

any loans.

Derivative Instruments The performance of derivative instruments
(including currency related derivatives) depends largely on the performance
of an underlying currency, security or index and such instruments often
have risks similar to their underlying instrument, in addition to other risks.
Derivatives involve costs and can create economic leverage in the Fund’s
portfolio which may result in significant volatility and cause the Fund to
participate in losses (as well as enable gains) in an amount that exceeds

the Fund’s initial investment. Other risks include illiquidity, mispricing or
improper valuation of the derivative instrument, and imperfect correlation
between the value of the derivative and the underlying instrument so that
the Fund may not realize the intended benefits. When used for hedging, the
change in value of the derivative may also not correlate specifically with
the currency, security or other risk being hedged. With over-the-counter
derivatives, there is the risk that the other party to the transaction will fail
to perform.

Merger Arbitrage Securities and Distressed Companies A merger or other
restructuring, or a tender or exchange offer, proposed or pending at the
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time the Fund invests in merger arbitrage securities may not be completed
on the terms or within the time frame contemplated, which may result in
losses to the Fund. Debt obligations of distressed companies typically are
unrated, lower-rated, in default or close to default and are generally more
likely to become worthless than the securities of more financially stable
companies.

Management The Fund is subject to management risk because it is an
actively managed investment portfolio. The Fund’s investment manager
applies investment techniques and risk analyses in making investment
decisions for the Fund, but there can be no guarantee that these decisions
will produce the desired results.

Performance

The following bar chart and table provide some indication of the risks

of investing in the Fund. The bar chart shows changes in the Fund’s
performance from year to year for Class A shares. The table shows how
the Fund’s average annual returns for 1 year, 5 years, 10 years or since
inception, as applicable, compared with those of a broad measure of
market performance. The Fund’s past performance (before and after taxes)
is not necessarily an indication of how the Fund will perform in the future.
You can obtain updated performance information at franklintempleton.
com or by calling (800) DIAL BEN/342-5236.

Sales charges are not reflected in the bar chart, and if those charges were
included, returns would be less than those shown.
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CLASS A ANNUAL TOTAL RETURNS

20.65%

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Year

Best Quarter: 02’09 16.26%
Worst Quarter: Q4'08 -24.33%
As of March 31, 2012, the Fund’s year-to-date return was 10.51%.

AVERAGE ANNUAL TOTAL RETURNS

(figures reflect sales charges) For the periods ended December 31, 2011

1Year 5Years 10 Years
Mutual Beacon Fund - Class A

Return Before Taxes -8.13%  -4.25% 3.27%

Return After Taxes on Distributions -8.51%  -4.84% 2.42%

Return After Taxes on Distributions and Sale of Fund Shares -481%  -3.56% 2.74%
Mutual Beacon Fund - Class B -6.98%  -4.12% 3.33%
Mutual Beacon Fund - Class C -4.10%  -3.78% 3.18%
Mutual Beacon Fund - Class R -269%  -3.49% 3.53%
Mutual Beacon Fund - Class Z -2.15%  -2.81% 421%
S&P 500 Index (index reflects no deduction for fees, expenses
or taxes) 211%  -0.25% 2.92%

Historical performance for Class R shares prior to their inception is based
on the performance of Class Z shares. Class R performance has been
adjusted to reflect differences in 12b-1 expenses between classes.

The after-tax returns are calculated using the historical highest individual
federal marginal income tax rates and do not reflect the impact of state and
local taxes. Actual after-tax returns depend on an investor’s tax situation
and may differ from those shown. After-tax returns are not relevant to

franklintempleton.com 7



FUND SUMMARIES MUTUAL BEACON FUND

investors who hold their Fund shares through tax-deferred arrangements,
such as 401 (k) plans or individual retirement accounts. After-tax returns
are shown only for Class A and after-tax returns for other classes will vary.

Investment Manager
Franklin Mutual Advisers, LLC (Franklin Mutual)

Portfolio Managers

CHRISTIAN CORREA, CFA
Portfolio Manager of Franklin Mutual and portfolio manager of the Fund since 2007.

MANDANA HORMOZI
Portfolio Manager of Franklin Mutual and portfolio manager of the Fund since 2009.

Purchase and Sale of Fund Shares

You may purchase or redeem shares of the Fund on any business day
online through our website at franklintempleton.com, by mail (Franklin
Templeton Investor Services, P.O. Box 33030, St. Petersburg, FL. 33733-
8030), or by telephone at (800) 632-2301. The minimum initial purchase
for most accounts is $1,000 (or $50 under an automatic investment plan).

Taxes

The Fund’s distributions are generally taxable to you as ordinary income,
capital gains, or some combination of both, unless you are investing
through a tax-deferred arrangement, such as a 401(k) plan or an individual
retirement account.

Payments to Broker-Dealers and
Other Financial Intermediaries

If you purchase the Fund through a broker-dealer or other financial
intermediary (such as a bank), the Fund and its related companies may
pay the intermediary for the sale of Fund shares and related services. These
payments may create a conflict of interest by influencing the broker-dealer
or other intermediary and your salesperson to recommend the Fund over
another investment. Ask your financial advisor or visit your financial
intermediary’s website for more information.

8 franklintempleton.com
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MUTUAL GLOBAL DISCOVERY FUND

Investment Goal

Capital appreciation.

Fees and Expenses of the Fund

These tables describe the fees and expenses that you may pay if you buy
and hold shares of the Fund. You may qualify for sales charge discounts

in Class A if you and your family invest, or agree to invest in the future, at
least $50,000 in Franklin Templeton funds. More information about these
and other discounts is available from your financial professional and under
“Your Account” on page 151 in the Fund’s Prospectus and under “Buying
and Selling Shares” on page 64 of the Fund’s Statement of Additional
Information.

SHAREHOLDER FEES (fees paid directly from your investment)
ClassA ClassB' ClassC ClassR  Class Z

Maximum Sales Charge (Load) Imposed on
Purchases (as percentage of offering price) 5.75% None None None None

Maximum Deferred Sales Charge (Load) (as
percentage of the lower of original purchase
price or sale proceeds) None  4.00% 1.00% None None

1. New or additional investments into Class B are no longer permitted.

ANNUAL FUND OPERATING EXPENSES
(expenses that you pay each year as a percentage of the value of your investment)

ClassA ClassB ClassC ClassR  Class Z

Management fees 0.75% 0.75% 0.75% 0.75%  0.75%

Distribution and service (12b-1) fees 0.30% 1.00% 1.00% 0.50% None

Other expenses 0.26% 0.26% 0.26% 0.26%  0.26%

Total annual Fund operating expenses 1.31% 2.01% 2.01% 151% 1.01%
Example

This Example is intended to help you compare the cost of investing in

the Fund with the cost of investing in other mutual funds. The Example
assumes that you invest $10,000 in the Fund for the time periods indicated
and then redeem all of your shares at the end of the period. The Example

(o]
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FUND SUMMARIES MUTUAL GLOBAL DISCOVERY FUND

also assumes that your investment has a §% return each year and that the
Fund’s operating expenses remain the same. Although your actual costs
may be higher or lower, based on these assumptions your costs would be:

1Year 3Years 5Years 10Years

Class A $701 $966  $1,252 $2,063
Class B $604 $930  $1,283 $2,157
Class C $304 $630  $1,083 $2,338
Class R $154 $477 $824 $1,302
Class Z $103 $322 $558 $1,236
If you do not sell your shares:

Class B $204 $630  $1,083 $2,157
Class C $204 $630  $1,083 $2,338

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and
sells securities (or “turns over” its portfolio). A higher portfolio turnover
rate may indicate higher transaction costs and may result in higher taxes
when Fund shares are held in a taxable account. These costs, which are not
reflected in annual fund operating expenses or in the example, affect the
Fund’s performance. During the most recent fiscal year, the Fund’s portfolio
turnover rate was 33.60% of the average value of its portfolio.

Principal Investment Strategies

Under normal market conditions, the Fund invests primarily in equity
securities (including securities convertible into, or that the investment
manager expects to be exchanged for, common or preferred stock) of U.S.
and foreign companies that the investment manager believes are available
at market prices less than their value based on certain recognized or
objective criteria (intrinsic value). Following this value-oriented strategy,
the Fund invests primarily in undervalued securities (securities trading at a
discount to intrinsic value). The equity securities in which the Fund invests
are primarily common stock. To a lesser extent, the Fund also invests in
merger arbitrage securities and the debt and equity of distressed companies.

The Fund is not limited to pre-set maximums or minimums governing the
size of the companies in which it may invest. However, the Fund currently
invests the equity portion of its portfolio primarily to predominantly in
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mid- and large-cap companies, with the remaining portion of its equity
portfolio in smaller companies.

The Fund expects to invest substantially and potentially up to 100%

of its assets in foreign securities, which may include sovereign debt and
participations in foreign government debt. The Fund presently does not
intend to invest more than a portion (no more than 25%) of its assets in
securities of issuers located in emerging market countries.

The Fund may attempt, from time to time, to hedge (protect) against
currency risks, largely using forward foreign currency exchange contracts
and currency futures contracts (including currency index futures contracts)
when, in the investment manager’s opinion, it would be advantageous to
the Fund to do so. The Fund may also, from time to time, attempt to hedge
against market risk using a variety of derivatives.

Portfolio Selection

The investment manager employs a research driven, fundamental value
strategy for the Fund. Investments are generally selected based on the
investment manager’s own analysis of the security’s intrinsic value,
including for equity securities, an analysis of book value, cash flow
potential, long-term earnings and multiples of earnings. The investment
manager examines each investment separately and there are no set criteria
as to specific value parameters, asset size, earnings or industry type.

Principal Risks

You could lose money by investing in the Fund. Mutual fund shares are
not deposits or obligations of, or guaranteed or endorsed by, any bank, and
are not insured by the Federal Deposit Insurance Corporation, the Federal
Reserve Board, or any other agency of the U.S. government.

Market The market values of securities owned by the Fund will go up
and down, sometimes rapidly or unpredictably. A security’s market value
may be reduced by market activity or other results of supply and demand
unrelated to the issuer. This is a basic risk associated with all securities.
When there are more sellers than buyers, prices tend to fall. Likewise, when
there are more buyers than sellers, prices tend to rise.

Individual stock prices tend to go up and down more dramatically than
those of other types of investments. A slower-growth or recessionary
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economic environment could have an adverse effect on the prices of the
various stocks held by the Fund.

Value Style Investing A value stock may not increase in price as
anticipated by the investment manager if other investors fail to recognize
the company’s value and bid up the price, the markets favor faster-growing
companies, or the factors that the investment manager believes will
increase the price of the security do not occur.

Foreign Securities Investing in foreign securities typically involves more
risks than investing in U.S. securities, and includes risks associated with:
political and economic developments - the political, economic and social
structures of some foreign countries may be less stable and more volatile
than those in the U.S.; trading practices - government supervision and
regulation of foreign securities and currency markets, trading systems and
brokers may be less than in the U.S.; availability of information - foreign
issuers may not be subject to the same disclosure, accounting and financial
reporting standards and practices as U.S. issuers; limited markets - the
securities of certain foreign issuers may be less liquid (harder to sell) and
more volatile; and currency exchange rate fluctuations and policies. The
risks of foreign investments may be greater in developing or emerging
market countries.

Smaller and Midsize Companies Securities issued by smaller and midsize
companies may be more volatile in price than those of larger companies,
involve substantial risks and should be considered speculative. Such

risks may include greater sensitivity to economic conditions, less certain
growth prospects, lack of depth of management and funds for growth and
development and limited or less developed product lines and markets. In
addition, smaller and midsize companies may be particularly affected by
interest rate increases, as they may find it more difficult to borrow money
to continue or expand operations, or may have difficulty in repaying

any loans.

Derivative Instruments The performance of derivative instruments
(including currency related derivatives) depends largely on the performance
of an underlying currency, security or index and such instruments often
have risks similar to their underlying instrument, in addition to other risks.
Derivatives involve costs and can create economic leverage in the Fund’s
portfolio which may result in significant volatility and cause the Fund to
participate in losses (as well as enable gains) in an amount that exceeds

the Fund’s initial investment. Other risks include illiquidity, mispricing or
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improper valuation of the derivative instrument, and imperfect correlation
between the value of the derivative and the underlying instrument so that
the Fund may not realize the intended benefits. When used for hedging, the
change in value of the derivative may also not correlate specifically with
the currency, security or other risk being hedged. With over-the-counter
derivatives, there is the risk that the other party to the transaction will fail
to perform.

Merger Arbitrage Securities and Distressed Companies A merger or other
restructuring, or a tender or exchange offer, proposed or pending at the
time the Fund invests in merger arbitrage securities may not be completed
on the terms or within the time frame contemplated, which may result in
losses to the Fund. Debt obligations of distressed companies typically are
unrated, lower-rated, in default or close to default and are generally more
likely to become worthless than the securities of more financially stable
companies.

Management The Fund is subject to management risk because it is an
actively managed investment portfolio. The Fund’s investment manager
applies investment techniques and risk analyses in making investment
decisions for the Fund, but there can be no guarantee that these decisions
will produce the desired results.

Performance

The following bar chart and table provide some indication of the risks

of investing in the Fund. The bar chart shows changes in the Fund’s
performance from year to year for Class A shares. The table shows how
the Fund’s average annual returns for 1 year, 5 years, 10 years or since
inception, as applicable, compared with those of a broad measure of
market performance. The Fund’s past performance (before and after taxes)
is not necessarily an indication of how the Fund will perform in the future.
You can obtain updated performance information at franklintempleton.
com or by calling (800) DIAL BEN/342-5236.

The secondary index in the table below shows how the Fund’s performance
compares to a group of securities that aligns more closely with the Fund’s
investment strategies.

Sales charges are not reflected in the bar chart, and if those charges were
included, returns would be less than those shown.
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CLASS A ANNUAL TOTAL RETURNS

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Year

Best Quarter: 02’03 15.46%
Worst Quarter: Q3’11 -15.59%
As of March 31, 2012, the Fund’s year-to-date return was 7.37%.

AVERAGE ANNUAL TOTAL RETURNS

(figures reflect sales charges) For the periods ended December 31, 2011

1Year 5Years 10 Years
Mutual Global Discovery Fund - Class A

Return Before Taxes -8.57%  -0.04% 1.19%
Return After Taxes on Distributions -9.18%  -0.57% 6.58%
Return After Taxes on Distributions and Sale of Fund Shares -488%  -0.11% 6.21%
Mutual Global Discovery Fund - Class B -7.39% 0.09% 7.25%
Mutual Global Discovery Fund - Class C -4.57% 0.45% 7.09%
Mutual Global Discovery Fund - Class R -3.17% 0.95% 7.63%
Mutual Global Discovery Fund - Class Z -2.68% 1.46% 8.17%
S&P 500 Index (index reflects no deduction for fees, expenses
or taxes) 211%  -0.25% 2.92%
MSCI World Index (index reflects no deduction for fees, expenses
or taxes) -5.02%  -1.82% 4.15%

Historical performance for Class R shares prior to their inception is based
on the performance of Class Z shares. Class R performance has been
adjusted to reflect differences in 12b-1 expenses between classes.

The after-tax returns are calculated using the historical highest individual
federal marginal income tax rates and do not reflect the impact of state and
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local taxes. Actual after-tax returns depend on an investor’s tax situation
and may differ from those shown. After-tax returns are not relevant to
investors who hold their Fund shares through tax-deferred arrangements,
such as 401 (k) plans or individual retirement accounts. After-tax returns
are shown only for Class A and after-tax returns for other classes will vary.

Investment Manager
Franklin Mutual Advisers, LLC (Franklin Mutual)

Portfolio Managers

PETER A. LANGERMAN
Chairman, President and Chief Executive Officer of Franklin Mutual and portfolio manager
of the Fund since 2009.

PHILIPPE BRUGERE-TRELAT
Executive Vice President of Franklin Mutual and portfolio manager of the Fund since
20009.

TIMOTHY RANKIN, CFA
Portfolio Manager of Franklin Mutual and portfolio manager of the Fund since 2010.

Purchase and Sale of Fund Shares

You may purchase or redeem shares of the Fund on any business day
online through our website at franklintempleton.com, by mail (Franklin
Templeton Investor Services, P.O. Box 33030, St. Petersburg, FL 33733-
8030), or by telephone at (800) 632-2301. The minimum initial purchase
for most accounts is $1,000 (or $50 under an automatic investment plan).

Taxes

The Fund’s distributions are generally taxable to you as ordinary income,
capital gains, or some combination of both, unless you are investing
through a tax-deferred arrangement, such as a 401(k) plan or an individual
retirement account.

Payments to Broker-Dealers and
Other Financial Intermediaries

If you purchase the Fund through a broker-dealer or other financial
intermediary (such as a bank), the Fund and its related companies may
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pay the intermediary for the sale of Fund shares and related services. These
payments may create a conflict of interest by influencing the broker-dealer
or other intermediary and your salesperson to recommend the Fund over
another investment. Ask your financial advisor or visit your financial
intermediary’s website for more information.
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MUTUAL QUEST FUND

Investment Goal

Capital appreciation, which may occasionally be short term. The secondary
goal is income.

Fees and Expenses of the Fund

These tables describe the fees and expenses that you may pay if you buy
and hold shares of the Fund. You may qualify for sales charge discounts

in Class A if you and your family invest, or agree to invest in the future, at
least $50,000 in Franklin Templeton funds. More information about these
and other discounts is available from your financial professional and under
“Your Account” on page 151 in the Fund’s Prospectus and under “Buying
and Selling Shares” on page 64 of the Fund’s Statement of Additional
Information.

SHAREHOLDER FEES (fees paid directly from your investment)
ClassA ClassB' ClassC ClassR  Class Z

Maximum Sales Charge (Load) Imposed on
Purchases (as percentage of offering price) 5.75% None None None None

Maximum Deferred Sales Charge (Load) (as
percentage of the lower of original purchase
price or sale proceeds) None  4.00% 1.00% None None

1. New or additional investments into Class B are no longer permitted.

ANNUAL FUND OPERATING EXPENSES
(expenses that you pay each year as a percentage of the value of your investment)

ClassA ClassB ClassC ClassR  Class Z

Management fees 0.60%  0.60%  0.60%  0.60%  0.60%

Distribution and service (12b-1) fees 0.30% 1.00% 1.00%  0.50% None

Other expenses 0.26% 0.26% 0.26% 0.26%  0.26%

Total annual Fund operating expenses 1.16% 1.86% 1.86% 1.36%  0.86%
Example

This Example is intended to help you compare the cost of investing in
the Fund with the cost of investing in other mutual funds. The Example
assumes that you invest $10,000 in the Fund for the time periods indicated
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and then redeem all of your shares at the end of the period. The Example
also assumes that your investment has a 5% return each year and that the
Fund’s operating expenses remain the same. Although your actual costs
may be higher or lower, based on these assumptions your costs would be:

1Year 3Years 5Years 10Years

Class A $686 $922  $1,177 $1,903
Class B $589 $885  $1,206 $1,997
Class C $289 $585  $1,006 $2,180
Class R $138 $431 $745 $1,635
Class Z $88 $274 $477 $1,061
If you do not sell your shares:

Class B $189 $585  $1,006 $1,997
Class C $189 $585  $1,006 $2,180

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and
sells securities (or “turns over” its portfolio). A higher portfolio turnover
rate may indicate higher transaction costs and may result in higher taxes
when Fund shares are held in a taxable account. These costs, which are not
reflected in annual fund operating expenses or in the example, affect the
Fund’s performance. During the most recent fiscal year, the Fund’s portfolio
turnover rate was 107.25% of the average value of its portfolio.

Principal Investment Strategies

Under normal market conditions, the Fund invests primarily in equity
securities (including securities convertible into, or that the investment
manager expects to be exchanged for, common or preferred stock) of U.S.
and foreign companies that the investment manager believes are available
at market prices less than their value based on certain recognized or
objective criteria (intrinsic value). Following this value-oriented strategy,
the Fund invests primarily in undervalued securities (securities trading at a
discount to intrinsic value). The equity securities in which the Fund invests
are primarily common stock. To a lesser extent, the Fund also invests in
merger arbitrage securities and the debt and equity of distressed companies.

The Fund is not limited to pre-set maximums or minimums governing the
size of the companies in which it may invest. However, the Fund currently
invests the equity portion of its portfolio primarily to predominantly in
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mid- and large cap companies, with the remaining portion of its equity
portfolio in smaller companies.

The Fund may attempt, from time to time, to hedge (protect) against
currency risks, largely using forward foreign currency exchange contracts
and currency futures contracts (including currency index futures contracts)
when, in the investment manager’s opinion, it would be advantageous to
the Fund to do so. The Fund may also, from time to time, attempt to hedge
against market risk using a variety of derivatives.

The Fund expects to invest a significant portion (up to 50%) of its assets in
foreign securities, which may include sovereign debt and participations in
foreign government debt.

Portfolio Selection

The investment manager employs a research driven, fundamental value
strategy for the Fund. Investments are generally selected based on the
investment manager’s own analysis of the security’s intrinsic value,
including for equity securities, an analysis of book value, cash flow
potential, long-term earnings and multiples of earnings. The investment
manager examines each investment separately and there are no set criteria
as to specific value parameters, asset size, earnings or industry type.

Principal Risks

You could lose money by investing in the Fund. Mutual fund shares are
not deposits or obligations of, or guaranteed or endorsed by, any bank, and
are not insured by the Federal Deposit Insurance Corporation, the Federal
Reserve Board, or any other agency of the U.S. government.

Market The market values of securities owned by the Fund will go up
and down, sometimes rapidly or unpredictably. A security’s market value
may be reduced by market activity or other results of supply and demand
unrelated to the issuer. This is a basic risk associated with all securities.
When there are more sellers than buyers, prices tend to fall. Likewise, when
there are more buyers than sellers, prices tend to rise.

Individual stock prices tend to go up and down more dramatically than
those of other types of investments. A slower-growth or recessionary
economic environment could have an adverse effect on the prices of the
various stocks held by the Fund.
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Value Style Investing A value stock may not increase in price as
anticipated by the investment manager if other investors fail to recognize
the company’s value and bid up the price, the markets favor faster-growing
companies, or the factors that the investment manager believes will
increase the price of the security do not occur.

Foreign Securities Investing in foreign securities typically involves more
risks than investing in U.S. securities, including risks related to currency
exchange rates and policies, country or government specific issues, less
favorable trading practices or regulation and greater price volatility.
Certain of these risks also may apply to securities of U.S. companies with
significant foreign operations.

Smaller and Midsize Companies Securities issued by smaller and midsize
companies may be more volatile in price than those of larger companies,
involve substantial risks and should be considered speculative. Such

risks may include greater sensitivity to economic conditions, less certain
growth prospects, lack of depth of management and funds for growth and
development and limited or less developed product lines and markets. In
addition, smaller and midsize companies may be particularly affected by
interest rate increases, as they may find it more difficult to borrow money
to continue or expand operations, or may have difficulty in repaying

any loans.

Derivative Instruments The performance of derivative instruments
(including currency related derivatives) depends largely on the performance
of an underlying currency, security or index and such instruments often
have risks similar to their underlying instrument, in addition to other risks.
Derivatives involve costs and can create economic leverage in the Fund’s
portfolio which may result in significant volatility and cause the Fund to
participate in losses (as well as enable gains) in an amount that exceeds

the Fund’s initial investment. Other risks include illiquidity, mispricing or
improper valuation of the derivative instrument, and imperfect correlation
between the value of the derivative and the underlying instrument so that
the Fund may not realize the intended benefits. When used for hedging, the
change in value of the derivative may also not correlate specifically with
the currency, security or other risk being hedged. With over-the-counter
derivatives, there is the risk that the other party to the transaction will fail
to perform.

Merger Arbitrage Securities and Distressed Companies A merger or other
restructuring, or a tender or exchange offer, proposed or pending at the
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time the Fund invests in merger arbitrage securities may not be completed
on the terms or within the time frame contemplated, which may result in
losses to the Fund. Debt obligations of distressed companies typically are
unrated, lower-rated, in default or close to default and are generally more
likely to become worthless than the securities of more financially stable
companies.

Management The Fund is subject to management risk because it is an
actively managed investment portfolio. The Fund’s investment manager
applies investment techniques and risk analyses in making investment
decisions for the Fund, but there can be no guarantee that these decisions
will produce the desired results.

Performance

The following bar chart and table provide some indication of the risks

of investing in the Fund. The bar chart shows changes in the Fund’s
performance from year to year for Class A shares. The table shows how
the Fund’s average annual returns for 1 year, 5 years, 10 years or since
inception, as applicable, compared with those of a broad measure of
market performance. The Fund’s past performance (before and after taxes)
is not necessarily an indication of how the Fund will perform in the future.
You can obtain updated performance information at franklintempleton.
com or by calling (800) DIAL BEN/342-5236.

Sales charges are not reflected in the bar chart, and if those charges were
included, returns would be less than those shown.

franklintempleton.com 21



FUND SUMMARIES MUTUAL QUEST FUND

CLASS A ANNUAL TOTAL RETURNS

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Year

Best Quarter: 02’03 14.63%
Worst Quarter: Q408 -13.77%
As of March 31, 2012, the Fund’s year-to-date return was 7.51%.

AVERAGE ANNUAL TOTAL RETURNS

(figures reflect sales charges) For the periods ended December 31, 2011

1Year 5Years 10 Years
Mutual Quest Fund - Class A

Return Before Taxes -1.72%  -0.28% 5.51%

Return After Taxes on Distributions -8.85%  -1.63% 4.27%

Return After Taxes on Distributions and Sale of Fund Shares -416%  -0.63% 4.42%
Mutual Quest Fund - Class B -6.49%  -0.09% 5.58%
Mutual Quest Fund - Class C -3.74%  0.21% 5.43%
Mutual Quest Fund - Class R -231%  0.56% 5.81%
Mutual Quest Fund - Class Z -1.83% 1.22% 6.48%
S&P 500 Index (index reflects no deduction for fees, expenses
or taxes) 211%  -0.25% 2.92%

Historical performance for Class R shares prior to their inception is based
on the performance of Class Z shares. Class R performance has been
adjusted to reflect differences in 12b-1 expenses between classes.

The after-tax returns are calculated using the historical highest individual
federal marginal income tax rates and do not reflect the impact of state and
local taxes. Actual after-tax returns depend on an investor’s tax situation
and may differ from those shown. After-tax returns are not relevant to
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investors who hold their Fund shares through tax-deferred arrangements,
such as 401(k) plans or individual retirement accounts. After-tax returns
are shown only for Class A and after-tax returns for other classes will vary.

Investment Manager
Franklin Mutual Advisers, LLC (Franklin Mutual)

Portfolio Managers

SHAWN M. TUMULTY
Vice President of Franklin Mutual and portfolio manager of the Fund since 2003.

KEITH LUH, CFA
Portfolio Manager of Franklin Mutual and portfolio manager of the Fund since 2010.

Purchase and Sale of Fund Shares

You may purchase or redeem shares of the Fund on any business day
online through our website at franklintempleton.com, by mail (Franklin
Templeton Investor Services, P.O. Box 33030, St. Petersburg, FL. 33733-
8030), or by telephone at (800) 632-2301. The minimum initial purchase
for most accounts is $1,000 (or $50 under an automatic investment plan).

Taxes

The Fund’s distributions are generally taxable to you as ordinary income,
capital gains, or some combination of both, unless you are investing
through a tax-deferred arrangement, such as a 401(k) plan or an individual
retirement account.

Payments to Broker-Dealers and
Other Financial Intermediaries

If you purchase the Fund through a broker-dealer or other financial
intermediary (such as a bank), the Fund and its related companies may
pay the intermediary for the sale of Fund shares and related services. These
payments may create a conflict of interest by influencing the broker-dealer
or other intermediary and your salesperson to recommend the Fund over
another investment. Ask your financial advisor or visit your financial
intermediary’s website for more information.
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MUTUAL SHARES FUND

Investment Goal

Capital appreciation, which may occasionally be short term. The secondary
goal is income.

Fees and Expenses of the Fund

These tables describe the fees and expenses that you may pay if you buy
and hold shares of the Fund. You may qualify for sales charge discounts

in Class A if you and your family invest, or agree to invest in the future, at
least $50,000 in Franklin Templeton funds. More information about these
and other discounts is available from your financial professional and under
“Your Account” on page 151 in the Fund’s Prospectus and under “Buying
and Selling Shares” on page 64 of the Fund’s Statement of Additional
Information.

SHAREHOLDER FEES (fees paid directly from your investment)
ClassA  ClassB' ClassC ClassR Class Z

Maximum Sales Charge (Load) Imposed on
Purchases (as percentage of offering price) 5.75% None None None None

Maximum Deferred Sales Charge (Load) (as
percentage of the lower of original purchase
price or sale proceeds) None  4.00% 1.00% None None

1. New or additional investments into Class B are no longer permitted.

ANNUAL FUND OPERATING EXPENSES
(expenses that you pay each year as a percentage of the value of your investment)

ClassA ClassB ClassC ClassR  Class Z

Management fees 0.57% 0.57% 0.57% 0.57%  0.57%

Distribution and service (12b-1) fees 0.30% 1.00% 1.00% 0.50% None

Other expenses 0.29% 0.29% 0.29% 0.29%  0.29%

Total annual Fund operating expenses 1.16% 1.86% 1.86% 1.36%  0.86%
Example

This Example is intended to help you compare the cost of investing in
the Fund with the cost of investing in other mutual funds. The Example
assumes that you invest $10,000 in the Fund for the time periods indicated
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and then redeem all of your shares at the end of the period. The Example
also assumes that your investment has a 5% return each year and that the
Fund’s operating expenses remain the same. Although your actual costs
may be higher or lower, based on these assumptions your costs would be:

1Year 3Years 5Years 10 Years

Class A $686 $922  $1,177 $1,903
Class B $589 $885  $1,206 $1,997
Class C $289 $585  $1,006 $2,180
Class R $138 $431 $745 $1,635
Class Z $38 $274 $477 $1,061
If you do not sell your shares:

Class B $189 $585  $1,006 $1,997
Class C $189 $585  $1,006 $2,180

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and
sells securities (or “turns over” its portfolio). A higher portfolio turnover
rate may indicate higher transaction costs and may result in higher taxes
when Fund shares are held in a taxable account. These costs, which are not
reflected in annual fund operating expenses or in the example, affect the
Fund’s performance. During the most recent fiscal year, the Fund’s portfolio
turnover rate was 29.44% of the average value of its portfolio.

Principal Investment Strategies

Under normal market conditions, the Fund invests primarily in equity
securities (including securities convertible into, or that the investment
manager expects to be exchanged for, common or preferred stock) of U.S.
and foreign companies that the investment manager believes are available
at market prices less than their value based on certain recognized or
objective criteria (intrinsic value). Following this value-oriented strategy,
the Fund invests primarily in undervalued securities (securities trading at a
discount to intrinsic value). The equity securities in which the Fund invests
are primarily common stock. To a lesser extent, the Fund also invests in
merger arbitrage securities and the debt and equity of distressed companies.

The Fund is not limited to pre-set maximums or minimums governing the
size of the companies in which it may invest. However, the Fund currently
invests the equity portion of its portfolio primarily to predominantly in
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companies with market capitalizations greater than $5 billion, with a
portion or significant amount in smaller companies.

The Fund may attempt, from time to time, to hedge (protect) against
currency risks, largely using forward foreign currency exchange contracts
and currency futures contracts (including currency index futures contracts)
when, in the investment manager’s opinion, it would be advantageous to
the Fund to do so. The Fund may also, from time to time, attempt to hedge
against market risk using a variety of derivatives.

The Fund expects to invest a significant portion (up to 35%) of its assets in
foreign securities, which may include sovereign debt and participations in
foreign government debt.

Portfolio Selection

The investment manager employs a research driven, fundamental value
strategy for the Fund. Investments are generally selected based on the
investment manager’s own analysis of the security’s intrinsic value,
including for equity securities, an analysis of book value, cash flow
potential, long-term earnings and multiples of earnings. The investment
manager examines each investment separately and there are no set criteria
as to specific value parameters, asset size, earnings or industry type.

Principal Risks

You could lose money by investing in the Fund. Mutual fund shares are
not deposits or obligations of, or guaranteed or endorsed by, any bank, and
are not insured by the Federal Deposit Insurance Corporation, the Federal
Reserve Board, or any other agency of the U.S. government.

Market The market values of securities owned by the Fund will go up
and down, sometimes rapidly or unpredictably. A security’s market value
may be reduced by market activity or other results of supply and demand
unrelated to the issuer. This is a basic risk associated with all securities.
When there are more sellers than buyers, prices tend to fall. Likewise, when
there are more buyers than sellers, prices tend to rise.

Individual stock prices tend to go up and down more dramatically than
those of other types of investments. A slower-growth or recessionary
economic environment could have an adverse effect on the prices of the
various stocks held by the Fund.
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Value Style Investing A value stock may not increase in price as
anticipated by the investment manager if other investors fail to recognize
the company’s value and bid up the price, the markets favor faster-growing
companies, or the factors that the investment manager believes will
increase the price of the security do not occur.

Foreign Securities Investing in foreign securities typically involves more
risks than investing in U.S. securities, including risks related to currency
exchange rates and policies, country or government specific issues, less
favorable trading practices or regulation and greater price volatility.
Certain of these risks also may apply to securities of U.S. companies with
significant foreign operations.

Smaller and Midsize Companies Securities issued by smaller and midsize
companies may be more volatile in price than those of larger companies,
involve substantial risks and should be considered speculative. Such

risks may include greater sensitivity to economic conditions, less certain
growth prospects, lack of depth of management and funds for growth and
development and limited or less developed product lines and markets. In
addition, smaller and midsize companies may be particularly affected by
interest rate increases, as they may find it more difficult to borrow money
to continue or expand operations, or may have difficulty in repaying

any loans.

Derivative Instruments The performance of derivative instruments
(including currency related derivatives) depends largely on the performance
of an underlying currency, security or index and such instruments often
have risks similar to their underlying instrument, in addition to other risks.
Derivatives involve costs and can create economic leverage in the Fund’s
portfolio which may result in significant volatility and cause the Fund to
participate in losses (as well as enable gains) in an amount that exceeds

the Fund’s initial investment. Other risks include illiquidity, mispricing or
improper valuation of the derivative instrument, and imperfect correlation
between the value of the derivative and the underlying instrument so that
the Fund may not realize the intended benefits. When used for hedging, the
change in value of the derivative may also not correlate specifically with
the currency, security or other risk being hedged. With over-the-counter
derivatives, there is the risk that the other party to the transaction will fail
to perform.

Merger Arbitrage Securities and Distressed Companies A merger or other
restructuring, or a tender or exchange offer, proposed or pending at the
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time the Fund invests in merger arbitrage securities may not be completed
on the terms or within the time frame contemplated, which may result in
losses to the Fund. Debt obligations of distressed companies typically are
unrated, lower-rated, in default or close to default and are generally more
likely to become worthless than the securities of more financially stable
companies.

Management The Fund is subject to management risk because it is an
actively managed investment portfolio. The Fund’s investment manager
applies investment techniques and risk analyses in making investment
decisions for the Fund, but there can be no guarantee that these decisions
will produce the desired results.

Performance

The following bar chart and table provide some indication of the risks

of investing in the Fund. The bar chart shows changes in the Fund’s
performance from year to year for Class A shares. The table shows how
the Fund’s average annual returns for 1 year, 5 years, 10 years or since
inception, as applicable, compared with those of a broad measure of
market performance. The Fund’s past performance (before and after taxes)
is not necessarily an indication of how the Fund will perform in the future.
You can obtain updated performance information at franklintempleton.
com or by calling (800) DIAL BEN/342-5236.

Sales charges are not reflected in the bar chart, and if those charges were
included, returns would be less than those shown.
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CLASS A ANNUAL TOTAL RETURNS

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Year

Best Quarter: 02’09 17.02%
Worst Quarter: Q408 -22.29%
As of March 31, 2012, the Fund’s year-to-date return was 9.24%.

AVERAGE ANNUAL TOTAL RETURNS

(figures reflect sales charges) For the periods ended December 31, 2011
1Year 5Years 10 Years

Mutual Shares Fund - Class A

Return Before Taxes -1.44%  -3.42% 3.32%

Return After Taxes on Distributions -1.75%  -3.90% 2.65%

Return After Taxes on Distributions and Sale of Fund Shares -443%  -2.91% 2.75%
Mutual Shares Fund - Class B -6.32%  -3.30% 3.38%
Mutual Shares Fund - Class C -3.40%  -2.94% 3.24%
Mutual Shares Fund - Class R -1.94%  -2.46% 3.77%
Mutual Shares Fund - Class Z -1.50%  -1.98% 4.27%
S&P 500 Index (index reflects no deduction for fees, expenses
or taxes) 211%  -0.25% 2.92%

Historical performance for Class R shares prior to their inception is based
on the performance of Class Z shares. Class R performance has been
adjusted to reflect differences in 12b-1 expenses between classes.

The after-tax returns are calculated using the historical highest individual
federal marginal income tax rates and do not reflect the impact of state and
local taxes. Actual after-tax returns depend on an investor’s tax situation
and may differ from those shown. After-tax returns are not relevant to
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investors who hold their Fund shares through tax-deferred arrangements, another investment. Ask your financial advisor or visit your financial
such as 401 (k) plans or individual retirement accounts. After-tax returns intermediary’s website for more information.
are shown only for Class A and after-tax returns for other classes will vary.

Investment Manager
Franklin Mutual Advisers, LLC (Franklin Mutual)

Portfolio Managers

PETER A. LANGERMAN
Chairman, President and Chief Executive Officer of Franklin Mutual and portfolio manager
of the Fund since 2005.

F. DAVID SEGAL, CFA
Portfolio Manager of Franklin Mutual and portfolio manager of the Fund since 2005.

DEBBIE TURNER, CFA
Portfolio Manager of Franklin Mutual and portfolio manager of the Fund since 2001.

Purchase and Sale of Fund Shares

You may purchase or redeem shares of the Fund on any business day
online through our website at franklintempleton.com, by mail (Franklin
Templeton Investor Services, P.O. Box 33030, St. Petersburg, FL 33733-
8030), or by telephone at (800) 632-2301. The minimum initial purchase
for most accounts is $1,000 (or $50 under an automatic investment plan).

Taxes

The Fund’s distributions are generally taxable to you as ordinary income,
capital gains, or some combination of both, unless you are investing
through a tax-deferred arrangement, such as a 401 (k) plan or an individual
retirement account.

Payments to Broker-Dealers and
Other Financial Intermediaries

If you purchase the Fund through a broker-dealer or other financial
intermediary (such as a bank), the Fund and its related companies may
pay the intermediary for the sale of Fund shares and related services. These
payments may create a conflict of interest by influencing the broker-dealer
or other intermediary and your salesperson to recommend the Fund over
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MUTUAL FINANCIAL SERVICES FUND

Investment Goal

Capital appreciation, which may occasionally be short term. The secondary
goal is income.

Fees and Expenses of the Fund

These tables describe the fees and expenses that you may pay if you buy
and hold shares of the Fund. You may qualify for sales charge discounts

in Class A if you and your family invest, or agree to invest in the future, at
least $50,000 in Franklin Templeton funds. More information about these
and other discounts is available from your financial professional and under
“Your Account” on page 151 in the Fund’s Prospectus and under “Buying
and Selling Shares” on page 64 of the Fund’s Statement of Additional
Information.

SHAREHOLDER FEES (fees paid directly from your investment)
ClassA  ClassB' ClassC ClassZ

Maximum Sales Charge (Load) Imposed on Purchases (as
percentage of offering price) 5.75% None None None

Maximum Deferred Sales Charge (Load) (as percentage of
the lower of original purchase price or sale proceeds) None  4.00% 1.00% None

1. New or additional investments into Class B are no longer permitted.

ANNUAL FUND OPERATING EXPENSES
(expenses that you pay each year as a percentage of the value of your investment)

ClassA ClassB ClassC Class Z

Management fees 0.80%  0.80%  0.80%  0.80%

Distribution and service (12b-1) fees 0.30% 1.00% 1.00% None

Other expenses 0.44% 0.44% 0.44%  0.44%

Total annual Fund operating expenses 1.54% 2.24% 2.24% 1.24%
Example

This Example is intended to help you compare the cost of investing in

the Fund with the cost of investing in other mutual funds. The Example
assumes that you invest $10,000 in the Fund for the time periods indicated
and then redeem all of your shares at the end of the period. The Example
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also assumes that your investment has a 5% return each year and that the
Fund’s operating expenses remain the same. Although your actual costs
may be higher or lower, based on these assumptions your costs would be:

1Year 3Years 5Years 10 Years
Class A $723  $1,033  $1,366 $2,304
Class B $627  $1,000  $1,400 $2,399
Class C $327 $700  $1,200 $2,575
Class Z $126 $393 $681 $1,500
If you do not sell your shares:
Class B $227 $700  $1,200 $2,399
Class C $227 $700  $1,200 $2,575

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and
sells securities (or “turns over” its portfolio). A higher portfolio turnover
rate may indicate higher transaction costs and may result in higher taxes
when Fund shares are held in a taxable account. These costs, which are not
reflected in annual fund operating expenses or in the example, affect the
Fund’s performance. During the most recent fiscal year, the Fund’s portfolio
turnover rate was 23.58% of the average value of its portfolio.

Principal Investment Strategies

Under normal market conditions, the Fund invests at least 80% of its

net assets in securities of financial services companies that the investment
manager believes are available at market prices less than their value based
on certain recognized or objective criteria (intrinsic value). Following this
value-oriented strategy, the Fund invests primarily in undervalued equity
securities (securities trading at a discount to intrinsic value). The equity
securities in which the Fund invests are primarily common stock. To a
lesser extent, the Fund also invests in merger arbitrage securities and the
debt and equity of distressed companies.

The Fund is not limited to pre-set maximums or minimums governing the
size of the companies in which it may invest. However, the Fund invests
the equity portion of its portfolio substantially in mid- and large cap
companies and may invest a significant portion of its equity portfolio in
small-cap companies.
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The Fund may invest in foreign securities without limit.

The Fund may attempt, from time to time, to hedge (protect) against
currency risks, largely using forward foreign currency exchange contracts
and currency futures contracts (including currency index futures contracts)
when, in the investment manager’s opinion, it would be advantageous to
the Fund to do so. The Fund may also, from time to time, attempt to hedge
against market risk using a variety of derivatives.

Portfolio Selection

The investment manager employs a research driven, fundamental value
strategy for the Fund. Investments are generally selected based on the
investment manager’s own analysis of the security’s intrinsic value,
including for equity securities, an analysis of book value, cash flow
potential, long-term earnings and multiples of earnings. The investment
manager examines each investment separately and there are no set criteria
as to specific value parameters, asset size, earnings or industry type.

Principal Risks

You could lose money by investing in the Fund. Mutual fund shares are
not deposits or obligations of, or guaranteed or endorsed by, any bank, and
are not insured by the Federal Deposit Insurance Corporation, the Federal
Reserve Board, or any other agency of the U.S. government.

Market The market values of securities owned by the Fund will go up
and down, sometimes rapidly or unpredictably. A security’s market value
may be reduced by market activity or other results of supply and demand
unrelated to the issuer. This is a basic risk associated with all securities.
When there are more sellers than buyers, prices tend to fall. Likewise, when
there are more buyers than sellers, prices tend to rise.

Individual stock prices tend to go up and down more dramatically than
those of other types of investments. A slower-growth or recessionary
economic environment could have an adverse effect on the prices of the
various stocks held by the Fund.

Financial Services Companies The Fund concentrates its investments
in companies operating in the financial services industry, which means
that the Fund is less diversified than a fund investing in a broader range
of industries, and is particularly sensitive to general market conditions
and other risks of the financial services industry. These risks include the
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effects of: (1) changes in interest rates on the profitability of financial
services companies; (2) the rate of corporate and consumer debt defaults;
(3) price competition; (4) governmental limitations on a company’s loans,
other financial commitments, product lines and other operations; and

(5) recent ongoing changes in the financial services industry (including
consolidations, development of new products and changes to the industry’s
regulatory framework). Some financial services companies have recently
experienced significant losses in value and the possible recapitalization of
such companies may present greater risks of loss. Insurance companies
have additional risks, such as heavy price competition, claims activity and
marketing competition, and can be particularly sensitive to specific events
such as man-made and natural disasters (including weather catastrophes),
terrorism, mortality risks and morbidity rates.

Value Style Investing A value stock may not increase in price as
anticipated by the investment manager if other investors fail to recognize
the company’s value and bid up the price, the markets favor faster-growing
companies, or the factors that the investment manager believes will
increase the price of the security do not occur.

Smaller and Midsize Companies Securities issued by smaller and midsize
companies may be more volatile in price than those of larger companies,
involve substantial risks and should be considered speculative. Such

risks may include greater sensitivity to economic conditions, less certain
growth prospects, lack of depth of management and funds for growth and
development and limited or less developed product lines and markets. In
addition, smaller and midsize companies may be particularly affected by
interest rate increases, as they may find it more difficult to borrow money
to continue or expand operations, or may have difficulty in repaying

any loans.

Foreign Securities Investing in foreign securities typically involves more
risks than investing in U.S. securities, and includes risks associated with:
political and economic developments - the political, economic and social
structures of some foreign countries may be less stable and more volatile
than those in the U.S.; trading practices - government supervision and
regulation of foreign securities and currency markets, trading systems and
brokers may be less than in the U.S.; availability of information - foreign
issuers may not be subject to the same disclosure, accounting and financial
reporting standards and practices as U.S. issuers; limited markets - the
securities of certain foreign issuers may be less liquid (harder to sell) and
more volatile; and currency exchange rate fluctuations and policies. The
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risks of foreign investments may be greater in developing or emerging
market countries.

Derivative Instruments The performance of derivative instruments
(including currency related derivatives) depends largely on the performance
of an underlying currency, security or index and such instruments often
have risks similar to their underlying instrument, in addition to other risks.
Derivatives involve costs and can create economic leverage in the Fund’s
portfolio which may result in significant volatility and cause the Fund to
participate in losses (as well as enable gains) in an amount that exceeds
the Fund’s initial investment. Other risks include illiquidity, mispricing or
improper valuation of the derivative instrument, and imperfect correlation
between the value of the derivative and the underlying instrument so that
the Fund may not realize the intended benefits. When used for hedging, the
change in value of the derivative may also not correlate specifically with
the currency, security or other risk being hedged. With over-the-counter
derivatives, there is the risk that the other party to the transaction will fail
to perform.

Merger Arbitrage Securities and Distressed Companies A merger or other
restructuring, or a tender or exchange offer, proposed or pending at the
time the Fund invests in merger arbitrage securities may not be completed
on the terms or within the time frame contemplated, which may result in
losses to the Fund. Debt obligations of distressed companies typically are
unrated, lower-rated, in default or close to default and are generally more
likely to become worthless than the securities of more financially stable
companies.

Management The Fund is subject to management risk because it is an
actively managed investment portfolio. The Fund’s investment manager
applies investment techniques and risk analyses in making investment
decisions for the Fund, but there can be no guarantee that these decisions
will produce the desired results.

Performance

The following bar chart and table provide some indication of the risks

of investing in the Fund. The bar chart shows changes in the Fund’s
performance from year to year for Class A shares. The table shows how
the Fund’s average annual returns for 1 year, 5 years, 10 years or since
inception, as applicable, compared with those of a broad measure of
market performance. The Fund’s past performance (before and after taxes)
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is not necessarily an indication of how the Fund will perform in the future.
You can obtain updated performance information at franklintempleton.
com or by calling (800) DIAL BEN/342-5236.

The secondary index in the table below shows how the Fund’s performance
compares to a group of securities that aligns more closely with the Fund’s
investment strategies.

Sales charges are not reflected in the bar chart, and if those charges were
included, returns would be less than those shown.

CLASS A ANNUAL TOTAL RETURNS

19.35%

-40.23%

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Year

Best Quarter: Q3’09 17.96%
Worst Quarter: Q3’11 -17.39%
As of March 31, 2012, the Fund’s year-to-date return was 9.77%.
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AVERAGE ANNUAL TOTAL RETURNS

(figures reflect sales charges) For the periods ended December 31, 2011
1 Year 5Years 10 Years

Mutual Financial Services Fund - Class A

Return Before Taxes -14.72% -9.78% 1.90%
Return After Taxes on Distributions -14.98%  -10.41% 0.74%
Return After Taxes on Distributions and Sale of Fund Shares -9.23% -8.00% 1.55%
Mutual Financial Services Fund - Class B -13.77% -9.66% 1.95%
Mutual Financial Services Fund - Class C -11.01% -9.35% 1.80%
Mutual Financial Services Fund - Class Z -9.26% -8.45% 2.81%
S&P 500 Index (index reflects no deduction for fees, expenses
or taxes) 2.11% -0.25% 2.92%
S&P 500 Financials (index reflects no deduction for fees, expenses
or taxes) -17.06%  -16.90% -4.60%

The after-tax returns are calculated using the historical highest individual
federal marginal income tax rates and do not reflect the impact of state and
local taxes. Actual after-tax returns depend on an investor’s tax situation
and may differ from those shown. After-tax returns are not relevant to
investors who hold their Fund shares through tax-deferred arrangements,
such as 401 (k) plans or individual retirement accounts. After-tax returns
are shown only for Class A and after-tax returns for other classes will vary.

Investment Manager
Franklin Mutual Advisers, LLC (Franklin Mutual)

Portfolio Managers
ANDREW SLEEMAN, CFA
Portfolio Manager of Franklin Mutual and portfolio manager of the Fund since 2009.

RICHARD CETLIN
Portfolio Manager of Franklin Mutual and portfolio manager of the Fund since 2010.

Purchase and Sale of Fund Shares

You may purchase or redeem shares of the Fund on any business day
online through our website at franklintempleton.com, by mail (Franklin
Templeton Investor Services, P.O. Box 33030, St. Petersburg, FL 33733-
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8030), or by telephone at (800) 632-2301. The minimum initial purchase
for most accounts is $1,000 (or $50 under an automatic investment plan).

Taxes

The Fund’s distributions are generally taxable to you as ordinary income,
capital gains, or some combination of both, unless you are investing
through a tax-deferred arrangement, such as a 401(k) plan or an individual
retirement account.

Payments to Broker-Dealers and
Other Financial Intermediaries

If you purchase the Fund through a broker-dealer or other financial
intermediary (such as a bank), the Fund and its related companies may
pay the intermediary for the sale of Fund shares and related services. These
payments may create a conflict of interest by influencing the broker-dealer
or other intermediary and your salesperson to recommend the Fund over
another investment. Ask your financial advisor or visit your financial
intermediary’s website for more information.
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MUTUAL EUROPEAN FUND

Investment Goal

Capital appreciation, which may occasionally be short term. The secondary
goal is income.

Fees and Expenses of the Fund

These tables describe the fees and expenses that you may pay if you buy
and hold shares of the Fund. You may qualify for sales charge discounts

in Class A if you and your family invest, or agree to invest in the future, at
least $50,000 in Franklin Templeton funds. More information about these
and other discounts is available from your financial professional and under
“Your Account” on page 151 in the Fund’s Prospectus and under “Buying
and Selling Shares” on page 64 of the Fund’s Statement of Additional
Information.

SHAREHOLDER FEES (fees paid directly from your investment)
ClassA  ClassB' ClassC ClassR Class Z

Maximum Sales Charge (Load) Imposed on
Purchases (as percentage of offering price) 5.75% None None None None

Maximum Deferred Sales Charge (Load) (as
percentage of the lower of original purchase
price or sale proceeds) None  4.00% 1.00% None None

1. New or additional investments into Class B are no longer permitted.

ANNUAL FUND OPERATING EXPENSES
(expenses that you pay each year as a percentage of the value of your investment)

ClassA ClassB ClassC ClassR  Class Z

Management fees 0.79% 0.79% 0.79% 0.79%  0.79%

Distribution and service (12b-1) fees 0.30% 1.00% 1.00% 0.50% None

Other expenses 0.32% 0.32% 0.32% 0.32%  0.32%

Total annual Fund operating expenses 1.41% 2.11% 2.11% 161% 1.11%
Example

This Example is intended to help you compare the cost of investing in
the Fund with the cost of investing in other mutual funds. The Example
assumes that you invest $10,000 in the Fund for the time periods indicated
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and then redeem all of your shares at the end of the period. The Example
also assumes that your investment has a 5% return each year and that the
Fund’s operating expenses remain the same. Although your actual costs
may be higher or lower, based on these assumptions your costs would be:

1Year 3Years 5Years 10 Years

Class A $710 $996  $1,302 $2,169
Class B $614 $961  $1,334 $2,263
Class C $314 $661  $1,134 $2,441
Class R $164 $508 $876 $1,911
Class Z $113 $353 $612 $1,352
If you do not sell your shares:

Class B $214 $661  $1,134 $2,263
Class C $214 $661  $1,134 $2,441

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and
sells securities (or “turns over” its portfolio). A higher portfolio turnover
rate may indicate higher transaction costs and may result in higher taxes
when Fund shares are held in a taxable account. These costs, which are not
reflected in annual fund operating expenses or in the example, affect the
Fund’s performance. During the most recent fiscal year, the Fund’s portfolio
turnover rate was 32.60% of the average value of its portfolio.

Principal Investment Strategies

Under normal market conditions, the Fund invests at least 80% of its net
assets in securities of European companies that the investment manager
believes are available at market prices less than their value based on
certain recognized or objective criteria (intrinsic value). Following this
value-oriented strategy, the Fund invests primarily in undervalued equity
securities (securities trading at a discount to intrinsic value). The equity
securities in which the Fund invests are primarily common stock. To a
lesser extent, the Fund also invests in merger arbitrage securities and the
debt and equity of distressed companies.

The Fund normally invests in securities from at least five different
countries, although, from time to time, it may invest all of its assets in a
single country. The Fund also may invest up to 20% of its total assets in
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securities of U.S. issuers and of issuers from the Levant, the Middle East
and the remaining regions of the world, including emerging markets.

The Fund is not limited to pre-set maximums or minimums governing the
size of the companies in which it may invest. However, the Fund currently
invests the equity portion of its portfolio primarily to predominantly in
mid- and large cap companies, with the remaining portion of its equity
portfolio in smaller companies.

The Fund may attempt, from time to time, to hedge (protect) against
currency risks, largely using forward foreign currency exchange contracts
and currency futures contracts (including currency index futures contracts)
when, in the investment manager’s opinion, it would be advantageous to
the Fund to do so. The Fund may also, from time to time, attempt to hedge
against market risk using a variety of derivatives.

Portfolio Selection

The investment manager employs a research driven, fundamental value
strategy for the Fund. Investments are generally selected based on the
investment manager’s own analysis of the security’s intrinsic value,
including for equity securities, an analysis of book value, cash flow
potential, long-term earnings and multiples of earnings. The investment
manager examines each investment separately and there are no set criteria
as to specific value parameters, asset size, earnings or industry type.

Principal Risks

You could lose money by investing in the Fund. Mutual fund shares are
not deposits or obligations of, or guaranteed or endorsed by, any bank, and
are not insured by the Federal Deposit Insurance Corporation, the Federal
Reserve Board, or any other agency of the U.S. government.

Market The market values of securities owned by the Fund will go up
and down, sometimes rapidly or unpredictably. A security’s market value
may be reduced by market activity or other results of supply and demand
unrelated to the issuer. This is a basic risk associated with all securities.
When there are more sellers than buyers, prices tend to fall. Likewise, when
there are more buyers than sellers, prices tend to rise.

Individual stock prices tend to go up and down more dramatically than
those of other types of investments. A slower-growth or recessionary
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economic environment could have an adverse effect on the prices of the
various stocks held by the Fund.

Value Style Investing A value stock may not increase in price as
anticipated by the investment manager if other investors fail to recognize
the company’s value and bid up the price, the markets favor faster-growing
companies, or the factors that the investment manager believes will
increase the price of the security do not occur.

Foreign Securities Investing in foreign securities typically involves more
risks than investing in U.S. securities, and includes risks associated with:
political and economic developments - the political, economic and social
structures of some foreign countries may be less stable and more volatile
than those in the U.S.; trading practices - government supervision and
regulation of foreign securities and currency markets, trading systems and
brokers may be less than in the U.S.; availability of information - foreign
issuers may not be subject to the same disclosure, accounting and financial
reporting standards and practices as U.S. issuers; limited markets - the
securities of certain foreign issuers may be less liquid (harder to sell) and
more volatile; and currency exchange rate fluctuations and policies. The
risks of foreign investments may be greater in developing or emerging
market countries.

Region Focus Because the Fund invests its assets primarily in companies
in a specific region, the Fund is subject to greater risks of adverse
developments in that region and/or the surrounding regions than a

fund that is more broadly diversified geographically. Political, social or
economic disruptions in the region, even in countries in which the Fund
is not invested, may adversely affect the value of securities values held by
the Fund.

Current political uncertainty surrounding the European Union (EU) and
its membership may increase market volatility. The financial instability of
some countries in the EU, including Greece, Italy and Spain, together with
the risk of that impacting other more stable countries may increase the
economic risk of investing in companies in Europe.

Merger Arbitrage Securities and Distressed Companies A merger or other
restructuring, or a tender or exchange offer, proposed or pending at the
time the Fund invests in merger arbitrage securities may not be completed
on the terms or within the time frame contemplated, which may result in
losses to the Fund. Debt obligations of distressed companies typically are
unrated, lower-rated, in default or close to default and are generally more
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likely to become worthless than the securities of more financially stable
companies.

Smaller and Midsize Companies Securities issued by smaller and midsize
companies may be more volatile in price than those of larger companies,
involve substantial risks and should be considered speculative. Such

risks may include greater sensitivity to economic conditions, less certain
growth prospects, lack of depth of management and funds for growth and
development and limited or less developed product lines and markets. In
addition, smaller and midsize companies may be particularly affected by
interest rate increases, as they may find it more difficult to borrow money
to continue or expand operations, or may have difficulty in repaying

any loans.

Derivative Instruments The performance of derivative instruments
(including currency related derivatives) depends largely on the performance
of an underlying currency, security or index and such instruments often
have risks similar to their underlying instrument, in addition to other risks.
Derivatives involve costs and can create economic leverage in the Fund’s
portfolio which may result in significant volatility and cause the Fund to
participate in losses (as well as enable gains) in an amount that exceeds
the Fund’s initial investment. Other risks include illiquidity, mispricing or
improper valuation of the derivative instrument, and imperfect correlation
between the value of the derivative and the underlying instrument so that
the Fund may not realize the intended benefits. When used for hedging, the
change in value of the derivative may also not correlate specifically with
the currency, security or other risk being hedged. With over-the-counter
derivatives, there is the risk that the other party to the transaction will fail
to perform.

Management The Fund is subject to management risk because it is an
actively managed investment portfolio. The Fund’s investment manager
applies investment techniques and risk analyses in making investment
decisions for the Fund, but there can be no guarantee that these decisions
will produce the desired results.

Performance

The following bar chart and table provide some indication of the risks
of investing in the Fund. The bar chart shows changes in the Fund’s
performance from year to year for Class A shares. The table shows how
the Fund’s average annual returns for 1 year, 5 years, 10 years or since
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inception, as applicable, compared with those of a broad measure of
market performance. The Fund’s past performance (before and after taxes)
is not necessarily an indication of how the Fund will perform in the future.
You can obtain updated performance information at franklintempleton.
com or by calling (800) DIAL BEN/342-5236.

Sales charges are not reflected in the bar chart, and if those charges were
included, returns would be less than those shown.

CLASS A ANNUAL TOTAL RETURNS

. 11.56%. . .

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Year

Best Quarter: Q309 18.61%
Worst Quarter: Q3'11 -18.89%
As of March 31, 2012, the Fund’s year-to-date return was 8.12%.
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AVERAGE ANNUAL TOTAL RETURNS

(figures reflect sales charges) For the periods ended December 31, 2011

1Year 5Years 10 Years
Mutual European Fund - Class A

Return Before Taxes -13.52%  -2.02% 1.12%

Return After Taxes on Distributions -13.89%  -2.44% 6.44%

Return After Taxes on Distributions and Sale of Fund Shares -8.04%  -1.46% 6.33%
Mutual European Fund - Class B -12.48%  -1.87% 1.17%
Mutual European Fund - Class C -9.79%  -1.54% 7.02%
Mutual European Fund - Class R -8.45%  -1.48% 1.271%
Mutual European Fund - Class Z -8.01%  -0.56% 8.09%
MSCI Europe Index NR (Local Currency) (index reflects no deduction
for fees, expenses or taxes) -9.34%  -4.33% 1.25%

Historical performance for Class R shares prior to their inception is based
on the performance of Class Z shares. Class R performance has been
adjusted to reflect differences in 12b-1 expenses between classes.

The after-tax returns are calculated using the historical highest individual
federal marginal income tax rates and do not reflect the impact of state and
local taxes. Actual after-tax returns depend on an investor’s tax situation
and may differ from those shown. After-tax returns are not relevant to
investors who hold their Fund shares through tax-deferred arrangements,
such as 401 (k) plans or individual retirement accounts. After-tax returns
are shown only for Class A and after-tax returns for other classes will vary.

Investment Manager
Franklin Mutual Advisers, LLC (Franklin Mutual)

Portfolio Managers

PHILIPPE BRUGERE-TRELAT
Executive Vice President of Franklin Mutual and portfolio manager of the Fund since
2004.

KATRINA DUDLEY, CFA
Portfolio Manager of Franklin Mutual and portfolio manager of the Fund since 2007.
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Purchase and Sale of Fund Shares

You may purchase or redeem shares of the Fund on any business day
online through our website at franklintempleton.com, by mail (Franklin
Templeton Investor Services, P.O. Box 33030, St. Petersburg, FL 33733-
8030), or by telephone at (800) 632-2301. The minimum initial purchase
for most accounts is $1,000 (or $50 under an automatic investment plan).

Taxes

The Fund’s distributions are generally taxable to you as ordinary income,
capital gains, or some combination of both, unless you are investing
through a tax-deferred arrangement, such as a 401(k) plan or an individual
retirement account.

Payments to Broker-Dealers and
Other Financial Intermediaries

If you purchase the Fund through a broker-dealer or other financial
intermediary (such as a bank), the Fund and its related companies may
pay the intermediary for the sale of Fund shares and related services. These
payments may create a conflict of interest by influencing the broker-dealer
or other intermediary and your salesperson to recommend the Fund over
another investment. Ask your financial advisor or visit your financial
intermediary’s website for more information.
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MUTUAL INTERNATIONAL FUND

Investment Goal

Capital appreciation, which may occasionally be short term. The secondary
goal is income.

Fees and Expenses of the Fund

These tables describe the fees and expenses that you may pay if you buy
and hold shares of the Fund. You may qualify for sales charge discounts

in Class A if you and your family invest, or agree to invest in the future, at
least $50,000 in Franklin Templeton funds. More information about these
and other discounts is available from your financial professional and under
“Your Account” on page 151 in the Fund’s Prospectus and under “Buying
and Selling Shares” on page 64 of the Fund’s Statement of Additional
Information.

SHAREHOLDER FEES (fees paid directly from your investment)
ClassA ClassC ClassR  Class Z

Maximum Sales Charge (Load) Imposed on Purchases (as
percentage of offering price) 5.75% None None None

Maximum Deferred Sales Charge (Load) (as percentage of
the lower of original purchase price or sale proceeds) None 1.00% None None

ANNUAL FUND OPERATING EXPENSES
(expenses that you pay each year as a percentage of the value of your investment)

ClassA ClassC ClassR  ClassZ

Management fees 0.80%  0.80%  0.80%  0.80%
Distribution and service (12b-1) fees 0.30%  1.00%  0.50% None
Other expenses 1.00% 1.00% 1.00% 1.00%
Total annual Fund operating expenses 2.10% 2.80% 2.30% 1.80%
Fee waiver and/or expense reimbursement’ -0.63% -0.63% -0.63% -0.63%
Total annual Fund operating expenses after fee waiver

and/or expense reimbursement 147%  211% 1.61% 1.11%

1. The investment manager and administrator have contractually agreed to waive or assume certain expenses
so that common expenses (excluding Rule 12b-1 fees and acquired fund fees and expenses) for each class of the
Fund do not exceed 1.17% (other than certain non-routine expenses) until April 30, 2013. Contractual fee waiver
and/or expense reimbursement agreements may not be terminated during the terms set forth above.
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Example

This Example is intended to help you compare the cost of investing in
the Fund with the cost of investing in other mutual funds. The Example
assumes that you invest $10,000 in the Fund for the time periods
indicated and then redeem all of your shares at the end of the period. The
Example also assumes that your investment has a 5% return each year
and that the Fund’s operating expenses remain the same. The Example
reflects adjustments made to the Fund’s operating expenses due to the fee
waiver and/or expense reimbursement by the investment manager and/or
administrator for the 1 Year numbers only. Although your actual costs may
be higher or lower, based on these assumptions your costs would be:

1Year 3Years 5Years 10 Years

Class A $716  $1,138  $1,584 $2,819
Class C $320 $809  $1,423 $3,083
Class R $170 $658  $1,173 $2,587
If you do not sell your shares:

Class C $220 $809  $1,423 $3,083

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and
sells securities (or “turns over” its portfolio). A higher portfolio turnover
rate may indicate higher transaction costs and may result in higher taxes
when Fund shares are held in a taxable account. These costs, which are not
reflected in annual fund operating expenses or in the example, affect the
Fund’s performance. During the most recent fiscal year, the Fund’s portfolio
turnover rate was 41.26% of the average value of its portfolio.

Principal Investment Strategies

Under normal market conditions, the Fund invests at least 80% of its net
assets in securities of non-U.S. issuers. The investment manager focuses

the Fund’s investments on securities believed to be available at market
prices less than their value based on certain recognized or objective criteria
(intrinsic value). Following this value-oriented strategy, the Fund invests
primarily in undervalued equity securities (securities trading at a discount
to intrinsic value). The equity securities in which the Fund invests are
primarily common stocks. To a lesser extent, the Fund also invests in
merger arbitrage securities and the debt and equity of distressed companies.
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The Fund invests primarily in securities of Asian and European companies
that the investment manager believes are undervalued.

The Fund normally invests in securities from at least five different
countries, although, from time to time, it may invest all of its assets in a
single country. The Fund also may invest up to 20% of its total assets in
securities of U.S. issuers and of issuers from the Levant, the Middle East
and the remaining regions of the world, including emerging markets.

The Fund is not limited to pre-set maximums or minimums governing the
size of the companies in which it may invest. However, the Fund currently
invests the equity portion of its portfolio primarily to predominantly in
mid- and large cap companies, with the remaining portion of its equity
portfolio in smaller companies.

The Fund may attempt, from time to time, to hedge (protect) against
currency risks, largely using forward foreign currency exchange contracts
and currency futures contracts (including currency index futures contracts)
when, in the investment manager’s opinion, it would be advantageous to
the Fund to do so. The Fund may also, from time to time, attempt to hedge
against market risk using a variety of derivatives.

Portfolio Selection

The investment manager employs a research driven, fundamental value
strategy for the Fund. Investments are generally selected based on the
investment manager’s own analysis of the security’s intrinsic value,
including for equity securities, an analysis of book value, cash flow
potential, long-term earnings and multiples of earnings. The investment
manager examines each investment separately and there are no set criteria
as to specific value parameters, asset size, earnings or industry type.

Principal Risks

You could lose money by investing in the Fund. Mutual fund shares are
not deposits or obligations of, or guaranteed or endorsed by, any bank, and
are not insured by the Federal Deposit Insurance Corporation, the Federal
Reserve Board, or any other agency of the U.S. government.

Market The market values of securities owned by the Fund will go up
and down, sometimes rapidly or unpredictably. A security’s market value
may be reduced by market activity or other results of supply and demand
unrelated to the issuer. This is a basic risk associated with all securities.
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When there are more sellers than buyers, prices tend to fall. Likewise, when
there are more buyers than sellers, prices tend to rise.

Individual stock prices tend to go up and down more dramatically than
those of other types of investments. A slower-growth or recessionary
economic environment could have an adverse effect on the prices of the
various stocks held by the Fund.

Value Style Investing A value stock may not increase in price as
anticipated by the investment manager if other investors fail to recognize
the company’s value and bid up the price, the markets favor faster-growing
companies, or the factors that the investment manager believes will
increase the price of the security do not occur.

Foreign Securities Investing in foreign securities typically involves more
risks than investing in U.S. securities, and includes risks associated with:
political and economic developments - the political, economic and social
structures of some foreign countries may be less stable and more volatile
than those in the U.S.; trading practices - government supervision and
regulation of foreign securities and currency markets, trading systems and
brokers may be less than in the U.S.; availability of information - foreign
issuers may not be subject to the same disclosure, accounting and financial
reporting standards and practices as U.S. issuers; limited markets - the
securities of certain foreign issuers may be less liquid (harder to sell) and
more volatile; and currency exchange rate fluctuations and policies. The
risks of foreign investments may be greater in developing or emerging
market countries.

Region Focus Because the Fund invests its assets primarily in companies
in a specific region, the Fund is subject to greater risks of adverse
developments in that region and/or the surrounding regions than a

fund that is more broadly diversified geographically. Political, social or
economic disruptions in the region, even in countries in which the Fund
is not invested, may adversely affect the value of securities values held by
the Fund.

Current political uncertainty surrounding the European Union (EU) and
its membership may increase market volatility. The financial instability of
some countries in the EU, including Greece, Italy and Spain, together with
the risk of that impacting other more stable countries may increase the
economic risk of investing in companies in Europe.
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Developing Market Countries The Fund’s investments in developing
market countries are subject to all of the risks of foreign investing generally,
and have additional heightened risks due to a lack of established legal,
political, business and social frameworks to support securities markets,
including: delays in settling portfolio securities transactions; currency and
capital controls; greater sensitivity to interest rate changes; pervasiveness

of corruption and crime; currency exchange rate volatility; and inflation,
deflation or currency devaluation.

Smaller and Midsize Companies Securities issued by smaller and midsize
companies may be more volatile in price than those of larger companies,
involve substantial risks and should be considered speculative. Such

risks may include greater sensitivity to economic conditions, less certain
growth prospects, lack of depth of management and funds for growth and
development and limited or less developed product lines and markets. In
addition, smaller and midsize companies may be particularly affected by
interest rate increases, as they may find it more difficult to borrow money
to continue or expand operations, or may have difficulty in repaying

any loans.

Derivative Instruments The performance of derivative instruments
(including currency related derivatives) depends largely on the performance
of an underlying currency, security or index and such instruments often
have risks similar to their underlying instrument, in addition to other risks.
Derivatives involve costs and can create economic leverage in the Fund’s
portfolio which may result in significant volatility and cause the Fund to
participate in losses (as well as enable gains) in an amount that exceeds
the Fund’s initial investment. Other risks include illiquidity, mispricing or
improper valuation of the derivative instrument, and imperfect correlation
between the value of the derivative and the underlying instrument so that
the Fund may not realize the intended benefits. When used for hedging, the
change in value of the derivative may also not correlate specifically with
the currency, security or other risk being hedged. With over-the-counter
derivatives, there is the risk that the other party to the transaction will fail
to perform.

Merger Arbitrage Securities and Distressed Companies A merger or other
restructuring, or a tender or exchange offer, proposed or pending at the
time the Fund invests in merger arbitrage securities may not be completed
on the terms or within the time frame contemplated, which may result in
losses to the Fund. Debt obligations of distressed companies typically are
unrated, lower-rated, in default or close to default and are generally more
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likely to become worthless than the securities of more financially stable
companies.

Management The Fund is subject to management risk because it is an
actively managed investment portfolio. The Fund’s investment manager
applies investment techniques and risk analyses in making investment
decisions for the Fund, but there can be no guarantee that these decisions
will produce the desired results.

Performance

The following bar chart and table provide some indication of the risks

of investing in the Fund. The bar chart shows changes in the Fund’s
performance from year to year for Class A shares. The table shows how
the Fund’s average annual returns for 1 year, 5 years, 10 years or since
inception, as applicable, compared with those of a broad measure of
market performance. The Fund’s past performance (before and after taxes)
is not necessarily an indication of how the Fund will perform in the future.
You can obtain updated performance information at franklintempleton.
com or by calling (800) DIAL BEN/342-5236.

Sales charges are not reflected in the bar chart, and if those charges were
included, returns would be less than those shown.
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CLASS A ANNUAL TOTAL RETURNS

20% ..................................................
14.86%
10% ................................................
0% -11.39%
S10%: ¢ e e
0% ¢ e e e e e
2010 2011
Year
Best Quarter: 03’10 10.23%
Worst Quarter: Q3’11 -18.71%
As of March 31, 2012, the Fund’s year-to-date return was 12.20%.
AVERAGE ANNUAL TOTAL RETURNS
(figures reflect sales charges) For the periods ended December 31, 2011
Since Inception
1 Year 5/1/2009
Mutual International Fund - Class A
Return Before Taxes -16.48% 8.01%
Return After Taxes on Distributions -16.78% 1.17%
Return After Taxes on Distributions and Sale of Fund Shares -10.03% 6.64%
Mutual International Fund - Class C -12.84% 9.65%
Mutual International Fund - Class R -11.53% 10.20%
Mutual International Fund - Class Z -11.08% 10.78%
MSCI EAFE Index Net Return (Local currency) (index reflects no
deduction for fees, expenses or taxes) -12.15% 5.25%

The after-tax returns are calculated using the historical highest individual
federal marginal income tax rates and do not reflect the impact of state and
local taxes. Actual after-tax returns depend on an investor’s tax situation
and may differ from those shown. After-tax returns are not relevant to
investors who hold their Fund shares through tax-deferred arrangements,
such as 401 (k) plans or individual retirement accounts. After-tax returns
are shown only for Class A and after-tax returns for other classes will vary.
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Investment Manager
Franklin Mutual Advisers, LLC (Franklin Mutual)

Portfolio Managers

PHILIPPE BRUGERE-TRELAT
Executive Vice President of Franklin Mutual and portfolio manager of the Fund since
inception (2009).

ANDREW SLEEMAN, CFA
Portfolio Manager of Franklin Mutual and portfolio manager of the Fund since inception
(2009).

Purchase and Sale of Fund Shares

You may purchase or redeem shares of the Fund on any business day
online through our website at franklintempleton.com, by mail (Franklin
Templeton Investor Services, P.O. Box 33030, St. Petersburg, FL. 33733-
8030), or by telephone at (800) 632-2301. The minimum initial purchase
for most accounts is $1,000 (or $50 under an automatic investment plan).

Taxes

The Fund’s distributions are generally taxable to you as ordinary income,
capital gains, or some combination of both, unless you are investing
through a tax-deferred arrangement, such as a 401(k) plan or an individual
retirement account.

Payments to Broker-Dealers and
Other Financial Intermediaries

If you purchase the Fund through a broker-dealer or other financial
intermediary (such as a bank), the Fund and its related companies may
pay the intermediary for the sale of Fund shares and related services. These
payments may create a conflict of interest by influencing the broker-dealer
or other intermediary and your salesperson to recommend the Fund over
another investment. Ask your financial advisor or visit your financial
intermediary’s website for more information.
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MUTUAL BEACON FUND

MUTUAL GLOBAL DISCOVERY FUND
MUTUAL QUEST FUND

MUTUAL SHARES FUND

Investment Goal

The principal investment goal of Mutual Beacon, Mutual Quest and
Mutual Shares Funds is capital appreciation, which may occasionally be
short term. Their secondary goal is income. Mutual Global Discovery
Fund’s investment goal is capital appreciation.

Principal Investment Policies and Practices

Under normal market conditions, each Fund invests primarily in equity
securities (including securities convertible into, or that the investment
manager expects to be exchanged for, common or preferred stock) of U.S.
and foreign companies that the investment manager believes are available
at market prices less than their value based on certain recognized or
objective criteria (intrinsic value). Following this value-oriented strategy,
each Fund invests primarily in:

* Undervalued Securities - Securities trading at a discount to intrinsic
value.

And, to a lesser extent, each Fund also invests in:

* Merger Arbitrage Securities - Securities of companies involved in non-
distressed restructurings (such as mergers, acquisitions, consolidations,
liquidations, spinoffs, or tender or exchange offers) or that the
investment manager believes are cheap relative to an economically
equivalent security of the same or another company.

* Distressed Companies - Securities of companies that are, or are about to
be, involved in reorganizations, financial restructurings, or bankruptcy.

In pursuit of their value-oriented strategy, the Funds are not limited to pre-
set maximums or minimums governing the size of the companies in which
they may invest. However, as a general rule, Mutual Shares Fund currently
invests the equity portion of its portfolio primarily to predominantly

in companies with market capitalizations greater than $5 billion, with
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a portion or significant amount in smaller companies. Mutual Beacon,
Mutual Global Discovery and Mutual Quest Funds currently invest the
equity portion of their portfolio primarily to predominantly in mid- and
large-cap companies, with the remaining portion in smaller companies. For
these purposes, mid- and large cap companies are considered to be those
with market capitalization values (share price times the number of shares
of common stock outstanding) greater than $1.5 billion.

While each Fund generally purchases securities for investment purposes,
the investment manager may seek to influence or control management,
or invest in other companies that do so, when the investment manager
believes the Fund may benefit.

The Mutual Beacon and Mutual Shares Funds expect to invest a significant
portion (up to 35%) of their assets in foreign securities, Mutual Quest
Fund expects to invest a significant portion (up to 50%) of its assets in
foreign securities and Mutual Global Discovery Fund expects to invest
substantially and potentially up to 100% of its assets in foreign securities,
which may include sovereign debt and participations in foreign government
debt. The Mutual Global Discovery Fund presently does not intend to
invest more than a portion (no more than 25%) of its assets in securities of
issuers located in emerging market countries.

Each Fund’s investments in Distressed Companies typically involve

the purchase of bank debt, lower-rated or defaulted debt securities,
comparable unrated debt securities, trade claims or other indebtedness

(or participations in the indebtedness) of such companies. Such other
indebtedness generally represents a specific commercial loan or portion of
a loan made to a company by a financial institution such as a bank. Loan
participations represent fractional interests in a company’s indebtedness
and are generally made available by banks or other institutional investors.
By purchasing all or a part of a company’s direct indebtedness, a Fund,

in effect, steps into the shoes of the lender. If the loan is secured, a Fund
will have a priority claim to the assets of the company ahead of unsecured
creditors and stockholders. Each Fund generally makes such investments to
achieve capital appreciation, in addition to generating income.

For purposes of pursuing its investment goal, each Fund may, from time to
time, enter into currency-related transactions involving certain derivative
instruments, including currency forwards, and currency and currency index
futures contracts. The use of derivative currency transactions may allow
the Fund to obtain net long or net negative (short) exposure to selected
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currencies. Each Fund may also enter into various other transactions
involving derivatives, including put and call options on equity securities
and swap agreements (which may include total return and credit default
swaps). The use of these derivative transactions may allow the Fund to
obtain net long or net negative (short) exposures to selected countries,
currencies or issues. The investment manager considers various factors,
such as availability and cost, in deciding whether, when and to what extent
to enter into derivative transactions.

The Fund may use any of the above currency techniques or other
derivative transactions for the purposes of enhancing Fund returns,
increasing liquidity, gaining exposure to particular instruments in more
efficient or less expensive ways and/or hedging risks relating to changes

in currency exchange rates, market prices and other market factors. By
way of example, when the investment manager believes that the value

of a particular foreign currency is expected to increase compared to the
U.S. dollar, the Fund could enter into a forward contract to purchase that
foreign currency at a future date. If at such future date the value of the
foreign currency exceeds the then current amount of U.S. dollars to be paid
by the Fund under the contract, the Fund will recognize a gain. When used
for hedging purposes, a forward contract or other derivative instrument
could be used to protect against possible declines in a currency’s value
where a security held or to be purchased by the Fund is denominated in
that currency.

A forward contract is an obligation to purchase or sell a specific foreign
currency at an agreed exchange rate (price) at a future date, which is
individually negotiated and privately traded by currency traders and their
customers in the interbank market.

A futures contract is a standard binding agreement between two parties
to buy or sell a specified quantity of an underlying instrument or asset,
such as a specific security or currency, at a specified price at a specified
later date that trade on an exchange. A “sale” of a futures contract means
the acquisition of a contractual obligation to deliver the underlying
instrument called for by the contract at a specified price on a specified date.
A “purchase” of a futures contract means the acquisition of a contractual
obligation to acquire the underlying instrument called for by the contract
at a specified price on a specified date. The purchase or sale of a futures
contract will allow the Fund to increase or decrease its exposure to the
underlying instrument or asset. Although most futures contracts by

their terms require the actual delivery or acquisition of the underlying
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instrument, some require cash settlement. The Fund may buy and sell
futures contracts that trade on U.S. and foreign exchanges.

Swap agreements, such as total return swaps and credit default swaps,

are contracts between the Fund and, typically, a brokerage firm, bank, or
other financial institution (the swap counterparty) for periods ranging
from a few days to multiple years. In a basic swap transaction, the Fund
agrees with its counterparty to exchange the returns (or differentials in
rates of return) earned or realized on a particular “notional amount” of
underlying instruments. The notional amount is the set amount selected
by the parties as the basis on which to calculate the obligations that they
have agreed to exchange. The parties typically do not actually exchange
the notional amount. Instead, they agree to exchange the returns that
would be earned or realized if the notional amount were invested in given
instruments or at given interest rates. For credit default swaps, the “buyer”
of the credit default swap agreement is obligated to pay the “seller” a
periodic stream of payments over the term of the agreement in return for a
payment by the “seller” that is contingent upon the occurrence of a credit
event with respect to an underlying reference debt obligation. As a “buyer”
of the credit default swap, the Fund is purchasing the obligation of its
counterparty to offset losses the Fund could experience if there was such a
credit event. Generally, a credit event means bankruptcy, failure to timely
pay interest or principal, obligation acceleration, or modified restructuring
of the reference debt obligation. The contingent payment by the seller
generally is the face amount of the debt obligation in exchange for the
physical delivery of the reference debt obligation or a cash payment equal
to the then current market value of that debt obligation.

A call option gives the purchaser of the option, upon payment of a
premium, the right to buy, and the seller the obligation to sell, the
underlying instrument at the exercise price. Conversely, a put option gives
the purchaser of the option, upon payment of a premium, the right to sell,
and the seller of the option the obligation to buy, the underlying instrument
at the exercise price.

The investment manager considers various factors, such as availability
and cost, in deciding whether to use a particular derivative instrument
or strategy. Moreover, investors should bear in mind that the Fund is not
obligated to actively engage in any derivative transactions.

Each Fund may also engage from time to time in an “arbitrage” strategy.
When engaging in an arbitrage strategy, a Fund typically buys one security
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while at the same time selling short another security. Such Fund generally
buys the security that the investment manager believes is either cheap
relative to the price of the other security or otherwise undervalued, and
sells short the security that the investment manager believes is either
expensive relative to the price of the other security or otherwise overvalued.
In doing so, a Fund attempts to profit from a perceived relationship
between the values of the two securities. Each Fund generally engages

in an arbitrage strategy in connection with an announced corporate
restructuring, such as a merger, acquisition or tender offer, or other
corporate action or event as further discussed under “Merger Arbitrage
Securities and Distressed Companies” below.

Portfolio Selection

The investment manager employs a research driven, fundamental value
strategy for each of the Funds. In choosing equity investments, the
investment manager focuses on the market price of a company’s securities
relative to the investment manager’s own evaluation of the company’s asset
value, including an analysis of book value, cash flow potential, long-term
earnings, and multiples of earnings. Similarly, debt securities and other
indebtedness, including loan participations, are generally selected based
on the investment manager’s own analysis of the security’s intrinsic value
rather than the coupon rate or rating of the security. The investment
manager examines each investment separately and there are no set criteria
as to specific value parameters, asset size, earnings or industry type.

Differences Between The Funds

Although the investment manager follows a similar strategy in choosing
investments for each of the Funds, there are certain differences. First, the
Funds vary in size; second, each Fund, to a certain extent, has a different
team of portfolio managers who have primary responsibility for selecting
investments. Third, although the Funds may invest a portion of their assets
in foreign securities (Mutual Global Discovery may invest all of its assets
in foreign securities) and in small and mid-cap companies, the proportion
so invested will vary. Finally the Funds may allocate foreign investments to
different geographic areas. As a result of these differences, the performance
of the four Funds (hereafter “the Fund”) will vary.
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Principal Risks

Market

The market values of securities owned by the Fund will go up or down,
sometimes rapidly or unpredictably. Securities may decline in value due
to factors affecting individual issuers, securities markets generally or
particular industries or sectors within the securities markets. The value

of a security may go up or down due to general market conditions which
are not specifically related to a particular issuer, such as real or perceived
adverse economic conditions, changes in the general outlook for revenues
or corporate earnings, changes in interest or currency rates or adverse
investor sentiment generally. They may also go up or down due to factors
that affect an individual issuer or a particular industry or sector, such as
changes in production costs and competitive conditions within an industry.
During a general downturn in the securities markets, multiple asset
classes may decline in value. When markets perform well, there can be no
assurance that securities held by the Fund will participate in or otherwise
benefit from the advance.

Individual stock prices tend to go up and down more dramatically than
those of other types of investments. A slower-growth or recessionary
economic environment could have an adverse effect on the prices of the
various stocks held by the Fund.

Value Style Investing

Value securities may not increase in price as anticipated by the investment
manager, and may even decline further in value, if other investors fail

to recognize the company’s value, or favor investing in faster-growing
companies, or if the events or factors that the investment manager believes
will increase a security’s market value do not occur.

The Fund’s bargain-driven focus may result in the Fund choosing securities
that are not widely followed by other investors. Securities that are
considered “cheaply” priced also may include those of companies reporting
poor earnings, companies whose share prices have declined sharply (such
as growth companies that have recently stumbled to levels considered
“cheap” in the investment manager’s opinion), turnarounds, cyclical
companies, or companies emerging from bankruptcy, all of which may
have a higher risk of being ignored or rejected, and therefore undervalued,
by the market or losing more value.
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Merger Arbitrage Securities and Distressed Companies

A merger or other restructuring, or a tender or exchange offer, proposed

or pending at the time the Fund invests in Merger Arbitrage Securities may
not be completed on the terms or within the time frame contemplated,
which may result in losses to the Fund. Debt obligations of Distressed
Companies typically are unrated, lower-rated, in default or close to default.
Also, securities of Distressed Companies are generally more likely to
become worthless than the securities of more financially stable companies.

Foreign Securities

Investing in foreign securities, including securities of foreign governments,
typically involves more risks than investing in U.S. securities. Certain of
these risks also may apply to securities of U.S. companies with significant
foreign operations. These risks, which can increase the potential for losses
in the Fund and affect its share price, are discussed in more detail in the
section “More Information on Investment Policies, Practices and Risks.”

Smaller and Midsize Companies

While smaller and midsize companies may offer substantial opportunities
for capital growth, they also involve substantial risks and should be
considered speculative. Historically, smaller and midsize company securities
have been more volatile in price than larger company securities, especially
over the short term. Among the reasons for the greater price volatility

are the less certain growth prospects of smaller and midsize companies,

the lower degree of liquidity in the markets for such securities, and the
greater sensitivity of smaller and midsize companies to changing economic
conditions.

In addition, smaller and midsize companies may lack depth of
management, be unable to generate funds necessary for growth or
development, have limited product lines or be developing or marketing
new products or services for which markets are not yet established and
may never become established. Smaller and midsize companies may be
particularly affected by interest rate increases, as they may find it more
difficult to borrow money to continue or expand operations, or may have
difficulty in repaying any loans which are floating rate.

Credit

The Fund could lose money on a debt security if an issuer or borrower is
unable or fails to meet its obligations, including failing to make interest
payments and/or to repay principal when due. Changes in an issuer’s
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financial strength, the market’s perception of the issuer’s financial strength
or in a security’s credit rating, which reflects a third party’s assessment of
the credit risk presented by a particular issuer, may affect debt securities’
value. The Fund may incur substantial losses on debt securities that are
inaccurately perceived to present a different amount of credit risk by the
market, the investment manager or the rating agencies than such securities
actually do.

High-Yield Debt Securities

High-yield debt securities (including loans) and unrated securities of similar
credit quality (“high-yield debt instruments”) involve greater risk of a
complete loss of the Fund’s investment, or delays of interest and principal
payments than higher-quality debt securities. Issuers of high-yield debt
instruments are not as strong financially as those issuing securities of
higher credit quality. High-yield debt instruments are generally considered
predominantly speculative by the applicable rating agencies as these issuers
are more likely to encounter financial difficulties and are more vulnerable
to changes in the relevant economy, such as a recession or a sustained
period of rising interest rates, that could affect their ability to make interest
and principal payments when due. If an issuer stops making interest and/or
principal payments, payments on the securities may never resume. These
instruments may be worthless and the Fund could lose its entire investment.

The prices of high-yield debt instruments fluctuate more than higher-
quality securities. Prices are especially sensitive to developments affecting
the issuer’s business or operations and to changes in the ratings assigned
by rating agencies. In addition, the entire high-yield debt market can
experience sudden and sharp price swings due to changes in economic
conditions, stock market activity, large sustained sales by major investors,
a high-profile default, or other factors. Prices of corporate high-yield debt
instruments often are closely linked with the company’s stock prices and
typically rise and fall in response to factors that affect stock prices.

High-yield debt instruments are generally less liquid than higher-quality
securities. Many of these securities are not registered for sale under the
federal securities laws and/or do not trade frequently. When they do trade,
their prices may be significantly higher or lower than expected. At times,
it may be difficult to sell these securities promptly at an acceptable price,
which may limit the Fund’s ability to sell securities in response to specific
economic events or to meet redemption requests. As a result, high-yield
debt instruments generally pose greater illiquidity and valuation risks.
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Portfolio Turnover

The investment manager will sell a security when it believes it is
appropriate to do so, regardless of how long the Fund has held the

security. The Fund’s turnover rate may exceed 100% per year because of
the anticipated use of certain investment strategies. The rate of portfolio
turnover will not be a limiting factor for the investment manager in making
decisions on when to buy or sell securities. High turnover will increase

the Fund’s transaction costs and may increase your tax liability if the
transactions result in capital gains.
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MUTUAL FINANCIAL SERVICES FUND

Investment Goal

The Fund’s principal investment goal is capital appreciation, which may
occasionally be short term. Its secondary goal is income.

Principal Investment Policies and Practices

Under normal market conditions, the Fund invests at least 80% of its

net assets in securities of financial services companies that the investment
manager believes are available at market prices less than their value based
on certain recognized or objective criteria (intrinsic value). Shareholders
will be given at least 60 days’ advance notice of any planned change to
the 80% policy regarding investment in securities of financial services
companies.

Following this value-oriented strategy, the Fund invests primarily in:

* Undervalued Securities - Securities trading at a discount to intrinsic
value.

And, to a lesser extent, the Fund also invests in:

* Merger Arbitrage Securities - Securities of companies involved in non-
distressed restructurings (such as mergers, acquisitions, consolidations,
liquidations, spinoffs, or tender or exchange offers) or that the
investment manager believes are cheap relative to an economically
equivalent security of the same or another company.

e Distressed Companies - Securities of companies that are, or are about to
be, involved in reorganizations, financial restructurings, or bankruptcy.

Financial services companies are companies that, in the manager’s view,
derive at least 50% of their assets or revenues from the creation, purchase
and sale of financial instruments or services, or devote at least 50% of their
assets to this objective. These companies include banks, savings and loan
organizations, credit card companies, brokerage firms, finance companies
(some of which may be structured as real estate investment trusts), sub-
prime lending institutions, investment advisors, investment companies and
Insurance companies.
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The Fund invests primarily in equity securities (including securities
convertible into, or that the investment manager expects to be exchanged
for, common or preferred stock) of financial services companies that the
manager believes are undervalued. In pursuit of its value-oriented strategy,
the Fund is not limited to pre-set maximums or minimums governing the
size of the companies in which it may invest. However, as a general rule,
the Fund invests the equity portion of its portfolio substantially in mid-
and large cap companies and may invest a significant portion of its equity
portfolio in small-cap companies. For these purposes, mid- and large cap
companies are considered to be those with market capitalization values
(share price times the number of shares of common stock outstanding)
greater than $1.5 billion.

While the Fund generally purchases securities for investment purposes,
the investment manager may seek to influence or control management,
or invest in other companies that do so, when the investment manager
believes the Fund may benefit.

The Fund’s investments in Distressed Companies typically involve

the purchase of bank debt, lower-rated or defaulted debt securities,
comparable unrated debt securities, trade claims, or other indebtedness
(or participations in the indebtedness) of such companies. Such other
indebtedness generally represents a specific commercial loan or portion of
a loan made to a company by a financial institution such as a bank. Loan
participations represent fractional interests in a company’s indebtedness
and are generally made available by banks or other institutional investors.
By purchasing all or a part of a company’s direct indebtedness, the Fund,
in effect, steps into the shoes of the lender. If the loan is secured, the Fund
will have a priority claim to the assets of the company ahead of unsecured
creditors and stockholders. The Fund generally makes investments in
Distressed Companies to achieve capital appreciation, in addition to
generating income.

For purposes of pursuing its investment goal, the Fund may, from time to
time, enter into currency-related transactions involving certain derivative
instruments, including currency forwards, and currency and currency index
futures contracts. The use of derivative currency transactions may allow
the Fund to obtain net long or net negative (short) exposure to selected
currencies. The Fund may also enter into various other transactions
involving derivatives, including put and call options on equity securities
and swap agreements (which may include total return and credit default
swaps). The use of these derivative transactions may allow the Fund to
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obtain net long or net negative (short) exposures to selected countries,
currencies or issues. The investment manager considers various factors,
such as availability and cost, in deciding whether, when and to what extent
to enter into derivative transactions.

The Fund may use any of the above currency techniques or other
derivative transactions for the purposes of enhancing Fund returns,
increasing liquidity, gaining exposure to particular instruments in more
efficient or less expensive ways and/or hedging risks relating to changes

in currency exchange rates, market prices and other market factors. By
way of example, when the investment manager believes that the value

of a particular foreign currency is expected to increase compared to the
U.S. dollar, the Fund could enter into a forward contract to purchase that
foreign currency at a future date. If at such future date the value of the
foreign currency exceeds the then current amount of U.S. dollars to be paid
by the Fund under the contract, the Fund will recognize a gain. When used
for hedging purposes, a forward contract or other derivative instrument
could be used to protect against possible declines in a currency’s value
where a security held or to be purchased by the Fund is denominated in
that currency.

A forward contract is an obligation to purchase or sell a specific foreign
currency at an agreed exchange rate (price) at a future date, which is
individually negotiated and privately traded by currency traders and their
customers in the interbank market.

A futures contract is a standard binding agreement between two parties
to buy or sell a specified quantity of an underlying instrument or asset,
such as a specific security or currency, at a specified price at a specified
later date that trade on an exchange. A “sale” of a futures contract means
the acquisition of a contractual obligation to deliver the underlying
instrument called for by the contract at a specified price on a specified date.
A “purchase” of a futures contract means the acquisition of a contractual
obligation to acquire the underlying instrument called for by the contract
at a specified price on a specified date. The purchase or sale of a futures
contract will allow the Fund to increase or decrease its exposure to the
underlying instrument or asset. Although most futures contracts by

their terms require the actual delivery or acquisition of the underlying
instrument, some require cash settlement. The Fund may buy and sell
futures contracts that trade on U.S. and foreign exchanges.
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Swap agreements, such as total return swaps and credit default swaps,

are contracts between the Fund and, typically, a brokerage firm, bank, or
other financial institution (the swap counterparty) for periods ranging
from a few days to multiple years. In a basic swap transaction, the Fund
agrees with its counterparty to exchange the returns (or differentials in
rates of return) earned or realized on a particular “notional amount” of
underlying instruments. The notional amount is the set amount selected
by the parties as the basis on which to calculate the obligations that they
have agreed to exchange. The parties typically do not actually exchange
the notional amount. Instead, they agree to exchange the returns that
would be earned or realized if the notional amount were invested in given
instruments or at given interest rates. For credit default swaps, the “buyer”
of the credit default swap agreement is obligated to pay the “seller” a
periodic stream of payments over the term of the agreement in return for a
payment by the “seller” that is contingent upon the occurrence of a credit
event with respect to an underlying reference debt obligation. As a “buyer”
of the credit default swap, the Fund is purchasing the obligation of its
counterparty to offset losses the Fund could experience if there was such a
credit event. Generally, a credit event means bankruptcy, failure to timely
pay interest or principal, obligation acceleration, or modified restructuring
of the reference debt obligation. The contingent payment by the seller
generally is the face amount of the debt obligation in exchange for the
physical delivery of the reference debt obligation or a cash payment equal
to the then current market value of that debt obligation.

A call option gives the purchaser of the option, upon payment of a
premium, the right to buy, and the seller the obligation to sell, the
underlying instrument at the exercise price. Conversely, a put option gives
the purchaser of the option, upon payment of a premium, the right to sell,
and the seller of the option the obligation to buy, the underlying instrument
at the exercise price.

The investment manager considers various factors, such as availability
and cost, in deciding whether to use a particular derivative instrument
or strategy. Moreover, investors should bear in mind that the Fund is not
obligated to actively engage in any derivative transactions.

The Fund may also engage from time to time in an “arbitrage” strategy.
When engaging in an arbitrage strategy, the Fund typically buys one
security while at the same time selling short another security. The Fund
generally buys the security that the investment manager believes is either
cheap relative to the price of the other security or otherwise undervalued,
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and sells short the security that the investment manager believes is either
expensive relative to the price of the other security or otherwise overvalued.
In doing so, the Fund attempts to profit from a perceived relationship
between the values of the two securities. The Fund generally engages

in an arbitrage strategy in connection with an announced corporate
restructuring, such as a merger, acquisition or tender offer, or other
corporate action or event as further discussed under “Merger Arbitrage
Securities and Distressed Companies” below.

Portfolio Selection

The investment manager employs a research driven, fundamental value
strategy for the Fund. In choosing equity investments, the investment
manager focuses on the market price of a company’s securities relative

to the investment manager’s own evaluation of the company’s asset
value, including an analysis of book value, cash flow potential, long-term
earnings, and multiples of earnings. Similarly, debt securities and other
indebtedness, including loan participations, are generally selected based
on the investment manager’s own analysis of the security’s intrinsic value
rather than the coupon rate or rating of the security. The investment
manager examines each investment separately and there are no set criteria
as to specific value parameters, asset size, earnings or industry type.

Principal Risks

Market

The market values of securities owned by the Fund will go up or down,
sometimes rapidly or unpredictably. Securities may decline in value due
to factors affecting individual issuers, securities markets generally or
particular industries or sectors within the securities markets. The value

of a security may go up or down due to general market conditions which
are not specifically related to a particular issuer, such as real or perceived
adverse economic conditions, changes in the general outlook for revenues
or corporate earnings, changes in interest or currency rates or adverse
investor sentiment generally. They may also go up or down due to factors
that affect an individual issuer or a particular industry or sector, such as
changes in production costs and competitive conditions within an industry.
During a general downturn in the securities markets, multiple asset
classes may decline in value. When markets perform well, there can be no
assurance that securities held by the Fund will participate in or otherwise
benefit from the advance.
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Individual stock prices tend to go up and down more dramatically than
those of other types of investments. A slower-growth or recessionary
economic environment could have an adverse effect on the prices of the
various stocks held by the Fund.

Financial Services Companies

The Fund concentrates its investments in companies operating in the
financial services industry, which means the Fund is less diversified than

a fund investing in a broader range of securities. As a result, the Fund’s
investments and performance are particularly sensitive to general market
and economic conditions as well as other risks specific to the financial
services industry. For example, increases in interest rates, price competition,
and corporate and consumer debt defaults can have a negative effect on
the profitability of financial services companies. In addition, the financial
services industry, including banks, insurance companies and investment
banking firms, have recently experienced significant losses in value and the
possible recapitalization of such companies (excluding direct investments
by the U.S. Government) may present greater risks of loss to shareholders
and other security holders.

Financial services companies are subject to extensive government
regulation, which tends to limit product lines and operations, as well as
the amount and types of loans and other financial commitments a financial
services company can make, and the interest rates and fees it can charge.
These limitations can have a significant impact on the profitability of a
financial services company.

Insurance companies may be subject to heavy price competition, claims
activity, marketing competition and general economic conditions. Certain
lines of insurance can be significantly influenced by specific events. For
example, property and casualty insurer profits may be affected by man-
made and natural disasters (including weather catastrophes), as well as
terrorism; and life and health insurer profits may be affected by mortality
risks and morbidity rates. Individual insurance companies may be subject
to material risks, such as inadequate reserve funds to pay claims and the
inability to collect from reinsurance carriers.

The financial services industry continues to undergo change as existing
distinctions between banking, insurance and brokerage businesses become
blurred. In addition, the financial services industry continues to experience
consolidations, development of new products and structures and changes
to its regulatory framework. These changes are likely to have a significant
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impact on the financial services industry and the Fund, but it is not possible
to predict whether the effect will be beneficial or adverse. That depends

not only upon how these changes affect the industry, but also how the
particular securities in the Fund’s portfolio are affected.

Because the Fund’s investment manager is a subsidiary of a financial
holding company (FHC), federal regulations applicable to FHCs may limit
or restrict the Fund’s ability to acquire or hold a position in a given security
when it might otherwise be advantageous for the Fund to acquire or hold
that security.

Value Style Investing

Value securities may not increase in price as anticipated by the investment
manager, and may even decline further in value, if other investors fail

to recognize the company’s value, or favor investing in faster-growing
companies, or if the events or factors that the investment manager believes
will increase a security’s market value do not occur.

The Fund’s bargain-driven focus may result in the Fund choosing securities
that are not widely followed by other investors. Securities that are
considered “cheaply” priced also may include those of companies reporting
poor earnings, companies whose share prices have declined sharply (such
as growth companies that have recently stumbled to levels considered
“cheap” in the investment manager’s opinion), turnarounds, cyclical
companies, or companies emerging from bankruptcy, all of which may
have a higher risk of being ignored or rejected, and therefore undervalued,
by the market or losing more value.

Smaller and Midsize Companies

While smaller and midsize companies may offer substantial opportunities
for capital growth, they also involve substantial risks and should be
considered speculative. Historically, smaller and midsize company securities
have been more volatile in price than larger company securities, especially
over the short term. Among the reasons for the greater price volatility

are the less certain growth prospects of smaller and midsize companies,

the lower degree of liquidity in the markets for such securities, and the
greater sensitivity of smaller and midsize companies to changing economic
conditions.

In addition, smaller and midsize companies may lack depth of
management, be unable to generate funds necessary for growth or
development, have limited product lines or be developing or marketing
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new products or services for which markets are not yet established and
may never become established. Smaller and midsize companies may be
particularly affected by interest rate increases, as they may find it more
difficult to borrow money to continue or expand operations, or may have
difficulty in repaying any loans which are floating rate.

Merger Arbitrage Securities and Distressed Companies

A merger or other restructuring, or a tender or exchange offer, proposed

or pending at the time the Fund invests in Merger Arbitrage Securities may
not be completed on the terms or within the time frame contemplated,
which may result in losses to the Fund. Debt obligations of Distressed
Companies typically are unrated, lower-rated, in default or close to default.
Also, securities of Distressed Companies are generally more likely to
become worthless than the securities of more financially stable companies.

Foreign Securities

Investing in foreign securities, including securities of foreign governments,
typically involves more risks than investing in U.S. securities. Certain of
these risks also may apply to securities of U.S. companies with significant
foreign operations. These risks, which can increase the potential for losses
in the Fund and affect its share price, are discussed in more detail in the
section “More Information on Investment Policies, Practices and Risks.”

Credit

The Fund could lose money on a debt security if an issuer or borrower is
unable or fails to meet its obligations, including failing to make interest
payments and/or to repay principal when due. Changes in an issuer’s
financial strength, the market’s perception of the issuer’s financial strength
or in a security’s credit rating, which reflects a third party’s assessment of
the credit risk presented by a particular issuer, may affect debt securities’
value. The Fund may incur substantial losses on debt securities that are
inaccurately perceived to present a different amount of credit risk by the
market, the investment manager or the rating agencies than such securities
actually do.

High-Yield Debt Securities

High-yield debt securities (including loans) and unrated securities of similar
credit quality (“high-yield debt instruments”) involve greater risk of a
complete loss of the Fund’s investment, or delays of interest and principal
payments than higher-quality debt securities. Issuers of high-yield debt
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instruments are not as strong financially as those issuing securities of
higher credit quality. High-yield debt instruments are generally considered
predominantly speculative by the applicable rating agencies as these issuers
are more likely to encounter financial difficulties and are more vulnerable
to changes in the relevant economy, such as a recession or a sustained
period of rising interest rates, that could affect their ability to make interest
and principal payments when due. If an issuer stops making interest and/or
principal payments, payments on the securities may never resume. These
instruments may be worthless and the Fund could lose its entire investment.

The prices of high-yield debt instruments fluctuate more than higher-
quality securities. Prices are especially sensitive to developments affecting
the issuer’s business or operations and to changes in the ratings assigned
by rating agencies. In addition, the entire high-yield debt market can
experience sudden and sharp price swings due to changes in economic
conditions, stock market activity, large sustained sales by major investors,
a high-profile default, or other factors. Prices of corporate high-yield debt
instruments often are closely linked with the company’s stock prices and
typically rise and fall in response to factors that affect stock prices.

High-yield debt instruments are generally less liquid than higher-quality
securities. Many of these securities are not registered for sale under the
federal securities laws and/or do not trade frequently. When they do trade,
their prices may be significantly higher or lower than expected. At times,
it may be difficult to sell these securities promptly at an acceptable price,
which may limit the Fund’s ability to sell securities in response to specific
economic events or to meet redemption requests. As a result, high-yield
debt instruments generally pose greater illiquidity and valuation risks.
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MUTUAL EUROPEAN FUND

Investment Goal

The Fund’s principal investment goal is capital appreciation, which may
occasionally be short term. Its secondary goal is income.

Principal Investment Policies and Practices

Under normal market conditions, the Fund invests at least 80% of its net
assets in securities of European companies that the investment manager
believes are available at market prices less than their value based on certain
recognized or objective criteria (intrinsic value). Shareholders will be given
at least 60 days’ advance notice of any change to the 80% policy regarding
investment in securities of European companies.

Following this value-oriented strategy, the Fund invests primarily in:

* Undervalued Securities - Securities trading at a discount to intrinsic
value.

And, to a lesser extent, the Fund also invests in:

* Merger Arbitrage Securities - Securities of companies involved in non-
distressed restructurings (such as mergers, acquisitions, consolidations,
liquidations, spinoffs, or tender or exchange offers) or that the
investment manager believes are cheap relative to an economically
equivalent security of the same or another company.

* Distressed Companies - Securities of companies that are, or are about to
be, involved in reorganizations, financial restructurings, or bankruptcy.

The Fund invests primarily in equity securities (including securities
convertible into, or that the investment manager expects to be exchanged
for, common or preferred stock) of European companies that the
investment manager believes are undervalued. In pursuit of its value-
oriented strategy, the Fund is not limited to pre-set maximums or
minimums governing the size of the companies in which it may invest.
However, the Fund currently invests the equity portion of its portfolio
primarily to predominantly in mid- and large-cap companies with market
capitalization values (share price times the number of common stock shares
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outstanding) greater than $1.5 billion. The Fund may invest the remaining
portion of its equity investments in smaller companies.

The Fund defines European companies as issuers (i) organized under the
laws of, or (ii) the principal business operations of which are located in, or
(iii) who earn at least 50% of their revenue from, European countries. For
purposes of the Fund’s investments, European countries means all of the
countries that are in Western and Eastern Europe, as a well as Scandinavia.
The Fund currently intends to make its investments in European issuers
primarily in securities of issuers in Western Europe and Scandinavia.

The Fund normally invests in securities from at least five different
countries, although, from time to time, it may invest all of its assets in a
single country. The Fund also may invest up to 20% of its total assets in
securities of U.S. issuers, and securities of issuers from the Middle East and
the remaining regions of the world, including emerging markets.

While the Fund generally purchases securities for investment purposes,
the investment manager may seek to influence or control management,
or invest in other companies that do so, when the investment manager
believes the Fund may benefit.

The Fund’s investments in Distressed Companies typically involve

the purchase of bank debt, lower-rated or defaulted debt securities,
comparable unrated debt securities, trade claims, or other indebtedness
(or participations in the indebtedness) of such companies. Such other
indebtedness generally represents a specific commercial loan or portion of
a loan made to a company by a financial institution such as a bank. Loan
participations represent fractional interests in a company’s indebtedness
and are generally made available by banks or other institutional investors.
By purchasing all or a part of a company’s direct indebtedness, the Fund,
in effect, steps into the shoes of the lender. If the loan is secured, the Fund
will have a priority claim to the assets of the company ahead of unsecured
creditors and stockholders. The Fund generally makes investments in
Distressed Companies to achieve capital appreciation, in addition to
generating income.

For purposes of pursuing its investment goal, the Fund may, from time to
time, enter into currency-related transactions involving certain derivative
instruments, including currency forwards, and currency and currency index
futures contracts. The use of derivative currency transactions may allow
the Fund to obtain net long or net negative (short) exposure to selected
currencies. The Fund may also enter into various other transactions
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involving derivatives, including put and call options on equity securities
and swap agreements (which may include total return and credit default
swaps). The use of these derivative transactions may allow the Fund to
obtain net long or net negative (short) exposures to selected countries,
currencies or issues. The investment manager considers various factors,
such as availability and cost, in deciding whether, when and to what extent
to enter into derivative transactions.

The Fund may use any of the above currency techniques or other
derivative transactions for the purposes of enhancing Fund returns,
increasing liquidity, gaining exposure to particular instruments in more
efficient or less expensive ways and/or hedging risks relating to changes

in currency exchange rates, market prices and other market factors. By
way of example, when the investment manager believes that the value

of a particular foreign currency is expected to increase compared to the
U.S. dollar, the Fund could enter into a forward contract to purchase that
foreign currency at a future date. If at such future date the value of the
foreign currency exceeds the then current amount of U.S. dollars to be paid
by the Fund under the contract, the Fund will recognize a gain. When used
for hedging purposes, a forward contract or other derivative instrument
could be used to protect against possible declines in a currency’s value
where a security held or to be purchased by the Fund is denominated in
that currency.

A forward contract is an obligation to purchase or sell a specific foreign
currency at an agreed exchange rate (price) at a future date, which is
individually negotiated and privately traded by currency traders and their
customers in the interbank market.

A futures contract is a standard binding agreement between two parties
to buy or sell a specified quantity of an underlying instrument or asset,
such as a specific security or currency, at a specified price at a specified
later date that trade on an exchange. A “sale” of a futures contract means
the acquisition of a contractual obligation to deliver the underlying
instrument called for by the contract at a specified price on a specified date.
A “purchase” of a futures contract means the acquisition of a contractual
obligation to acquire the underlying instrument called for by the contract
at a specified price on a specified date. The purchase or sale of a futures
contract will allow the Fund to increase or decrease its exposure to the
underlying instrument or asset. Although most futures contracts by

their terms require the actual delivery or acquisition of the underlying
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instrument, some require cash settlement. The Fund may buy and sell
futures contracts that trade on U.S. and foreign exchanges.

Swap agreements, such as total return swaps and credit default swaps,

are contracts between the Fund and, typically, a brokerage firm, bank, or
other financial institution (the swap counterparty) for periods ranging
from a few days to multiple years. In a basic swap transaction, the Fund
agrees with its counterparty to exchange the returns (or differentials in
rates of return) earned or realized on a particular “notional amount” of
underlying instruments. The notional amount is the set amount selected
by the parties as the basis on which to calculate the obligations that they
have agreed to exchange. The parties typically do not actually exchange
the notional amount. Instead, they agree to exchange the returns that
would be earned or realized if the notional amount were invested in given
instruments or at given interest rates. For credit default swaps, the “buyer”
of the credit default swap agreement is obligated to pay the “seller” a
periodic stream of payments over the term of the agreement in return for a
payment by the “seller” that is contingent upon the occurrence of a credit
event with respect to an underlying reference debt obligation. As a “buyer”
of the credit default swap, the Fund is purchasing the obligation of its
counterparty to offset losses the Fund could experience if there was such a
credit event. Generally, a credit event means bankruptcy, failure to timely
pay interest or principal, obligation acceleration, or modified restructuring
of the reference debt obligation. The contingent payment by the seller
generally is the face amount of the debt obligation in exchange for the
physical delivery of the reference debt obligation or a cash payment equal
to the then current market value of that debt obligation.

A call option gives the purchaser of the option, upon payment of a
premium, the right to buy, and the seller the obligation to sell, the
underlying instrument at the exercise price. Conversely, a put option gives
the purchaser of the option, upon payment of a premium, the right to sell,
and the seller of the option the obligation to buy, the underlying instrument
at the exercise price.

The investment manager considers various factors, such as availability
and cost, in deciding whether to use a particular derivative instrument
or strategy. Moreover, investors should bear in mind that the Fund is not
obligated to actively engage in any derivative transactions.

The Fund may also engage from time to time in an “arbitrage” strategy.
When engaging in an arbitrage strategy, the Fund typically buys one
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security while at the same time selling short another security. The Fund
generally buys the security that the investment manager believes is either
cheap relative to the price of the other security or otherwise undervalued,
and sells short the security that the investment manager believes is either
expensive relative to the price of the other security or otherwise overvalued.
In doing so, the Fund attempts to profit from a perceived relationship
between the values of the two securities. The Fund generally engages

in an arbitrage strategy in connection with an announced corporate
restructuring, such as a merger, acquisition or tender offer, or other
corporate action or event as further discussed under “Merger Arbitrage
Securities and Distressed Companies” below.

Portfolio Selection

The investment manager employs a research driven, fundamental value
strategy for the Fund. In choosing equity investments, the investment
manager focuses on the market price of a company’s securities relative

to the investment manager’s own evaluation of the company’s asset
value, including an analysis of book value, cash flow potential, long-term
earnings, and multiples of earnings. Similarly, debt securities and other
indebtedness, including loan participations, are generally selected based
on the investment manager’s own analysis of the security’s intrinsic value
rather than the coupon rate or rating of the security. The investment
manager examines each investment separately and there are no set criteria
as to specific value parameters, asset size, earnings or industry type.

Principal Risks

Market

The market values of securities owned by the Fund will go up or down,
sometimes rapidly or unpredictably. Securities may decline in value due
to factors affecting individual issuers, securities markets generally or
particular industries or sectors within the securities markets. The value

of a security may go up or down due to general market conditions which
are not specifically related to a particular issuer, such as real or perceived
adverse economic conditions, changes in the general outlook for revenues
or corporate earnings, changes in interest or currency rates or adverse
investor sentiment generally. They may also go up or down due to factors
that affect an individual issuer or a particular industry or sector, such as
changes in production costs and competitive conditions within an industry.
During a general downturn in the securities markets, multiple asset
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classes may decline in value. When markets perform well, there can be no
assurance that securities held by the Fund will participate in or otherwise
benefit from the advance.

Individual stock prices tend to go up and down more dramatically than
those of other types of investments. A slower-growth or recessionary
economic environment could have an adverse effect on the prices of the
various stocks held by the Fund.

Value Style Investing

Value securities may not increase in price as anticipated by the investment
manager, and may even decline further in value, if other investors fail

to recognize the company’s value, or favor investing in faster-growing
companies, or if the events or factors that the investment manager believes
will increase a security’s market value do not occur.

The Fund’s bargain-driven focus may result in the Fund choosing securities
that are not widely followed by other investors. Securities that are
considered “cheaply” priced also may include those of companies reporting
poor earnings, companies whose share prices have declined sharply (such
as growth companies that have recently stumbled to levels considered
“cheap” in the investment manager’s opinion), turnarounds, cyclical
companies, or companies emerging from bankruptcy, all of which may
have a higher risk of being ignored or rejected, and therefore undervalued,
by the market or losing more value.

Foreign Securities

Investing in foreign securities, including securities of foreign governments,
typically involves more risks than investing in U.S. securities. Certain of
these risks also may apply to securities of U.S. companies with significant
foreign operations. These risks, which can increase the potential for losses
in the Fund and affect its share price, are discussed in more detail in the
section “More Information on Investment Policies, Practices and Risks.”

Merger Arbitrage Securities and Distressed Companies

A merger or other restructuring, or a tender or exchange offer, proposed

or pending at the time the Fund invests in Merger Arbitrage Securities may
not be completed on the terms or within the time frame contemplated,
which may result in losses to the Fund. Debt obligations of Distressed
Companies typically are unrated, lower-rated, in default or close to default.
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Also, securities of Distressed Companies are generally more likely to
become worthless than the securities of more financially stable companies.

Smaller and Midsize Companies

While smaller and midsize companies may offer substantial opportunities
for capital growth, they also involve substantial risks and should be
considered speculative. Historically, smaller and midsize company securities
have been more volatile in price than larger company securities, especially
over the short term. Among the reasons for the greater price volatility

are the less certain growth prospects of smaller and midsize companies,

the lower degree of liquidity in the markets for such securities, and the
greater sensitivity of smaller and midsize companies to changing economic
conditions.

In addition, smaller and midsize companies may lack depth of
management, be unable to generate funds necessary for growth or
development, have limited product lines or be developing or marketing
new products or services for which markets are not yet established and
may never become established. Smaller and midsize companies may be
particularly affected by interest rate increases, as they may find it more
difficult to borrow money to continue or expand operations, or may have
difficulty in repaying any loans which are floating rate.

Credit

The Fund could lose money on a debt security if an issuer or borrower is
unable or fails to meet its obligations, including failing to make interest
payments and/or to repay principal when due. Changes in an issuer’s
financial strength, the market’s perception of the issuer’s financial strength
or in a security’s credit rating, which reflects a third party’s assessment of
the credit risk presented by a particular issuer, may affect debt securities’
value. The Fund may incur substantial losses on debt securities that are
inaccurately perceived to present a different amount of credit risk by the
market, the investment manager or the rating agencies than such securities
actually do.

High-Yield Debt Securities

High-yield debt securities (including loans) and unrated securities of similar
credit quality (“high-yield debt instruments™) involve greater risk of a
complete loss of the Fund’s investment, or delays of interest and principal
payments than higher-quality debt securities. Issuers of high-yield debt
instruments are not as strong financially as those issuing securities of
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higher credit quality. High-yield debt instruments are generally considered
predominantly speculative by the applicable rating agencies as these issuers
are more likely to encounter financial difficulties and are more vulnerable
to changes in the relevant economy, such as a recession or a sustained
period of rising interest rates, that could affect their ability to make interest
and principal payments when due. If an issuer stops making interest and/or
principal payments, payments on the securities may never resume. These
instruments may be worthless and the Fund could lose its entire investment.

The prices of high-yield debt instruments fluctuate more than higher-
quality securities. Prices are especially sensitive to developments affecting
the issuer’s business or operations and to changes in the ratings assigned
by rating agencies. In addition, the entire high-yield debt market can
experience sudden and sharp price swings due to changes in economic
conditions, stock market activity, large sustained sales by major investors,
a high-profile default, or other factors. Prices of corporate high-yield debt
instruments often are closely linked with the company’s stock prices and
typically rise and fall in response to factors that affect stock prices.

High-yield debt instruments are generally less liquid than higher-quality
securities. Many of these securities are not registered for sale under the
federal securities laws and/or do not trade frequently. When they do trade,
their prices may be significantly higher or lower than expected. At times,
it may be difficult to sell these securities promptly at an acceptable price,
which may limit the Fund’s ability to sell securities in response to specific
economic events or to meet redemption requests. As a result, high-yield
debt instruments generally pose greater illiquidity and valuation risks.
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MUTUAL INTERNATIONAL FUND

Investment Goal

The Fund’s principal investment goal is capital appreciation, which may
occasionally be short term. Its secondary goal is income.

Principal Investment Policies and Practices

Under normal market conditions, the Fund invests at least 80% of its net
assets in securities of non-U.S. issuers. The investment manager focuses
the Fund’s investments on securities believed to be available at market
prices less than their value based on certain recognized or objective criteria
(intrinsic value).

Following this value-oriented strategy, the Fund invests primarily in:

¢ Undervalued Securities - Securities trading at a discount to intrinsic
value.

And, to a lesser extent, the Fund also invests in:

* Merger Arbitrage Securities - Securities of companies involved in non-
distressed restructurings (such as mergers, acquisitions, consolidations,
liquidations, spinoffs, or tender or exchange offers) or that the
investment manager believes are cheap relative to an economically
equivalent security of the same or another company.

¢ Distressed Companies - Securities of companies that are, or are about to
be, involved in reorganizations, financial restructurings, or bankruptcy.

The Fund invests primarily in equity securities (including securities
convertible into, or that the investment manager expects to be exchanged
for, common or preferred stock) of Asian and European companies that the
investment manager believes are undervalued.

In pursuit of its value-oriented strategy, the Fund is not limited to pre-set
maximums or minimums governing the size of the companies in which it
may invest. However, the Fund currently invests the equity portion of its
portfolio primarily to predominantly in mid- and large-cap companies with
market capitalization values (share price times the number of common
stock shares outstanding) greater than $1.5 billion. The Fund may invest
the remaining portion of its equity investments in smaller companies.
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The Fund defines Asian companies as issuers (i) organized under the laws
of, or (ii) whose principal business operations are located in, or (iii) who
earn at least 50% of their revenue from, Asian countries. For purposes of
the Fund’s investments, Asian countries means Australia, China (including
Hong Kong and Taiwan), Japan, New Zealand, North Korea, South
Korea and all of the countries that are members of the Association of
Southeast Asian Nations. Some of these countries are considered to be
emerging market countries. The Fund currently intends to invest primarily
in securities of issuers in more developed markets such as Australia, Hong
Kong, Japan, New Zealand, South Korea, Singapore and Taiwan.

The Fund defines European companies as issuers (i) organized under the
laws of, or (ii) whose principal business operations are located in, or (iii)
who earn at least 50% of their revenue from, European countries. For
purposes of the Fund’s investments, European countries means all of the
countries that are in Western and Eastern Europe, as well as Scandinavia.

The Fund normally invests in securities from at least five different
countries, although, from time to time, it may invest all of its assets in a
single country. The Fund also may invest up to 20% of its total assets in
securities of U.S. issuers, and securities of issuers from the Middle East and
the remaining regions of the world, including emerging markets.

While the Fund generally purchases securities for investment purposes,
the investment manager may seek to influence or control management,
or invest in other companies that do so, when the investment manager
believes the Fund may benefit.

The Fund’s investments in Distressed Companies typically involve

the purchase of bank debt, lower-rated or defaulted debt securities,
comparable unrated debt securities, trade claims or other indebtedness

(or participations in the indebtedness) of such companies. Such other
indebtedness generally represents a specific commercial loan or portion of
a loan made to a company by a financial institution such as a bank. Loan
participations represent fractional interests in a company’s indebtedness
and are generally made available by banks or other institutional investors.
By purchasing all or a part of a company’s direct indebtedness, the Fund,
in effect, steps into the shoes of the lender. If the loan is secured, the Fund
will have a priority claim to the assets of the company ahead of unsecured
creditors and stockholders. The Fund generally make such investments to
achieve capital appreciation, rather than to seek income.
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For purposes of pursuing its investment goal, the Fund may, from time to
time, enter into currency-related transactions involving certain derivative
instruments, including currency forwards, and currency and currency index
futures contracts. The use of derivative currency transactions may allow
the Fund to obtain net long or net negative (short) exposure to selected
currencies. The Fund may also enter into various other transactions
involving derivatives, including put and call options on equity securities
and swap agreements (which may include total return and credit default
swaps). The use of these derivative transactions may allow the Fund to
obtain net long or net negative (short) exposures to selected countries,
currencies or issues. The investment manager considers various factors,
such as availability and cost, in deciding whether, when and to what extent
to enter into derivative transactions.

The Fund may use any of the above currency techniques or other
derivative transactions for the purposes of enhancing Fund returns,
increasing liquidity, gaining exposure to particular instruments in more
efficient or less expensive ways and/or hedging risks relating to changes

in currency exchange rates, market prices and other market factors. By
way of example, when the investment manager believes that the value

of a particular foreign currency is expected to increase compared to the
U.S. dollar, the Fund could enter into a forward contract to purchase that
foreign currency at a future date. If at such future date the value of the
foreign currency exceeds the then current amount of U.S. dollars to be paid
by the Fund under the contract, the Fund will recognize a gain. When used
for hedging purposes, a forward contract or other derivative instrument
could be used to protect against possible declines in a currency’s value
where a security held or to be purchased by the Fund is denominated in
that currency.

A forward contract is an obligation to purchase or sell a specific foreign
currency at an agreed exchange rate (price) at a future date, which is
individually negotiated and privately traded by currency traders and their
customers in the interbank market.

A futures contract is a standard binding agreement between two parties

to buy or sell a specified quantity of an underlying instrument or asset,
such as a specific security or currency, at a specified price at a specified
later date that trade on an exchange. A “sale” of a futures contract means
the acquisition of a contractual obligation to deliver the underlying
instrument called for by the contract at a specified price on a specified date.
A “purchase” of a futures contract means the acquisition of a contractual
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obligation to acquire the underlying instrument called for by the contract
at a specified price on a specified date. The purchase or sale of a futures
contract will allow the Fund to increase or decrease its exposure to the
underlying instrument or asset. Although most futures contracts by

their terms require the actual delivery or acquisition of the underlying
instrument, some require cash settlement. The Fund may buy and sell
futures contracts that trade on U.S. and foreign exchanges.

Swap agreements, such as total return swaps and credit default swaps,

are contracts between the Fund and, typically, a brokerage firm, bank, or
other financial institution (the swap counterparty) for periods ranging
from a few days to multiple years. In a basic swap transaction, the Fund
agrees with its counterparty to exchange the returns (or differentials in
rates of return) earned or realized on a particular “notional amount” of
underlying instruments. The notional amount is the set amount selected

by the parties as the basis on which to calculate the obligations that they
have agreed to exchange. The parties typically do not actually exchange
the notional amount. Instead, they agree to exchange the returns that
would be earned or realized if the notional amount were invested in given
instruments or at given interest rates. For credit default swaps, the “buyer”
of the credit default swap agreement is obligated to pay the “seller” a
periodic stream of payments over the term of the agreement in return for a
payment by the “seller” that is contingent upon the occurrence of a credit
event with respect to an underlying reference debt obligation. As a “buyer’
of the credit default swap, the Fund is purchasing the obligation of its
counterparty to offset losses the Fund could experience if there was such a
credit event. Generally, a credit event means bankruptcy, failure to timely
pay interest or principal, obligation acceleration, or modified restructuring
of the reference debt obligation. The contingent payment by the seller
generally is the face amount of the debt obligation in exchange for the
physical delivery of the reference debt obligation or a cash payment equal
to the then current market value of that debt obligation.

2

A call option gives the purchaser of the option, upon payment of a
premium, the right to buy, and the seller the obligation to sell, the
underlying instrument at the exercise price. Conversely, a put option gives
the purchaser of the option, upon payment of a premium, the right to sell,
and the seller of the option the obligation to buy, the underlying instrument
at the exercise price.

The investment manager considers various factors, such as availability
and cost, in deciding whether to use a particular derivative instrument
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or strategy. Moreover, investors should bear in mind that the Fund is not
obligated to actively engage in any derivative transactions.

The Fund may also engage from time to time in an “arbitrage” strategy.
When engaging in an arbitrage strategy, the Fund typically buys one
security while at the same time selling short another security. The Fund
generally buys the security that the investment manager believes is either
cheap relative to the price of the other security or otherwise undervalued,
and sells short the security that the investment manager believes is either
expensive relative to the price of the other security or otherwise overvalued.
In doing so, the Fund attempts to profit from a perceived relationship
between the values of the two securities. The Fund generally engages

in an arbitrage strategy in connection with an announced corporate
restructuring, such as a merger, acquisition or tender offer, or other
corporate action or event as further discussed under “Merger Arbitrage
Securities and Distressed Companies” below.

Portfolio Selection

The investment manager employs a research driven, fundamental value
strategy for the Fund. In choosing equity investments, the investment
manager focuses on the market price of a company’s securities relative

to the investment manager’s own evaluation of the company’s asset
value, including an analysis of book value, cash flow potential, long-term
earnings, and multiples of earnings. Similarly, debt securities and other
indebtedness, including loan participations, are generally selected based
on the investment manager’s own analysis of the security’s intrinsic value
rather than the coupon rate or rating of the security. The investment
manager examines each investment separately and there are no set criteria
as to specific value parameters, asset size, earnings or industry type.

Principal Risks

Market

The market values of securities owned by the Fund will go up or down,
sometimes rapidly or unpredictably. Securities may decline in value due
to factors affecting individual issuers, securities markets generally or
particular industries or sectors within the securities markets. The value
of a security may go up or down due to general market conditions which
are not specifically related to a particular issuer, such as real or perceived
adverse economic conditions, changes in the general outlook for revenues
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or corporate earnings, changes in interest or currency rates or adverse
investor sentiment generally. They may also go up or down due to factors
that affect an individual issuer or a particular industry or sector, such as
changes in production costs and competitive conditions within an industry.
During a general downturn in the securities markets, multiple asset

classes may decline in value. When markets perform well, there can be no
assurance that securities held by the Fund will participate in or otherwise
benefit from the advance.

Individual stock prices tend to go up and down more dramatically than
those of other types of investments. A slower-growth or recessionary
economic environment could have an adverse effect on the prices of the
various stocks held by the Fund.

Value Style Investing

Value securities may not increase in price as anticipated by the investment
manager, and may even decline further in value, if other investors fail

to recognize the company’s value, or favor investing in faster-growing
companies, or if the events or factors that the investment manager believes
will increase a security’s market value do not occur.

The Fund’s bargain-driven focus may result in the Fund choosing securities
that are not widely followed by other investors. Securities that are
considered “cheaply” priced also may include those of companies reporting
poor earnings, companies whose share prices have declined sharply (such
as growth companies that have recently stumbled to levels considered
“cheap” in the investment manager’s opinion), turnarounds, cyclical
companies, or companies emerging from bankruptcy, all of which may
have a higher risk of being ignored or rejected, and therefore undervalued,
by the market or losing more value.

Foreign Securities

Investing in foreign securities, including securities of foreign governments,
typically involves more risks than investing in U.S. securities. Certain of
these risks also may apply to securities of U.S. companies with significant
foreign operations. These risks, which can increase the potential for losses
in the Fund and affect its share price, are discussed in more detail in the
section “More Information on Investment Policies, Practices and Risks.”
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Developing Market Countries

The Fund’s investments in developing market countries are subject to all of
the risks of foreign investing generally, and have additional heightened risks
due to a lack of established legal, political, business and social frameworks
to support securities markets. These risks, which can increase the potential
for losses in the Fund and affect its share price, are discussed in more

detail in the section “More Information on Investment Policies, Practices
and Risks.”

Merger Arbitrage Securities and Distressed Companies

A merger or other restructuring, or a tender or exchange offer, proposed

or pending at the time the Fund invests in Merger Arbitrage Securities may
not be completed on the terms or within the time frame contemplated,
which may result in losses to the Fund. Debt obligations of Distressed
Companies typically are unrated, lower-rated, in default or close to default.
Also, securities of Distressed Companies are generally more likely to
become worthless than the securities of more financially stable companies.

Smaller and Midsize Companies

While smaller and midsize companies may offer substantial opportunities
for capital growth, they also involve substantial risks and should be
considered speculative. Historically, smaller and midsize company securities
have been more volatile in price than larger company securities, especially
over the short term. Among the reasons for the greater price volatility

are the less certain growth prospects of smaller and midsize companies,

the lower degree of liquidity in the markets for such securities, and the
greater sensitivity of smaller and midsize companies to changing economic
conditions.

In addition, smaller and midsize companies may lack depth of
management, be unable to generate funds necessary for growth or
development, have limited product lines or be developing or marketing
new products or services for which markets are not yet established and
may never become established. Smaller and midsize companies may be
particularly affected by interest rate increases, as they may find it more
difficult to borrow money to continue or expand operations, or may have
difficulty in repaying any loans which are floating rate.

Credit
The Fund could lose money on a debt security if an issuer or borrower is
unable or fails to meet its obligations, including failing to make interest
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payments and/or to repay principal when due. Changes in an issuer’s
financial strength, the market’s perception of the issuer’s financial strength
or in a security’s credit rating, which reflects a third party’s assessment of
the credit risk presented by a particular issuer, may affect debt securities’
value. The Fund may incur substantial losses on debt securities that are
inaccurately perceived to present a different amount of credit risk by the
market, the investment manager or the rating agencies than such securities
actually do.

High-Yield Debt Securities

High-yield debt securities (including loans) and unrated securities of similar
credit quality (“high-yield debt instruments™) involve greater risk of a
complete loss of the Fund’s investment, or delays of interest and principal
payments than higher-quality debt securities. Issuers of high-yield debt
instruments are not as strong financially as those issuing securities of
higher credit quality. High-yield debt instruments are generally considered
predominantly speculative by the applicable rating agencies as these issuers
are more likely to encounter financial difficulties and are more vulnerable
to changes in the relevant economy, such as a recession or a sustained
period of rising interest rates, that could affect their ability to make interest
and principal payments when due. If an issuer stops making interest and/or
principal payments, payments on the securities may never resume. These
instruments may be worthless and the Fund could lose its entire investment.

The prices of high-yield debt instruments fluctuate more than higher-
quality securities. Prices are especially sensitive to developments affecting
the issuer’s business or operations and to changes in the ratings assigned
by rating agencies. In addition, the entire high-yield debt market can
experience sudden and sharp price swings due to changes in economic
conditions, stock market activity, large sustained sales by major investors,
a high-profile default, or other factors. Prices of corporate high-yield debt
instruments often are closely linked with the company’s stock prices and
typically rise and fall in response to factors that affect stock prices.

High-yield debt instruments are generally less liquid than higher-quality
securities. Many of these securities are not registered for sale under the
federal securities laws and/or do not trade frequently. When they do trade,
their prices may be significantly higher or lower than expected. At times,
it may be difficult to sell these securities promptly at an acceptable price,
which may limit the Fund’s ability to sell securities in response to specific
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economic events or to meet redemption requests. As a result, high-yield
debt instruments generally pose greater illiquidity and valuation risks.

90

franklintempleton.com

FRANKLIN MUTUAL SERIES FUNDS FUND DETAILS

More Information on Investment Policies,
Practices and Risks

Equity Securities

Each Fund (hereafter “the Fund”) invests primarily in equity securities,
including securities convertible, or expected to be exchanged, into equity
securities. An equity security represents a proportionate share of the
ownership of a company; its value is based on the success of the company’s
business, any income paid to stockholders, the value of its assets, and
general market conditions. Common stocks and preferred stocks, and
securities convertible into common stock, are examples of equity securities.
The Fund may invest in convertible securities without regard to the ratings
assigned by ratings services.

Debt Securities

The Fund also invests in debt securities. Debt securities represent the
obligation of the issuer to repay a loan of money to it, and generally
pay interest to the holder. Bonds, notes and debentures, as well as loan
participations, are examples of debt securities.

Foreign Securities

Investing in foreign securities typically involves more risks than investing
in U.S. securities. Certain of these risks also may apply to securities of U.S.
companies with significant foreign operations.

Currency exchange rates. Foreign securities may be issued and traded
in foreign currencies. As a result, their market values in U.S. dollars may
be affected by changes in exchange rates between such foreign currencies
and the U.S. dollar, as well as between currencies of countries other than
the U.S. For example, if the value of the U.S. dollar goes up compared

to a foreign currency, an investment traded in that foreign currency

will go down in value because it will be worth fewer U.S. dollars. The
Fund accrues additional expenses when engaging in currency exchange
transactions, and valuation of the Fund’s foreign securities may be subject
to greater risk because both the currency (relative to the U.S. dollar) and
the security must be considered.

Currency management strategies. Currency management strategies

may substantially change the Fund’s exposure to currency exchange rates
and could result in losses to the Fund if currencies do not perform as the
investment manager expects. In addition, currency management strategies,

franklintempleton.com 91



FUND DETAILS FRANKLIN MUTUAL SERIES FUNDS

to the extent that they reduce the Fund’s exposure to currency risks, may
also reduce the Fund’s ability to benefit from favorable changes in currency
exchange rates. There is no assurance that the investment manager’s use of
currency management strategies will benefit the Fund or that they will be,
or can be, used at appropriate times. Furthermore, there may not be perfect
correlation between the amount of exposure to a particular currency and
the amount of securities in the portfolio denominated in that currency.
Investing in foreign currencies for purposes of gaining from projected
changes in exchange rates, as opposed to hedging currency risks applicable
to the Fund’s holdings, further increases the Fund’s exposure to foreign
investment losses.

Political and economic developments. The political, economic and social
structures of some foreign countries may be less stable and more volatile
than those in the United States. Investments in these countries may be
subject to greater risks of internal and external conflicts, expropriation,
nationalization of assets, foreign exchange controls (such as suspension

of the ability to transfer currency from a given country), restrictions on
removal of assets, political or social instability, military action or unrest,
diplomatic developments, currency devaluations, foreign ownership
limitations, and punitive or confiscatory tax increases. It is possible that

a government may take over the assets or operations of a company or
impose restrictions on the exchange or export of currency or other assets.
Some countries also may have different legal systems that may make it
difficult for the Fund to vote proxies, exercise shareholder rights, and
pursue legal remedies with respect to its foreign investments. Diplomatic
and political developments, including rapid and adverse political changes,
social instability, regional conflicts, terrorism and war, could affect the
economies, industries and securities and currency markets, and the value of
the Fund’s investments, in non-U.S. countries. These factors are extremely
difficult, if not impossible, to predict and take into account with respect to
the Fund’s investments.

Trading practices. Brokerage commissions, withholding taxes, custodial
fees, and other fees generally are higher in foreign markets. The policies
and procedures followed by foreign stock exchanges, currency markets,
trading systems and brokers may differ from those applicable in the United
States, with possibly negative consequences to the Fund. The procedures
and rules governing foreign trading, settlement and custody (holding of the
Fund’s assets) also may result in losses or delays in payment, delivery or
recovery of money or other property. Foreign government supervision and
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regulation of foreign securities markets and trading systems may be less
than or different from government supervision in the United States, and
may increase the Fund’s regulatory and compliance burden and/or decrease
the Fund’s investor rights and protections.

Availability of information. Foreign issuers may not be subject to the
same disclosure, accounting, auditing and financial reporting standards
and practices as U.S. issuers. Thus, there may be less information publicly
available about foreign issuers than about most U.S. issuers.

Limited markets. Certain foreign securities may be less liquid (harder

to sell) and their prices may be more volatile than many U.S. securities.
Illiquidity tends to be greater, and valuation of the Fund’s foreign securities
may be more difficult, due to the infrequent trading and/or delayed
reporting of quotes and sales.

Regional. Adverse conditions in a certain region can adversely affect
securities of issuers in other countries whose economies appear to be
unrelated. To the extent that the Fund invests a significant portion of its
assets in a specific geographic region, the Fund will generally have more
exposure to regional economic risks. In the event of economic or political
turmoil or a deterioration of diplomatic relations in a region or country
where a substantial portion of the Fund’s assets are invested, the Fund may
experience substantial illiquidity.

Current political uncertainty surrounding the European Union (EU) and
its membership may increase market volatility. The financial instability

of some countries in the EU, including Greece, Italy and Spain, together
with the risk of that impacting other more stable countries may increase
the economic risk of investing in companies in Europe. One or more

EU member states might exit the EU, placing the European currency

and banking system in jeopardy. Efforts of the EU to further unify the
economic and monetary policies of its members may increase the potential
interdependence of the economies of the EU members and thereby increase
the risk that adverse developments in one country will adversely affect the
securities of issues located in other countries.

Derivative Instruments

The performance of derivative instruments (including currency related
derivatives) depends largely on the performance of an underlying currency,
security or index and such instruments often have risks similar to their
underlying instrument in addition to other risks. Derivatives involve costs
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and can create economic leverage in the Fund’s portfolio which may result
in significant volatility and cause the Fund to participate in losses (as well
as enable gains) in an amount that exceeds the Fund’s initial investment.
Other risks include illiquidity, mispricing or improper valuation of the
derivative instrument, and imperfect correlation between the value of

the derivative and the underlying instrument so that the Fund may not
realize the intended benefits. Their successful use will usually depend on
the investment manager’s ability to accurately forecast movements in the
market relating to the underlying instrument. Should a market or markets,
or prices of particular classes of investments move in an unexpected
manner, especially in unusual or extreme market conditions, the Fund
may not achieve the anticipated benefits of the transaction, and it may
realize losses, which could be significant. If the investment manager is not
successful in using such derivative instruments, the Fund’s performance
may be worse than if the investment manager did not use such derivative
instruments at all. To the extent that the Fund uses such instruments

for hedging purposes, there is the risk of imperfect correlation between
movements in the value of the derivative instrument and the value of the
underlying investment or other asset being hedged. There is also the risk,
especially under extreme market conditions, that an instrument, which
usually would operate as a hedge, provides no hedging benefits at all.

Use of these instruments could also result in a loss if the counterparty

to the transaction (particularly with respect to OTC instruments, such

as swap agreements and forward currency contracts) does not perform

as promised, including because of such counterparty’s bankruptcy or
insolvency. This risk may be heightened during volatile market conditions.
Other risks include the inability to close out a position because the
trading market becomes illiquid (particularly in the OTC markets) or

the availability of counterparties becomes limited for a period of time.

In addition, the presence of speculators in a particular market could

lead to price distortions. To the extent that the Fund is unable to close
out a position because of market illiquidity, the Fund may not be able to
prevent further losses of value in its derivatives holdings and the Fund’s
liquidity may be impaired to the extent that it has a substantial portion
of its otherwise liquid assets marked as segregated to cover its obligations
under such derivative instruments. The Fund may also be required to
take or make delivery of an underlying instrument that the investment
manager would otherwise have attempted to avoid. Some derivatives

can be particularly sensitive to changes in interest rates or other market
prices. Investors should bear in mind that, while the Fund intends to use
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derivative strategies on a regular basis, it is not obligated to actively engage
in these transactions, generally or in any particular kind of derivative, if
the investment manager elects not to do so due to availability, cost or other
factors.

The use of derivative strategies may also have a tax impact on the Fund.
The timing and character of income, gains or losses from these strategies
could impair the ability of the investment manager to utilize derivatives
when it wishes to do so.

Management

The Fund is actively managed and could experience losses if the investment
manager’s judgment about markets, interest rates or the attractiveness,
relative values, liquidity, or potential appreciation of particular investments
made for the Fund’s portfolio prove to be incorrect. There can be no
guarantee that these techniques or the investment manager’s investment
decisions will produce the desired results. Additionally, legislative,
regulatory, or tax developments may affect the investment techniques
available to the investment manager in connection with managing the
Fund and may also adversely affect the ability of the Fund to achieve its
investment goal.

Focus

The greater the Fund’s exposure to any single type of investment —
including investment in a given industry, sector, region, country, issuer, or
type of security — the greater the losses the Fund may experience upon any
single economic, business, political, regulatory, or other occurrence. As a
result, there may be more fluctuation in the price of the Fund’s shares.

Commodity Exchange Act Exclusion

The Fund has claimed an exclusion from the definition of “commodity
pool operator” under the Commodity Exchange Act (CEA), and, therefore,
is not currently subject to registration or regulation as a commodity pool
operator under the CEA. However, the Commodity Futures Trading
Commission (CTFC) has recently adopted amendments to this exclusion.
Such amendments will not become effective until additional proposed rule
amendments under the CEA are adopted, the timing of which is not yet
known. When effective, such amendments may require the Fund to comply
with regulatory obligations and restrictions under the CEA, which may
affect the Fund’s expenses or its use of derivative instruments.
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Temporary Investments

The investment manager may keep a portion, which may be significant

at times, of the Fund’s assets in cash or invested in high-quality short-
term, money market instruments, corporate debt, or direct or indirect

U.S. and non-U.S. government and agency obligations, when it believes
that insufficient investment opportunities meeting the Fund’s investment
criteria exist or that it may otherwise be necessary to maintain liquidity.
For example, when prevailing market valuations for securities are high,
there may be fewer securities available at prices below their intrinsic value.
In addition, when the investment manager believes market or economic
conditions are unfavorable for investors or seeks to maintain liquidity, the
investment manager may invest up to 100% of the Fund’s assets in U.S.

or non-U.S. dollar denominated short-term investments, including cash or
cash equivalents. In these circumstances, the Fund may be unable to pursue
its investment goals.

More detailed information about the Fund, its policies and risks can be
found in the Fund’s Statement of Additional Information (SAI).

A description of the Fund’s policies and procedures regarding the release of
portfolio holdings information is also available in the Fund’s SAI Portfolio
holdings information can be viewed online at franklintempleton.com.
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Management

Franklin Mutual Advisers, LLC (Franklin Mutual), 101 John E Kennedy
Parkway, Short Hills, NJ 07078, is the Fund’s investment manager.
Together, Franklin Mutual and its affiliates manage as of March 31,2012,
over $725 billion in assets, and have been in the investment management
business since 1947.

The following individuals are jointly responsible for the day-to-day
management of each of the named Funds. The portfolio manager for each
Fund has primary responsibility for the investments of the Fund and has
final authority over all aspects of the Fund’s investment portfolio, including
but not limited to, purchases and sales of individual securities, portfolio
risk assessment, and the management of daily cash balances in accordance
with anticipated management requirements. Each portfolio manager’s
authority is subject to the general supervision and oversight provided by
the Chief Executive Officer of Franklin Mutual. The degree to which a
portfolio manager may perform these functions, and the nature of these
functions, may change from time to time. The assistant portfolio managers
provide research and advice on the purchases and sales of individual
securities and portfolio risk assessment.
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Mutual Beacon Fund
CHRISTIAN CORREA Co-Portfolio Manager
MANDANA HORMOZI Co-Portfolio Manager

Mutual Global Discovery Fund

PETER A. LANGERMAN Co-Portfolio Manager
PHILIPPE BRUGERE-TRELAT Co-Portfolio Manager
TIMOTHY RANKIN Assistant Portfolio Manager

Mutual Quest Fund
SHAWN M. TUMULTY Co-Portfolio Manager
KEITH LUH Co-Portfolio Manager

Mutual Shares Fund

PETER A. LANGERMAN Co-Portfolio Manager
F. DAVID SEGAL Co-Portfolio Manager
DEBBIE TURNER Assistant Portfolio Manager

Mutual Financial Services Fund
ANDREW SLEEMAN Portfolio Manager
RICHARD CETLIN Assistant Portfolio Manager

Mutual European Fund
PHILIPPE BRUGERE-TRELAT Co-Portfolio Manager
KATRINA DUDLEY Co-Portfolio Manager

Mutual International Fund
PHILIPPE BRUGERE-TRELAT Co-Portfolio Manager
ANDREW SLEEMAN Co-Portfolio Manager

RICHARD CETLIN Portfolio Manager of Franklin Mutual

Mr. Cetlin has been a portfolio manager for Mutual Financial Services
Fund since 2010. He joined Franklin Templeton Investments in 2010. Prior
to joining Franklin Templeton Investments, he was a consultant for Asian
Century Quest, a hedge fund focused on the Asian-Pacific region and as

a senior vice president and senior analyst for U.S. banking and specialty
finance at AllianceBerstein.
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CHRISTIAN CORREA, CFA Portfolio Manager of Franklin Mutual

M. Correa has been a lead portfolio manager for the Mutual Beacon Fund
since 2007. He has been an analyst for Franklin Mutual since 2003, when
he joined Franklin Templeton Investments.

KATRINA DUDLEY, CFA Portfolio Manager of Franklin Mutual
Ms. Dudley has been a portfolio manager for Mutual European Fund since
2007. She joined Franklin Templeton Investments in 2002.

MANDANA HORMOZI Portfolio Manager of Franklin Mutual
Ms. Hormozi has been a portfolio manager for Mutual Beacon Fund since
2009. She joined Franklin Templeton Investments in 2003.

PETER A. LANGERMAN Chairman, President and Chief Executive Officer of Franklin
Mutual

Mr. Langerman rejoined Franklin Templeton Investments in 2005 and
assumed the duties of lead portfolio manager of the Mutual Shares Fund
in 2005 and Mutual Global Discovery Fund in 2009. He joined Franklin
Templeton Investments in 1996, serving in various capacities, including
President and Chief Executive Officer of Franklin Mutual and member
of the management team of the Funds, including Mutual Shares Fund,
before leaving in 2002 and serving as director of New Jersey’s Division of
Investment, overseeing employee pension funds. Between 1986 and 1996,
he was employed at Heine Securities Corporation, the Funds’ former
manager.

KEITH LUH, CFA Portfolio Manager of Franklin Mutual

M. Luh has been a portfolio manager of the Mutual Quest Fund since
2010. He has been a portfolio manager for Franklin Mutual since 2009.
He joined Franklin Templeton Investments in 2005.

TIMOTHY RANKIN, CFA Portfolio Manager of Franklin Mutual

Mr. Rankin has been a portfolio manager for Mutual Global Discovery
Fund since 2010. He rejoined Franklin Templeton Investments in June
2010. Prior to rejoining Franklin Templeton investments, he was managing
director of Blue Harbour Group, LLC, a private investment firm focused
on small- and mid-cap North American companies. Previously, he worked
at Franklin Templeton Investments from 1997 through 2004.

F. DAVID SEGAL, CFA Portfolio Manager of Franklin Mutual

M. Segal has been a portfolio manager for Mutual Shares Fund since
2005 and assumed the duties of lead portfolio manager in 2007. He joined
Franklin Templeton Investments in 2002.
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ANDREW SLEEMAN, CFA Portfolio Manager of Franklin Mutual

M. Sleeman has been a lead portfolio manager of the Mutual International
Fund since inception and Mutual Financial Services Fund since 2009.

He joined Franklin Templeton Investments in 2007. Prior to joining
Franklin Templeton Investments, he was with Fox-Pitt, Kelton, a financials
specialist firm, where he focused on international financial equities.
Previously, he worked in international equities at BNP Paribas. He also
worked in Australia in the fixed income division of JP Morgan Investment
Management.

PHILIPPE BRUGERE-TRELAT Executive Vice President of Franklin Mutual

Mr. Brugere-Trelat has been a portfolio manager of the Mutual European
Fund since 2004 and assumed the duties of lead portfolio manager in
2005 and a lead portfolio manager of the Mutual International Fund
since inception and Mutual Global Discovery Fund since 2009. He has
been a member of the management team of the Funds since 2004, when
he rejoined Franklin Templeton Investments. Prior to joining Franklin
Templeton Investments, he was president and portfolio manager of
Eurovest. Between 1984 and 1994, he was employed at Heine Securities
Corporation, the Funds’ former manager.

SHAWN M. TUMULTY Vice President of Franklin Mutual

Mt. Tumulty has been a portfolio manager for Mutual Quest Fund since
2003 and assumed the duties of lead portfolio manager in 2009. He joined
Franklin Templeton Investments in 2000.

DEBBIE TURNER, CFA Portfolio Manager of Franklin Mutual

Ms. Turner has been a portfolio manager for Mutual Shares Fund since
2001. She joined Franklin Templeton Investments in 1996. Between 1993
and 1996, she was employed at Heine Securities Corporation, the Funds’
former manager.

CFA® and Chartered Financial Analyst® are trademarks owned by CFA Institute.

The Fund’s SAI provides additional information about portfolio manager
compensation, other accounts that they manage and their ownership of
Fund shares.

The Fund pays the investment manager a fee for managing the Fund’s
assets. The table below shows the management fees paid by the Fund to
the investment manager for its services, as a percentage of average daily net
assets, for the fiscal year ended December 31, 2011:
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Management
Fees Paid (%)
Mutual Beacon Fund 0.60
Mutual European Fund 0.79
Mutual Financial Services Fund 0.80
Mutual Global Discovery Fund 0.75
Mutual International Fund 0.24!
Mutual Quest Fund 0.60
Mutual Shares Fund 0.57

1. Franklin Mutual and the International Fund’s administrator have agreed to waive or limit their respective fees
and to assume as their own certain expenses otherwise payable by the Fund so that common expenses (i.e., a
combination of investment management fees, administration fees, and other expenses, but excluding the Rule
12b-1 fees and acquired fund fees and expenses) for each class do not exceed 1.17% (other than certain non-
routine expenses or costs, including those relating to litigation, indemnification, reorganizations and liquidations)
until April 30, 2013. The management fees before and after such waivers for the fiscal year ended December 31,
2011, were 0.80% and 0.24%.

A discussion regarding the basis for the board of trustees approving the
investment management contract of the Fund is available in the Fund’s
semiannual report to shareholders for the six-month period ended June 30.

Special Servicing Agreement

The European Fund, Financial Services Fund, Global Discovery Fund,
International Fund, Quest Fund and Mutual Shares Fund are each an
underlying investment fund of one or more funds of Franklin Templeton
Fund Allocator Series Funds (the “Allocator Funds™), and have entered into
a Special Servicing Agreement with the Allocator Funds and certain service
providers of the Fund and the Allocator Funds, pursuant to which the Fund
may pay a portion of the Allocator Funds’ expenses, including transfer
agency and shareholder servicing costs, to the extent such payments are less
than the amount of the benefits realized or expected to be realized by the
Fund from the investment in the Fund by the Allocator Funds.
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Distributions and Taxes

The information is provided with respect to each Fund (hereafter the
“Fund”).

Income and Capital Gain Distributions

As a regulated investment company, the Fund generally pays no federal
income tax on the income and gains it distributes to you. The Fund intends
to pay income dividends at least twice annually from its net investment
income. Capital gains, if any, may be paid at least annually. The amount

of any distribution will vary, and there is no guarantee the Fund will

pay either income dividends or capital gain distributions. Your income
dividends and capital gain distributions will be automatically reinvested in
additional shares at net asset value (NAV) unless you elect to receive them
in cash.

Annual statements. After the close of each calendar year, you will receive
tax information from the Fund with respect to the federal income tax
treatment of the Fund’s distributions and any taxable sales or exchanges

of covered Fund shares occurring during the prior calendar year. If the
Fund finds it necessary to reclassify income or adjust the cost basis of any
covered shares sold or exchanged after you receive your tax information,
the Fund will send you revised tax information. Distributions declared in
December to shareholders of record in such month and paid in January are
taxable as if they were paid in December. Additional tax information about
the Fund’s distributions is available at franklintempleton.com.

Avoid “buying a dividend” At the time you purchase your Fund shares,
the Fund’s net asset value may reflect undistributed income, undistributed
capital gains, or net unrealized appreciation in the value of the portfolio
securities held by the Fund. For taxable investors, a subsequent distribution
to you of such amounts, although constituting a return of your investment,
would be taxable. Buying shares in the Fund just before it declares an
income dividend or capital gain distribution is sometimes known as
“buying a dividend.”

Tax Considerations

If you are a taxable investor, Fund distributions are generally taxable to
you as ordinary income, capital gains or some combination of both. This is
the case whether you reinvest your distributions in additional Fund shares
or receive them in cash.
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Dividend income. Income dividends are generally subject to tax at
ordinary rates. Income dividends reported by the Fund to shareholders

as qualified dividend income may be subject to tax by individuals at
reduced long-term capital gains tax rates provided certain holding period
requirements are met. These reduced rates of taxation are presently
scheduled to sunset and, unless extended, will no longer apply to qualified
dividends paid with respect to taxable years of the Fund beginning after
December 31, 2012. A return-of-capital distribution is generally not
taxable but will reduce the cost basis of your shares, and will result in a
higher capital gain or a lower capital loss when you later sell your shares.

Capital gains. Fund distributions of short-term capital gains are also
subject to tax at ordinary rates. Fund distributions of long-term capital
gains are taxable at the reduced long-term capital gains rates no matter
how long you have owned your Fund shares. For individuals in the 10%
and 15% tax brackets, the long-term capital gains tax rate is 0%. For
individuals in higher tax brackets, the long-term capital gains rate is
15%. These reduced rates are presently scheduled to sunset on December
31,2012.

Sales of Fund shares. When you sell your shares in the Fund, or exchange
them for shares of a different Franklin Templeton fund, you will generally
realize a taxable capital gain or loss. If you have owned your Fund shares
for more than one year, any net long-term capital gains will qualify for the
reduced rates of taxation on long-term capital gains. An exchange of your
shares in one class of the Fund for shares of another class of the same Fund
is not taxable and no gain or loss will be reported on the transaction.

Cost basis reporting. If you acquire shares in the Fund on or after
January 1, 2012, generally referred to as “covered shares,” and sell or
exchange them after that date, the Fund is generally required to report cost
basis information to you and the IRS annually. The Fund will compute

the cost basis of your covered shares using the average cost method, the
Fund’s “default method,” unless you contact the Fund to select a different
method, or choose to specifically identify your shares at the time of each
sale or exchange. If your account is held by your financial advisor or other
broker-dealer, that firm may select a different default method. In these
cases, please contact the firm to obtain information with respect to the
available methods and elections for your account. Shareholders should
carefully review the cost basis information provided by the Fund and
make any additional basis, holding period or other adjustments that are
required when reporting these amounts on their federal and state income
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tax returns. Additional information about cost basis reporting is available
at franklintempleton.com/costbasis.

Backup withholding. If you do not provide the Fund your taxpayer
identification number and certain required certifications you may be
subject to federal backup withholding at 28% on any taxable Fund
distributions and proceeds from the sale of your Fund shares. State backup
withholding may also apply.

State, local and foreign taxes. Distributions of ordinary income and
capital gains, and gains from the sale of your Fund shares, are generally
subject to state and local taxes. If the Global Discovery, Financial Services,
European and International Funds qualify, they may elect to pass through
to you as a foreign tax credit or deduction any foreign taxes that are paid
on their investments.

Non-U.S. investors. Non-U.S. investors may be subject to U.S.
withholding tax at 30% or a lower treaty rate on Fund dividends of
ordinary income. Non-U.S. investors may be subject to U.S. estate tax on
the value of their shares. They are subject to special U.S. tax certification
requirements to avoid backup withholding, claim any exemptions

from withholding and claim any treaty benefits. Exemptions from U.S.
withholding tax are provided for capital gain dividends paid by the Fund
from long-term capital gains and, with respect to taxable years of the Fund
ending on or before December 31,2011 (sunset date), interest-related
dividends paid by the Fund from its qualified net interest income from U.S.
sources and short-term capital gain dividends.

Other tax information. This discussion of “Distributions and Taxes” is
for general information only and is not tax advice. You should consult
your own tax advisor regarding your particular circumstances, and about
any federal, state, local and foreign tax consequences before making an
investment in the Fund. Additional information about the tax consequences
of investing in the Fund may be found in the Statement of Additional
Information.
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Financial Highlights

The Financial Highlights present the Fund’s financial performance for the
past five years or since its inception. Certain information reflects financial
results for a single Fund share. The total returns represent the rate that an
investor would have earned or lost on an investment in the Fund assuming
reinvestment of dividends and capital gains. This information has been
audited by Ernst & Young LLP, independent registered public accounting
firm, whose report, along with the Fund’s financial statements, are included
in the annual report, which are available upon request.
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MUTUAL BEACON FUND -
CLASS A Year Ended December 31,

2011 2010 pAUIE] 2008 2007

Per share operating performance
(for a share outstanding throughout

the year)
Net asset value, beginning of year $12.24 $11.40 $8.99 $15.62 $16.61
Income from investment operations:*
Net investment income® 0.24 0.32° 0.04¢ 0.20 0.45
Net realized and unrealized gains
(losses) (0.56) 0.90 2.58 (6.38) (=)
Total from investment operations (0.32) 1.22 2.62 (6.18) 0.45
Less distributions from:
Net investment income (0.31) (0.38) (0.21) (0.03) (0.52)
Net realized gains — — — (0.42 (0.92)
Total distributions (0.31) (0.38) (0.21) (0.45) (1.48)

_ _ e _ e

Redemption fees’ — —

Net asset value, end of year $11.61 $12.24 $11.40 $8.99 $15.62

Total return® (2.500%  10.82%  29.30%  (40.48)% 2.67%
Ratios to average net assets

Expenses" 1.14% 1.18% 1.72%" 1.13%! 1.14%'
Expenses incurred in connection with

securities sold short —%" 0.02% 0.55% —%" 0.01%
Net investment income 1.94% 2.76%° 0.48%° 1.61% 2.57%
Supplemental data

Net assets, end of year (000's) $1,062,477 $1,327,189 $1,361,152 $1,659,062 $2,654,731
Portfolio turnover rate 51.38%  34.54%  54.36% 56.87%  49.84%

a. The amount shown for a share outstanding throughout the period may not correlate with the Statement of
Operations in the annual report 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.

b. Based on average daily shares outstanding.

c. Net investment income per share includes approximately $0.18 per share received in the form of a special
dividend paid in connection with a corporate REIT conversion. Excluding this non-recurring amount, the ratio of net
investment income to average net assets would have been 1.23%.

d. Net investment income per share includes approximately $(0.06) per share related to an adjustment for
uncollectible interest. Excluding the effect of this adjustment, the ratio of net investment income to average net
assets would have been 1.04%.

e. Amount rounds to less than $0.01 per share.

f. Effective September 1, 2008, the redemption fee was eliminated.

g. Total return does not reflect sales commissions or contingent deferred sales charges, if applicable.
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h. Includes dividend and interest expenses on securities sold short and borrowing fees, if any. See below for the
ratios of such expenses to average net assets for the periods presented.

i. Benefit of expense reduction rounds to less than 0.01%.

j. Total expenses net of a one-time unaffiliated fee reimbursement are 1.61%.

k. Rounds to less than 0.01%.

MUTUAL BEACON FUND -
CLASS B Year Ended December 31,

2011 2010 2009 2008 2007

Per share operating performance
(for a share outstanding throughout

the year)
Net asset value, beginning of year $12.07 $11.13 $8.68 $15.19 $16.17
Income from investment operations:*
Net investment income (loss)° 0.15 0.24° (0.02) 0.12 0.32
Net realized and unrealized gains
(losses) (0.55) 0.87 2.49 (6.19) 0.01
Total from investment operations (0.40) 1.11 247 (6.07) 0.33
Less distributions from:
Net investment income (0.15) (0.17) (0.02) (0.02) (0.39)
Net realized gains — — — (0.42) (0.92)
Total distributions (0.15) (0.17) (0.02) (0.44) (1.31)
Redemption fees® — — — — —
Net asset value, end of year $11.52 $12.07 $11.13 $8.68 $15.19
Total return® (3.16)% 9.92%  28.51%  (40.88)% 1.95%
Ratios to average net assets
Expenses’ 1.84% 1.88% 2.40%" 1.84%! 1.81%'
Expenses incurred in connection with
securities sold short —%" 0.02% 0.55% —%" 0.01%
Net investment income (loss) 1.24% 2.06%°  (0.20)%" 0.90% 1.90%
Supplemental data
Net assets, end of year (000’s) $10,205  $28,552  $58,121 $73,168  $171,628
Portfolio turnover rate 51.38%  34.54%  54.36% 56.87%  49.84%

a. The a