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FRANKLIN VALUEMARK FUNDS
ANNUAL REPORT
December 31, 1997

When selecting a portfolio, there are two things you may wish to consider: 1)
your investment objective; and 2) the degree of risk with which you feel
comfortable. Before you make these decisions, you may want to review the
investment strategy pyramid pictured to the right. The base of the pyramid
represents investments emphasizing stability and preservation of capital. Moving
up the pyramid, the categories reflect a greater focus on potential investment
return -- categories that generally entail a greater degree of investment risk
as well. Of course, you should review the Franklin Valuemark Funds prospectus
for more information about a specific option.

INVESTMENT STRATEGY PYRAMID

Capital Growth Fund+
Mutual Discovery Securities Fund+
Natural Resources Securities Fund*
Small Cap Fund+
Templeton Developing Markets
Equity Fund+
Templeton Global Growth Fund+
Templeton International
Equity Fund+
Templeton International
Smaller Companies Fund+
Templeton Pacific Growth Fund+

Growth and Income Fund+
Income Securities Fund+
Mutual Shares Securities Fund+
Real Estate Securities Fund
Rising Dividends Fund+
Templeton Global

Asset Allocation Fund+
Utility Equity Fund+ **

High Income Fund
Templeton Global
Income Securities Fund
U.S. Government Securities Fund
Three Zero Coupon Funds -
maturing in 2000, 2005, 2010

Money Market Fund+
Allianz Life Fixed Account++

*Effective May 1, 1997, the fund's name changed from Precious Metals Fund to
Natural Resources Securities Fund.

**Effective May 1, 1998, the Utility Equity Fund will change its name to the
Global Utiltities Securities Fund and the percentage of foreign securities the
portfolio may invest in will increase from 25% to 100%. The portfolio's
objective will remain the same.

+Investment options available under Valuemark Income Plus (VIP).

++The Allianz Life Fixed Account is only available in the Franklin Valuemark
deferred annuity. As of February 1, 1998, the Allianz Life Fixed Account for
Franklin Valuemark II and III is not available in New York and Washington. For
Franklin Valuemark IV, the Fixed Account is not available in Oregon.

The following funds are not available in Allianz Value Life: Mutual Discovery
Securities, Capital Growth, Templeton International Smaller Companies and the
three Zero Coupon Funds.

For service regarding your contract, please contact your investment
representative. You may also call 1-800/624-0197 (Franklin Valuemark deferred
variable annuity), 1-800/774-5001 (VIP), or 1-800/342-FUND (Franklin Valuemark
Funds) . To ensure the highest quality of service, telephone calls to or from a
Valuemark service center may be monitored, recorded, and accessed. These calls
can be determined by the presence of a regular beeping tone.
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TECHNOLOGY UPDATE:

FRANKLIN TEMPLETON

COMBATS THE YEAR 2000 PROBLEM

By Charles B. Johnson, President of Franklin Resources, Inc.

As we near the 21st century, Franklin Templeton is taking important steps to
tackle the computer glitch dubbed the Year 2000 Problem, Y2K, or the Millennium
Bug. The problem originated from the software designers' attempt to save memory
by recording years in a two-digit format -- "98" instead of "1998", for example
-- but didn't take into account that the year 2000 or "00", could also be
interpreted as 1900. Uncorrected, this problem could prevent computers from
accurately processing date-sensitive data after 1999.

Franklin Templeton's Information Services & Technology division established a
Year 2000 Project Team that has already Dbegun making the necessary software
changes to help ensure that our computer systems, which service the funds and
their shareholders, will be Year-2000 Compliant. As changes reach completion, we
will conduct comprehensive tests to verify their effectiveness. We will also
require all of our major software or data-services suppliers to be Year-2000
Compliant.

In addition, with an estimated 80% of businesses facing the Year 2000 Problem,
mutual fund portfolio managers must be aware of the impact it could have on
companies in their portfolios. That's why Franklin Templeton portfolio managers
consistently keep this issue in mind while selecting investments and managing
their portfolios.

LETTER TO CONTRACT OWNERS
Dear Contract Owner:

If there is one single word that can sum up global market conditions in 1997, it
has to be "volatility." Though benign inflation and declining interest rates led
to strong economic activity, in one of every three trading days in 1997 the Dow
Jones (R) Industrial Average rose or fell by 1% or more. Even so, many financial
assets rose in value, with returns surpassing historical levels, and the Dow
reveled in a meteoric rise. Knowing that no securities market can advance
forever, many investors were asking, "When will this market correct?"

The answer came on October 27, 1997. Prior to this date, much of the volatility
of 1997 was rooted in the financial troubles of several Southeast Asian nations,
culminating in a series of currency devaluations. On July 2, 1997, Thailand
threw in the towel and let the markets determine the value of its currency. This
action was quickly followed by similar currency devaluations in Malaysia, the
Philippines and Indonesia. By Halloween week, the mighty roar of the Asian
"Tigers" dwindled to a sickly meow as Hong Kong's Hang Seng Index experienced a
5.8% drop on October 26th. The effect was widespread: the Dow tumbled 554 points

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

(or 7.2%), the largest percentage decline since "Black Monday" 1987. In Brazil,
where the equity market had been up 70% for the year, the index plummeted 15% in
a knee-jerk reaction to the drop on Wall Street. The European stock markets also
reacted, coming off anywhere between 2% and 6% the following day.

Though the outlook for the Asian economies is uncertain at this time, we
anticipate that their woes implicate slower growth in the U.S. To begin with,
the rash of currency devaluations in Asia signifies an erosion of purchasing
power there. Consumers in those nations may no longer be able to afford as many
American products as in the recent past -- it now takes significantly more of
their local currency to equal one U.S. dollar. As American products have now
become relatively expensive to Asian consumers, there could very well be a drop
in U.S. exports to that region. On the other hand, this also means that products
from these Asian countries will be cheaper for American consumers. This drop in
the prices of some goods implies a lessening of inflationary pressures in the
U.S.

The crucial issue is to what extent the U.S. economy will be affected by the
Asian slump. Will it merely take the steam out of inflationary pressures
simmering just below the surface, or is it enough to initiate a spiral of
deflating prices? It is interesting to note that the authorities in the U.S. --
such as the Federal Reserve Board -- still have a fair amount of flexibility to
handle the threat of deflation from Asia. We believe that low inflation, a
strong dollar and a low budget deficit mean that interest rates can be lowered
further and taxes could be cut to stimulate demand.

In other parts of the world, the Asian crisis is also forcing emerging markets
governments to tackle significant structural reforms. This is particularly true
in Brazil, where the Real Plan has been successful in temporarily achieving
relative price stability and positive economic growth. However, as shown by the
experience in Asia, fixed exchange rate policies are not a good long-term
solution, and major structural reforms are required to maintain economic
stability. Important reforms are currently being discussed, but we think these
are unlikely to be implemented during 1998.

It is important to remember, then, that securities markets can and will correct
-in our opinion, it is desirable for them to do so. No one is able to predict
exactly how they will perform in the future. For this reason, we urge you to
exercise patience and focus not on short-term market movements, but on long-term
investment goals.

Regardless of the market's direction, Franklin Templeton's disciplined
investment strategy remains the same: all of our portfolio managers are
dedicated to providing you with careful investment selections, broad
diversification, and constant, professional supervision. As always, we
appreciate your support, welcome your questions and comments, and look forward
to serving your investment needs in the years ahead.

Sincerely,

Rupert H. Johnson, Jr.
/s/Rupert H. Johnson, Jr.
Director and Vice President
Franklin Valuemark Funds

PORTFOLIO OBJECTIVES AND RISKS
A WORD ABOUT RISK

All of the portfolios are subject to certain risks. Generally, investments
offering the potential for higher returns are accompanied by a higher degree of
risk. Stocks, and other equities representing an ownership interest in a
company, have historically outperformed other asset classes over the long term,
but tend to fluctuate more dramatically over the shorter term. Bonds and other
debt obligations are affected by changes 1in interest rates and the
creditworthiness of their issuers. High vyield, lower-rated ("junk") Dbonds
generally have greater price swings and higher default risks. Foreign investing,
especially in developing countries, has additional risks such as changes in
currency values, market price swings, and political, economic or social
instability. These and other risks to which particular portfolios may be subject
-- such as specialized industry sectors or use of complex securities -are
discussed in the prospectus.

PORTFOLIOS SEEKING CAPITAL GROWTH

PORTFOLIO DESCRIPTION

CAPITAL GROWTH FUND Seeks capital appreciation with current income as
a secondary consideration. The portfolio invests
primarily in U.S. equity securities, including
common stocks and securities convertible into
common stocks.
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MUTUAL DISCOVERY
SECURITIES FUND

NATURAL RESOURCES
SECURITIES FUND*
(FORMERLY PRECIOUS
METALS FUND)

SMALL CAP FUND

TEMPLETON DEVELOPING
MARKETS EQUITY FUND

TEMPLETON GLOBAL
GROWTH FUND

TEMPLETON INTERNATIONAL
EQUITY FUND

TEMPLETON INTERNATIONAL
SMALLER COMPANIES FUND

Seeks capital appreciation by investing in U.S.
and foreign equity securities, including common
and preferred stocks and securities convertible
into common stocks, as well as debt obligations
of any quality. The portfolio also seeks to
invest in securities of domestic and foreign
companies involved in mergers, consolidations,
liquidations and reorganizations.

Seeks capital appreciation through concentration
of its investments in securities of U.S. and
foreign issuers that produce, refine, process,

or market natural resources as well as those that
provide support services for natural resources
companies. The portfolio's secondary objective is
to provide current income return through the
receipt of dividends or interest from its
investments. Lower-rated and similar non-rated
securities, commonly known as "junk bonds,"

have higher credit risks and may have greater
price movements. Foreign securities involve
special risks, including currency fluctuations
and political uncertainty; developing markets
involve higher risks.

*Effective May 1, 1997, the Precious Metals
Fund's name changed to the Natural Resources
Securities Fund.

Seeks long-term capital growth. Under normal
market conditions, the portfolio invests
primarily in equity securities of small
capitalization growth companies. The portfolio
may also invest in foreign securities, which
involve special risks. Small company securities
may have greater price swings than mid-sized or
large company securities.

Seeks long-term capital appreciation. The
portfolio seeks to achieve this objective by
investing primarily in equity securities of
issuers in countries having developing markets
The portfolio is subject to special and higher
risks related to foreign developing markets,
including changes in currency values, market
price swings, and economic, social, and political
developments in the countries where the
portfolio.

Seeks long-term capital growth; any income
realized will be incidental. The portfolio seeks
to achieve its objective through a flexible
policy of investing in stocks and debt
obligations of companies and governments of any
nation, including developing. Investments in
foreign securities involve special risks
including changes in currency values, market
price swings, and economic, social, and political
developments in the countries where the portfolio
is invested. Developing markets involve similar
but higher risks.

Seeks long-term capital growth. Under normal
market conditions, the portfolio will invest at
least 65% of its total assets in an
internationally diversified portfolio of equity
securities. These equity securities will trade on
markets in countries other than the U.S.,
including developing markets, and be issued by
companies domiciled in countries other than the
U.S., or companies that derive at least 50% of
either their revenues or pre-tax income from
activities outside the U.S. Investments in
foreign securities involve special risks
including changes in currency values,

market price swings, and economic, social, and
political developments in the countries where the
portfolio is invested. Developing markets involve
similar but higher risks.

Seeks long-term capital appreciation. The
portfolio seeks to achieve this objective by
investing primarily in equity securities of
smaller companies outside the U.S., including
developing markets. Investments in foreign
securities involve special risks including
changes in currency values, market price swings,
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TEMPLETON PACIFIC
GROWTH FUND

and economic, social, and political developments
in the countries where the portfolio is invested.
Developing markets involve similar but higher
risks. Small company securities may have greater
price swings than mid-sized or larger company
securities.

Seeks long-term capital growth. Under normal
conditons, the portfolio will invest at least 65%
of its assets in equity securities which trade on
markets in the Pacific Rim, including developing
markets, and which are issued by companies
domiciled in the Pacific Rim or companies that
derived at least 50% of either their revenues or
pre-tax income from activities in the Pacific
Rim. For purposes of the portfolio's 65%
investment policy, the countries in the Pacific
Rim include Australia, China, Hong Kong, India,
Indonesia, Japan, Korea, Malaysia, New Zealand,
Pakistan, the Philippines, Singapore and Thailand.
The portfolio invests primarily in a single
geographical region of largely developing foreign
markets and could experience significant changes
in share price in any given year.

PORTFOLIOS SEEKING GROWTH AND INCOME

PORTFOLIO DESCRIPTION

GROWTH AND INCOME FUND

Income Securities Fund

MUTUAL SHARES
SECURITIES FUND

REAL ESTATE SECURITIES FUND

Rising Dividends Fund

Seeks capital appreciation. The portfolio's
secondary objective is to provide current income
return. The portfolio pursues capital
appreciation by investing primarily in U.S. ]
common stocks, securities convertible into common
stocks and preferred stocks.

Seeks to maximize income while maintaining
prospects for capital appreciation. The portfolio
will pursue its objective by investing in a
diversified portfolio of domestic and foreign
(including developing markets) debt obligations,
which may include high yield, high risk,
lower-rated bonds, as well as equity securities,
selected with particular consideration of current
income production along with capital appreciation.
Lower-rated and similar non-rated securities,
commonly known as "Jjunk bonds," have higher
credit risks and may have greater price movements.
Foreign securities involve special risks,
including currency fluctuations and political
uncertainty; developing markets involve higher
risks.

Seeks capital appreciation with income as a
secondary objective by investing in equity
securities, including common and preferred

stocks and securities convertible into common
stocks, as well as debt obligations of any
quality. The portfolio may also invest in foreign
securities which involve special risks. Small
company securities may have greater price swings
than mid-sized or large company securities.

Seeks capital appreciation, with a secondary
objective of earning current income on its
investments. The portfolio pursues its principal
objective by concentrating in securities of
companies in the real estate industry, primarily
equity real estate investment trusts (REITs). By
investing primarily in a single industry, the
portfolio will be more affected by unfavorable
developments or market downturns in that industry
than a more diversified portfolio.

Seeks capital appreciation and current income
incidental to capital appreciation. In seeking
capital appreciation, the portfolio invests

with a long-term investment horizon. Preservation
of capital is also an important consideration.
The portfolio seeks its objectives by investing at
least 65% of its net assets in financially sound
companies that have paid consistently rising
dividends based on the investment philosophy that
the securities of such companies have a strong
potential to increase in value.
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TEMPLETON GLOBAL ASSET
ALLOCATION FUND

UTILITY EQUITY FUND

Seeks a high level of total return through a
flexible policy of investing in the following
market segments: equity securities of issuers of
any nation, debt obligations of companies and
governments of any nation, and Money Market
Instruments. The mix of investments among these
three asset classes will be adjusted in an
attempt to capitalize on total return potential
produced by changing economic conditions
throughout the world. Investments in foreign
securities involve special risks including
changes in currency values, market price swings,
and economic, social, and political developments
in the countries where the portfolio is invested.
Developing markets involve similar but higher
risks.

Seeks both capital appreciation and current
income by concentrating investments in the
securities of companies in the public utilities
industry. The portfolio pursues its objective by
investing at least 65% of total assets in
securities of issuers engaged in the public
utilities industry, which includes the
manufacture, production, generation,

transmission and sale of gas and electric energy
and water. Assets may also be invested in issuers
engaged in the communications field, including
entities such as telephone, telegraph, satellite,
microwave and other companies providing
communication facilities for the public benefit.
The portfolio may also invest in foreign
securities, which involve special risk
considerations, including currency fluctuations
and political uncertainty; developing markets
involve similar but higher risks. Because the
portfolio may invest in relatively few issuers,
changes in the value of a particular issuer,
interest rate movements, changes in currency
values and other risks of foreign investing may
have a greater effect on the portfolio's results.

PORTFOLIOS SEEKING CURRENT INCOME

PORTFOLIO DESCRIPTION

HIGH INCOME FUND

TEMPLETON GLOBAL INCOME
SECURITIES FUND

U.S. GOVERNMENT
SECURITIES FUND

THREE ZERO COUPON FUNDS

Seeks a high level of current return. As a
secondary objective, the portfolio seeks capital
appreciation to the extent consistent with its
principal objective. The portfolio may invest in
both debt obligations and dividend-paying common
or preferred stocks, including high risk \
securities, and will seek to invest in whatever
type of investment is offering the highest yield
and expected total return without excessive risk
at the time of purchase. Lower-rated and similar
non-rated securities, commonly known as "junk
bonds," have higher credit risks and may have
greater price movements.

Seeks high current income, consistent with
preservation of capital, with capital
appreciation as a secondary consideration. The
portfolio will pursue its objectives by investing
at least 65% of its net assets in both domestic
and foreign debt obligations including those in
developing markets and related foreign currency
transactions. The portfolio may invest in
relatively few issuers; therefore, changes in
the value of a particular issuer, interest rate
movements, changes in currency values and

other special risks of foreign investment may
have a greater effect on the portfolio's results.

Seeks to earn income through investments in a
portfolio limited to securities which are
obligations of the U.S. government, its agencies
or instrumentalities. These obligations may
include fixed-rate or adjustable-rate mortgage
backed securities. Individual securities, but not
shares of the portfolio, are guaranteed by the
U.S. government as to timely payment of principal
and interest.

Seek to provide as high an investment return as
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(MATURITY DATES: is consistent with the preservation of capital.

SEEKS TO 2000, 2005, 2010) Each portfolio return a reasonably assured
targeted dollar amount, predictable at the time
of investment, on a specific target date in the
future by investing primarily in zero coupon
securities that pay no cash income but are
acquired by the portfolio at substantial
discounts from their value at maturity. In
response to interest rate changes, zero coupon
securities may experience greater changes in
market value than interest-paying securities of
similar maturity. The portfolios may not be
appropriate for short-term investors or those who
intend to withdraw money before the maturity
date.

PORTFOLIO SEEKING PRESERVATION OF CAPITAL AND INCOME

PORTFOLIO DESCRIPTION

Money Market Fund Seeks to obtain current income consistent with
capital preservation and liquidity. An investment
is neither insured nor guaranteed by the U.S.
government. The portfolio will seek to maintain
a $1 per share net asset value, but there is no
guarantee that it will be successful in doing so.

PORTFOLIO SUMMARIES

You may find a complete listing of the portfolio's securities holdings including
the number of shares and dollar value beginning on page 62 of this report.

PORTFOLIOS SEEKING CAPITAL GROWTH
CAPITAL GROWTH FUND

The most notable event that occurred over the reporting period was the situation
that unfolded in Asia with a torrent of currency devaluations, resulting in some
significant turbulence in global equity markets. The effects of the Asian
problem will have ramifications on economic growth in countries throughout the
world, including the United States. While the magnitude of this effect won't be
apparent for some time, various estimates by economists suggest the impact might
be approximately 0.5% of U.S. gross domestic product (GDP). Prior to the events
in Asia, estimates of GDP growth for 1998 were in the range of about 3 - 3.5%,
but new estimates are now in the range of 2.5 - 3%. Although various economic
scenarios could result from the fallout from Asia, one certainty is the slowdown
in overall corporate profits here in the U.S.

We believe that the Capital Growth Fund, while not completely immune to this
slowing growth, is positioned in such a way that it will hopefully weather the
volatility better than the overall market. Based on next year's earnings
estimates, the portfolio's weighted average price/earnings multiple is less than
the market's, but the weighted average estimated earnings growth of the
portfolio holdings is much better than the overall market's. With that said,
though, it should be pointed out that the portfolio's over-weighting in
technology stocks does lead to periods of disruption from time to time. This was
especially true this past fall when concerns over Asia had a more pronounced
effect on such stocks than on the broader markets. However, it is our belief
that this sector will continue to provide tremendous opportunities for the
growth of capital in the years ahead.

Our focus during the year in the technology sector included the addition of two
companies in the software group, Parametric (a mechanical design automation
company) and Computer Sciences (a data services firm). These companies have much
greater exposure to the European nations (an area we think has good prospects)
as opposed to Asia, and are clear leaders in their respective markets, enjoying
fairly high returns on capital deployed in the business.

A number of the portfolio's positions performed very well during the reporting
period, including Charles Schwab (a diversified financial services firm), AES
(an independent power producer, with projects worldwide), Wal-Mart (a major
retailer), Compag (a leading computer hardware firm), Southwest Airlines (a
regional airline), and Robert Half International (a temporary staffing
business), to name a few.

At the same time, during any given period there will be a variety of companies
that do not perform up to expectations for near-term results. Such was true with
companies like 3Com (an undisputed leader in the fast-growing data-networking
space), Xilinx (a leading provider of custom-programmed semiconductors), Nike
(arguably the world's number-one shoe company), and Oracle (a leading software
developer of database management systems). In each individual case, our
respective industry analyst, in conjunction with our team of portfolio managers,
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analyzes the long-term growth prospects of the company relative to an assessment
of valuation. Unfortunately, near term volatility can be disruptive to one's
focus on the long-term growth of capital. In the management of your portfolio,
we try not to lose sight of the long term during the day-to-day volatility.
Instead, we view volatility as an opportunity to purchase what we may deem to be
the stocks of outstanding businesses at reasonable valuations.

Our overall outlook for the domestic stock market remains bullish over the
long-term for a variety of reasons. First, there remains the demographic trend
of the aging "baby-boom" generation, fostering greater awareness towards
investing for retirement. Another major reason for our optimism with the market
is that, as we live in an ever-increasing global economy, many domestically
domiciled firms, with an enhanced focus on shareholder value and improving
profitability, are proving to be highly productive on a worldwide basis. We
believe that this favorable trend will persist for some time.

CAPITAL GROWTH FUND

Top 10 Industries on 12/31/97
Based on Total Net Assets

$ OF TOTAL
INDUSTRY NET ASSETS
Electronic Technology 11.3%
Software &
Technology Services 10.1%
Health Technology 9.7%
Financial Services 7.8%
Consumer Non-Durables 6.3%
0il & Gas 5.2%
Semiconductors 4.9%
Utilities 4.2%
Chemical 3.8%
Producer Manufacturin 3.4%

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

AGGREGATE TOTAL RETURN

Since Inception (5/1/96) 19.40%

Please see Important Endnotes To Performance Information on page 54.

GRAPHIC MATERIAL 1 OMITTED - SEE APPENDIX AT END OF DOCUMENT

MUTUAL DISCOVERY SECURITIES FUND

The Mutual Discovery Securities Fund seeks capital appreciation by investing
primarily in domestic and foreign equity securities. These include common and
preferred stocks, securities convertible into common stocks, as well as debt
obligations of any quality. On December 31, 1997, 79.5% of the portfolio's
assets were invested in equity securities, 3.4% in fixed-income securities, and
the remaining 17.1% in short-term and other securities. Of course, these
holdings will change as conditions warrant.

Many stock indices were delivering astronomical returns during the first half of
1997 (the S&P 500(R) gained more than 20%1), tempting some investors to jump in
and ride the market with an index fund. However, we believe that our value
approach is a better way to achieve consistent, long-term appreciation with
relatively low risk and low volatility. Even though indexing could lead to
greater returns over a specific time period, this could place the investor on a
perilous journey to mediocre returns and high volatility when market conditions
are less favorable. The mix of our investments -- cheap stocks, bankruptcies,
and special situations such as mergers and spin-offs -- is intended to provide
the best risk-adjusted returns in a wide variety of market conditions.

1. Source: Bloomberg. Index is unmanaged and includes reinvested dividends.
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It has become increasingly difficult of late to find cheap stocks, especially in
the domestic market, as investors look to "buy the dips" and are willing to buy
stocks at historically high valuations. As a result, most of the large names
that dominate indices such as the S&P 500 currently trade at valuations that do
not fit our investment strategy. But cheap buys still exist. In the U.K.,
investors embraced the privatization of Railtrack, realizing the importance of
lessening the burden of government regulation.

We continue to find good value in the European markets, particularly in the
smaller and mid-cap stocks rather than the large cap stocks. This year will be
an exciting one in Europe given the scheduled, albeit somewhat 1limited,
introduction of the eurocurrency on January 1, 1999. Direct Pacific Rim exposure
was virtually non-existent at year-end, Dbut we are now looking to see whether
the recent carnage has created an opportunity for us within the context of our
usual investment parameters.

We also anticipate that the markets will present us with many opportunities over
the next year. For instance, it appears that many investors have largely ignored
the fact that some companies may not achieve analysts' aggressive earnings
estimates. In particular, the "Asian flu" may have a greater ripple effect on
some companies than the market has reflected. The merger and acquisition
environment as well as divestiture activity continues to be strong. Even so, we
will not "push the envelope" and increase the risk profile of our portfolio.

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

1-Year 19.25%
Since Inception (11/8/96) 18.77%

PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.
GRAPHIC MATERIAL 2 OMITTED - SEE APPENDIX AT END OF DOCUMENT
GRAPHIC MATERIAL 3 OMITTED - SEE APPENDIX AT END OF DOCUMENT

NATURAL RESOURCES SECURITIES FUND
(FORMERLY PRECIOUS METALS FUND)

The year under review saw periods of heightened market volatility, especially
for the natural resources sector. Three main factors contributed to the
increased volatility. First, despite favorable fundamentals, the energy sector
was negatively impacted by fears of a warm winter season and a higher OPEC
production quota combined with increased Iragi output. A wave of profit taking
only served to magnify the correction at year-end. Another significant cause of
volatility was the currency turmoil in Asia, which negatively impacted
commodity-related companies as fears of a global economic slowdown surfaced.
Finally, a perceived lack of inflation created a psychological overhang in
numerous sectors, including steel, forest products, gold and base metals.

Despite the potential for continued volatility, our outlook for 1998 remains
positive. We believe the portfolio is well positioned to take advantage of
sector volatility, as we shift our focus among various sectors while
concentrating on specific company drivers. The portfolio continues to invest in
well-managed companies with fast-growing, highly efficient, technologically
advanced operations throughout the energy, mining, steel, chemicals, forest
products and related service industries. We do not purchase investments based
solely on the assumption that commodity prices will rise. Rather, we invest in
companies that we believe will fare well even in a flat-to-declining commodity
price environment, due to rapid production growth, asset or technological edge
and/or lower costs.

We anticipate a favorable environment for the energy sector, particularly in
exploration, production and oil field service companies. The portfolio therefore
maintains its 50%+ exposure to this group, although that can change. Exploration
and production companies should offer significant upside potential as additions
to reserves and production impact the bottom line. Even with flat to declining
energy prices, many companies should witness a doubling of production over the
next several years, as well as significant reserve additions. We maintain our
focus on industry leaders who should benefit from a balanced strategy of
lower-risk development drilling and higher-risk, exploration potential. In the
0il field services and equipment sector, supply and demand fundamentals continue
to support above average earnings and cash flow growth, and capital expenditure
budgets remain steady. Replacement costs and technological barriers impede new
competition, while industry fragmentation will only add fuel for the dominant
players through consolidation.

During 1997, the price of gold bullion slid below $300 per ounce, negatively
impacting the portfolio's holdings in the precious metals sector. In the face of
European Union convergence, strong equity markets and virtually nonexistent
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inflationary pressures, many central banks proceeded to sell off their gold
reserves. Later in the year, Asian demand suffered a steep decline stemming from
the currency crises there. These factors adversely affected investor sentiment,
despite positive physical demand fundamentals. Short-side and aggressive options
selling also conspired to depress the gold price further. Over the longer term,
we continue to view the resilient physical demand (especially from developing
countries) and stable mined supply as attractive, and therefore remain
optimistic that gold will eventually appreciate in value.

Several niche sectors performed strongly during the year, including the offshore
segment of the oil field services and equipment industry. Oil field services and
equipment companies provide the equipment, technology, and often the know-how
for the upstream sector to carry out the exploration, development and production
of o0il and natural gas. In part, the desire to reduce costs and improve the
efficiency of exploration and production drives the demand for services and
equipment. Technology and superior assets play a significant role in the
industry due to the direct impact companies can have on the success of their
customers. Recent advancements in technology including 3-D seismic, subsea
production, and automated drilling systems have opened up new areas of the world
to o0il and natural gas exploration. In particular, deep water offshore areas
have been relatively unexplored to date and offer significant opportunities for
the upstream sector. Diamond Offshore Drilling, Inc. and Varco International,
Inc. are two portfolio holdings that we believe are ideally suited to benefit
from the current trends in this arena.

Diamond Offshore is a leading provider of offshore contract drilling with one of
the newest, most technologically advanced fleets in the world. The company's
fleet includes 30 semi-submersibles, 15 jack-ups, and 1 drill-ship, 6 of which
are capable of drilling wells nearly a mile beneath the sea. We believe that
continued interest in deep water exploration will keep the demand for Diamond's
premium rigs strong, allowing earnings to grow at a rate in excess of 50% per
year over the next two years. Similarly, Varco is a leading manufacturer of
products to improve the safety and productivity of the drilling process. Varco's
focus on the offshore drilling fleet should position the company to benefit from
the upgrade of existing rigs and the construction of new offshore rigs. The
company's extensive experience and commitment to research and development has
enabled them to create an advanced product line which includes top drives,
automated pipe handling equipment, and leading-edge rig control systems. Despite
the company's impressive growth outlook (estimated at 40% per annum) over the
next three years and leading industry position, at the time this report was
written, the shares traded at a discount to the earnings multiple of the
Standard & Poor's 500 (R) Stock Index.

In closing, we believe that as we enter 1998, many natural resources industries
offer attractive risk/reward profiles when compared to the overall equity
market. Our focus will continue to be on companies expected to benefit from
superior growth prospects which are trading at attractive valuation levels
relative to their industry peers and the overall market.

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

l-year -18.98%
S5-year 5.65%

Since Inception (1/24/89) 3.06%

PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.
GRAPHIC MATERIAL 4 OMITTED - SEE APPENDIX AT END OF DOCUMENT

SMALL CAP FUND

Amidst favorable economic conditions, the U.S. equity markets performed well for
the third consecutive year, reaching new highs during the period ended December
31, 1997. On a relative basis, larger capitalization stocks performed better
than small cap stocks throughout the year, in part due to investors entering
more liquid securities as a refuge from market volatility. Economic and currency
deterioration throughout Asia weighed heavily on the markets in the fourth
quarter, and certainly contributed to the increased volatility.

Notwithstanding the recent large-cap bias of the market, we remain bullish on
the small cap sector, and are finding no shortage of attractively priced growth
stocks. Despite recent weakness in the technology and energy sectors, the
portfolio has maintained much of its exposure in these areas, which we think
will provide excellent long-term growth opportunities. Our largest single
position is Varco International, Inc., a rapidly growing provider of equipment
for off shore, deep water drilling rigs. Varco should benefit from ongoing
capital spending by the large oil and gas companies. We are also optimistic
about several names in the technology service sector, including Synopsys, Inc.,
a maker of design automation software for use in the production of semiconductor
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chips, and Affiliated Computer Services, Inc., a leading provider of information
processing services.

Throughout the year, we took advantage of the market volatility to sell certain
positions that, in our opinion, were fundamentally overvalued. During the year,
we reduced our stake in Labor Ready, Inc., a temporary employment company, and
liquidated our position in Adaptec, Inc., a maker of hardware and software that
increases the speed of data transmission. In addition, we took profits in two
semiconductor names, Linear Technology and Altera Corp., due to concerns about
declining growth rates.

Going forward, we continue to believe that the prospects for small cap stocks
are excellent. Relative valuations for small caps remain below historical
averages, and most small companies have little exposure to overseas markets,
limiting the impact from any Asian turmoil. The domestic economy remains strong,
and there appears to be little threat of inflationary pressure. We believe these
conditions provide the opportunity for small caps, and the portfolio in
particular, to provide attractive returns over the long term.

GRAPHIC MATERIAL 5 OMITTED - SEE APPENDIX AT END OF DOCUMENT

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return
l-yearl 7.42%
Since Inception (11/1/95)22.45%

PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.

GRAPHIC MATERIAL 6 OMITTED - SEE APPENDIX AT END OF DOCUMENT

TEMPLETON DEVELOPING MARKETS EQUITY FUND

While six months ago we reported strong gains in emerging market equity prices,
underpinned by high capital inflows from developed market countries, we have
since witnessed the development of a major currency and equity market crisis in
emerging market countries.

The main crisis began with the devaluation of the Thai baht in July 1997, then
spread to most of Asia and on to other emerging markets around the world. The
devaluation of currencies had a domino effect on the equity markets of the
region because so many companies and governments had borrowed U.S. dollars
heavily, attracted by the low dollar interest rates being offered during the
last few years. Having been assured by their governments that the exchange rates
of their local currencies against the U.S. dollar would not change, these
borrowers assumed little or no currency risk. The contagion effect of falling
currencies thus had a disastrous impact on the cost of paying back the U.S.
dollar loans, putting many companies into bankruptcy and thus affecting the
banking systems in those countries. The rush for cash then consumed equity
market prices in a wild melee of selling, the likes of which has not been seen
for many years. As of December 31, 1997 the Thai market was down 88% in U.S.
dollar terms from its all time high. Enormous falls from all time highs have
also been seen in Korea (-83%), Malaysia (-69%), and Pakistan (-54%) .2 Many
other countries in Asia have seen equity prices fall by more than 50% from all
time highs. This growing crisis has naturally had an adverse effect on the
performance of the portfolio.

2. Source: Bloomberg.

Although it held out for quite some time, even Hong Kong's equity market
eventually fell victim to the Asian virus. Hong Kong stocks fell by nearly 30%
in October, precipitating a sell-off in both emerging and developed markets
around the world.3 Such a dramatic drop in a market regarded as a safe-haven was
surprising. It was brought about by a vigorous speculative attack on the Hong
Kong dollar peg to the U.S. dollar, which sent overnight inter-bank rates in the
Special Administrative Region soaring. Although the speculative pressure has now
eased somewhat, the Hong Kong government faces a dilemma. If it continues to peg
its currency to the U.S. dollar, it risks further speculative attacks and upward
pressure on interest rates. This has already had an impact on the local stock
market that was accompanied by declines in property prices. Of course, there are
dramatic implications for a banking sector in Hong Kong heavily geared towards
the property sector. In light of this, Moody's Investors Service downgraded the
outlook for Hong Kong banks from positive to negative. If, on the other hand,
the government floats the Hong Kong dollar, it risks spiraling inflation and
pushing the economy into recession. A difficult choice, to be sure, but given
the underlying health of the economy we believe that the government has made the
right decision in sticking to its U.S. dollar peg. In our opinion however,
inflation will have to come down over the long term in Hong Kong to a level well
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below that of the U.S., or the currency peg will need to be abandoned.
3. Source: Bloomberg. Price depreciation measured in Hong Kong dollars.

Despite such a large drop in the stock markets of developing countries, there is
no need to panic. History has shown that the best time to buy stocks is when
prices have suddenly and dramatically declined. We believe the crisis has
created some exceptional opportunities in markets and individual stocks that
were previously overvalued. Many stocks in markets such as Thailand are
ridiculously cheap at current levels. That is not to say that they will not fall
any further; rather, we think that they represent excellent opportunities for
long-term investors. Having swallowed the bitter medicine of devaluation, many
of the countries in Asia are well placed for an export-led recovery despite
higher imported raw material costs. The crisis has also forced many governments
to address some much needed structural changes and exercise a good deal more
fiscal restraint. To take advantage of these opportunities, we have been selling
in Latin American and Eastern European markets that have been less affected by
the crisis and buying in Asia where prices have been most affected.

By the end of 1997, the portfolio had less than 10% of total net assets held in
cash reflecting the exceptional number of buying opportunities that we have been
able to locate. In contrast to many top-down portfolios that are holding very
high cash levels we are close to being fully invested. This is consistent with
our methodology of buying when other people are selling and when we find good
value. We are confident that from a five-year perspective, the portfolio
contains some exceptional bargains. Our largest holding remains Brazil, which
accounts for 11.5% of the portfolio. The proportion of the portfolio held in
Thailand has risen from 2.2% one year ago to 5.1% as of December 31, 1997.

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

l-yea -8.72%
3-year 4.49%
Since Inception (3/15/94) 2.31%

PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.

GRAPHIC MATERIAL 7 OMITTED - SEE APPENDIX AT END OF DOCUMENT
GRAPHIC MATERIAL 8 OMITTED - SEE APPENDIX AT END OF DOCUMENT
Templeton Global Growth Fund

With regard to the portfolio, exposure to any industry or country is merely a
consequence of where we uncovered undervalued companies around the globe. Over
the course of the year, the outcome of that search for bargain stocks led to two
major changes in the portfolio's country weighting. The first was a decline in
the exposure to the U.S. market, which represented about 23% of the portfolio's
total net assets on December 31, 1997, compared with 29.1% at the end of last
year. Quite simply, it has grown increasingly difficult for us to find
undervalued investments in America, and a number of our holdings at the
beginning of the year have appreciated to levels that we feel fully reflect the
company's long-term fundamentals. As a result, we have sold our positions in
financial stocks such as Merrill Lynch, Fannie Mae and Citicorp. We did add to
newer bargain investments including IBP, Inc., a meat packaging company, and
AT&T, the long distance telephone provider.

The market has not suffered a meaningful decline in over 10 years, and --
overall -the U.S. market today sells at a high earnings multiple with near
record low dividend yields and record-high price-to-book value. Long-term
earnings expectations are at near-record highs as investors appear to be
projecting the past six years of strong growth onto the future. Yet, much of the
past earnings were achieved through lower taxes and interest expense that may be
difficult to repeat going forward. This is especially true in an environment
where pricing remains difficult, and the American consumer is burdened with
substantial levels of debt. While these observations are of little value in
predicting a decline, we have never made it a practice of trying to time
markets. Instead, we try to invest in companies where share prices are well
below our opinion of their intrinsic values, based on the long-term
fundamentals. For these reasons, it is more difficult to find such companies in
the U.S. today.

The second noticeable shift in the portfolio's country weightings was the
doubling of our exposure to the U.K. In Britain, we are finding higher dividend
yields and lower share prices relative to earnings when comparing British
companies with their competitors around the world. Among the new additions to
the portfolio are Courtaulds Plc., a chemical manufacturer, and National Grid
Holdings Plc., the operator of the country's electricity transmission grid. In
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continental Europe, strong share price appreciation helped our performance but
has also pushed up valuations. We have therefore reduced our exposure to banks
in Sweden and Spain. Many of the companies we continue to hold in the region are
those that have not yet fully realized the benefits of restructuring.

While the market declines 1in China and Hong Kong have certainly hurt our
performance, we began the year with about 9% of the portfolio's total net assets
in Asia and have Dbeen underweight in the region for some time Dbecause of
generally high valuation levels. Recent events have provided a welcome
opportunity to increase our Asian holdings. We are not ignoring the risks and
problems that the region faces, but are systematically and rationally
determining when undue concerns are reflected in share prices. This was the
approach we took after the Mexican peso crisis when we invested in South
American companies. As was the <case in South America, oftentimes we are
initially too early and this may prove to be the case with some of the stocks we
are now cautiously buying in Asia. However, laying the foundation for future
long-term performance requires both fortitude and patience.

GRAPHIC MATERIAL 9 OMITTED - SEE APPENDIX AT END OF DOCUMENT

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

l-yearl 3.50%
3-year 15.77%
Since Inception (3/15/94) 13.19%

PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.

GRAPHIC MATERIAL 10 OMITTED - SEE APPENDIX AT END OF DOCUMENT

TEMPLETON INTERNATIONAL EQUITY FUND

The primary reason for the portfolio's level of performance this year was its
absence from the poorly-performing Japanese market as well as a relatively light
weighting in Southeast Asia in general. European markets, where the majority of
the portfolio's assets were invested, achieved attractive returns for equity
investors. These returns, however, were somewhat offset by the dollar's strength
versus many European currencies.

Toward the end of 1997, investors began to focus on Asia, as many of the
currency and stock markets were in the throes of severe disruptions. Fortunately
for the portfolio's shareholders, we had very low weightings in this region.
Accordingly, the direct impact on the portfolio of these markets' collapsing
values was rather limited. On December 31, 1997, less than 4% of the portfolio's
total net assets were invested in Asia. With share prices in this region falling
to distress levels, we are scouring the Asian stock markets for opportunities to
purchase bargain-priced stocks. Finding stocks that have both healthy balance
sheets and the possibility of rebounding strongly from the current Asian
economic malaise has proven challenging thus far. As share and currency values
continue to fall, however, we anticipate that our holdings in Asia will rise --
perhaps significantly.

Concerns over events in Asia also impacted share prices in Latin America, with
the Brazilian market suffering the most significant damage. This occurred when
fears surfaced that the excesses being uncovered in Asia might also be found in
Brazil. Many investors became concerned that Brazil might be forced to devalue
its currency which, in turn, might lead to a collapse of share values due to
rising dollar-denominated debt on corporate balance sheets. In fact, Brazilian
corporations generally have little debt, and the recipe for financial disaster
in Asia of property speculation and mis-allocated capital spending does not
exist in Brazil. Consequently, we took the opportunity to significantly increase
our holdings of Brazilian shares when that market sold off sharply based on
fears of Brazil's catching the "Asian flu." We added to our positions in
Unibanco (Uniao de Bancos Brasileiros) and Telebras (Telecomunicacoes
Brasileiras), and established new positions in Electrobras (Centrais Electricas
Brasileiras) and Petrobras (Petroleo Brasileiro). Because the Brazilian
government responded aggressively with appropriate policies to the growing
concerns about its currency, it was able to stave off devaluation. This
impressive performance was quickly rewarded with a sharp rebound in share prices
starting in mid-November. Should Latin American stocks suffer any further
declines as a result of the global economic concerns, it is possible that we
would seek to increase our holdings further. We expect the longer-term economic
performance of the region to respond positively to the privatizations and
economic reforms being implemented in many Latin American countries.

The portfolio's substantial exposure to European equities contributed greatly to
its performance during the year. Most European markets performed very well in
1997, and many of the shares the portfolio held benefited from this bullish
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trend. Our largest exposure in Europe, and indeed in the portfolio in general,
is in the United Kingdom, where we identified many stocks selling at prices that
we considered low in relation to the earnings these companies may achieve in the
longer term. On December 31, 1997, 22.4% of the portfolio was invested in U.K.
equities. Recently, we added positions in ICI, Storehouse, and General Electric
to our U.K. holdings. Sweden also features prominently in our European exposure,
comprising 5.5% of the portfolio's total net assets. We have been reducing our
cyclical exposure in the portfolio as of late, and this has resulted in selling
some of the portfolio's Swedish positions. Many cyclical shares, particularly
those in Europe, may be negatively affected by excess supply from depressed and
low-cost Asian countries. Companies such as Solvay, Arbed, Pechiney and Renault
are some of the European cyclicals that have been eliminated from the portfolio
during this process. As the portfolio is currently structured, it is slightly
underweighted in European equities relative to the MSCI-EAFE Index and is
particularly underweighted in Germany, France and Switzerland. These three
countries have performed very well in recent years and it is becoming difficult
to identify bargain priced stocks there.

We believe the outlook for international equities over the longer term is
bright. Many of the difficult issues now facing Asian economies will result in
changes that will enhance the possibility of achieving attractive long-term
investment returns. As trade and labor markets move in the direction of greater
freedom, governments withdraw from interfering in industrial policy decisions
and companies rely more heavily on signals from the capital markets in setting
expansion plans, better corporate earnings performance should be achieved. In
the short term, the process of moving toward these ideals can result in volatile
markets. Accordingly, by December 31, 1997, the portfolio had built up its cash
reserves to 20.6% of total net assets in anticipation of deploying these funds
as outstanding bargains materialize.

GRAPHIC MATERIAL 11 OMITTED - SEE APPENDIX AT END OF DOCUMENT

WE ARE REPLACING THE MSCI EAFE INDEX WITH THE MSCI ALL COUNTRY WORLD EX-U.S.
FREE INDEX. BECAUSE THE NEW INDEX INCORPORATES SECURITIES OF EMERGING MARKETS AS
WELL AS DEVELOPED MARKETS, IT BETTER MATCHES THE INVESTMENTS OF THE FUND.

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

l-year 11.69%
S5-year 14.51%
Since Inception (1/27/92) 11.65%

PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.

GRAPHIC MATERIAL 12 OMITTED - SEE APPENDIX AT END OF DOCUMENT

Templeton International Smaller Companies Fund

Throughout the year, the portfolio, using a disciplined focus on long-term
value, continued its endeavor to purchase the shares of undervalued, small-cap
companies outside the U.S. As of December 31, 1997, the portfolio had over $32
million in assets under management and was invested in 36 countries.

Our European positions contributed significantly to the portfolio's performance
over the past year. In preparation for European Monetary Union, many nations
exercised restraint in their fiscal and monetary policies. Members of the E.U.
have been running tight budgetary policies for several years now so that they
may qualify for monetary union under the stringent guidelines set forth in the
Maastricht Treaty. This has led to the current environment where subdued
inflation has paved the way for economic recovery. Along with trends of
consolidation and corporate restructuring stemming from a need to remain
competitive in an increasingly international marketplace, these factors
propelled many European stock markets to record levels.

For example, the stock markets of the U.K., Spain, Sweden, Switzerland, and the
Netherlands all climbed more than 28% in local currency terms during 1997.4

4. Source: Bloomberg. Index is unmanaged and includes reinvested dividends.
Total return measured in local currencies.

The portfolio's large European positions reflect the bargains our analysts are
uncovering there. We believe that many European shares, especially those of
smaller companies, offer compelling value. For instance, we purchased shares in
Hazlewood Foods during the year, a U.K.-based food processing company. We were
able to acquire shares of Hazlewood at attractive valuations after investor
pessimism over increased retailer price pressure and the BSE (mad cow disease)
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scare depressed the stock price. These concerns were very real, but the stock
price plummeted to levels beneath what we felt represented fair value, as they
failed to reflect the company's positive long-term business prospects. Another
example is Bertrand Faure, a French car seat manufacturer. With an ongoing
restructuring in Bertrand's German operations not fully reflected in the stock
price, we were able to pick up shares in a firm that eventually should benefit
from trends toward outsourcing, sophisticated car seats, and vehicles with more
seats (e.g., sport utility vehicles).

While Asia suffered from an epidemic of currency devaluations (and various
side-effects) this year, relatively modest exposure to the poorest-performing
markets tempered their effect on the portfolio. Since we had viewed Asian
markets as somewhat high-priced prior to these crises, the portfolio's
value-orientation dictated only a minor allocation in this region. Our largest
investment in Asia was (and continues to be) Hong Kong, which was largely
unaffected by the contagion until October. At that time, worries mounted that in
order for its products to remain competitive, the Special Administrative Region
would abandon its U.S. dollar peg and let its currency devalue as well. The Hong
Kong equity market swooned in the process, but we had steadily reduced our
weighting there following the July handover of the former British colony to
China.

We will continue to be circumspect in our approach to Asian shares, focusing on
firms that have strong cash flow, low leverage, established franchises, and
skilled, -experienced management teams. This focus on quality drew us to Hong
Kong in particular. Li & Fung, a high-quality company with a very strong balance
sheet and a forward-thinking, sophisticated management team, is an example of a
company that we have targeted. Li & Fung manages manufacturing programs for
companies involved in the production of labor-intensive consumer goods. While
the company trades at bargain levels, its net cash position, realistic strategy,
and sound business provide a level of quality that is especially important
during periods of volatility. Giordano, a Hong Kong-based retailer of "value for
the money" casual apparel is yet another example of a financially solid Asian
firm that meets our bargain criteria. Investors fled the company over concerns
regarding ongoing difficulties in the firm's Chinese operations. While China is
clearly a risk, these concerns appear overblown to us in light of Giordano's
strong brand name, successful business model and cash stockpile.

Latin American markets performed quite well during the year. While markets did
sell off in the latter part of 1997 in response to the Asian crisis, the high
debt problems associated with Asian companies are less prevalent in Latin
America. Consequently, we may be able to locate attractive, high-quality smaller
companies for the portfolio. One example is Petroleo Ipiranga, a Brazilian
company that distributes petroleum and diesel fuel to gas stations in that
country. The company has an attractive balance sheet and should be a beneficiary
of strong growth as Brazilians begin to purchase more automobiles and drive more
frequently in an economy expected to see better long-term stability.

Looking forward, we will continue to assess the Asian economy and its impact on
companies around the world. While we are confident that the recent market
corrections present opportunities, we are cautious in our approach, and will
limit our investments to high-quality companies where we feel that the stock
price does not adequately reflect the company's long-term intrinsic value.
Therefore, we expect that the largest concentration of the portfolio's assets
should remain in Europe, where we continue to uncover attractive small-cap
stocks.

GRAPHIC MATERIAL 13 OMITTED - SEE APPENDIX AT END OF DOCUMENT

WE ARE REPLACING THE MSCI EAFE INDEX WITH THE SALOMON WORLD EX-U.S. EXTENDED
MARKET INDEX. BECAUSE THE NEW INDEX INCORPORATES SECURITIES OF SMALLER COMPANIES
AND SECURITIES OF EMERGING, AS WELL AS DEVELOPED, MARKETS WE BELIEVE IT BETTER
MATCHES THE INVESTMENTS OF THE FUND.

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return
l-year -1.50%
Since Inception (5/1/96) 6.35%

PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.
TEMPLETON PACIFIC GROWTH FUND

In the past year, Asian financial markets experienced a period of severe
volatility and intense corrections. Sparked by speculative attacks on the Thai
baht before July, a rash of currency devaluations quickly infected much of the
continent. By late October, Indonesia, Malaysia, Pakistan, the Philippines,
Singapore, South Korea, Taiwan and even Australia and Hong Kong had been
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significantly affected by downward pressure on their currencies and falling
equity prices. This experience had the side effect of highlighting macroeconomic
problems present in many of these nations, such as slowing export growth, rising
deficits, overvalued property markets, and weak banking systems.

The downward spiral of Asian equity markets adversely affected the portfolio's
performance during the year. Hardest hit were the markets of Thailand, which
fell 52% over the year, Malaysia, 51%, and the Philippines, 40%.5 Hong Kong
continued to be the portfolio's largest exposure, accounting for 32% of total
net assets on December 31, 1997. Even though its economic fundamentals remained
strong during the year, its stock market suffered significant declines in a
volatile environment. On December 31, 1997, the Hang Seng Index was 20% lower
than it had been on December 31, 1996, after surviving a 35% decline from August
to the end of 1997.6 Still, such corrections often produce an atmosphere where
we can discover undervalued securities. One stock we believed to be undervalued
was Hong Kong Ferry Holdings, which operates ferry and related businesses, and
is involved with other activities such as property investment and travel and
hotel operations. Due to its attractive valuation, we added to our existing
holdings of this stock in 1997.

5. Source: Bloomberg. Index is unmanaged and includes reinvested dividends.
Total return measured in local currencies. 6. Source: Bloomberg. Price
depreciation measured in Hong Kong dollars.

Despite an extremely strong year for China's economy, we saw signs of a slowdown
toward the end of 1997. In 1998, restructuring of state-owned enterprises could
cause further slowing of economic growth. Worries still abound that the outbreak
of currency devaluations in neighboring countries may affect China's competitive
position in exports. Consequently, we sold our holdings of Beijing Yanhua
Petrochemicals for a profit during the year.

Also during the period, we initiated a position in Tata Engineering & Locomotive
Co., Ltd., an Indian manufacturer of commercial automotive vehicles, which we
considered undervalued. The stock of Brambles Industries Ltd., based in
Australia, reached our sell-price target and we liquidated our position.

We believe that although Asian markets could experience further declines, they
could also provide excellent opportunities for purchasing shares of companies
unfairly punished by generalized fear about these countries' economic
circumstances. In our opinion, the Pacific Rim continues to offer a variety of
investment opportunities and the economies of these countries are storehouses of
value in the long run.

GRAPHIC MATERIAL 14 OMITTED - SEE APPENDIX AT END OF DOCUMENT

TEMPLETON PACIFIC

GROWTH FUND

Top 10 Holdings on 12/31/97
Based on Total Net Assets

COMPANY/ % OF TOTAL
INDUSTRY, COUNTRY Net Assets

East Japan Railway Co./

TRANSPORTATION, JAPAN 3.3%
HSBC Holdings Plc./

BANKING, HONG KONG 3.2%
Cheung Kong Holdings Ltd./

REAL ESTATE, HONG KONG 3.2%

China Light & Power Co., Ltd./

UTILITIES - ELECTRICAL & GAS,

HONG KONG 3.1
Hong Kong

Telecommunications Ltd./
TELECOMMUNICATIONS,

HONG KONG 3.
Singapore Airlines Ltd./

TRANSPORTATION, SINGAPORE 3.0
Malaysian International

Shipping Corp./

TRANSPORTATION, MALAYSIA 3.0
Pakistan Telecommunications

Corp., PTC/

TELECOMMUNICATIONS,

PAKISTAN 2.
Fauji Fertilizer Co., Ltd./

CHEMICALS, PAKISTAN 2.
New World Development

Co. Ltd./

REAL ESTATE, HONG KONG 2.8
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PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
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ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

l-year -35.95%
S5-year 0.71%
Since Inception (1/27/92) 0.39%

PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.
PORTFOLIOS SEEKING GROWTH AND INCOME
GROWTH AND INCOME FUND

Throughout the year, the U.S. economy continued its steady course of moderate
growth with virtually no inflation. In this benign economic atmosphere,
corporate profits continued their climb and stock market valuations rose to the
expensive end of their historical ranges. During the latter part of the year,
however, stock markets the world over experienced a dramatic rise in volatility.
Such a stark increase in market volatility came about as a result of the Asian
crisis sparking fears of a slowdown in corporate earnings growth. As a result,
there has been a renewed focus in global equity markets on value stocks that
have defensive characteristics during turbulent times. The recent performance of
the Growth and Income Fund, which has a value orientation, reflected this
current trend.

In keeping with its fundamental investment approach, the portfolio seeks to
invest in stocks with attractive valuations -- that is, stocks selling at
bargain prices according to measurements such as relative dividend yield, book
value, revenues, and normalized earnings. We often find such stocks in companies
that appear to be fundamentally strong, but have experienced temporary earnings
disappointments, or in companies or industries with uncertain prospects for
near-term earnings growth.

We continue to believe that various utility stocks represent an investment
opportunity as many companies are selling at their most attractive relative
valuations in over two decades. Lack of meaningful earnings growth in recent
years and uncertainty regarding the future deregulation have resulted in the
industry's underperformance against the broader stock market averages over the
last several years. We took advantage of this weakness to initiate a position in
Entergy Corp., a New Orleans-based electric utility that offered a 6.9% dividend
yield and traded at nine times our calculations of estimated earnings at the
time of purchase. In the telephone utility sector, we added AT&T to the
portfolio. At the time of purchase, AT&T's stock sold at 10 times depressed
earnings and offered a dividend yield of over 4%. Management recently announced
a major restructuring plan that should significantly reduce the company's costs.

Energy stocks remained a major investment focus for the portfolio. The
combination of strong cash flows, attractive fundamentals and above-average
dividend yields made many stocks in this industry ideal investment candidates
for us. Moreover, we believe the rising worldwide demand for oil, in relation to
exploration and production activity could lead to higher oil prices. We added to
existing holdings during the reporting period -- including increasing our
positions in Atlantic Richfield, Chevron, Texaco, and YPF Sociedad Anonima --
and, on December 31, 1997, this sector represented 15.1% of total net assets.

The financial sector -- the portfolio's largest sector weighting -- made an
impressive showing this year, benefiting from strong fundamentals and declining
interest rates. Over the reporting period, we initiated a position in the
consumer finance company Beneficial Corp., and also added two insurance
companies that specialize in reinsurance: Mid Ocean Ltd. and Scor. All three
stocks traded at attractive valuations relative to their peers and offered
above-market dividend yields.

Finally, we took advantage of recent price weakness in consumer non-durable
stocks to initiate new positions in Anheuser-Busch (the largest beer brewer in
the world) and H.J. Heinz (a major food producer). The management teams of both
companies recently announced corporate restructurings that could result in the
resumption of favorable earnings growth.

While we added to existing holdings or initiated new positions, we also reduced
several positions during the reporting period. Specifically, we sold Du Pont in
the chemical industry, Sprint, British Telecom and Telmex in the utilities
sector, and American Home Products and Tambrands in the consumer/health sector
as these stocks had reached our price objectives. All were sold at significant
total return gains. Conversely, we eliminated investments in weaker-positioned
electric utilities that did not meet earlier expectations. Unicom, PECO Energy,
and Public Service Enterprise Group came under pressure as a result of worsening
competitive and regulatory environments within their areas of operation. We,
therefore, sold these holdings and reinvested the proceeds in utilities that we
felt were in better competitive positions and offered greater total return
potential.
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Looking forward, we remain committed to our disciplined, value-oriented
approach, which has historically produced consistent and favorable long-term
results.

GRAPHIC MATERIAL 15 OMITTED - SEE APPENDIX AT END OF DOCUMENT

GROWTH AND INCOME FUND
Top 10 Industries on 12/31/97
Based on Total Net Assets

% of Total

Industry Net Assets
Financials 19.8%
Energy and Resource 15.1%
Consumer Staples 13.9%
Electric Utilities 10.7%
Telecommunications 10.4%
Basic Materials 10.2%
Health Care 4.5%
Gas Utilities 3.8%
Manufacturing 2.9%
Retail 2.3%

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

l-year 27.74%
S5-year 15.61%

Since Inception (1/24/89) 11.94%
PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.
INCOME SECURITIES FUND

Despite increased volatility in recent months, the stock and bond markets
experienced another strong year in 1997, driven primarily by steady economic
growth and low inflation. The stock market temporarily retreated from all-time
highs toward the end of the year, in part as a result of financial and economic
weakness in Asia and concerns over a potentially negative impact on the U.S.
economy. The bond market also experienced some volatility during the period, but
generally strengthened in the second half of 1997 as inflationary fears subsided
and investors began to show a renewed interest in value and safe-haven
securities. Many of the portfolio's sectors performed well over the year, with
utility stocks, real estate stocks, and U.S. Treasury bonds leading the way.

General sector weightings in the portfolio did not change significantly over the
past year. However, we did increase the portfolio's stock holdings from 41.1% to
45.6% of total net assets while reducing the portfolio's cash position from 6.0%
to 4.9% over the year. As of December 31, 1997, 49.7% of the portfolio's assets
were invested in bonds, 45.6% in stocks, and 4.7% in cash and other net assets.

Corporate bonds, which continued to be our largest fixed-income weighting,
generally performed well during the year. Although corporate bond valuations
were at relatively high levels in 1997, we were able to find some attractive
investments in new and existing positions. We initiated several corporate bond
positions during the period, including Del Monte Corp. (Food & Beverage), Paging
Network, Inc. (Telecommunications), Revlon Corp. (Consumer Products), Tjiwi
Kimia Finance Mauritius, Ltd. (Paper & Forest Products), ICN Pharmaceuticals,
Inc. (Pharmaceuticals), and Venetian Casino Resort, L.L.C. (Gaming & Leisure).
Additionally, we sold or tendered several positions at levels that we believed
represented full value.

The portfolio's foreign bond positions performed well during the period despite
increased volatility in foreign stock and bond markets. Over the year, we
consolidated our foreign dollar-denominated Brady bond positions by swapping out
of our Mexican Brady bonds and into Brazilian Brady bonds, which -- along with
our Argentinian Brady bonds -- appeared to offer greater total return potential.
We also took advantage of weakness in October resulting from the Asian crisis,
by adding to our Brazilian Brady bond positions. Finally, we sold our Canadian
bond position in May due to valuation concerns and currency risk.

Believing that subdued inflation and prospects for a balanced budget would allow
interest rates to fall, we added to our holdings of U.S. Treasuries throughout
the year. As a result, the portfolio benefited from the decline of the 30-year
Treasury bond yield, which fell from 6.64% to 5.93% over the past 12 months. On
December 31, 1997, U.S. Treasury bonds accounted for 8.3% of total net assets,
up from 7.1% a year earlier.
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Most of the portfolio's equity sectors performed well during the period with the
real estate, pharmaceutical and wutility stocks appreciating the most. We
purchased several new convertible positions in the real estate sector, including
Vornado Realty Trust (REIT), and Macerich Co. (REIT). These securities provide
attractive income and downside protection while offering equity upside potential
related to positive fundamental trends in the real estate industry. Following
significant price appreciation, we sold the portfolio's remaining pharmaceutical
holdings, as we Dbelieved wupside potential for these stocks was limited at
current valuations. The purchase and eventual sale of the pharmaceutical stocks
is a good example of our contrarian style and active approach to investing, as
we originally purchased the stocks when the sector was out of favor due to
healthcare reform uncertainty in 1993 and 1994.

Utility stocks, which represented the portfolio's largest stock sector,
rebounded after weakness in the first quarter and turned in a strong performance
for the year. We initiated several new positions in the sector, including
MidAmerican Energy Holdings Co., CMS Energy Corp. and Northern States Power Co.,
mid-western electric and natural gas utilities. Utility stocks were 26.6% of the
portfolio as of December 31, 1997, up from 20.6% a year ago. We increased our
weighting in utility stocks because we believed many of the stocks were
undervalued and offered attractive high current income. In addition, we believe
many utility stocks will benefit in a deregulated environment from stronger cash
flow growth, less regulatory uncertainty, and higher valuations.

Looking at other sectors, strength in the technology stocks prompted us to
recognize significant gains on the portfolio's Altera Corp. and Xilinx, Inc.
convertible bond positions purchased last July during the technology sell-off.
We initiated a position in General Motors common stock (Automotive) as we
believed that the company's current corporate restructuring will significantly
benefit shareholders. We also purchased a new issue of convertible bonds from
Continucare Corp. (Health Care Services), a company specializing in outpatient
rehabilitation services. In the energy sector, we took advantage of recent
weakness in the group by purchasing convertible preferred shares of Energy
Ventures (Energy) and Lomak Petroleum, Inc. (Energy). We also sold several stock
positions that no longer fit the portfolio's valuation criteria.

With the stock market near all-time highs, we remain selective and are
continually searching for attractive investments for our shareholders. We
believe the portfolio is well positioned to benefit from the current market
environment of low inflation and slow economic growth. Of course, we continue to
follow our value-oriented approach, searching for income and growth from a
diversified mix of stocks, bonds, and cash.

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

l-year 17.09%
5-year 12.08%

Since Inception (1/24/89) 12.34%
PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.

GRAPHIC MATERIAL 16 OMITTED - SEE APPENDIX AT END OF DOCUMENT

MUTUAL SHARES SECURITIES FUND

The Mutual Shares Securities Fund seeks capital appreciation by investing
primarily in domestic equity securities. These include common and preferred
stocks, securities convertible into common stocks, as well as debt obligations
of any quality. On December 31, 1997, 73.4% of the portfolio's total net assets
were invested in equity securities, 3.7% in fixed-income securities, and the
remaining 22.9% in short-term and other securities. Of course, these holdings
will change as conditions warrant.

Many stock indices were delivering astronomical returns during the first half of
1997 (the S&P 500 gained more than 20%7), tempting some investors to jump in and
ride the market with an index fund. However, we believe that our value approach
is a better way to achieve consistent, long-term appreciation with relatively
low risk and low volatility. Even though indexing could lead to greater returns
over a specific time period, this could place the investor on a perilous journey
to mediocre returns and high volatility when market conditions are less
favorable. The mix of our investments -- cheap stocks, bankruptcies, and special
situations such as mergers and spin-offs -- is intended to provide the best
risk-adjusted returns in a wide variety of market conditions.

7. Source: Bloomberg. Index is unmanaged and includes reinvested dividends.

It has become increasingly difficult of late to find cheap stocks, especially in
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the domestic market, as investors look to "buy the dips" and are willing to buy
stocks at historically high valuations. As a result, most of the large names
that dominate indices such as the S&P 500 currently trade at valuations that do
not fit our investment strategy. But cheap buys still exist. In the U.K.,
investors embraced the privatization of Railtrack, realizing the importance of
lessening the burden of government regulation.

We continue to find good value in the European markets, particularly in the
smaller and mid-cap stocks rather than the large cap stocks. This year will be
an exciting one in Europe given the scheduled, albeit somewhat limited,
introduction of the eurocurrency on January 1, 1999. Direct Pacific Rim exposure
was virtually non-existent at year-end, but we are now looking to see whether
the recent carnage has created an opportunity for us within the context of our
usual investment parameters.

We also anticipate that the markets will present us with substantial
opportunities over the next year. For instance, it appears that many investors
have largely ignored the fact that some companies may not achieve analysts'
aggressive earnings estimates. In particular, the "Asian flu" may have a greater
ripple effect on some companies than the market has reflected. The merger and
acquisition environment as well as divestiture activity continue to be strong.
Even so, we will not "push the envelope" and increase the risk profile of our
portfolio.

GRAPHIC MATERIAL 17 OMITTED - SEE APPENDIX AT END OF DOCUMENT

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

l-year 17.73%
Since Inception (11/8/96) 18.85%

PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.
REAL ESTATE SECURITIES FUND

During the reporting period, the real estate industry continued to benefit from
an environment of strong economic growth and relatively low interest rates.
Demand for commercial and residential space remained strong, driven primarily by
the growing economy. At the same time, development of new supply was restrained
in most property sectors, leading to rising occupancy and rental rates. As a
result, most real estate companies continued to report strong growth in cash
flow from operations. Ongoing consolidation also contributed to the sector's
growth, as private real estate companies and single-building owners merged with
public real estate firms to take advantage of the financing flexibility and
economies of scale enjoyed by the larger, public companies. For example, several
of the portfolio's positions were involved in high-profile public mergers,
including Starwood Lodging Corporation's announced mergers with Westin and ITT
Sheraton and Equity Office Properties' merger with Beacon Properties
Corporation.

Throughout the reporting period, we remained committed to our strategy of
focusing on property types and geographic regions with strong supply and demand
fundamentals, while attempting to identify those management teams with the
ability to add value through intensive property management and strong capital
markets experience. In keeping with this strategy, we maintained the majority of
the portfolio's investments in hotel, apartment, office and industrial
properties, where we anticipate the strongest cash flow growth, as well as the
most favorable supply and demand fundamentals.

At the end of the reporting period, the hotel sector was the portfolio's largest
property type weighting, representing 20.1% of total net assets, up from 17.9%
twelve months ago. Valuations in this sector remain attractive to us,
particularly in light of the high cash flow growth rates. New development in the
upscale hotel sector remains limited while demand continues to grow, resulting
in increased room rates. Over the past year, we initiated positions in two
notable lodging companies: Innkeepers USA Trust and Prime Hospitality
Corporation. In our opinion, both were attractively valued and offered unique
growth opportunities. Core holdings in this sector continued to include FelCor
Suite Hotels, Inc., Patriot American Hospitality, Inc., Starwood Lodging Corp.,
CapStar Hotel Company and Host Marriott Corp.

The apartment sector was the portfolio's second largest property type weighting,
totaling 16.8% of total net assets on December 31, 1997, down from 20.0% one
year ago. Valuations in the apartment group remain attractive relative to other
sectors and we expect steady cash flow growth. However, security selection is
important in this sector as supply and demand fundamentals near equilibrium.
While the overall sector weighting was trimmed and several positions were
eliminated, we continued to focus on core holdings such as Equity Residential
Properties Trust, Camden Properties Trust and Security Capital Pacific Trust. In

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

addition, our only new position in the apartment sector, Charles E. Smith
Residential Realty, Inc., performed quite well as investors keyed on the
company's new acquisition strategy focused on downtown high-rise apartments in
major metropolitan areas.

We increased the portfolio's exposure to the office and industrial property
sectors over the reporting period by initiating new positions in AMB Property
Corporation, Mack-Cali Realty, Equity Office Properties, Tower Realty Trust and
SL Green Realty Corporation. For the most part, these companies have heavy
property concentrations in the Northeast and on the West Coast where new
property development is limited. We believe that these securities were
attractively valued and should generate above average cash flow growth over the
next few years. We also maintained core positions such as Arden Realty Group,
Security Capital Industrial Trust, Spieker Properties and Highwoods Properties,
Inc. As of December 31, 1997, the office sector weighting was 11.9% of total net
assets, up from 7.9% one year ago. The industrial sector now represents 10.9% of
total net assets, up from 8.9% at the beginning of the reporting period.

Looking forward, we believe the real estate industry should benefit from steady
demand for residential and commercial space and limited new development. In our
opinion, the prospects for investing in real estate securities are quite
attractive due to their unique combination of strong underlying fundamentals,
favorable valuations, and attractive growth opportunities.

GRAPHIC MATERIAL 18 OMITTED - SEE APPENDIX AT END OF DOCUMENT

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

l-year 20.70%
S5-year 18.25%

Since Inception (1/24/89) 13.87%
PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.
RISING DIVIDENDS FUND

Our investment strategy is based on our belief that companies with consistently
rising dividends should, over time, also realize appreciation in their stock
prices. We select portfolio securities based on several criteria. To be eligible
for purchase, stocks must pass certain investment "screens," or screening
procedures, requiring strong balance sheets, relatively low price/earnings
ratios, and consistent and substantial dividend increases. We seek fundamentally
sound companies that meet our standards and attempt to acquire them at
attractive prices, often when they are out of favor with other investors.

The U.S. stock market benefited during 1997 from an economy characterized by
solid growth, low inflation, and falling long-term interest rates. Financial
services stocks, such as banks and insurance companies, performed particularly
well in this positive atmosphere. This trend aided two of the portfolio's
largest equity holdings, Mercury General Corp. and National Commerce Bancorp,
which also had distinguishing attributes that contributed to their strong
performance during the year. Mercury General is an automobile insurer which
conducts the majority of its business in California. Mercury has been able to
offer drivers attractively priced auto insurance through the combination of a
strong distribution network, very effective claims handling capabilities, and a
low cost structure. As a result, this firm has been able to gain market share
while generating strong earnings growth.

National Commerce Bancorp. is a Tennessee-based regional bank that has become a
leader in supermarket branch banking. Several years ago, the company determined
that in order to be competitive, it not only had to have a very low cost
structure, but also had to be able to offer top quality services to its
customers. In order to achieve this, National Commerce decided that it needed to
take itself to its customers, rather than waiting for its customers to come to
it. And where could the bank make itself easily accessible to its customers? At
their local supermarket, of course. This bank's branches are now almost
exclusively located in high traffic supermarket stores -- thereby eliminating
the need for costly, stand-alone facilities. Like Mercury General, National
Commerce has been able to gain market share and grow earnings as well.

The retail sector also performed well for the portfolio in the past year. Our
largest holding in this sector is Family Dollar Stores, a leading participant in
the growing "convenience discounter" retailing segment. Earnings growth has
accelerated as a result of the company's everyday low-pricing strategy, in
addition to its store remodeling and expansion program. The idea of offering
basic merchandise at an attractive price from a convenient location is proving
to be especially popular with low and middle-income consumers.

Despite the presence of the roaring equity market, several of the portfolio's
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stocks suffered sagging prices during the year. These included Millipore Corp.,
MMI Cos., Inc., and Nike, Inc. Millipore's earnings were hurt during the year by
weak sales of microelectronics filtration equipment coupled with the negative
impact on foreign currencies of the indomitable U.S. dollar. Looking ahead,
Millipore continues to be well positioned to benefit from the increasing demand
for greater purification technology in growing industries such as semiconductor
manufacturing and biotechnology. A slowdown in medical malpractice premium
growth hampered the performance of MMI stock over the year. Although the medical
malpractice market is still soft, MMI has several medical consulting businesses
that are growing nicely and is also likely to benefit from its recent
acquisition of another insurer, Unionamerica Holdings. Although Nike has become
one of the world's most recognizable brand names, its earnings have suffered
from a slowdown in domestic footwear sales and, more recently, a decline in
sales to Asia due to the economic crisis in that region. On the other hand, Nike
continues to expand its already formidable global distribution capabilities and
is extending its dominant sports-related franchise into different athletic
footwear and equipment categories, which bodes well for the corporation's
long-term prospects.

During the year, we added several new positions to the portfolio, such as Bemis
Company, Inc., a manufacturer of flexible packaging for use by the food service
industry. We also purchased shares of Pall Corp., which makes fluid filtration
devices for a variety of industries, including healthcare. ReliaStar, a provider
of a broad range of insurance-related investment products, has increased its
dividend for 26 years, and was added to the portfolio in 1997. Finally, we
initiated positions in Sherwin-Williams, a retail distributor of architectural
coatings, and U.S. Bancorp., one of the top performers among regional banks.

We eliminated several positions from the portfolio during the reporting period
as they no longer fit our investment criteria. Bristol-Myers Squibb Co., Gap,
Inc., Monsanto Co., Pfizer, Inc., Safeco Corp., UST, Inc., and Walgreen Co.
either suffered from slowing dividend growth, falling dividends, or they simply
became less attractively valued than alternative investments.

Our ten largest positions on December 31, 1997, comprised 25.6% of the
portfolio's total net assets. It is interesting to note how these ten companies
would, in the aggregate, respond to the portfolio's screening criteria based on
a simple average of statistical measures. On average, these ten companies have
increased their dividends 18 years in a row, and by 345% in the last ten years
(this excludes Fannie Mae's colossal 2,000% increase). Their most recent
dividend increases averaged 13.7%, with a dividend pay-out ratio of 25%.
Long-term debt averaged 14% of capitalization, and the average price/earnings
ratio was 19.7, viewed against 21.4 for that of the unmanaged Standard & Poor's
500 (R) Stock Index on the same date. It is our opinion that these companies are
representative of the fundamentally high quality of the portfolio. We also
believe that, over the long haul, companies that increase cash payments to
shareholders, year after year, will be superior builders of wealth.

RISING DIVIDENDS FUND

Top 10 Holdings on 12/31/97

Based on Total Net Assets

Company, % of Total
INDUSTRY Net Assets
Family Dollar Stores, Inc.

RETAIL 4.3%

Wallace Computer Services, Inc.
BUSINESS SERVICES

w
-
o

Nucor Corp.,
INDUSTRIAL 2.6

o

Mercury General Corp.,
INSURANCE-PROPERTY CASUALTY 2.5

o

Dimon Inc.,
CONSUMER PRODUCTS 2.

IS
o

Alberto-Culver Co.,
CONSUMER PRODUCTS 2.2

oe

National Commerce Bancorp,
BANKS 2.1

o

Fannie Mae,
FINANCIAL SERVICES 2.1

oe

Watts Industries, Inc.,
INDUSTRIAL 2.1

oo

RLI Corp.,
INSURANCE-PROPERTY CASUALTY 2.1

oe
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GRAPHIC MATERIAL 19 OMITTED - SEE APPENDIX AT END OF DOCUMENT

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

l-year 33.03%
5-year 14.69%
Since Inception (1/27/92) 14.04%

PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.
GRAPHIC MATERIAL 20 OMITTED - SEE APPENDIX AT END OF DOCUMENT
TEMPLETON GLOBAL ASSET ALLOCATION FUND

Volatility and uncertainty dominated global markets in 1997, most of which can
be traced back to Southeast Asia's by now well-documented financial troubles
that began to surface around mid year. Questions about Asia's financial future
will no doubt remain unanswered for some time, although an economic recovery
there will depend, to a large extent, on whether Japan finally realizes economic
growth in 1998. We are carefully picking through the ashes in Southeast Asia,
looking for undervalued companies with strong balance sheets that can weather
the inevitable storms over the next few years.

The Hong Kong market was down over 20% in 1997 and underperformed due to the
threat of a currency devaluation, the possibility of a slowdown in China, and
over-extended property prices.8 We believe that Hong Kong will maintain the
currency peg because, unlike many other Asian countries, Hong Kong has budget
and current account surpluses, a robust banking system and $70 billion in
foreign currency reserves. Perhaps more importantly, it has China's support,
which needs to maintain confidence in Hong Kong's capital markets so that it can
use them to privatize its state-owned companies. In our opinion, the risks of a
devaluation have been overly discounted, with the market trading at only 9.8
times 1998 earnings.9 As of December 31, 1997, the portfolio had a 2.6%
weighting in Hong Kong.

8. Source: Bloomberg. Price depreciation measured in Hong Kong dollars.
9. Source: Morgan Stanley Capital International (R).

Lately, the fad for mega-mergers has reappeared across the "pond." As in the
U.S., such mergers have been concentrated in the financial services area. The
advent of the euro has forced banks and insurance companies to focus on
pan-European economies of scale. For example, two giants of the Swiss banking
market, UBS and Swiss Bank, agreed to merge in a $25 billion transaction, and
insurance companies BAT of the U.K. and Zurich of Switzerland agreed to tie the
knot for $18 billion. We invested in this trend via our insurance and financial
services holdings which respectively made up 5.9% and 3.3% of the portfolio at
the end of the reporting period.

The U.K. is much further ahead of continental Europe in terms of the business
cycle (it is the only major country with an inverted yield curve), shareholder
value and corporate restructuring. We currently favor the U.K., as it is one of
the few countries that can opt in or out of the euro. It also has some of the
cheapest valuations and highest yields in Europe (the average dividend yield of
our U.K. holdings was 3.9% at period end) as well as political certainty.
Finally, there are still opportunities for corporate restructuring in the U.K.
Within our own holdings, restructuring is taking place at ICI, Harrisons and
Crosfield, and BTR.

The U.S. has just completed its seventh year of economic growth. The Goldilocks
economy (not too hot, not too cold) continued with moderate economic growth and
inflation at an eleven-year low of 1.7%.10 At the same time the budget is moving
toward its first surplus since 1969, and the dollar is regarded the safe haven
in a world of uncertainty. However, our main concern is over-extended stock
market valuations, which have no sympathy for earnings disappointments. On
December 9, Oracle's share price declined by 29% because its second quarter
profit figure of $0.19 was 4 cents below expectations. 1997 was the third
consecutive year of 20%-plus returns for the Dow Jones(R) Industrial Average, an
unprecedented accomplishment.

10. Source: Bloomberg. Inflation measured as CPI year-over-year percentage
change as of 12/97.

By historical measures, however, all valuations are stretched, with the S&P 500
trading at an estimated 19 times 1998 earnings, a 20-year high.1l1l Therefore, we
place more confidence in economic growth than in stock prices. Although the U.S.
remains our largest single country weighting with regard to equities, accounting
for 16.1% of total net assets, we have been taking profits throughout the year
(the U.S. weighting at the end of 1996 was 20.8%). We are underweight versus
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other benchmarks and have a high composition of undervalued and defensive
stocks. Although we have not found many new U.S. bargains, the recent technology
sector shakedown has turned some growth stocks into value stocks. For example,
the market punished networking and modem company 3Com for disappointing earnings
announcements, and the stock finished the year off 52%.12 Although there could
be further short-term disappointments, we consider this an undervalued stock,
and we added to our position.

11. Source: IBES.
12. Source: Bloomberg.

On October 27, 1997, the Brazilian Bovespa index dropped 15% as concern spread
regarding the overvalued currency and twin budget and current account
deficits.13 Unlike the Asian countries however, the Brazilian government took
swift action to restore confidence by doubling interest rates to 45% and
announcing severe budget cuts totaling $18 billion, or 3% of gross domestic
product. We believe that Brazil will not devalue its currency because it has
taken adequate measures to restore stability, and proceeds from privatization
that could total $90 billion by 2000 can finance future investment. Analysts
expect this market's earnings to grow at 26%, and we have invested nearly 5% of
the portfolio in Brazilian equities including Banco Bradesco, one of our largest
holdings.

13. Source: Bloomberg. Price depreciation measured in Brazilian reals.

We believe that opportunities are born out of adversity, and we continue to
search diligently for overlooked opportunities around the world.

GRAPHIC MATERIAL 21 OMITTED - SEE APPENDIX AT END OF DOCUMENT

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

l-year 11.71%
Since Inception (5/1/95) 14.22%

PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.
UTILITY EQUITY FUND*

*Effective May 1, 1998, the Utility Equity Fund will change its name to the
Global Utilities Securities Fund and the percentage of foreign securities the
portfolio may invest in will increase from 25% to 100%. The portfolio's
objectives will remain the same.

Although the utility sector trailed some of the broad market indices this year,
the S&P Electric Utilities Index actually has outperformed the S&P 500 in the
fourth quarter by over 1500 basis points.l14 This change in investor sentiment
reflects a movement toward "safe haven" securities due to several factors.
Global currency market disruptions led to earnings revisions for many
corporations, thereby increasing stock market volatility. Also, evidence is
building that the U.S. economy is beginning to slow down. These factors, in
conjunction with the positive impact of decreased regulatory risk, made the
utility sector attractive to many investors.

14. Source: Bloomberg. Indices are unmanaged and include reinvested dividends.

The U.S. economic environment during the year was generally favorable for
interest-rate sensitive stocks. With long-term interest rates declining steadily
since April, and relatively high natural gas prices, domestic utility stocks
performed well in 1997. A favorable regulatory environment also added to this
picturesque background, when -- in September -- the 8th U.S. Circuit Court of
Appeals removed some of the uncertainty surrounding the Telecommunications Act
of 1996, with a ruling that more clearly defined the role of new competitors.
With California leading the way, several states are in the process of completing
plans to restructure the electric generation business. This bodes well for the
industry's future, as a complete resolution of regulatory issues should enhance
utility companies' earnings, and make their stocks more attractive to investors.

With the European Monetary Union looming just around the corner, interest rates
there painted a picture similar to the U.S. situation. Most European nations
continued to exercise a great deal of fiscal and monetary restraint to qualify
for monetary union under the Maastricht Treaty's strict criteria. Interest rates
in traditionally high-yielding markets such as Spain and Italy came down
significantly, moving toward convergence with the likes of Germany and France,
which encouraged investors to bid up the prices of many utility stocks. Germany,
Switzerland, Finland, Italy, and Portugal were among the best performing utility
markets. Taking advantage of this strength, we sold our shares of Italmobiliare
and Electricidade de Portugal at a profit. It is our belief that many European
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utility companies are currently positioned to benefit from a large, pent-up
demand for telecommunications services. In our opinion, our holdings of
Telefonica de Espana and Hellenic Telecommunications Organization could
experience extensive growth for several years to come.

In the first half of the year, solid economic growth and lower inflation allowed
for increased infrastructure spending in Latin America. The earnings outlook for
Latin American utility companies was therefore quite positive, prompting us to
initiate new positions in such companies as Telefonica del Peru and Companhia
Paranaense de Energia-Copel. These corporations have positioned themselves to
potentially profit from the rapidly growing demand for electricity in Latin
America. The economic environment in Brazil also created some promising
investment opportunities, as privatization and regulatory reform in the
telecommunications and electric utilities industries accelerated. This led us to
purchase shares of Telecomunicacoes Brasileiras, Brazil's largest
telecommunications provider.

Believing that most Asian utility stock valuations were simply too high, we
maintained a low weighting in Asia during the year. This was fortunate, as the
portfolio was somewhat insulated from the direct impact of the Asian problems
that surfaced after June. Despite this region's turmoil, we believe that the
long-term economic growth rate of many Asian countries is likely to be much
higher than that of some developed markets. Most of our Asian holdings are in
China, Hong Kong, and India, whose economies -- in our opinion -- still possess
the ability to grow strongly over the next few years.

Looking ahead, we are optimistic about the prospects for utility companies
worldwide. Given the prevailing environment of accelerating privatization and
regulatory reform, utilities stocks could continue to perform well in both
Europe and Latin America. As for the U.S., we think many high-quality utility
companies with aggressive, entrepreneurial management have the potential to
expand their operations and generate solid earnings growth. Utility companies
provide services that are an essential part of peoples' lives, and it is our
belief that their stocks play an integral role in a well-diversified investment
portfolio.

GRAPHIC MATERIAL 22 OMITTED - SEE APPENDIX AT END OF DOCUMENT

UTILITY EQUITY FUND
Top 10 Holdings on 12/31/97
Based on Total Net Assets

% of Total
Company Net Assets
Southern Co.
TECO Energy, Inc.
Enron Corp.
CINergy Corp.
Duke Energy Corp.
GPU Inc.
ICG Communications, Inc.
FPL Group, Inc.
Florida Progress Corp.
NIPSCO Industries

N WWwwwwwww.s
I
o

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

l-year 26.76%
5-year 11.56%
Since Inception (1/24/89) 12.62%

PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.

UTILITY EQUITY FUND CHANGES OF FUND NAME
AND NON-FUNDAMENTAL POLICIES

ON MAY 1, 1998, THE FUND'S NAME WILL CHANGE TO "GLOBAL UTILITIES SECURITIES
FUND." THE FUND'S CURRENT POLICY LIMITING FOREIGN INVESTMENTS TO 25% OF NET
ASSETS WILL BE LIFTED, SO THAT THE FUND WILL BE AUTHORIZED TO INVEST WITHOUT
LIMIT IN FOREIGN SECURITIES. The Fund's investment objective, its policy of
concentrating its investments in the public utilities industry, and its other
investment policies and restrictions will remain the same.

After the changes take place, the Fund will normally invest at least 65% of its
total assets in issuers domiciled in at least three different countries, one of
which may be the U.S. Under normal circumstances, the Fund is expected to invest
a higher percentage of its assets in U.S. securities than in securities of any
other single country. The Fund's Manager believes that a global utilities fund
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may benefit from a wider selection of investment opportunities and greater
diversification than a fund which invests primarily in securities of domestic
utility companies.

The Fund's increasing investments in foreign securities will involve increasing
risk. Foreign securities involve greater risks than similar domestic securities
due to currency fluctuations, market volatility, and economic, social and
political uncertainty. Investments in foreign developing markets involve
heightened risks related to the smaller size and lesser liquidity of these
markets. INVESTORS SHOULD CONSIDER CAREFULLY THE SUBSTANTIAL RISKS INVOLVED IN
INVESTING IN FOREIGN SECURITIES, RISKS THAT ARE HEIGHTENED FOR INVESTMENTS IN
DEVELOPING MARKETS. SEE "HIGHLIGHTED RISK CONSIDERATIONS, FOREIGN TRANSACTIONS."

WHEN REVIEWING THEIR INVESTMENTS OR CONSIDERING NEW PURCHASES OR TRANSFERS,
CONTRACT OWNERS MAY WISH TO TAKE THESE UPCOMING FUND CHANGES INTO ACCOUNT AND TO
CONSULT WITH THEIR INVESTMENT REPRESENTATIVES.

PORTFOLIOS SEEKING CURRENT INCOME
HIGH INCOME FUND

The "Goldilocks economy" continued its reign in the U.S. during the year under
review, ensuring an environment that was "just right" for market participants.
This was particularly true for holders of corporate high yield bonds, which were
a top performer within fixed income asset classes in 1997. The portfolio also
turned in a laudable performance for the year, fueled by bonds with improving
credit profiles as well as those experiencing positive corporate events. Our
investments continue to be oriented toward bonds that are expected to experience
capital appreciation due to one or both of those factors.

With a keen eye focused on reducing our exposure to the economically sensitive
chemicals and gaming industries, we took profits in a few positions such as IMC
Global (chemicals) and Aztar (gaming). We also reduced weightings in the cable
television and food retailing industries during the year, selling positions that
we thought could be vulnerable to competitive threats in their respective
markets.

In the media and broadcasting arena, deregulation fostered significant merger
and acquisition activity, leading us to increase our exposure to the sector.
During the year we initiated positions in Chancellor Media and Hollinger,
companies that we think are well positioned to capitalize on positive industry
trends. In the industrial sector, we increased our weighting by focusing on
companies that we believe should perform well in a more subdued economic
environment, such as Allied Waste Industries. The wireless communications
industry also provided some attractive investment opportunities in 1997, and
future prospects are bright due to ongoing market-friendly legislation. Within
the various wireless industry subsectors, we tend to favor the leaders, such as
Paging Network in paging, along with Sprint Spectrum and Nextel Communications
in digital PCS. Finally, while increasing our weighting in telecommunications we
focused primarily on competitive local exchange carriers such as Teleport and
Intermedia.

As measured by Moody's, the portfolio's average credit rating on December 31,
1997, was B2. Looking forward, we expect to maintain or improve this average
credit rating, anticipating somewhat of an economic slowdown over the next year.
We feel that a slower-growing economy, combined with low inflation, will
continue to provide a favorable environment for corporate high yield bonds.

HIGH INCOME FUND
Top 10 Industries on 12/31/97
Based on Total Net Assets

% of Total
Industry Net Assets
Wireless Communication 12.2%
Industrial Products 8.2%
Cable Television/Systems 7.5%
Media 5.7%
Health Care Services 5.4%
Telecommunications 5.4%
Broadcasting 5.2%
Gaming & Leisure 4.5%
Food & Beverage 4.2%
Transportation 4.1%

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return
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S5-year 11.49%
Since Inception (1/24/89) 10.35%

PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.

GRAPHIC MATERIAL 23 OMITTED - SEE APPENDIX AT END OF DOCUMENT
GRAPHIC MATERIAL 24 OMITTED - SEE APPENDIX AT END OF DOCUMENT

TEMPLETON GLOBAL INCOME SECURITIES FUND

The worldwide economic atmosphere made global bond investing a perilous business
in 1997. In the U.S., economic growth proceeded at a pace historically
associated with rising inflation and falling bond prices, causing considerable
tension in the bond market. Ten-year U.S. Treasury bond yields, for example,
began the year at 6.42%, rose to a high of 6.97%, and then fell to 5.74% at the
end of the year.15 The U.S. dollar was equally volatile, with a number of
foreign currencies depreciating between 2% and 52% against the U.S. currency.

15. Source: Bloomberg.

This volatility resulted from three distinct developments during the period.
First was a general fear in the markets that the rapid U.S. economic growth and
low unemployment would eventually translate into higher inflation. Second,
prospects for European Monetary Union improved during the year, with many
European economies converging in preparation for this event. Last, the Asian
currency crisis produced shockwaves throughout global markets that should take
some time to dissipate. Each of these developments affected global interest
rates and currency values in different ways.

Much portfolio activity related directly to the sources of volatility in the
global bond markets, particularly to foreign currencies' decline in value
relative to the U.S. dollar. We also made portfolio adjustments in the
composition of its European and within the dollar bloc countries. Finally, we
increased the portfolios' emerging markets holdings.

Responding to the U.S. dollar's accelerating upward momentum relative to
European currencies, we reduced the portfolio's overall exposure to European
bonds and increased holdings of U.S. dollar-denominated bonds. We also increased
the use of forward sales of European currencies, seeking to preserve the dollar
value of our European bond holdings. The net currency exposure to European
currencies (actual holdings plus the effect of currency hedges) was 52.8% at the
beginning of the period and had fallen to approximately 46.7% by the end of the
period.

We reallocated the portfolio's European holdings during the year through the
sale of modest amounts of bonds from Denmark, Ireland, Italy and the United
Kingdom, while the portfolio's German position was increased.

Within the dollar bloc markets, we dramatically reduced our exposure to
Australia in favor of dollar-denominated Latin American securities. Our Latin
American holdings, as a percentage of total net assets, nearly doubled over the
course of the year, from 10.9% to 21.3%. The portfolio's largest emerging
markets position as of the end of the year was in Mexico, where we increased our
exposure from 4.8% to 7.1%.

In our view, a somewhat slow-growing U.S. economy in 1998 could be a major boon
for global bond investors for several reasons. Of course, this could lead to
reduced pressure on interest rates. In addition, though, slower growth would
also tend to help foreign currencies rebound against the U.S. dollar,
representing the possibility of attractive capital gains for U.S.-based
investors. The Asian problem may also encourage a weakening of the dollar since
it could very well lead to a widening of the U.S. trade and current account
balances.

The outlook for global bond markets in 1998 seems promising to us, although
patience may be required for investment opportunities to arise. The Asian
financial quagmire, as an example, should serve to moderately deflate growth and
inflationary pressures in the developed nations, removing the impetus for
central bankers to raise interest rates.

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

l-year 2.55%
5-yea 7.39%
Since Inception (1/24/89) 7.57%

PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.
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GRAPHIC MATERIAL 25 OMITTED - SEE APPENDIX AT END OF DOCUMENT
U.S. GOVERNMENT SECURITIES FUND

The U.S. bond market turned in a strong performance for 1997 as interest rates
declined during the year. The yield curve flattened drastically -- one-year
Treasury bill yields finished both 1996 and 1997 at 5.48%, while 30-year
Treasury bond yields fell from 6.64% at the end of 1996 to 5.93% on December 31,
1997.16 The Federal Reserve Board (the Fed) moved interest rates only once
during the year, when it raised the federal funds rate by 25 basis points at the
Federal Open Market Committee's March meeting. While economic growth and
consumer demand continued to be strong throughout the year, actual inflation
figures consistently moved lower. The unemployment rate in the U.S. continued to
move lower throughout the year with labor costs creeping higher. Although
normally we would expect tight labor markets to give way to spiraling inflation
through wage increases, large gains in productivity apparently allowed U.S.
businesses to absorb higher labor costs without passing on the cost increases to
consumers. Lower commodity prices also helped to keep inflationary pressures in
check during 1997.

16. Source: Bloomberg.

During the middle of the year, disruptions in several developing southeast Asian
economies became apparent which eventually led to ripple effects around the
globe. By the fourth quarter, global equity markets swooned from the Asian
debacle and U.S. government bonds became safe havens for investors, helping to
push yields lower. In addition to the global situation, the strong U.S. economy
served to bolster tax revenues which lowered the U.S. budget deficit and reduced
the issuance of U.S. Treasury bonds into the marketplace. The lower supply of
bonds also contributed to falling long-term interest rates during the year.

Lower interest rates helped the performance of the portfolio's holdings in U.S.
government and agency securities. The portfolio is geared toward
intermediate-term government securities and we continued to add positions across
various government agencies and sectors during the year, including agency
pass-through securities.

At this time, we do not anticipate that the Fed will move interest rates in the
months ahead given that the Asian crisis has not yet fully played itself out. On
the one hand, continued strong consumer demand may keep pressure on the Fed to
move rates higher sometime next year due to the high rate of utilization in the
labor and resource markets that currently exists. Then again, year-over-year
inflation rates have been under 2%, which may allow long-term rates to continue
moving lower, should consumer demand slow sufficiently to ultimately ease labor
markets.

Therefore, we expect that the 30-year U.S. Treasury bond market may be range
bound around the 5.75% to 6.25% level in the months ahead. As interest rates
move to the lower end of that range, agency pass-through securities may be
subject to prepayment risk, so new assets will likely be allocated to more
non-callable securities until a more favorable environment develops. It is our
belief that while the supply of mortgage pass-throughs should rise in the months
ahead, agency issuers will continue to provide positive support to pass-through
yield spreads.

As far as the Treasury market is concerned, we expect that the U.S. yield curve
will continue to have a flatter profile in the months ahead. If growth slows
significantly enough for the Fed to ease monetary policy, the curve may steepen.
However, we anticipate that any monetary tightenings will signal to investors
that the Fed is ahead of the curve in terms of inflation, and bond yields may
fall in response.

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

l-year 9.31%
5-year 7.10%
Since Inception (3/14/89) 8.32%

PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.
GRAPHIC MATERIAL 26 OMITTED - SEE APPENDIX AT END OF DOCUMENT

ZERO COUPON 2000 FUND
ZERO COUPON 2005 FUND
ZERO COUPON 2010 FUND

The past year bore witness to a substantial decline in long-term interest rates,
though for a while it appeared that rates would move higher, driven by
accelerating inflationary pressures. These pressures simply never materialized,
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and the Federal Reserve (the Fed) raised interest rates only once during the
year -- an action which eventually allowed long-term rates to come down
significantly.

All three portfolios benefited from the fall in interest rates during the year.
The longer portfolios enjoyed the best returns because of their high duration
and the fact that longer term interest rates (10 - 30 years) fell more than
intermediate term rates (2 - 5 years). This flattening of the yield curve came
about because the Fed held the target rate for federal funds at 5.50% although
inflation fell throughout the year allowing longer term interest rates to fall
as well. Inflation, as measured by the consumer price index, year over year, is
now 1.7%, the lowest level in 11 years.l7 Productivity gains, global competition
and moderate economic growth should be conducive to a low inflation environment.

17. Source: Bloomberg. Year-over-year as of 12/31/97.

The Zero Coupon portfolios aim to maintain investments as close to the target
maturities as is practically possible. This makes changes in interest rates a
highly significant factor affecting the unit value of these portfolios. With two
years to maturity in the 2000 portfolio, this portfolio's value could experience
an approximate 3% swing in value for every 100 basis point (1%) swing in
interest rates. Likewise, the 2005 portfolio has the potential to move
approximately 8% for the same change in interest rates, and the 2010 portfolio
could move -- up or down -about 13%.

Normally, individual zero coupon bonds will return a fixed rate, if held to
maturity. Zero coupon investments, therefore, can be attractive for both
aggressive and risk-averse investors. Of course, a managed portfolio of zero
coupon bonds will fluctuate with cash flow in or out of the portfolio, or vary
with market conditions. In each portfolio, we strive to maintain -- at all times
-- a duration within 12 months of the target maturity. We do not try to time the
market; instead, our portfolio activity mirrors shareholder activity.

GRAPHIC MATERIAL 27 OMITTED - SEE APPENDIX AT END OF DOCUMENT

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

l-year 7.11%
S5-year 7.43%
Since Inception (3/14/89) 9.38%

PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT DOES NOT
INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE VARIABLE
ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK FUNDS. IF
THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE CONTRACT
PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

l-year 11.37%
5-year 9.87%
Since Inception (3/14/89) 11.11%

GRAPHIC MATERIAL 28 OMITTED - SEE APPENDIX AT END OF DOCUMENT

WE ARE REPLACING THE MERRILL LYNCH 20-YEAR ZERO INDEX WITH THE MERRILL LYNCH
10-YEAR ZERO INDEX. BECAUSE THE FUND NOW HAS LESS THAN 12 YEARS UNTIL ITS 2010
TARGET DATE, WE THINK THE 10 YEAR INDEX BETTER MATCHES THE INVESTMENTS OF THE
FUND.

PERFORMANCE SHOWN IN THE GRAPH REFLECTS ALL FUND OPERATING EXPENSES BUT

DOES NOT INCLUDE ANY VARIABLE ACCOUNT FEES, CHARGES OR EXPENSES IMPOSED BY THE
VARIABLE ANNUITY AND LIFE INSURANCE CONTRACTS THAT USE THE FRANKLIN VALUEMARK
FUNDS. IF THEY HAD BEEN INCLUDED, PERFORMANCE WOULD HAVE BEEN LOWER. SEE THE
CONTRACT PROSPECTUS FOR A COMPLETE DESCRIPTION OF THE VARIABLE ACCOUNT EXPENSES,
INCLUDING ANY APPLICABLE SALES CHARGES.

Average Annual Total Return

l-year 16.57%
S5-year 12.13%
Since Inception (3/14/89) 12.14%

PLEASE SEE IMPORTANT ENDNOTES TO PERFORMANCE INFORMATION ON PAGE 54.
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GRAPHIC MATERIAL 29 OMITTED - SEE APPENDIX AT END OF DOCUMENT
PORTFOLIO SEEKING CAPITAL PRESERVATION AND INCOME
MONEY MARKET FUND

An atmosphere of strong economic growth and very mild inflation was prevalent in
the U.S. throughout 1997. Real gross domestic product (GDP) growth through the
first three quarters of the year was 3.8%, considerably outpacing the Federal
Reserve's (the Fed's) targeted long-term growth rate of 2.5%. Unemployment fell
to its lowest level in 25 years, as a direct result of the country's economic
strength. In the spring, the fast pace of economic growth and the tightening
labor markets raised some concerns at the Fed that prices might have been in
danger of inching up. The Fed responded by increasing the federal funds rate by
twenty-five basis points (0.25%) in late March. Since the rate hike, the Fed has
remained on the sidelines, not responding to the continued economic strength for
a couple of reasons. First, despite the torrid pace of GDP growth, consumer
prices increased by only 1.7% in 1997 -- the lowest increase in 11 years.18
Second, the Asian financial crisis which began to shake global equity markets in
October may have prevented the Fed from taking any steps which would induce
further volatility into the international financial markets.

18. Source: Bloomberg. Inflation measured as CPI year-over-year percentage
change as of 12/97.

The rise in short-term interest rates caused the portfolio's seven-day yield to
increase from 5.04% on December 31, 1996 to 5.28% at the end of 1997.

We believe the economy is in the later stages of the current business cycle.
Higher private consumption and increased capital spending should stimulate more
growth, which could ultimately lead to further wage inflation. However, we think
that the impact of higher wages on overall consumer prices should be dampened by
ongoing improvements in manufacturing productivity and lower exports to the Far
East as a result of the crisis in Asia. Taking all these factors into
consideration, we believe that the Fed will remain inactive until it has fully
assessed the impact of these variables on domestic economic growth and
inflation.

We continue to invest the portfolio's assets in securities that are among the
highest quality available to money market funds. Since the portfolio's objective
is to provide shareholders with a high quality, conservative investment, we do
not invest in leveraged derivatives or other potentially volatile securities
that we believe involve undue risk.

REPORT OF SPECIAL MEETING OF SHAREHOLDERS

At the Special Meeting of Shareholders of Franklin Valuemark Funds held on April
4, 1997, shareholders voted as follows:

1. Regarding the election of trustees who constitute the current Board of
Trustees.

<TABLE>
<CAPTION>
% of % of
Shares Shares Shares Shares
Shares Voted Voted For Voted Voted Against Voted
<S> <C> <C> <C> <C> <C>
Frank H. Abbott 972,593,525.009 948,803,887.387 97.554% 23,789,637.622 2.446%
L. C. Anderson 972,593,525.009 950,301,681.416 97.708% 22,291,843.593 2.292%
Harris J. Ashton 972,583,525.009 950,544,829.797 97.733% 22,048,695.212 2.267%
S. Joseph Fortunato 972,583,525.009 949,805,658.718 97.657% 22,787,866.291 2.343%
David W. Garbellano* 972,583,525.009 947,870,197.603 97.458% 24,723,327.406 2.542%
Charles B. Johnson 972,583,525.009 950,398,940.768 97.718% 22,194,584.241 2.282%
Charles E. Johnson 972,583,525.009 950,097,436.776 97.687% 22,496,088.233 2.313%
Rupert H. Johnson, Jr. 972,853,525.009 950,749,074.437 97.754% 21,844,450.572 2.246%
Frank W. T. LaHaye 972,853,525.009 950,680,992.891 97.747% 21,912,532.118 2.253%
Gordon S. Macklin 972,853,525.009 950,214,147.999 97.699% 22,379,377.010 2.301%
</TABLE>

*The Board noted with deep regret the passing of David W. Garbellano in late
1997. The Board appointed Robert F. Carlson to fill the vacancy in January 1998.

2. Regarding the ratification of the selection of Coopers & Lybrand L.L.P.,
Certified Public Accountants, as the independent auditors for the Trust for the
fiscal year ending December 31, 1997.

<TABLE>

<CAPTION>

<S> <C> <C> <C> <C> <C> <C>
% of % of % of
Shares Shares Shares Shares Shares
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Shares Voted Shares Voted For Voted Voted Against Voted Voted abstain Voted

972,593,525.009 915,813,515.019 94.162% 7,634,859.171 0.785% 49,145,150.819 5.053%

3. Regarding the approval of changes in the investment objective and industry
concentration policy of the Precious Metals Fund to those of a natural resources
fund on May 1, 1997.

<S> <C> <C> <C> <C> <C> <C>
% of % of % of
Shares Shares Shares Shares Shares
Shares Voted Shares Voted For Voted Voted Against Voted Voted abstain Voted
7,315,445.976 6,188,720.987 84.598% 663,584.104 9.071% 463,140.885 6.331%

4. Regarding the approval of a change in the fundamental investment policies of
the Precious Metals Fund to permit a change from investments in precious metals
commodities to natural resources commodities, and to clarify that the fund may
invest in futures contracts related to such commodities.

<C> <C> <C> <C> <C> <C> <C>
% of % of % of
Shares Shares Shares Shares Shares
Shares Voted Shares Voted For Voted Voted Against Voted Voted abstain Voted
7,315,445.976 6,100,496.708 83.392% 772,291.632 10.557% 442,657.636 6.051%

5. Regarding the approval of a change in the fundamental investment policy of
the Precious Metals Fund to permit a change from 5% to up to 10% of the Trust's
assets that may be invested in unseasoned issuers.

<C> <C> <C> <C> <C> <C> <C>
% of % of % of
Shares Shares Shares Shares Shares
Shares Voted Shares Voted For Voted Voted Against Voted Voted abstain Voted
7,315,445.976 5,925,877.013 81.005% 900,970.326 12.316% 488,598.637 6.679%
</TABLE>

There being no further business to come before the meeting, upon motion duly
made, seconded and carried, the Meeting was adjourned.

Dated: April 4, 1997

Karen L. Skidmore
Acting Secretary

IMPORTANT ENDNOTES
TO PERFORMANCE INFORMATION

Total return of the portfolio is the percentage change in value of a
hypothetical $10,000 investment over the indicated periods and includes
reinvestment of dividends and capital gains. Inception dates of the portfolios
may have preceded the effective dates of the subaccounts, contracts, or their
availability in all states. Performance data is historical and cannot predict or
guarantee future results. Principal value and investment return will fluctuate
with market conditions and you may have a gain or loss when you withdraw your
money.

When reviewing the index comparisons, please keep in mind that indices have a
number of inherent performance differentials over the Valuemark portfolios.
First, unlike the Valuemark portfolios, which must hold a minimum amount of cash
to maintain liquidity, indices do not have a cash component. Second, the
Valuemark portfolios are actively managed and, thus, are subject to management
fees to cover salaries of securities analysts or portfolio managers in addition
to other expenses. Indices are unmanaged and do not include any commissions or
other expenses typically associated with investing in securities. Third, indices
often contain a different mix of securities than the portfolio to which they are
compared. Additionally, please remember that indices are simply a measure of
performance and cannot be invested in directly.

INDEX DEFINITIONS

INDEX DEFINITION

CONSUMER PRICE INDEX Measure of the average change in prices for a fixed
basket of goods and services regularly bought by
consumers in the United States published by the U.S.
Bureau of Labor Statistics.

FINANCIAL TIMES/ The basic sector includes: construction and building
S&P ACTUARIES WORLD materials, chemicals, mining, minerals, precious metals
(ENERGY 50%/ and minerals, forestry and paper products, and
INDUSTRIES 50%) fabricated metal products. Basic The energy sector
COMPOSITE INDEX includes oil internationals, crude producers,petroleum

products and refineries, non-oil energy sources, and
energy equipment and services. The index is compiled by
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FINANCIAL TIMES/
ACTUARIES WORLD
UTILITIES INDEX

FIRST BOSTON
HIGH YIELD

INTERNATIONAL FINANCE
CORPORATION'S (IFC)
INVESTABLE COMPOSITE
INDEX

JP MORGAN GLOBAL BOND
INDEX (UNHEDGED)

LEHMAN BROTHERS
GOVERNMENT/CORPORATE
BOND INDEX

LEHMAN BROTHERS
INTERMEDIATE GOVERNMENT
INDEX

LIPPER INCOME AVERAGE

MERRIL LYNCH TREASURY
ZERO COUPON FIVE, TEN
TWENTY YEAR INDICES

MORGAN STANLEY CAPITAL
INTERNATIONAL EUROPE
AUSTRALIA FAR EAST
(EAFE) INDEX

MORGAN STANLEY CAPITAL
INTERNATIONAL (MSCI)
SINGAPORE/ PACIFIC
BASIN INDEX

MORGAN STANLEY CAPITAL
STOCK INTERNATIONAL
(MSCI) WORLD INDEX

RUSSELL 2500 INDEX

the Financial Times, Goldman Sachs & Co., and Wood
Mckenzie & Co., Ltd., in conjunction with the Institute
of Actuaries and the Faculty of Actuaries, and is a
weighted arithmetic average of the price relatives of
the constituents as produced by transaction in the
marketplace and adjusted for intervening capital
changes. The Index is in U.S. dollars and total return.
Includes electric utilities, waterworks supply, natural
gas S&P utilities, and telephone companies. The index
is compiled by the Financial Times, Goldman Sachs &
Co., and Wood Mckenzie & Co., Ltd., in conjunction with
the Institute of Actuaries and the Faculty of
Actuaries, and is a weighted arithmetic average of the
price relatives of the constituents as produced by
transaction in the marketplace and adjusted for
intervening capital changes. The Index is in U.S.
dollars and total return.

Unmanaged, trader-priced portfolio constructed to
mirror the public high yield debt market (revisions

to the index are effected weekly). The index has
several modules representing different sectors of the
high yield market including a cash-paying module, a
zero-fix module, a pay-in-kind module, and a defaulted
module. The index is also divided into other categories
including industry, rating, seniority, liquidity,
market value, security price range, yield range, and
other sector divisions.

Emerging markets index that includes 650 stocks from

18 countries including Mexico, South Korea, Brazil,
Jordan, and Turkey.

A total return index that tracks the traded sovereign
issues of 13 international markets. Each market is
weighted according to its traded market capitalization
in U.S. dollar terms, and all issues included in the
index are liquid with remaining maturities of greater
than 13 months.

Includes fixed-rate debt that is rated investment grade
or higher by Moody's, Standard & Poor's, or Fitch. Debt
is issued by the U.S. government and its agencies,
domestic corporations, and foreign dollar-denominated
securities.

Includes fixed-rate debt that is rated investment grade
or higher by Moody's, Standard & Poor's, or Fitch. Debt
is issued by the U.S. government and its agencies, and
has a maturity of one to ten years.

Consists of 21 equity funds that normally seek a high
level of current income through investing in
income-producing stocks, bonds, and money-market
instruments.

Includes five-, ten- and twenty-year zero coupon bonds,
respectively, which pay no interest and are issued at a
discount from redemption price.

Includes approximately 1000 companies representing

the stock markets of 18 countries in Europe, Australia,
New Zealand, and the Far East. The average company

has a market capitalization of over $3 billion. This is
a total return index in U.S. dollars, with gross
dividends reinvested.

Includes over 400 companies and the five countries of
Australia, Hong Kong, Japan, New Zealand, and

Malaysia. This is a total return index in U.S.

dollars, with gross dividends reinvested.

Includes approximately 1450 securities listed on the
exchanges of 20 countries including the U.S., Europe,
Canada, Australia, New Zealand, and the Far East. The
average company in the index has a market
capitalization of about $3.5 billion. This is a total
return index in U.S. dollars, with gross dividends
reinvested.

An index consisting of the highest-ranking 1,000
large-capitalization U.S. stocks.

An index consisting of 2,500 companies with small
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market capitalizations.
SALOMON BROTHERS WORLD
GOVERNMENT HEDGED INDEX

Currency-hedged index uses rolling one-month forward
exchange contracts as hedging instruments. Total return
in U.S. dollars.

Estimated monthly return averaging the top rates paid
by major New York banks on primary new issues of
negotiable CDs. Published by Micropal.

STANDARD & POOR'S 500 Consists of 500 widely held common stocks within

(S&P 500) four sectors (industrials, utilities, financial, and
transportation). This index, calculated by Standard &
Poor's, is a total return index with dividends
reinvested.

WILSHIRE MIDCAP GROWTH Overlaps both the top 750 and the next 1750 of the

INDEX Wilshire 2500 universe. Includes companies that have
market capitalizations ranging from $300 million to
$1.3 billion.

Wilshire Real Estate

Securities Index

A market capitalization weighted index of publicly
traded real estate securities such as Real Estate
Investment Trusts (REITs), Real Estate Operating
Companies (REOCs), and partnerships. The index is
comprised of companies whose charter is the equity
ownership and operation of commercial real estate.

FRANKLIN VALUEMARK FUNDS
<TABLE>

FINANCIAL HIGHLIGHTS
<CAPTION>

PER SHARE OPERATING PERFORMANCE
(FOR A SHARE OUTSTANDING THROUGHOUT THE PERIOD) RATIOS/SUPPLEMENTAL DATA

NET NET RATIO RATIO OF

NET DISTRI- DISTRI- ASSET ASSETS, OF NET INVESTMENT

ASSET NET NET TOTAL BUTIONS BUTIONS VALUE, END EXPENSES INCOME TO PORT- AVERAGE

VALUE INVEST- REALIZED & FROM FROM NET FROM NET TOTAL END OF TO AVERAGE FOLIO COM-
PERIOD BEGINNING MENT UNREALIZED INVESTMENT INVESTMENT REALIZED DISTRI- OF TOTAL PERIOD AVERAGE NET TURNOVER MISSION
ENDED OF PERIOD INCOME GAIN (LOSS) OPERATIONS INCOME GAINS BUTIONS PERIOD RETURN+ (OOO"S)NET ASSETS ASSETS RATE RATE****
CAPITAL GROWTH FUND
<S> <C> <C> <C> <C> <C> <C> <C> <C> <C> <C> <C> <C> <C> <C>
19964 $10.00 $ .03 $1.33 $1.36 $-- $-- $-- $11.36 13.60% $ 44,667 .77%* .96%* 3.91% $.0567
1997 11.36 .06 2.02 2.08 (.02) -= (.02) 13.42 18.31 109,355 .77 .72 19.90 .0575
GROWTH AND INCOME FUND
1993 12.79 .09 1.22 1.31 (.11) - (.11) 13.99 10.32 371,484 .58 1.00 41.56 -
1994 13.99 .19 (.47) (.28) (.09) (.20) (.29) 13.42 (3.41) 517,877 .54 1.81 99.21 --
1995 13.42 .41 3.92 4.33 (.20) (.41) (.61) 17.14 32.83 889,487 .52 3.30 116.54 -
1996 17.14 .62 1.64 2.26 (.41) 1.44) (1.85) 17.55 14.19 1,077,989 .50 4.06 23.01 0407
1997 17.55 .67 4.05 4.72 (.64) (.62) (1.26) 21.01 27.74 1,338,476 .49 3.53 36.71 0413
HIGH INCOME FUND
1993 11.77 .37 1.45 1.82 (.46) -= (.46) 13.13 15.71 196,972 .64 8.18 21.06 -
1994 13.13 .88 (1.18) (.30) (.55) (.07) (.62) 12.21 (2.26) 255,036 .60 9.45 22.94 -
1995 12.21 1.06 1.30 2.36 (.91) - (.91) 13.66 19.76 360,904 .56 9.63 20.65 -
1996 13.66 1.20 .56 1.76 1.20) (.06) (1.26) 14.16 13.90 446,096 .54 9.63 27.16 -
1997 14.16 1.33 .22 1.55 1.22) (.04) (1.26) 14.45 11.47 496,036 .53 9.64 36.38 -
INCOME SECURITIES FUND
1993 13.65 .33 2.18 2.51 (.31) (.05) (.36) 15.80 18.59 737,942 .56 6.66 10.12 -
1994 15.80 .82 (1.80) (.98) (.44) (.07) (.51) 14.31 (6.27 1,000,002 .54 7.27 13.33 -
1995 14.31 1.16 1.96 3.12 (.89) (.07) (.96) 16.47 22.40 1,266,538 .51 8.05 33.14 -
1996 16.47 1.32 .44 1.76 (.87) (.15) (1.02) 17.21 11.28 1,350,659 .50 7.96 15.28 .0519
1997 17.21 1.40 1.38 2.78 1.33) (.29) (1.62) 18.37 17.09 1,406,787 .50 7.53 14.68 .0506
MONEY MARKET FUND
1993 1.00 .030 - .030 (.030) -= (.030) 1.00 2.54 131,534 .66 2.53 -- -
1994 1.00 .040 -= .040 (.040) - (.040) 1.00 3.82 518,618 .466 4.05 -- -
1995 1.00 .060 - .060 (.060) - (.060) 1.00 5.74 429,547 .406 5.58 -- -
1996 1.00 .050 -= .050 (.050) -= (.050) 1.00 5.16 408,930 .436 5.04 -- -
1997 1.00 .05 - .050 (.050) -= (.050) 1.00 5.24 367,449 .456 5.11 -- -
MUTUAL DISCOVERY SECURITIES FUND
19965 10.00 .02 .19 .21 -= -= - 10.21 2.10 15,418 1.37* 2.11* .14 .0300
1997 10.21 .13 1.84 1.97 (.01) - (.01) 12.17 19.25 198,653 .64 1.19 55.93 .0219
MUTUAL SHARES SECURITIES FUND
19965 10.00 .02 .33 .35 -= -= -- 10.35 3.50 27,677 1.00* 2.56* 1.31 .0410
1997 10.35 .13 1.71 1.84 (.01) -= (.01) 12.18 17.73 387,787 .80 2.10 49.01 .0397
NATURAL RESOURCES FUND
1993 9.36 .03 5.16 5.19 (.09) -= (.09) 14.46 55.62 73,575 .68 1.58 .01 -
1994 14.46 .16 (.45) (.29) (.08) (.08) 14.09 (2.01) 125,078 .68 1.63 7.66 -
1995 14.09 .22 .12 .34 (.20) (.15) (.35) 14.08 2.35 105,109 .66 1.40 15.66 -
1996 14.08 .15 .44 .59 (.20) 18) (.38) 14.29 4.00 109,579 .65 1.00 21.77 .0221
1997 14.29 .15 (2.83) (2.68) (.20) - (.20) 11.41 (18.98 74,924 .69 1.00 85.22 .0265
REAL ESTATE SECURITIES FUND
1993 12.79 .09 2.33 2.42 (.17) -= (.17) 15.04 19.01 92,678 .67 4.05 5.84 --
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1994 15.04 .38 .06 .44
1995 15.31 .78 1.83 2.61
1996 17.40 .79 4.74 5.53
1997 22.15 L7200 3,72 4.44
RISING DIVIDENDS FUND

1993 10.98 .14 (.52) (.38)
1994 10.57 .26 (.69) (.43)
1995 9.97 .27 2.66 2.93
1996 12.66 .25 2.77 3.02
1997 15.40 .22 4,77 4.99
SMALL CAP FUND

19953 10.00 .03 .21 .24
1996 10.24 .02 2.95 2.97
1997 13.20 .01 2.24 2.25
TEMPLETON DEVELOPING MARKETS EQUITY FUND
19941 10.00 .07 (.51) (.44)
1995 9.56 .09 .18 .27
1996 9.78 .12 1.97 2.09
1997 11.59 .18 (1.10) (.92)
TEMPLETON GLOBAL ASSET ALLOCATION FUND
19952 10.00 .18 .52 .70
1996 10.52 .34 1.75 2.09
1997 12.59 .42 1.04 1.46
TEMPLETON GLOBAL GROWTH FUN

19941 10.15 .07 .26 .33
1995 10.48 .16 1.17 1.33
1996 11.75 .25 2.22 2.47
1997 13.80 .33 1.53 1.86
TEMPLETON GLOBAL INCOME SECURITIES FUND
1993 12.00 .50 1.47 1.97
1994 13.31 .86(1.52) (.66
1995 12.19 .29 1.47 1.76
1996 13.46 1.02 .17 1.19
1997 13.61 1.05 (.73) .32
TEMPLETON INTERNATIONAL EQUITY FUND
1993++ 9.76 .18 2.60 2.78
1994 12.50 .19 (.07) .12
1995 12.51 .37 .94 1.31
1996 13.32 .40 2.58 2.98
1997 15.45 .30 1.51 1.81
TEMPLETON INTERNATIONAL SMALLER COMPANIES FUN
19964 10.00 .10 1.15 1.2
1997 11.25 .23 (.39) (.16
TEMPLETON PACIFIC GROWTH FUND

1993 9.88 .05 4.68 4.73
1994 14.61 .22(1.50) 1.28)
1995 13.24 .33 .71 1.04
1996 13.91 .21 1.34 1.56
1997 14.76 .29(5.49) (5.20)
U.S. GOVERNMENT SECURITIES FUND

1993 13.24 .50 .77 1.27%
1994 13.92 .96 (.59) (.63)
1995 12.57 .93 1.46 2.39
1996 14.00 .75 (.31) .44
1997 13.47 1.00 .21 1.21
UTILITY EQUITY FUND

1993 15.82 .38 1.28 1.66
1994 17.14 .95(2.94) 1.99
1995 14.42 .84 3.54 4.38
1996 17.90 .91 .29 1.20
1997 18.18 .90 3.54 4.44
ZERO COUPON FUND - 2000

1993 13.88 .66 1.55 2.21
1994 15.44 .68 1.71) (1.03)
1995 13.62 .75 2.03 2.78
1996 15.73 .98 (.65) .33
1997 15.19 1.15 (.12) 1.03
ZERO COUPON FUND - 2005

1993 13.62 .44 2.55 2.99
1994 16.08 L71(2.24) 1.53)
1995 13.76 .78 3.53 4.31
1996 17.38 .96(1.13) (.17)
1997 16.35 1.14 .63 1.77
ZERO COUPON FUND - 2010

1993 13.35 .50 2.81 3.31
1994 15.68 .55(2.27) 1.72)
1995 13.02 .76 4.75 5.51
1996 18.04 1.02(1.65) (.63)
1997 16.29 1.02 1.54 2.56
</TABLE>

*Annualized.

**The portfolio turnover rate excludes mortgage dollar roll transactions.
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***The portfolio turnover rate excludes transactions related to the liquidation

of the Investment Grade Intermediate Bond Fund and the Adjustable U.S.
Government Fund and mortgage dollar roll transactions.
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.21
.60)
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.47
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195,697
213,473
322,721
440,554

299,730
309,929
463,253
597,424
780,298

13,301
170,969
313,462

98,189
158,084
272,098
279,680

14,729
56,274
93,402

158,856
338,755
579,877

58,445

206,594
254,311
243,194
221,722
185,016

10,146
85,124
50,117
108,099
161,430

16,255
32,201

215,882
375,832
331,936
356,759
165,404

684,303
579,039
643,165
843,858
765,084

589,634
155,110
423,446
202,290
129,904

76,916
94,230
137,357
129,601
111,650

42,998
51,499
83,222
82,603
77,296

29,189
45,361
85,633
78,816
85,515

e e e

.62 .00 11.73
.59 .74 22.15
.57 .80 10.32
.54 .59 11.62
.79%2.31 13.58
.80 .71 24.07
.78 .72 18.72
.76 .96 27.97
.74 .24 37.04
.90* 2.70* 16.04
.77 .63 63.72
.17 .06 64.07
.53% 1.85% 1.15
.41 2.01 19.96
.49 1.68 12.42
.42 1.57 20.59
.90* 3.84* 30.00
.86 .21 52.35
.94 .22 61.93
L14* 2.49% 7.14
.97 .46 30.92
.93 .20 12.32
.88 .49 24.81
.73 7.56 59.98
.71 7.99 79.38
.64 7.59152.89
.61 7.30 140.96
62 7.03 181.61
.12 1.58 29.50
.99 2.17 12.22
.92 2.87 16.42
.89 3.07 27.52
.89 3.01 26.96
.lex 2.51%* --
.06 .74 21.38
.14 1.29 12.36
.07 2.04 4.29
.01 2.08 36.06
.99 1.51 12.85
03 1.97 11.87
.54 6.06 145.11
.53 6.87 18.25%%
.52 6.72 18.68%*
.51 6.66 12.93*%**
.50 6.49 16.84
.51 4.47 4.80
.52 5.58 11.74
.50 5.14 13.27
.50 4.20 29.69
.50 3.91 17.00
.376 5.88 7.02
.406 6.37 --
.406 6.14 1.63
.406 6.14 .58
.406 6.47 6.16
.376 5.67 16.59
.406 6.53 2.00
.406 6.19 1.72
.406 6.15 2.06
.406 6.16 4.52
.256 5.89 36.63
.406 6.57 4.34
.406 6.41 31.45
.406 6.24 16.10
.406 6.21 12.20
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****Relates to purchases and sales of equity securities. Prior to December 31,
1996, disclosure of average commission rate was not required.

+Total return is not annualized.

++Per share amounts have been calculated using the average shares outstanding
during the period. 1lFor the period March 15, 1994 (effective date) to December
31, 1994. 2For the period April 19, 1995 (seed date) to December 31, 1995. 3For
the period November 1, 1995 (effective date) to December 31, 1995. 4For the
period May 1, 1996 (effective date) to December 31, 1996. 5For the period
November 8, 1996 (effective date) to December 31, 1996. 6During the periods
indicated below, Franklin Advisers, Inc., the investment manager, agreed to
waive in advance a portion of its management fees and made payments of other
expenses incurred by the Funds in the Trust. Had such action not been taken, the
ratio of expenses to average net assets would have been as follows:

MONEY MARKET FUND

1994 .54%
1995 .53
1996 .53
1997 .53

ZERO COUPON FUND - 2000

1993 .67%
1994 .66
1995 .63
1996 .62
1997 .63

ZERO COUPON FUND - 2005

1993 .67%
1994 .68
1995 .66
1996 .65
1997 .65

ZERO COUPON FUND - 2010

1993 .68%
1994 .68
1995 .66
1996 .65
1997 .65

FRANKLIN VALUEMARK FUNDS
Statement of Investments, December 31, 1997

<TABLE>
<CAPTION>

Capital Growth Fund
<S>

Common Stocks 82.1%
Chemicals 3.8%

Alr Products and ChemicCals, TnC. v ittt teneeeeeeneeeeeeeeeeeeeeeeeeeeeeeeneeeeeeneeeaeenenns
5 O e T B o O 0 <
Sl 5 E= R 2N e i o o N o s o

Commercial Services 1.0%

aRobert Half International, TNC. o« uuuuiiie oo eeeeeeeeeeeneeeeeeeeeeeeeeneneeeeeeeeeeeeeennnnanees

Consumer Products - Durables 1.4%

= o o o Y

Consumer Products - Non-Durables 6.3%

CampPbell SOUP CO. ittt ittt ittt et ettt ettt it ettt e e e e e e e e e e
L O o
HersShey FoOOAS CoOr . vttt ittt ittt ettt e ettt et e et e et ettt e e esaeeeeeeneeneeeneeeeeenesnneenens
NiKE, TINC., ClasSs B ittt ittt ettt teeeteeeeeneeeeeeneeeeeeeeeeeeeneeeneeeeeeneeeeeeeeeeeeeneenns
220N T I 5 o
Procter & Gamble Co. ..ttt ittt ittt ittt et it et eete ittt ettt e e e
The CoCa—C0la CO. ittt ittt ittt it ittt ittt e ittt eeneenseenaeeeneeneeeneeneeeneennen

Consumer Services 3.2%

{073 1 = o oA o s <
JD =D o T (1 1= B i T
Mirage ReESOTES, INC . ittt ittt ittt ettt e ettt e et e ettt et e et et et et teaeee e e eaeeeeeeneeneeeneenas
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SHARES
<C>

20,000
30,000
35,000

27,000

40,000

22,000

8,000
20,000
30,000
20,000
15,000

7,000

40,000
9,000
55,000

VALUE
<C>

$ 1,645,000
1,018,125
1,391,250

1,278,750
803,500
1,238,750
1,177,500
728,750
1,197,187
466,375

3,517,813
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Containers & Packaging 1.3%

OWENS =T L 1AN00S, Tl ettt ittt et e et e et et e e e e e e e e eeeeeeneeeeeeenseeeeeeneeeeeeeeeeeeeneeeneenennnnnn

Data Services 1.1%

ACOMPUELETY SCIENCES COT P vttt e ittt ettt ettt et e et e et ettt e et e e e e a e aaeeeeeaneeseeeneeeeseneeneeenennnnns

Electronic Technology 11.3%

[0 O 1 G o =T
aAscend ComMUNICAEIONS, TN . ittt ittt e e e e et eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeneeeeeeeeeeeeeenneeeeeeeenn
AC1SCO SYSEEMS, TIC . ittt ittt ettt et ettt e et e et e ettt e e e e e et e e e e aeeeeeeneeseeeeeeeeseneenaeenennnnnn
(013 111 oT= e I 6Fe ) 11} €15 & uX = ol O o oy o
Hewlett-Packard Co. .ttt it it it it it it ittt ittt e ettt ittt e e e e
[N (1= i I e o R o ey
LR N 1 o
aNewWbridge NetWoOrKS CoOr P . vt ittt it ittt it ittt ettt it ettt et et ittt et et te et ittt e enenenenan
F218 ) 0T o) o1 ¥ =T T G0 oy T
United TeChnologies Cor . ottt it ittt ittt ettt ettt ettt ettt et ee et e eeeeeeneeneeeneeeeeeneenaeenesnnees

Financial Services 7.8%

American International GroUP, INC. ..ttt ittt it e neeeeeeneeeneeeeeeeeseneeeeeeneenneeneeeneeneenns
L I 0 o
e T = 1 o Y
L= o o T I =
Providian FinancCial CorD. v ittt ittt ittt it ettt ittt ettt ittt ettt et e e e e
Schwah (Charles) CorD. vttt ittt it it ittt ittt ettt ittt et ettt ittt ee et teteeeeesesenenenenenenenenan
J S = sl T o

Health Care Services .6%

A0XFOrd HEalth Plans, TN C. ittt ittt ettt eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeenneeeeeeeeeeeeennnneeeeeeens
aPacifiCare Health Systems, INC., CLlass B ittt ittt ettt et eeeeeeneeeneeeneeneseneeneeeneennnnn

Health Technology 9.7%

F2N o) T} uh sl =Y oY o= o ol I =
American HOmME ProOdUCTES CoOID . t ottt ittt ittt aeaeoe et et et ee et e ee e e e eeeeeeeeaeaeaeeeeeaeeeeeeeeeeenenens
122N 1o = o 1 o
Baxter International, I C. ...ttt ittt ittt ittt iaeine e ene e eneeeneeneeneeneeneennns
20 oY= o) o NS T B Y o Bl o B o B
JONNSON & JONIMSOI 4ttt vttt it ittt et et ettt it ettt e te ittt eneneneneneeeeeeeeaenenenenenenenenenan
P e T o
S o e s o
METCK & CO.y Tl ittt ittt et e e e e e e e ee et e e e e eeeeeaaeeeeeeeeeeeeeeaaeeeeeeeeeeeeneneeeeeseeeeeeeeannnnees

Industrial Services .7%

STl o B R B 11T e N Il N

Media & Broadcasting 1.4%

B (LY = o U= S 1 o X

0il & Gas 5.2%

ABATrTEetl RESOUICES GO vttt ittt ittt ettt et oeaa ettt eeeenennneeeeeeeeeeeeennnneeeeeeeeennsnennnnneeeeeees
35 0 B ol @ o B O B ay T
MCN ENETgY GIOUP, Il C .t ittt ittt ittt eetneeneensenneeeneeneeeneeneeeneenseeneeeseenseeneenseensenneens

Royal Dutch Petroleum Co., New York Shares,

Producer Manufacturing 3.4%

EMersSOn EleCtric CO. vttt it ittt ittt ittt ittt ettt ittt ittt ittt eneneneneneneeeeeeaeneneneas
Minnesota Mining & ManuUfaCtuUTring CoO. ittt ittt ittt ettt ettt et et eeeeeeeeneeeseeneenneeneeeneeneenns
L T e I I ot Y Ty«

Restaurants 1.1%

o DT} o Y= B e R T O o oy T
aTricon Global ReSLAUTANES, Il C. v vt ittt ie e et eeeeeeeeeneeeeeeneeeeeeeeeeneeeeeeneeeeeeneeeeeeneeenenn

Retail 1.4%
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38,500

15,000

45,000
10,000
40,500
25,000
20,000
40,000
48,437
35,000
18,000
20,000

12,000
11,000
35,000
20,000
34,000
27,000
2,000

10,000
10,000

15,000
10,000
25,000
25,000
30,000
25,000

16,000
35,000

8,000

10,000

25,000

50,000
40,000
30,000
25,000

25,000
15,000
35,000

25,000
2,000

1,572,187

245,000
2,257,875
1,410,938
1,250,000

640,000
1,556,039
1,220,625

744,750
1,456,250

1,305,000
1,390,813
1,240,312
1,141,250
1,536,375
1,132,313

678,875

155,625
523,750

$ 983,438

765,000
1,353,125
1,260,937
1,376,250
1,646,875
1,114,000
1,277,500

850,000

1,512,500
1,662,500
1,211,250
1,354,687

1,410,937
1,230,937
1,047,813

1,193,750
58,125
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Wal-Mart Stores, Inc. ...

Semiconductors 4.9%
aAdaptec, InC. .......cc...
Intel COrpP. v
Linear Technology Corp. .
aXilinx, INC. «.eeeeeenennn

Software/Technology Services 10.1%

Adobe Systems, Inc. .....

Automatic Data ProCeSSINGg, INC. ittt ittt ittt ettt et eeeeenneeneeeneeeeeeneeeseeneenneeneeeneeneenns

aElectronic Arts, Inc. ...
alntuit, Inc. ............
aMicrosoft Corp. .........
aOracle Corp. .....venien..
aParametric Technology Co.
aSiebel Systems, Inc. ....
aSterling Commerce, Inc. .
asSynopsys, Inc. ..........

Transportation 2.2%

Alr Express International CoOrP. .ttt ittt ittt ittt tte e ee e eneeneeneeneeneeneennennns

Southwest Airlines Co. ..

Utilities 4.2%

AAES COrP. wvvvirnnnnnnnnn
aAirTouch Communications,

GTE COTP. wvvviiiieennnnn

Total Long Term Investments (COSt S$76,532,823) ittt it tne e eee et eeeeaeeneeneeneeneeneennns

fRepurchase Agreement 17.

3%

Joint Repurchase Agreement, 6.285%, 1/02/98, (Maturity Value $18,914,678) (Cost $18,908,076) ........

BancAmerica Robertson Stephens (Maturity Value $586,357)

Barclays Capital Group,

Inc. (Maturity Value $1,740,150)

BT Alex Brown, Inc. (Maturity Value $1,626,663)

Chase Securities, Inc. (Maturity Value $1,740,150)

CIBC Wood Gundy Securities Corp. (Maturity Value $1,740,150)

Deutsche Morgan Grenfell/C.J. Lawrence, Inc. (Maturity Value $1,740,150)
Donaldson, Lufkin & Jenrette Securities Corp. (Maturity Value $1,740,150)
Dresdner Kleinwort Benson, North America, L.L.C. (Maturity Value $1,740,150)
Greenwich Capital Markets, Inc. (Maturity Value $1,040,308)

Paribas Corp. (Maturity Value $1,740,150)

SBC Warburg Dillon Read,

Inc. (Maturity Value $1,740,150 )

UBS Securities, L.L.C. (Maturity Value $1,740,150)
Collateralized by U.S. Treasury Bills & Notes

Total Investments (Cost $95,440,800) 00,48 .ttt ittt ettt ettt eeie et eeeeeeeteeeeeaeeaannnann
Other Assets, 1esS Liabilities 08 i ittt ettt e teeeeeeeeeeeeeneeeeeeneeeeeeeeeeeeeneeeneenennnnnn
Net Assets 100.0% .ttt ittt it ittt ittt et ettt it ettt e e e e e e e

aNon-income producing.
fSee Note 1(c) regarding j

FRANKLIN VALUEMARK FUNDS
Statement of Investments,

Growth and Income Fund
Common Stocks 93.5%
<S>

Automobile 2.0%

Chrysler Corp. ..........
Ford Motor Co. ..........

oint repurchase agreement.

December 31, 1997

COUNTRY

......................................................... United States
......................................................... United States
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38,000 1,498,625
45,000 1,670,625
15,000 1,053,750
16,000 922,000
50,000 1,753,125
5,399,500
20,000 825,000
32,000 1,964,000
35,000 1,323,437
30,000 1,237,500
7,000 904,750
35,000 780,937
40,000 1,895,000
66 2,760
20,000 768,750
36,500 1,304,875
11,007,009
45,000 1,372,500
40,500 997,313
2,369,813
34,000 $ 1,585,250
35,000 1,454,688
30,000 1,567,500
4,607,438
89,751,079

PRINCIPAL

AMOUNT

$18,908,076

SHARES
<C>

367,000
292,500

18,908,076

108,659,155
695,832

VALUE
<C>

$ 12,913,813
14,241,093

27,154,906
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Chemicals, Basic 3.5%

DOW ChemicCal CoO. vttt ittt it ittt it ittt it ettt ittt tae i ene e
Imperial Chemical Industries, Plc., Sponsored ADR ...ttt enenenenenenan
Millennium Chemicals, INC. .ttt ettt enneeneeneeneeneeneennennennns

Consumer Products 4.6%

Anheuser—-BuscCh CoOS., INC. ..ttt iiuiiiit ittt e ininen e eeeeeeeenenenenenenenennn
Cadbury SChweppPEes, PlC. ittt it ittt ittt it i ettt ittt neenaenn
5 = R G s o T
Eastman Kodak Co. ittt ittt ittt it i e ettt i e e e,
FOrtuUne Brands, INC. ettt it eeeeeeennneeeeeeeeeeeenenneneeeeeeeeeeneneneneneeeeeeeenens
= I 2 1 I o - o T

Electrical Equipment 1.5%

N = 1
General EleCtric CoO. vttt ittt ittt ittt it ittt ittt i e

Financial Services 10.1%

F2 = o S @ o T o T
J2 = 014 =T T ) o N O
B8 o i e = T o ey o T
O O (o ol 1= o N o T 1 o
Mercantile Bancorporation, IMC. .. .uu e iuouen e en oo eeeeeenenenenenenenenenens
National Calty CoOmD . ittt ittt ettt et e ettt et e et ettt ettt e et e eeneeeneeneeeneenans
23 O = T8 o 0 oy T
Westpac Banking Corp., LEd. ..ttt ittt ittt it ettt ettt aeaeaeaeaeaenenenens

Forest Products & Paper 4.4%

Georgia—Pacific CorP . v ittt ittt ittt et ettt e e et et e e et e
Georgia Pacific Corp. (TIimDer GIOUDP) .« vttt ittt it et eeeeeeaeneneeeeeneneneeenas

Portucel Industrial-Empresa Produtora de Celulosa, SA, Sponsored ADR,

Potlatch Corp. i i e e e e e e e e e
UNioN CAmMP COTP e vttt it ettt e e et ettt ettt et e et e et e ae e eaeeeeeeneeneeeeeeneeeneeenns
WeYETNAEUSET CO. vttt ittt ittt et ettt e et ettt e ettt ea et teeeeeeaeeeneeeneeneeeneenans

Insurance 4.5%

Lincoln National CoOr . et i it ittt et ittt et e e eeee e teeeeeeeeeeneeeeeeneseneeneens
Mid OCean, LEd. ittt ittt ettt ettt eeeeeeeeeaeeeeeeeeeeeeennaeeeeeeeeeeennnns
1S
St. PAUL COS., TNl ttttt ittt et e e e eeaaeeeeeeeeeeeeeneeaeeeeeeeeeeeeenenaeeesseeeenens
Zenith National INSUTAnCE COTP . ottt ittt eneeeeeeeeeenenenenenenenenenenens

Metals & Mining 2.0%

British Steel, Plc., Sponsored ADR ...ttt tntneneeeeeeneneneneeeeeneneeenenas
DeBeers Consolidated Mines, Ltd., ADR ...ttt tmnteneeneeneeneennennennennenn
Freeport-McMoRan Copper & Gold, INnC., ClasSs A ...ttt eeinneenneeneeens

Miscellaneous Manufacturing .8%

Cooper INAUSELIES, IIMC. ittt ittt it ittt ettt teaeneneneneneneneneneneneeenas
Minnesota Mining and Manufacturing CoO. ...ttt ittt ettt netnneeeeeeneennennans

0il/Gas Transmission 3.8%

Consolidated Natural Gas CO. ettt ittt ittt tneeeeeneneneneneneneneneneeeeenas
National FUEL Gas CO. vttt ittt ittt ittt ittt ittt ittt teeeeeeeneneaeaenenenenenenens
Joo o I i I @ 5 o ol o e = Y

Petroleum, Integrated 15.1%

AMOCO GO Dt vttt ittt ettt ettt et e ettt ae ettt teeeeennneseeeeeeeeeeennsnnneeeeeeeeeennnnas
Atlantic Richfield Co. i i ittt ittt e et e i e e
{08 5T a3 o N o sy«
0@ o O oy T
/(Y o s 0 G <
TEXACO, TG . i ittt ittt et e e ettt e o e e e e oo o e s aeaesesasessasassesessssasossesassnssasess
Ultramar Diamond ShamroCK CoOrD. . ui i ii ittt ittt ettt ettt ettt ettt ee et nneeeans
YPF Sociedad Anonima, Sponsored ADR ...ttt ettt eeeeeenetnneeneeenesnneeneens
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United States
United Kingdom
United States

United States
United Kingdom
United States
United States
United States
United States

United States
United States

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

Australia

United States
United States

Portugual
United States
United States
United States

United States
United States
France
United States
United States

United Kingdom
South Africa
United States

United States
United States

United States
United States
United States

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

Argentina

144,300
331,000
431,870

375,000
123,900
236,800
182,000
345,100
288,000

300,000
92,200

263,100
223,500
217,000
115,900
248,203
304,000
345,900
163,651

151,000
201,000
020,000
318,400
240,000
255,000

324,400
214,100
297,000

76,000
121,500

490,000
401,800
480,000

167,300
35,500

267,000
421,800
390,800

275,700
452,000
339,000
427,000
274,000
536,400
447,800
807,000

14,646,450
21,494,313
10,175,937

16,500,000
1,231,104
4,928,400

11,067,875

12,790,269

14,634,000

12,600,000
6,765,175

14,289,618
20,995,031
18,038,125
13,082,213
15,264,485
19,988,000
19,737,919
13,842,132

9,173,250
4,560,187
6,223,632
13,691,200
12,885,000
12,510,938

25,343,750
11,614,925
14,202,310
6,236,750
3,128,625

10,504,375
8,211,788
7,560,000

2,913,219

16,153,500
20,536,388
14,703,850

23,468,962
36,216,500
26,103,000
26,127,062
19,779,375
29,166,750
14,273,625
27,589,313
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Pharmaceuticals 4.5%

Bristol-Myers Squibb Co.
Glaxo Wellcome, Plc., Sponsored ADR
Pharmacia & Upjohn, Inc.

Printing, Publishing & Media .8%
Dun & Bradstreet Corp. ............
Real Estate Investment Trusts 5.2%
Equity Residential Properties Trust
FelCor Suite Hotels, Inc.
Simon DeBartolo Group, Inc.

Retail 2.3%

J.C. Penney Co., Inc. .............
Telecommunications 10.4%

Ameritech Corp.
AT&T Corp.
Bell Atlantic Corp.
aFrance Telecom, SA
GTE Corp.

Southern New England Telecommunications Corp.

U S WEST Communications Group

Tobacco 6.4%
Dimon, Inc.

Imperial Tobacco Group, Plc.

Imperial Tobacco Group, Plc.,
Philip Morris Cos., Inc.
RJR Nabisco Holdings Corp.
UST, Inc.

Transportation .9%
Illinois Central Corp.

Utilities 10.7%
CINergy Corp.
Dominion Resources, Inc.
Enova Corp.
Entergy Corp.
GPU, Inc.
New Century Energies, Inc.
OGE Energy Corp.
PacifiCorp
PG&E Corp.

Total Long Term Investments

fRepurchase Agreement 5.8%
Joint Repurchase Agreement,
(Cost $77,934,388)

6.285%,

BancAmerica Robertson Stephens
Barclays Capital Group, Inc.
BT Alex Brown, Inc.
Chase Securities, Inc.
CIBC Wood Gundy Securities Corp.
Deutsche Morgan Grenfell/C.J.
Donaldson,
Dresdner Kleinwort Benson,
Greenwich Capital Markets,
Paribas Corp.
SBC Warburg Dillon Read,
UBS Securities, L.L.C.

Collateralized by U.S.
Total Investments
Other Assets,

Inc.

Inc.

less Liabilities .7%

Net Assets 100.0%

Lawrence,
Lufkin & Jenrette Securities Corp.
North America,
(Marturity Value $4,301,141)
(Maturity Value $7,168,569

(Maturity Value $7,168,569)
(Maturity Value $7,168,569

Treasury Bills & Notes

(Cost $1,025,499,257)

1/02/98, (Maturity Value $77,961,600)

(Maturity Value $2,388,743)
(Maturity Value $7,169,349)
(Maturity Value $6,750,695)

(Maturity Value $7,169,349

(Maturity Value $7,169,349)

Inc. (Maturity Value $7,169,349)
(Maturity Value $7,169,349)

L.L.C. (Maturity Value $7,168,569)

99.3%
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United States
United Kingdom
United States

United States

United States
United States
United States

United States

United States
United States
United States
France
United States
United States
United States

United States
United Kingdom
United Kingdom
United States
United States
United States

United States

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

United States

202,724,587

185,000 17,505,625
440,800 21,103,300
590,000 21,608,750
60,217,675
325,000 10,054,688
485,300 24,537,980
712,000 25,276,000
615,700 20,125,693
69,939,673
501,900 30,270,844
181,000 14,570,500
276,000 16,905,000
274,816 25,008,255
111,100 4,029,763
477,500 24,949,375
633,900 31,893,093
483,100 21,799,888
139,155,874
550,000 14,437,500
1,108,000 6,987,780
528,300 6,663,606
347,800 15,759,688
498,560 18,696,000
640,000 23,640,000
86,184,574
352,000 11,990,000
364,000 $ 13,968,500
519,000 22,089,938
590,000 15,966,875
653,000 19,549,188
425,300 17,915,763
288,000 13,806,000
294,000 16,041,375
410,000 11,172,500
435,700 13,261,619
143,771,758
1,251,887,012

PRINCIPAL

AMOUNT

$77,934,388

77,934,388

1,329,821,400
8,654,726

$1,338,476,126


http://www.secdatabase.com

aNon-income producing.
fSee Note 1(c) regarding joint repurchase agreement.

FRANKLIN VALUEMARK FUNDS
Statement of Investments, December 31, 1997

SHARES/
High Income Fund COUNTRY WARRANTS VALUE
<S> <C> <C>
Long-Term Investments 93.5%
aCommon Stocks and Warrants .1%
Empire Gas COTP., WALTANES .ttt ittt ettt teteeeeeeeeensnenenenenenenenens United States 6,900 $ 41,400
Foodmaker, INC., WALFantsS ..ttt ettt eeneeneeneeneeneennennennns United States 70 2,968
GuUlf States Steel, WaArraANE S ..ttt ittt ittt ettt ettt et eeeeeeeeeeeeeeeeeeeeennneeeas United States 5,000 25,000
International Wireless Holding CO., WaATTaANTS ..t tiutiietneenneeneeeneenneenans United States 7,800 312,000
McCaw International HoLldingsS. .. ... iiiiii ittt ittt eeneenneeneeeneeneeeneenas United States 7,000 17,500
Nextel CommUNICALIOoNS, TNC. ettt eeneeeeeeneeeeeeneeeneeeeeeneeeeeeneeeeeeneenens United States 10,070 261,820
Nextel Communications, INC., WALTANES ..t uuutee ettt eeeeeneeeneeeeeeneeeeneneenns United States 6,500 19,500
Orion Network Systems, INC., WALTANES ...ttt ittt eneenenenenenenenenenenens United States 1,500 17,016
Thermadyne HOLAINGS CoOrP. ittt ittt ittt it ittt ittt ittt ittt et enenens United States 395 11,653
Wireless One, INC., WAXLANES ittt eeeeeneeeneeeeeeeeeeeeeennnaeeeesseeeennnas United States 5,000 50
Total Common Stocks and Warrants (Cost S$357,374) ittt ittt e eeeeeenennannn 708,907
Preferred Stocks 1.6%
Asia Pulp & Paper Co., Ltd., 12.00%, pfd., Class A . ...ttt iiinnenennennn Indonesia 4,500,000 3,881,250
Fresenius Medical Care A.G., 9.00%, pfd. ...ttt ittt United States 1,300 1,365,000
Time Warner, Inc., 10.25%, pfd., Series M, PIK ... ..ttt tnnenneennennennn United States 2,496 2,808,418
Total Preferred Stocks (Cost $8,322,380) ittt it e eeeeeneneneneeeeeeeennnns 8,054,668
Total Common Stocks and Warrants, and Preferred Stocks (Cost $8,679,763) ........ 8,763,575
PRINCIPAL
AMOUNT*
Bonds 91.8%
Automotive .4%
Aetna Industrial, Inc., senior notes, 11.875%, 10/01/06 ..ttt eeenennennnn United States 700,000 612,500
Collins & Aikman Corp., senior sub. notes, 11.50%, 4/15/06 .. .uiuuinrinnnnnnnnn United States 1,000,000 1,130,000
1,742,500
Broadcasting 5.2%
Benedek Broadcasting Corp., senior notes, 11.875%, 3/01/05 ... iuiiuiiennnnnnnn United States 2,500,000 2,812,500
Chancellor Media Corp., senior sub. notes, 14427, 8.125%, 12/15/07 ..viuuruuunnnnn United States 8,000,000 7,870,000
Granite Broadcasting Corp., senior sub. notes, 10.375%, 5/15/05 ....iiuiinnunnnn United States 6,500,000 6,841,250
Jacor Communications, Inc., senior sub. notes, 9.75%, 12/15/06 ....uuiiiunununnnnn United States 1,000,000 1,068,750
SCI Television, Inc., S.F., senior notes, 11.00%, 6/30/05 ... eeenenennnn United States 2,000,000 2,113,462
SFX Broadcasting, Inc., senior sub. notes, Series B, 10.75%, 5/15/06 ........... United States 2,000,000 2,200,000
Sinclair Broadcast Group, Inc., senior sub. notes, 10.00%, 9/30/05 ......c.ouuun... United States 2,500,000 2,643,750
25,549,712
Cable Television/Systems 7.5%
Cablevision Systems Corp., senior sub. deb., 10.50%, 5/15/16 ...c.iuiiiinenenennn. United States 3,000,000 3,502,500
Cablevision Systems Corp., senior sub. deb., 9.875%, 4/01/23 ... . iiiennnnnnn United States 4,500,000 4,972,500
Cablevision Systems Corp., senior sub. notes, 8.125%, 8/15/09 ......ciiuiiununnnnn United States 1,500,000 1,556,250
Century Communications Corp., senior sub. notes, 9.50%, 3/01/05 ......cuvuueunnnn United States 3,000,000 3,187,500
Comcast Corp., senior sub. deb., 9.125%, 10/15/06 ...t tmninneneennennennnn United States 2,000,000 2,135,000
Comcast Corp., senior sub. deb., 9.50%, 1/15/08 ..t iiuiiiimntnnennennennennnnn United States 2,000,000 2,135,000
Continental Cablevision, Inc., senior deb., 9.50%, 8/01/13 ...t inennnnnn United States 1,500,000 1,789,617
Continental Cablevision, Inc., senior sub. deb., 11.00%, 6/01/07 ......uuiuuune... United States 1,000,000 1,112,220

Diamond Cable Communications Co., Plc., senior disc. notes,

zero coupon to 12/15/00, 11.75% thereafter,

01 T United Kingdom 2,700,000 2,099,250
Diamond Cable Communications Co., Plc., senior disc. notes, 144A,

zero coupon to 2/15/02, 10.75%

thereafter, 2/ 15/ 07 ittt ettt et et et et et e e United Kingdom 1,500,000 1,023,750
Le Groupe Videotron Ltee, senior notes, 10.625%, 2/15/05 .t neinennnnnnnn Canada 2,200,000 2,442,000
Rogers Cablesystems, Inc., senior secured deb., 9.65%, 1/15/14 ......iuineunnnn Canada 5,700,000 CAD 4,317,729
TeleWest Communications, Plc., senior deb., zero coupon
to 10/01/00,11.00% thereafter, 10/01/07 ..ttt ittt ittt e e eeeeeeeeeeaeenens United Kingdom 8,000,000 6,250,000
Wireless One, Inc., units, senior disc. notes, zero coupon to 8/01/01,

13.50% thereafter, 8/01/06 ..ttt ettt ettt ettt eiee et United States 2,000,000 420,000

Chemicals 2.6%

Applied Extrusion Technologies, Inc., senior notes, Series B, 11.50%, 4/01/02 ... United States 3,750,000 4,012,500
Climachem, Inc., senior sub. notes, 144A, 10.75%, 12/01/07 i ueueennnnnnnnn United States 1,200,000 1,242,000

Chemicals (cont.)
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Huntsman Corp.,

senior sub. notes, 1444, 9.50%, 7/01/07 e eeennnnnn

Uniroyal Chemical Co. Investors, disc. notes, zero coupon to 5/01/98,
12.00% thereafter, 5/01/05 . ittt ettt ettt ettt et ettt e eeeeeeeeaenannn

Consumer Products 3.1%
E & S Holdings Corp., senior sub. notes, Series B, 10.375%, 10/01/06 ............
Playtex Family Products Corp., senior sub. notes, 9.00%, 12/15/03 ...............

Revlon Worldwide

Corp., senior disc. notes, 144A, zero coupon to

3/15/00, 10.75% thereafter 3/15/0L. ...ttt ittt ittt ettt

RJR Nabisco, Inc.

, notes, 9.25%, 8/15/13 it e e e et

Sealy Mattress Corp., senior disc. notes, 144A, zero coupon to

12/15/02, 10.875%

thereafter, 12/15/07 ittt ettt taeeneenennennnns

Sealy Mattress Corp., senior sub. notes, 14424, 9.875%, 12/15/07 ..viuernnnnnn.

Containers & Packaging 2.0%

Container Corp.,

senior notes, Series A, 11.25%, 5/01/04 ... i eneinennnnnnnn

Plastic Containers, Inc., senior notes, 10.00%, 12/15/06 .. eeeeeenennnnnnn
Radnor Holdings Corp., senior notes, 10.00%, 12/01/03. ... tiiuniniiiunnnneennnnns

Energy 3.1%
Clark R&M, Inc.,

senior sub. notes, 144A, 8.875%, 11/15/07 . uuiiueeeeeennnnnnn

Dailey International, Inc.,senior sub. notes, 14427, 9.75%, 8/15/07 .....cvveuen..
Dawson Production Services, Inc., senior notes, 9.375%, 2/01/07 .....iiiiiiunnnn..

Empire Gas Corp.,

7/15/99, 12.875%

Forcenergy, Inc.,

units, senior secured notes, 7.00% coupon to
thereafter, 7/15/04 .ttt ettt ettt eae e
senior sub. notes, 9.50%, 11/01/06 ... iiiiuiinetinnneennnnns

Mesa Operating Co., senior sub. notes, zero coupon to
7/01/01, 11.625% thereafter, 7/01/06 e et e ettt eeeeeeeaeeneeneeneeneenn
Pogo Producing Co., senior sub. notes, Series B, 8.75%, 5/15/07 .....oiiuiiiunnnn..

Food & Beverage 4.2%

Coca Cola Bottling Group Southwest, Inc., senior sub. notes, 9.00%, 11/15/03
Curtice-Burns Food, Inc., senior sub. notes, 12.25%, 2/01/05 ........cciiiiinnn..
Doane Products Co., senior notes, 10.625%, 3/01/06 ittt tn e e eeeeenenennnnn
International Home Foods, Inc., senior sub. notes, 10.375%, 11/01/06 ...........
PMI Acquisition Corp., senior sub. notes, 10.25%, 9/01/03 ...t iiuiineeunnnnnnnnnn

RC/Arby's Corp.,

senior notes, 9.75%, 8/01/00 ..ttt ettt e

o

Texas Bottling Group, Inc., senior sub. notes, 9.00%, 11/15/03 .....iiuniinnennnn

Food Retailing 2.

0%

Fleming Cos., Inc., senior sub. notes, 144A, 10.50%, 12/01/04 .....ccuiiunnunnnnn.
Fleming Cos., Inc., senior sub. notes, 144A, 10.625%, 7/31/07 ... uiiiuiiiinnnnnn.
Ralphs Grocery Co., senior notes, 10.45%, 6/15/04 ..ttt iin e enneinennnnns

o

Shoppers Food Warehouse Corp., senior notes, 144A, 9.75%, 6/15/04 ...............

Forest & Paper Products 2.9%
Bear Island Paper, senior notes, 144A, 10.00%, 12/01/07 it neneunnnnnnnn
Four M Corp., senior notes, Series B, 12.00%, 6/01/06 ...ttt nenenenennnnn

S.D. Warren Co.,

senior sub. notes, Series B, 12.00%, 12/15/04 ... ..iiuiiunennnnn

Tjiwi Kimia Finance Mauritius, senior unsecured notes,
1448, 10.00%, 8/0L/04 . ittt ittt ettt et e e e e e e e

Gaming & Leisure

Eldorado Resorts,

4.5%
L.L.C., senior sub. notes, 10.50%, 8/15/06 ... uueureenenunnnnn

Players International, Inc., senior notes, 10.875%, 4/15/05 ... uiuiiiiinnnnnnn.
Rio Hotel & Casino, Inc., senior sub. notes, 10.625%, 7/15/05 ... .iuiiininenennn.

Gaming & Leisure
Showboat, Inc.,

(cont.)

senior sub. notes, 13.00%, 8/01/09 ..ttt iin e e ennennnnnn

Six Flags Theme Parks, senior sub. notes, zero coupon to 6/15/98,

12.25% thereafter,

6/ 15/ 05 e e e

Health Care Services 5.4%

Abbey Healthcare

Group, Inc., senior sub. notes, 9.50%, 11/01/02 .......cuvuuenon.

Mariner Health Group, Inc., senior sub. notes, 9.50%, 4/01/06 ....uiiueinnunnnnn

Maxxim Medical,

Tenet Healthcare
Tenet Healthcare
Tenet Healthcare
Tenet Healthcare

Inc., senior sub. notes, 10.50%, 8/01/06 ... iiiuniiniennnnnnnn

Corp., senior notes, 9.625%, 9/01/02. ...t iiniinnenennenns
Corp., senior notes, 8.625%, 12/01/03. . ..t enenenenenennn.
Corp., senior sub. notes, 10.125%, 3/01/05. ... .uiuiiueeunennennn
Corp., senior sub. notes, 8.625%, 1/15/07 .« .uuiuiineieennennnnn
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United States

United States

United States
United States

United States
United States

United States
United States

United States
United States
United States

United States
United States
United States

United States
United States

United States
United States

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

United States
United States
United States
United States

United States
United States
United States

Mauritius

United States
United States
United States

United States

United States

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

3,500,000

4,000,000

3,000,000
300,000

10,000,000
3,000,000

1,500,000
1,000,000

3,500,000
1,000,000
5,000,000

5,000,000
1,100,000
1,000,000

5,000,000
800,000

1,800,000
1,000,000

3,000,000

700,000
3,000,000
1,600,000
4,700,000
4,000,000
3,000,000

2,000,000
2,000,000
3,750,000
1,500,000

1,800,000
7,700,000
2,300,000

2,000,000

1,000,000
2,900,000
3,000,000

7,500,000

5,000,000

7,770,000
5,500,000
2,000,000

850,000
2,400,000
3,400,000
3,250,000

$ 3,640,000

3,920,000

2,760,000
306,375

6,950,000
3,439,017

911,250
1,027,500

3,876,250
1,060,000
5,212,500

5,062,500
1,160,500
1,058,750

4,487,500
852,000

1,494,000
1,030,000

3,090,000

775,250
3,195,000
1,764,000
5,017,250
4,095,000
3,075,000

2,105,000
2,120,000
4,218,750
1,537,500

1,851,750
8,200,500
2,564,500

1,680,000

1,100,000
3,132,000
3,255,000

$ 9,337,500

5,350,000

8,168,213
5,720,000
2,185,000

922,250
2,547,655
3,727,250
3,347,500
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Industrial Products 8.2%
Allied Waste Industries, Inc., senior disc. notes,

zero coupon to 6/01/02, 11.30% thereafter, 6/01/07 ...t ininennnns
Allied Waste Industries, Inc., senior sub. notes, 144A, 10.25%, 12/01/06 ........

American Standard Cos., Inc., senior sub. deb., zero coupon to

6/01/98, 10.50% thereafter, 6/01/05 ..t i e ittt tee e taeeneeaeneneanens
Day International Group, senior sub. notes, 11.125%, 6/01/05 .......ciuuuininieennnn
EASCO Corp., senior notes, Series B, 10.00%, 3/15/01 ... iuiiiiinneinenennnnn
Exide Electronics Group, Inc., senior sub. notes, 11.50%, 3/15/06 ..............
Goss Graphic Systems, Inc., senior sub. notes, 12.00%, 10/15/06 ....viuieunennnnn
Intertek Finance, Plc., senior sub. notes, 10.25%, 11/01/06 .. .u'uurnennennnnnn
Nortek, Inc., senior sub. notes, 9.875%, 3/01/04 ...ttt ineineneeneennennnnns
Trench Electric & Trench, Inc., senior sub. deb., 144A, 10.25%, 12/15/07 .......

Lodging 2.3%

HMH Properties Corp., notes, Series B, 8.875%, 7/15/07 .. uiiiiiin e eiennnnnnnn
John Q. Hammons Hotels, L.P., first mortgage, 8.875%, 2/15/04.. .. .cucuiinrunnnnn.
John Q. Hammons Hotels, L.P., first mortgage, 9.75%, 10/01/05......cciiuniiunnenunn..
Prime Hospitality Corp., senior sub. notes, Series B, 9.75%, 4/01/07 ...........
Red Roof Inns, Inc., senior notes, 9.625%, 12/15/03. . . utntininneennennennnnn

Media 5.7%

American Media Operation, senior sub. notes, 11.625%, 11/15/04 ...........c.cuv...

Ascent Entertainment Group, Inc., senior disc. notes, 144A,
zero coupon to 12/01/02, 11.875% thereafter,

B I

Fox Kids Worldwide, Inc., senior disc. notes, 144A,

zero coupon to 11/01/02, 10.25% thereafter, 11/01/07 ..t nneinenennennnn
Fox Kids Worldwide, Inc., senior notes, 144A, 9.25%, 11/01/07 .. euennnnnnn
Hollinger Publishing, senior sub. notes, 9.25%, 3/15/07 ..t iiieeenennnennn.
K-III Communications Corp., senior notes, 10.25%, 6/01/04 ... uuieuuinnnennnnnns
News America Holdings, Inc., deb., 8.625%, 2/07/14. . .t nenennnnnns
Outdoor Systems, Inc., senior sub. notes, 8.875%, 6/15/07 .. uiiiiiieeinnnnnnn.
Time Warner, Inc., deb., 9.125%, 1/15/183 .ttt ittt ettt eeieieeaeans

o

Turner Broadcasting Systems, Inc., senior deb., 8.40%, 2/01/24 .......ciiiiienaon.

Metals & Mining 3.1%

AK Steel Holding Corp., senior notes, 9.125%, 12/15/06 ...ttt iiiinennennnnn
Algoma Steel, Inc., first mortgage, 12.375%, 7/15/05 ...ttt etetenenennn
LTV Corp., notes, 144A, 8.20%, 9/15/07 it ineneeeeeeeeneeneeneeneennennnn
Neenah Corp., senior sub. notes, Series B, 11.125%, 5/01/07 .. iiuueneeunnnnnnnn
UCAR Global Enterprises, senior sub. notes, Series B, 12.00%, 1/15/05 ...........

Restaurants 1.6%

Friendly Ice Cream Corp., senior notes, 10.50%, 12/01/07 .. iiuuinneeunnnnennnnn

Retail .8%
Hollywood Entertainment Corp., senior sub. notes,

Series B, 10.625%, 8/15/04 . ..ttt e e e e

Technology & Information Systems 1.8%

Amphenol Corp., senior sub. notes, 9.875%, 5/15/07 ..ttt tinineeneennnnnnnn
Borg-Warner Security Corp., senior sub. notes, 9.625%, 3/15/07 .........ccovvv...
Celestica International, Inc., senior sub. notes, 10.50%, 12/31/06 .....iueuenen.on..
Decisionone Corp., senior sub. notes, 9.75%, 8/01/07 ..ttt neeenenenenenens

Decisionone Holdings, units, zero coupon to 8/01/03,

11.50% thereafter, 8/01/08 . .ttt ettt et e ettt ettt et sttt e eeeeaeaenennn

Telecommunications 5.4%

Hermes Europe Railtel BV, senior notes, 144A, 11.50%, 8/15/07 uuuiiuuennennnnnnn

Intelcom Group, Inc., senior disc. notes, zero coupon to

5/01/01, 12.50% thereafter, 5/01/06 ..t e ettt et ee e eeeeeeeeeeaenenennns

Intermedia Communications, Inc., senior disc. notes,

zero coupon to 7/01/02, 11.25% thereafter, 7/15/07 ..ttt iininennenns
Netia Holdings, BV, notes, 1444, 10.25%, 11/01/07 it it n e e eeeeenenenennn

Netia Holdings, BV, notes, 144A, zero coupon to 11/01/01,

11.25% thereafter, 11/01/07 ittt et e et et et et ettt e ettt ettt e eeaeaennnn
NEXTLINK Communications, Inc., senior notes, 9.625%, 10/01/07 ... uiueeeunnnnnnn

Orion Network Systems, Inc., units, senior disc. notes, zero

coupon to 1/15/02, 12.50% thereafter, 1/15/07 ..ttt tin e nn e e ennenneenenn
Poland Telecom Finance, units, 1442, 4.00%, 12/01/07 ¢ et iesenenenenenennnn

Teleport Communications Group, Inc., senior disc. notes,
zero coupon to 7/01/01, 11.125% thereafter,
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United States
United States

United States
United States
United States
United States
United States
United Kingdom
United States
Canada

United States
United States
United States
United States
United States

United States

United States

United States
United States
United States
United States
Australia
United States
United States
United States

United States
Canada
United States
United States
United States

United States

United States

United States
United States
United States
United States

United States

Netherlands
United States

United States
Poland

Poland
United States

United States
Poland

11,500,000
2,500,000

8,500,000
1,000,000
6,500,000
2,000,000
3,200,000
1,200,000
5,500,000

750,000

3,000,000
1,000,000
1,500,000
3,000,000
2,310,000

1,700,000

3,000,000

5,750,000
1,500,000
4,500,000
2,500,000
5,000,000
4,250,000
1,500,000
3,000,000

4,000,000
4,000,000
4,500,000
1,000,000
1,110,000

8,000,000

4,000,000

1,000,000
4,000,000
1,150,000
1,000,000

2,500,000

2,000,000
3,250,000

5,000,000
1,300,000

2,000,000
1,400,000

1,500,000
8,000,000

AUD

8,107,500
2,756,250

8,670,000
1,085,000
6,662,500
2,385,000
3,632,000
1,254,000
5,637,500

765,000

3,172,500
1,025,000
1,590,000
3,195,000
2,385,075

1,853,000

1,732,500

3,450,000
1,458,750
4,747,500
2,687,500
3,091,740
4,441,250
1,795,269
3,189,312

4,120,000
4,640,000
4,342,500
1,097,500
1,251,523

1,065,000
4,180,000
1,213,250
1,025,000

1,600,000

2,200,000
2,449,688

3,587,500
1,248,000

1,140,000
1,456,000

1,121,250
8,260,000
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A O P United States 6,500,000 5,313,750

Textiles & Apparel 2.4%

Clark-Schwebel, Inc., senior notes, Series B, 10.50%, 4/15/06 .. iiuiinnnennn United States 5,500,000 6,022,500
Pillowtex Corp., senior sub. notes, 144A, 9.00%, 12/15/07 e e enennennn United States 2,900,000 2,987,000
Polysindo International Finance, notes, 9.375%, 7/30/07 .uuuuiiniineieenennennnn Indonesia 4,250,000 3,070,625

Transportation 4.1%

Eletson Holdings, Inc., first mortgage notes, 9.25%, 11/15/03 ....iiuiiinunnnnnnn Greece 1,600,000 1,644,000
GS Superhighway Holdings, Ltd., senior notes, 14427, 10.25%, 8/15/07............. Hong Kong 6,000,000 5,280,000
Gearbulk Holding, Ltd., senior notes, 11.25%, 12/01/04 ...t uneinnnnnnnnnn Bermuda 4,500,000 4,961,250
L-3 Communications Corp., senior sub. notes, 10.375%, 5/01/07 ...vcuiiiuernnnnnn. United States 3,500,000 3,815,000
MRS Logistica, SA, notes, 144A, 10.625%, 8/15/05. . ittt iiniinennnns Brazil 5,000,000 4,525,000

Utilities 1.3%

AES Corp., senior sub. notes, 1442, 8.50%, 11/01/07 et tinenneneennennenns United States 1,000,000 1,005,000
El Paso Electric Co., first mortgage, 8.90%, 2/01/06 ..ttt iin e eineennnn United States 2,500,000 2,765,625
Midland Funding Corp. I, deb., Series C-94, 10.33%, 7/23/02... .. iuiiiniiininnnnns United States 2,366,375 2,556,904
System Energy Resource, S.F., first mortgage, 11.375%, 9/01/16 ......iiuiueunuenn.. United States 1,000 1,081

6,328,610

Wireless Communication 12.2%
Arch Communications Group, Inc., senior disc. notes,

zero coupon to 3/15/01, 10.875% thereafter, 3/15/08. ...t e eneennennenns United States 6,000,000 3,660,000
Comcast Cellular, senior notes, Series B, 9.50%, 5/01/07 . eienennnnnnn United States 3,000,000 3,142,500
Dial Call Communications, units, senior disc. notes,

zero coupon to 4/15/99, 12.25% thereafter, 4/15/04 ...t iinieinnnnnns United States 4,000,000 3,830,000
International Wireless Communications, Inc., senior disc. notes,

zero coupon to 8/15/01, 14.00% thereafter 8/15/01. ...t iiiiiin e neeenenennn United States 7,800,000 3,900,000
McCaw International, Ltd., units, senior disc. notes,

zero coupon t0 4/15/02, 13.50% . et intie e ete et tee e e United States 7,000,000 4,165,000

thereafter, 4/ 15/ 0 T u ettt et e e e et et et ettt et e ettt et e e
Millicom International Cellular, SA,

senior disc. notes, 13.50%, 6/01/06 .t un e ettt et e ettt e Luxembourg 9,300,000 6,812,250
Nextel Communications, Inc., senior disc. notes,
1447, zero coupon to 9/15/02, 10.65% . it et e ettt teeeeeeeetneeneeneeneenaenns United States 7,000,000 4,445,000

thereafter, 9/15/07
Nextel Communications, Inc., senior disc. notes,

144A, zero coupon to 10/31/02, 9.75% ittt ittt ittt ettt et United States 3,000,000 1,845,000
thereafter, 10/31/07

Paging Network, Inc., senior sub. notes, 10.125%, 8/01/07 .. .iiiiiinenenenennn. United States 4,700,000 4,911,500
Paging Network, Inc., senior sub. notes, 10.00%, 10/15/08. .. cuuiuneneeenennennnn United States 4,500,000 4,685,625
Rogers Cantel Mobile Communications, Inc., deb., 9.75%, 6/01/16 ....viuieeueennnnn Canada 3,000,000 3,217,500

Wireless Communication (cont.)

Sprint Spectrum, L.P., senior disc. notes, zero coupon to 8/15/01,

12.50% thereafter, 8/15/06 ittt ittt ittt ettt ettt United States 10,000,000 $ 7,825,000
Sygnet Wireless, Inc., senior notes, 11.50%, 10/01/06 .t eineeenennennnn United States 7,500,000 8,081,250

Total Bonds (Cost $434,246,37L1) ittt tine i iitae e iiiieeiiinnneeennnnns 455,134,755

Total Long Term Investments (Cost $442,926,134) ...ttt it neseneeeeenenennns 463,898,330
fRepurchase Agreement 4.9%

Joint Repurchase Agreement, 6.285%, 1/02/98 (Maturity Value $24,275,586) ......... United States 24,267,113 24,267,113
(Cost $24,267,113)

BancAmerica Robertson Stephens (Maturity Value $743,749

Barclays Capital Group, Inc. (Maturity Value $2,232,284)

BT Alex Brown, Inc., (Maturity Value $2,101,910)

Chase Securities, Inc., (Maturity Value $2,232,284)

CIBC Wood Gundy Securities Corp., (Maturity Value $2,232,284)

Deutsche Morgan Grenfell/C.J. Lawrence, Inc., (Maturity Value $2,232,284)

Donaldson, Lufkin & Jenrette Securities Corp., (Maturity Value $2,232,284)

Dresdne Kleinwort Benson, North America, L.L.C., (Maturity Value $2,232,284)

Greenwich Capital Markets, Inc., (Maturity Value $1,339,371)

Paribas Corp., (Maturity Value $2,232,284)

SBC Warburg, Inc. (Maturity Value $2,232,284)

SBC Warburg Dillon Read, Inc. (Maturity Value $2,232,284)

Collaterized by U.S. Treasury Bills & Notes

Total Investments (Cost $467,193,247) 98.4% ...ttt ittt ittt aeeeeeeeeaenanens 488,165,443
Other Assets, less Liabilities L1.6% . iiut it tn e eeneeeeeeneeeneeeeeeneneeenn 7,870,389

Net Assets 100.08 .ottt it ittt ettt ettt ittt ittt ittt

See currency abbreviations on page 147.
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*Securities traded in U.S. dollars unless otherwise indicated.
aNon-income producing.
fSee Note 1(c) regarding joint repurchase agreement.

FRANKLIN VALUEMARK FUNDS
Statement of Investments, December 31, 1997

Income Securities Fund
<S>
Common Stocks and Warrants 36.3%
Apparel & Textiles .3%
LIl = 1 o o T o T

Automotive .2%
GENETAL MOTOTS COTP .ttt ettt et et ettt ettt et e et e et e a e e e e et aeeeeeeeeeneeeseeeesenesnaeeneennnnns

Computer & Technology .2%
J 28 o = o ) 111 o2 1 o L

Consumer Products 2.1%
Phillip MOTTIS COS.; TIC. ittt ittt ettt et e et et e e e et e e eaeeeeeeneeseeeneeeeeeneenaeeneennnnns
RJIR NabisCO HOLAINGS COrD . vttt ittt ittt et ettt e et ta e et ettt e enee e eeeeeeneeeneeeeeeneeneeeneennenns

Energy 3.3%

Athabasca 0il Sands Trust (Canada)

Atlantic Richfield Co. it i it it ittt ittt et ittt i e i e e e

Canadian 0il Sands Trust — Units, 144A (CANAAA) v ettt e temeeeneeeeeeneeeeeeeeeeeeeneeeneeeeeennnn

Energy Group, Plc., Sponsored ADR ...ttt it tnneeneeeneeneeeneeeneeneeeneeneenneeneeeneeeneens

Pioneer Natural RESOUTCES CO. vttt ittt ittt eeeeeeeeeeaeaeneneneneneneneneneneeenenenens
aSanta Fe ENergy RESOUICES, INC. & ittt uuiuuuneeeeeteeenennenneeeeeeeeeeensnnnaaeeeeseeeennnsnnsseeeeeeas

1S5 007 LT B 0 R O o =T

B =T o T L

Ultramar Diamond ShamroCK CoOTD. .ttt ottt it ot ittt e ee e e ee et eeeeeeeeneaeaeeeeeeeeeneneeeeenenens

Metals 1.0%

Anglo American Platinum Corp., Ltd., ADR ..ttt ittt it et ettt et e e te et eeeeeeeeaeaeaeaeaeaeaennn
Driefontein Consolidated, Ltd., Sponsored ADR . ...ttt eteeeeneneneneeeeeneneneeeeeeaenennas
Free State Consolidated Gold MInes, LEd., ADR ittt tnneeeneeeeeeneeeeeeneeeeeeeeeeneeaeeenenn
Freeport-McMoRan Copper & Gold, INC., ClasSs A . ... iiiititiitieneneneneneneeeeeeeeeeeenenenenennns
Impala Platinum Holdings, Ltd., ADR . ittt ittt et eneeeaeeeeeeeeeeeeeneeeeeeneeeaeeaeeennens
St. Helena GOld MINeS, Ltd., ADR ittt teeeeeennnneeeeeeeeeeeeeeeeeeeeeeeeeeeeennnneeeesseeeennn
Vaal Reefs Exploration & Mining Co., Ltd., ADR ...t tititmtn e eeeeeaeaeeeeeeeeeneeeeeeenennns
Western Deep Levels, Ltd., ADR ..ttt ittt eeeneeneeeeeeeeeeneeeneeneeeneeneeeneenneens

Real Estate Investment Trusts 2.1%

Equity Residential Properties TrUST ..ttt ittt ettt ettt et ee e eeeeaeaeaeeeaeeeeeeeeeeenennns
FelCOr SUILe HOLELS, TMC. vttt ettt ettt et ee e eeeeeeeeeeeeeeeeneeeeeeneeeeeeeeeeeeeneeeneeeeeennnn
Gables Residential Trust ..ttt i i it ittt it ittt et ettt et e e
DY ol = A o T
Simon DeBartolo GIrOUDP, NG . ettt it e e e eneeaeeeeeeeeeeeeeaeeeeeeneeeeeeneeeeseneeeeeeeeeennens

Telecommunications 1.2%
U S WEST CommuUNicCations GIOUD v vttt it ututnen oo eneneneeeeeeeeeenenenenenenenenenenenenenens

Utilities 25.9%

American ELeCEIriC POWET CO. vttt ittt ettt tn ettt tneene e eneenneeneeneeneeneeneeneennens
Central & SOULR WeST CoOr P . ittt ittt ittt ittt ittt ettt ettt eeneeeneeneeeneeeeeeneeeneenaennenn
OIS e A O s T
Delmarva Power & LIGRT CO. vttt ittt it ittt ittt ettt it et ettt ittt ettt ettt
DOMINION RESOUILCES, LN C . ottt ittt et e e et ee e e et eeeeeeeeeeeeeeeeeeeeeeennaeeeeeeeeeeeennneeeeeeenn
Edison International. ... ... ittt ittt ittt ittt e e et e e
0 L = T O o
5 8 o e I O oy
FIrStENEIGY COTP .t ottt ittt ittt ettt e ettt e e e e et ittt teee e te e aeaeneneseneneeeeeneneneeeeaeaeneneas
Florida ProOgreSsS COTP. et ututuentneneneneneneneneeeeeeeeeneaeneneneneneneneeeneneeeeeeaeneneneas
= P 5 ot ) 3 1 o
[ o
Hawaiian Electric INAUSTIIES, Tl . ot vttt teueeeneeeeeeneeeeeeneeeeeeneeeneeeeeeeeeneeeneeeeeennnn

Utilities (cont.)

HOUSEON TNAUSETIES, TN C . vttt ittt ettt ettt e et ettt e eeeeeeeeeeeeeeeeeeeeeenaeeeeeeeeeeeeenneeeeeeeen
Long Island Lighting Co. v ettt ittt ittt et ettt ettt ettt et ettt e et et et aeeeeeeeeeeneeeaeeaeennenn
MidAmerican Energy HOLdings CO. ittt ittt ittt ettt ettt ettt et eneeeneeeeenneeneeeneennnnns
NevVada POWEE CO. vttt ittt ittt it ittt ittt tetet e ineneeeneeeeeeeeeeeeeeeeneneneneneeeneneneeeenennnns
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SHARES/
WARRANTS
<C>

419,424

40,000

190,223

600,000
60,000

576,500
60,000
500,000
47,500
302,226
279,642
61,087
60,000
125,000

223,161
185,200
500,000
110,000
216,500

19,000
400,000
150,000

150,000
275,000
150,000
120,160
102,900

360,000

390,000
670,000
511,000
500,000
385,000
610,000
525,000
570,000
385,000
422,300
240,000
320,000
142,000

315,000
400,000
291,700
175,000

VALUE
<C>

$ 3,512,676

27,187,500
2,250,000

9,863,493
4,807,500
9,446,835
2,119,688
8,745,665
3,145,973
1,114,838
3,262,500
3,984,375

2,980,672
1,226,950
2,218,750
1,684,375
2,068,679

47,500
1,537,520
2,793,750

7,584,375
9,762,500
4,143,750
4,400,860
3,363,544

20,133,750
18,131,875
19,609,625
11,531,250
16,386,563
16,584,375
14,207,813
17,064,375
11,165,000
16,575,275
14,205,000
13,480,000

5,804,250

$ 8,406,563
12,050,000
6,417,400
4,648,438
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New Century Energies, INC. ...t tneenneennenneeenenns
New England Electric System ........ciiiiiiiiiiinnennnenns
New York State Electric & Gas COTP. .t eieniennnenannnnn.
Northern States Power Co. ......iiiii i iiiiiiiinnnnnn.
2= L I i o
PECO ENergy CoOu ittt ittt ittt ittt enneenneennnn
o0 N O o T o <
Potomac Electric Power CO. ...ttt inininnnenennn
Public Service Enterprise Group, INC. ....ieiniiniinenenennn
SCANA COTP .t vttt et eneneeeeteeeeeennnnanneeeeeeeenennnnnneees
Southern Co. ...t i i it ittt e e
Texas Utilities CoO. ittt it i it i i
Western ResourcCes, INC. ..ttt ittt it ittt eeeneeneneenenns
Miscellaneous Securities...... ..o
Total Common Stocks and Warrants (Cost $401,963,996) .....
Preferred Stocks .6%

Consumer Products .1%

Pantry Pride, Inc., $14.875 pfd., Series B ......cuveunnn.
Media & Broadcasting .2%

Time Warner, Inc., 10.25% pfd., Series M ........cvvuen..
Paper & Forest Products .3%

Asia Pulp & Paper Co., Ltd., 12.00% pfd., Class A ........
Total Preferred Stocks (Cost $9,037,531) ..uuiiiienenennn.
Convertible Preferred Stocks 8.6%

Cable Systems .8%

Cablevision Systems Corp., 8.50% cvt. pfd., Series I .....
Energy 3.0%

Devon Financing Trust, $3.25 cvt. pfd., 144A .............
Enron Corp., 6.25% cvt. pfd. ...
EVI, Inc., 5.00% cvt. pfd., 144A ... . @i,
Lomak Petroleum, Inc., 5.75% cvt. pfd., 144A .............
McDermott International, Inc., $2.875 cvt. pfd., Series C,
Nuevo Energy Co., 5.75% cvt. pfd., Series A ..............
Occidental Petroleum Corp., $3.875 cvt. pfd., 144A .......
Patina 0il & Gas Corp., 7.125% cvt. pfd. ......... ... ...
Lodging .4%

Host Marriott Financial Trust, 6.75% cvt. pfd., 144A .....
Metals 1.5%

Amax Gold, Inc., $3.75 cvt. pfd., Series B ......coveuunn.
Armco, Inc., $3.625 cum. cvt. pfd., Series A .............
Battle Mountain Gold Co., $3.25 cvt. pfd. ........ ... ..
Coeur D' Alene Mines Corp., 7.00% cvt. pfd. ..............
Cyprus Amax Minerals Co., $4.00 cvt. pfd., Series A ......
Freeport-McMoRan Copper & Gold, Inc., $1.25 cum. cvt. pfd.
Hecla Mining Co., $3.50 cvt. pfd., Series B ..............

Real Estate Investment Trusts 1.5%

Security Capital Industrial Trust, 7.00% cvt. pfd.
Security Capital Pacific Trust, $1.75 cvt. pfd., Series A
Vornado Realty Trust, 6.50% cvt. pfd., Series A ..........

Telecommunications .7%

Nortel Inversora, SA, 10.00% cvt. pfd. (Argentina) .......
Utility .7%
CMS Energy Corp., 7.75% quarterly cvt. pfd.

Total Convertible Preferred Stocks (Cost $109,036,746
Partnership Units .1%

BP Prudhoe Bay Royalty Trust (Cost $1,340,750)
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380,000
330,000
200,000
105,000
120,000
400,000
610,000
300,000
395,000
150,000
480,000
370,000
210,000

11,000

2,852

5,000,000

265,000

60,000
330,000
80,000
65,000
235,000
116,000
75,000
39,525

100,000

150,000
65,000
66,300

135,000
55,000

108,800
70,000

135,000
400,000
60,000

150,000

160,000

50,000

18,216,250
14,107,500
7,100,000
6,116,250
3,270,000
9,700,000
18,566,875
7,743,750
12,516,563
4,490,625
12,420,000
15,378,125
9,030,000

4,410,000
6,806,250
3,640,000
3,103,750
12,807,500
5,684,000
4,828,125
1,146,225

5,400,000
3,038,750
2,983,500
1,636,875
2,612,500
2,611,200
3,272,500

$ 4,303,125

13,100,000
3,960,000
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ay

PRINCIPAL

AMOUNT
Corporate Bonds 22.5%
Apparel & Textiles 1.8%
Consoltex Group, Inc., senior sub. notes, Series B, 11.00%, 10/01/03 ...ttt iiiinneeennnneennn $10,000,000
Hartmarx Corp., senior sub. notes, 10.875%, 1/15/02 ...ttt ittt ittt ittt eneennenns 8,300,000
Polysindo International Finance Corp., secured notes, 11.375%, 6/15/06 . uuuuueueeneeneeneeneennnnn 1,000,000
The William Carter Co., senior sub. notes, Series A, 10.375%, 12/01/06 .. i eeneneeennnnnnnns 500,000
WestPoint Stevens, Inc., senior sub. deb., 9.375%, 12/15/05 .. utumninteteeee e eeeeeeeeneaennnnn 5,000,000
Automotive .5%
Collins & Aikman Corp., senior sub. notes, 11.50%, 4/15/06 it tn e neeeeeneeneeneeneeneenns 4,000,000
Exide Corp., senior notes, 10.75%, 12/15/02 ittt tmeeneeaeene e eeeeeeeeeeeeeeaeeneeneeneennnn 400,000
bHarvard Industries, Inc., senior notes, 11.125%, 8/01/05 ...ttt neeeeeeeeneeneeneeneennnn 5,000,000
Building Products .7%
Inter-City Products Corp., senior notes, 9.75%, 3/01/00 ..ttt etneeeeeeeeneeneeneeneenennn 9,250,000
Cable Systems 1.6%
Cablevision Systems Corp., senior sub. deb., 9.875%, 4/01/23 ..ttt ineennennenns 4,000,000
Continental Cablevision, Inc., senior deb., 9.50%, 8/01/13 ..ttt tneeeeeeeeneeneeneeneeneenns 8,000,000
Helicon Group L.P. Corp., S.F., senior secured notes, Series B, 11.00%, 11/01/03 ....cuueuneennenn. 7,300,000
Chemicals 1.0%
Applied Extrusion Technologies, Inc., senior notes, Series B, 11.50%, 4/01/02 ...iuiiniinennennnnn 8,000,000
Uniroyal Chemical Co. Investors, senior notes, 10.50%, 5/01/02 .. urittnetneeneeneeneeneeneennnn 725,000
Uniroyal Chemical Co. Investors, senior sub. notes, 11.00%, 5/01/03 ...t iitietmnnneneeneeneennnn 4,150,000
Computer & Technology .6%
Anacomp, Inc., senior sub. notes, Series B, 10.875%, 4/01/04 ...t imneueeeeeeneenneneeneennnnn 6,000,000
Maxtor Corp., S.F., sub. deb., 5.75%, 3/0L1/ 12 .ttt it et tte e teeeeeeeeeeeaeeneeneeneeneenn 1,500,000
Consumer Products 1.5%
E&S Holdings Corp., senior sub. notes, Series B, 10.375%, 10/01/06 .. iuueuneeneeneeneeneennennnn 2,750,000
Playtex Family Products Corp., senior sub. notes, 9.00%, 12/15/03. ... iutunnetnneneenneneennnn 8,000,000
Revlon Consumer Product Corp., senior sub. notes, Series B, 10.50%, 2/15/03 ...t iiiiiieennnnnn. 5,000,000
RJR Nabisco, Inc., notes, 9.25%, 8/15/ 13 ittt ettt ittt eeeeeeeeeeaeaeeeeeeeeeeeeeeeeennnnns 5,000,000
Containers & Packaging .5%
Calmar, Inc., senior sub. notes, Series B, 11.50%, 8/15/05 i iiiiiitteeeeeeeeeeeeeeeeeenennnens 2,450,000
Packaging Resources, Inc., senior notes, 11.625%, 5/01/03 .ttt neeneeneeneeneeneennenn 2,000,000
Containers & Packaging (cont.)
Printpack, Inc., senior sub. notes, Series B, 10.625%, 8/15/06 ... uiuutuieuneeneeneeneeneeneennnnn $ 1,000,000
U.S. Can Corp., senior sub. notes, 10.125%, 10/15/06 ot tin e eueeeeeeeeeneeeeeneeneeneeneennns 300,000
Energy 1.0%
Bellwether Exploration Co., senior sub. notes, 10.875%, 4/01/07 i itneneeeeeneeneeneeneennnn 1,000,000
Gerrity 0il & Gas Corp., senior sub. notes, 11.75%, 7/15/04 ...t nmeeeee e neeneeneeneenns 9,835,000
Mesa Operating Co., senior sub. notes, 10.625%, 7/0L1/06 .. untn e e eeeeeeeeeeeneeneeneeneenn 1,000,000
Plains Resources, Inc., senior sub. notes, Series B, 10.25%, 3/15/06 .. iiiineneneneeenenennnnnn 1,000,000
Entertainment .1%
AMF Bowling Worldwide, Inc., senior sub. notes, Series B, 10.875%, 3/15/06 ...t enneneennnnn 650,000
Financial Services
First Nationwide Escrow, senior sub. notes, 10.625%, 10/01/03 ..ttt tneneneeeeeeeenennns 500,000
Food & Beverages 2.3%
Curtice-Burns Food, Inc., senior sub. notes, 12.25%, 2/01/05 . iiitieieeeeeeeeeeeeeenenennnens 5,000,000
Del Monte Corp., senior sub. notes, Series B, 12.25%, 4/15/07 .ttt meeneeneeneeneeneeneenns 4,000,000
Doane Products Co., senior notes, 10.625%, 3/01/06 ..ttt ittt teeeeeneeeeeeeeeeeeeeeenenenenens 3,000,000
International Home Foods, Inc., senior sub. notes, 10.375%, 11/01/06 ..t eeeeeeeeeeenennnnn 4,100,000
PMI Acquisition Corp., senior sub. notes, 10.25%, 9/01/03 .ttt ttneeeeeeeeeeeneeneeneenennn 6,350,000
Specialty Foods Corp., senior sub. notes, Series B, 11.25%, 8/15/03 ...t iuuietmeenneneeneeneennnnn 4,000,000
Specialty Foods Corp., senior unsecured notes, Series B, 10.25%, 8/15/01 ...t iuiiiiineinenennnnnn 4,000,000
Food Chains 2.0%
Americold Corp., senior sub. notes, 12.875%, 5/0L1/08 ..ttt te e e eeeeeeeeneenneneeneeneenn 1,000,000
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10,600,000
8,590,500
822,500
527,500
5,250,000

4,520,000
423,480
1,650,000

4,420,000
9,544,624
7,884,000

8,560,000
793,875
4,440,500

6,270,000
1,057,500

2,530,000
8,170,000
5,275,000
5,731,695

2,609,250
2,090,000

$ 1,065,000
319,500

1,097,500
10,670,975
1,175,000
1,082,500

5,537,500
4,530,000
3,195,000
4,520,250
6,778,625
3,760,000
3,980,000

1,275,000
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Americold Corp., S.F., first mortgage, Series B,
Bruno's, Inc., senior sub. notes, 10.50%, 8/01/05
Grand Union Co., senior notes, 12.00%, 9/01/04 ..

Ralphs Grocery Co., senior sub. notes, 11.00%, 6/

Gaming & Leisure 1.7%

Aztar Corp., senior sub.
Eldorado Resorts, L.L.C.,
Harveys Casinos Resorts, senior sub. notes, 10.62
Rio Hotel & Casino, Inc., senior sub. notes, 10.6
Venetian Casino Resort, L.L.C., mortgage notes, 1

10/01/02
10.5

notes, 11.00%,
senior sub. notes,

Health Care Services .2%

Dade International, Inc., senior sub. notes, Seri
Industrial Products 1.3%

Nortek, Inc., senior sub. notes, 9.875%, 3/01/04
RBX Corp., senior sub. notes, Series B, 11.25%, 1
RHI Holdings, Inc., S.F., senior sub. deb., 11.87
Thermadyne Holdings Corp., notes, 10.75%, 11/01/0
Thermadyne Holdings Corp., senior notes, 10.25%,

Trench Electric & Trench Inc., senior sub. deb.,

Media & Broadcasting .2%

Benedek Broadcasting Corp., senior notes, 11.875%

Metals 1.0%

Jorgensen, Earle M. Co., senior notes,
Republic Engineered Steel, first mortgage,
UCAR Global Enterprises, senior sub. notes,

10.75%, 3/
9.875%
Serie

Paper & Forest Products .9%
Four M Corp., senior notes, Series B,
Riverwood International, senior sub.
Tjiwi Kimia Finance Mauritius,

12.00%, 6/0
notes, 10.87
senior unsecured n

Pharmaceuticals .2%

ICN Pharmaceuticals, Inc., senior notes, Series B
Telecommunications .6%
CommNet Cellular, Inc.,

Paging Network, Inc., senior sub.

sub. notes, 11.25%, 7/01/

notes, 10.125%,

Utilities 2.8%

ESCOM, E168, utility deb., 11.00%, 6/01/08, (Sout
Midland Funding Corp. I, deb., S.F., Series C-94,
Texas New Mexico Power, secured deb., 10.75%, 9/1

Total Corporate Bonds (Cost $312,055,023)

Convertible Corporate Bonds 5.0%

Automotive .2%

Exide Corp., cvt. senior sub. notes, 144A, 2.90%,
Biotechnology .1%

Centocor, Inc., Eurobonds, cvt. sub. deb., 6.75%,

Computer & Technology .6%

Acclaim Entertainment, Inc., cvt. sub. notes, 10.

Electrical Equipment .7%

Trans-Lux Corp., cvt. sub. notes, 7.50%, 12/01/06
Energy 1.0%
Oryx Energy Co.,

Swift Energy Co.,

5/1
11/15/0

S.F.,
cvt.

cvt.
sub.

sub. deb., 7.50%,
notes, 6.25%,

Health Care Services .7%

11.50%,

0%, 8/15/06
5%, 6/01/06
25%, 7/15/05
44A, 12.25%,

11/15/04

es B, 11.125%, 5/01/06

0/15/05
5%, 3/01/99
3 e ettt e e
5/01/02
144A, 10.25%,

, 3/01/05

01/00
, 12/15/01
s B, 12.00%,

O
5%, 4/01/08
otes, 144A,

10.00%, 8/01/04,

, 9.25%, 8/15/05

L0
8/01/07

h Africa)
10.33%,
5/03

12/15/05

10/16/01

3/01/02 vt e

00%,

5/14
L
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9,000,000
7,000,000
7,000,000
10,000,000

9,000,000

500,000
2,200,000
8,000,000
3,000,000

3,000,000

2,000,000
10,000,000
3,677,000
2,696,000
246,000
1,350,000

2,000,000

7,000,000
6,000,000
815,000

$ 2,000,000

6,000,000

6,000,000

3,000,000

5,000,000

3,000,000

195,782,500
3,380,535
2,000,000

4,000,000

2,000,000

11,000,000

8,000,000

9,000,000
5,000,000

9,652,500
2,485,000
3,780,000
11,425,000

9,337,500

550,000
2,398,000
8,680,000
3,011,250

2,050,000
8,600,000
3,667,808
2,871,240

254,610
1,377,000

7,157,500
5,790,000
918,913

$ 2,130,000
5,805,000
5,040,000

5,750,000
3,135,000

33,902,376
3,652,720
2,185,812

9,225,000
4,956,250
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Continucare Corp., cvt. sub notes, 144A, 8.00%, 10/31/02 e e eneeeeeeeeeeeneeneeneeneenns 9,500,000 8,787,500
Medical Care International, Inc., S.F., cvt. sub. deb., 144A, 6.75%, 10/01/06 ... uuuueeeeeennnnn. 1,000,000 930,000

Metals 1.0%

Ashanti Capital, Ltd., cvt. notes, 5.50%, 3/15/083 ..ttt ettt ittt eeeeeeeeeetnetneeneeneenn 5,000,000 3,737,500
Coeur D'Alene Mines Corp., Eurobonds, cvt. sub. deb., 6.00%, 6/10/02 ...t intneenneneeneennenns 100,000 73,000
Coeur D'Alene Mines Corp., cvt. sub. deb., 6.375%, 1/31/04 ...t int ettt neeneenaenns 6,000,000 4,702,500
FMC Corp., Eurobonds, cvt. senior sub. deb., 6.75%, 1/16/05 .t inteneeeeeeeeneeneeneeneenns 1,800,000 1,683,000
Homestake Mining Co., cvt. sub. deb., 144A, 5.50%, 6/23/00 .ttt intneeeeeneneeneeneennenns 4,000,000 3,750,000

Pollution Control .2%

Air & Water Technology Corp., S.F., cvt. sub. deb., 8.00%, 5/15/15 ..t iiiitintnnenneneeneennnnn 3,610,000 2,973,738
Real Estate Investment Trust .4%

Macerich Co., cvt. sub. deb., 144A, 7.25%, 12/15/02 ...ttt 5,500,000 5,417,500
Retail .1%

Drug Emporium, Inc., S.F., cvt. sub. deb., 7.75%, 10/01/14 ...ttt taeeneeneeneenns 1,180,000 1,036,925

Total Convertible Corporate Bonds (Cost $72,557,735) ittt ittt ittt ettt 70,787,913

Zero Coupon/Step-up Bonds 2.8%
AMF Bowling Worldwide, Inc., senior sub. disc. notes,

Series B, zero coupon to 3/15/01, 12.25% thereafter, 3/15/06. ..ttt neeneeneeneeneeneennnn 2,438,000 1,929,068
APP Finance (VI) Mauritius Ltd., cvt., 144A, 0.00%, 11/18/12 .ttt ettt eeeeaeeeaeaenenan 11,500,000 2,357,500
Food 4 Less, Inc., senior disc. deb., zero coupon to 6/15/00,

13.625% thereafter, T/L15/ 05 . ittt ittt et et ettt et et ettt e e i e e e 10,000,000 8,750,000
Marcus Cable Holding Co., senior disc. notes,

zero coupon to 6/15/00, 14.25% thereafter, 12/15/05 ..ttt ttinnneeennneeeennneeeennns $14,000,000 $ 12,180,000
Mesa Operating Co., senior sub. notes,

zero coupon to 7/01/01, 11.625% thereafter, 7/0L1/06 ..ttt ittt ittt ettt eneeneennnn 1,300,000 1,079,000
Revlon Worldwide Corp., senior secured disc. notes,

Series B, 0.00%, 3/15/08 ittt e e e e et 8,000,000 7,918,200
Revlon Worldwide Corp., senior disc. notes,

zero coupon to 3/15/00, 10.75% thereater, 3/15/0L ..ttt tie ettt eeeeeeeeeeeneeneeneenns 6,000,000 4,170,000
Uniroyal Chemical Co. Investors, disc. notes,

zero coupon to 5/01/98, 12.00% thereafter, 5/01/05 ...ttt ittt ettt 1,500,000 1,470,000
Total Zero Coupon/Step-up Bonds (Cost $35,806,963) & tuttin e eeeeeneeeeeeeeeeeneeneeneeneenns 39,853,768
U.S. Government Securities 9.1%

U.S. Treasury Bonds, 6.00% = 7.125%, 2/15/23 = 2/15/26 ittt ittt eaeeneenennnnn 111,000,000 116,480,997
U.S. Treasury Notes, 6.375%, 8/15/02 .ttt ittt ettt et ettt ittt ettt et eaeeneennnn 11,000,000 11,288,761
Total U.S. Government Securities (Cost S117,769,483) ittt ee ettt ettt eeeeeeneeiaeeaennnn 127,769,758

Foreign Government & Agency Securities 10.3%

Republic of Argentina, Series L, 5.50%, 3/31/283 ittt ittt ittt ettt e e 110,000,000 80,575,000
Republic of Brazil,

6.8125%, 1/0L/ 0L ittt et et e e e e e e e e e e e e e e e 7,850,000 7,477,125
6.8T75%, A/ L5/ 06 et et e e e e e e e e e e et 15,680,000 13,504,400
5 258, A/ L5/ 24 i e e e e et et e 39,000,000 28,275,000
Republic of South Africa, 12.00%, 2/28/05 (SOUth AfriCa) .« uiuviuitn e tteeeeeeeeneeneeneeneennnn 75,000,000 14,240,214
Total Foreign Government & Agency Securities (Cost $114,051,959) ..ttt innenneneennenns 144,071,739
Total Long Term Investments ( Cost $1,173,620,186) .ttt eteee et eeeeeeeeeeeeeeeeaeaeaennns 1,339,548, 605

f Repurchase Agreement 3.6%
Joint Repurchase Agreement, 6.285%, 1/02/98
(Maturity Value $51,217,379) (Cost $51,199,502) vttt ittt ittt ettt tn et eeeeeeneneeneeneennenn 51,199,502 51,199,502
BancAmerica Robertson Stephens (Maturity Value $1,569,188)
Barclays Capital Group, Inc., (Maturity Value $4,709,741)
BT Alex Brown, Inc., (Maturity Value $4,434,676
Chase Securities, Inc., (Maturity Value $4,709,741)
CIBC Wood Gundy Securities Corp., (Maturity Value $4,709,741)
Deutsche Morgan Grenfell/C.J. Lawrence, Inc., (Maturity Value $4,709,741)
Donaldson, Lufkin & Jenrette Securities Corp., (Maturity Value $4,709,741)
Dresdner Kleinwort Benson, North America, L.L.C., (Maturity Value $4,709,741)
Greenwich Capital Markets, Inc., (Maturity Value $2,825,846
Paribas Corp., (Maturity Value $4,709,741)
SBC Warburg Dillon Read, Inc. (Maturity Value $4,709,741)
UBS Securities, L.L.C., (Maturity Value $4,709,741)
Collateralized by U.S. Treasury Bills & Notes

Total Investments (Cost $1,224,810,688) 98.0% ..ttt tne et eeeeeeneeeeeeeeeeeeeeeeeneeeenennnn 1,390,748,107
Other Assets, 1ess Liabilities L.l ittt ettt ettt teeeeeeeeeeeeeeeeneeeeeeneeeeeeneneeeens 16,038,512
Net ASSets L00. 08 ittt it et ettt et ettt ettt ettt et ettt ettt ettt e e e e e

aNon-income producing.
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bSee Note 7 regarding defaulted securities.
cSee Note 8 regarding restricted securities.
fSee Note 1(c) regarding joint repurchase agreement.

FRANKLIN VALUEMARK FUNDS
Statement of Investments, December 31, 1997

Money Market Fund

<S>

Certificates of Deposit 10.9%
Bank of Montreal, Chicago Branch, 5.72%, 5/13/08 .ttt ittt ittt tteeeeeeeeeeeneeneeneeneenn
Barclays Bank, Plc., New York Branch, 5.79%, 3/04/98 ..ttt te e eeeeeeeeaeeneeneeneeneenns
Bayerische Vereinsbank, New York Branch, 5.78%, 5/14/908 ..ttt ttn ittt eneeneeneenns
Morgan Guaranty and Trust, New York Branch, 5.94%, 3/20/98 ...ttt
Societe Generale, New York Branch, 5.77%, 3/17/98 = 3/19/08 .ttt et eeeeaeeeeannnnn
Swiss Bank Corp., New York Branch, 5.75%, 5/08/08 .. tttintin ettt e ieeeeeeeeeeeeineeneeneennnn

Total Certificates of Deposit (Cost $40,000,263) &ttt ititeeeeeeeeeeeeneeeeeeeneeeeeeaeaenennas

dCommercial Paper 76.0%
Abbey National North America, 5.55% - 5.60%, 1/23/98 = 4/27/98 @ittt ittt e
ABN-Amro North America Finance, Inc., 5.54%, 4/30/98 ..ttt ittt ettt ettt eeaaeenn
Ameritech Corp., 5.52%, 1/22/08 ittt ettt et et ee e eeeaeeaeeaeeeeeeeeeeeeeeeeeeneeneeneeneenns
Associates Corp. of North America, 5.55% - 5.60%, 1/14/98 — 1/15/98 it e nneneenneneeneennnn
AT&T Corp., 5.50 = 5.58%, 1/05/98 = 5/18/08 ittt ittt et ittt ettt et eee et eaeenaenann
Canadian Wheat Board, 5.51% = 5.55%, 2/13/98 = 5/109/08 ittt ittt ettt ettt teaeaaaeaean
CIESCO, L.P., 5.60% = 5.75%, 1/13/98 = 1/29/08 ittt ittt ittt ittt teeeeeeteeeeeeeeeeeeeeeaeaeaaaennas
Coca—Cola Co., 5.49%, 1/21/08 ittt ittt ettt ettt et teettetae et ettt eeeeeeeeeeeneeneeneennenn
Commonwealth Bank of Australia, 5.54%, 5/07/ 98 it ietie ettt et ete e eeeeeeeeeeeneeneeneeneenn
Disney (Walt) Co., 5.60%, 4/21/98 = 4/23/08 ittt in it ettt aeeae e eteeeeeeeeeeeeaeeneeneeneennnn
General Electric Capital Corp., 5.55% = 5.60%, 1/15/98 = 1/22/08 i iiitiite ettt tnetneeneennnnn
Generale Bank, Inc., 5.51% = 5.60%, 1/06/98 = 2/109/98 ittt ittt ittt ettt
Goldman Sachs Group, L.P., 5.65%, 2/09/98 = 2/20/ 98 ittt ittt ettt ittt et ettt
Kingdom of Sweden, 5.54%, 2/24/08 ittt ittt et e e e et e e
Merrill Lynch & Co., Inc., 5.71%, 2/23/098 = 2/25/08 ittt ittt ittt ettt tneeneeneenns
Metlife Funding, Inc., 5.58% — 5.66%, 1/07/98 = 2/17/98 ittt ittt eee e eneeneeneenns
Morgan Stanley Group, Inc., 5.51% = 5.59%, 1/06/98 =1/09/08 @ittt eneenennnnn
National Australian Funding, 5.595%, 1/20/08 .ttt ittt ittt ettt et ettt e
National Rural Utilities Cooperative Finance Corp., 5.66%, 3/02/98 ...ttt it inninnnnenns
Province of British Columbia, 5.63%, 2/10/98 it ittt e tietne e ete e eeeeeeeeeeaeeneeneeneennans
Schering Corp., 5.65%, 2/24/ 08 ittt ettt teeeeeeaeeaeeaeeeeeeeeeeeeeeeeeeneeneeneeneennns
Siemens Capital Corp., 5.57% — 5.59%, 6/15/98 = 6/25/ 08 ittt ittt ittt tneneeneeneennnns
Toyota Motor Credit Corp., 5.64%, 1/28/98 = 1/30/ 08 .ttt ittt ittt ittt ettt eaeeneennenn
Wool International, 5.49% = 5.69%, 2/12/98 = 2/17/ 98 it ittt ettt teeeee et teeeteeeaaennnn

Total Commercial Paper (Cost $279, 247, 700) it ittt ittt ettt et et et et ettt ettt ettt eeaeaeaeanas
Total Investments before Repurchase Agreements (Cost $319,247,068) ..ttt eeneeneeneeneeneennenn

gRepurchase Agreements 13.2%

BancBAmerica Robertson Stephens, 5.40%, 1/02/98, (Maturity Value $8,467,540)

Collateralized Dy U.S. TreasUIry NOTES . ittt it ittt ettt s eeneeeeeeneeeaeeneeeneeneeeneenenenns
SBC Warburg Dillon Read, Inc., 6.50%, 1/02/98, (Maturity Value $20,007,222)

Collateralized Dy U.S. TreasUry NOLES ..ttt ittt ettt ettt et et et eeeeataeeeeeeeeeneneeenenenenens
UBS Securities, L.L.C., 6.45%, 1/02/98, (Maturity Value $20,007,167)

Collateralized by U.S. TreasUry NOLES ...ttt ittt ittt ittt ittt tnenenenenenenenens

Total Repurchase Agreements (Cost $48,465,000) ..ttt in it ittt eeee et e eeeeeeeeeeeeeeaeaeaeananas

Total Investments (Cost $367,712,068) L100. 1S . ittt teeeeeneeeeeeneeeeeeeeeeneeeeeeneeeeeenenenenns
Other Assets, 1ess Liabilities (cd) &t ittt ettt et ettt et eeeeeeeeeeeeeeneeeeeeneeeaeeneeennens

Net Assets L100.0% . ittt ittt ittt it it it it ittt ittt ettt e e e e e e e e

dSecurities are traded on a discount basis; the rates shown are the discount
rates at the time of purchase by the Fund.
gSee Note 1l(c) regarding repurchase agreements.

FRANKLIN VALUEMARK FUNDS
Statement of Investments, December 31, 1997

Mutual Discovery Securities Fund COUNTRY
<S>
Common Stocks, Warrants and Rights 79.2%
Aerospace & Military Technology
2 A ol o LT N o United States

Automobiles .4%
General MOTOTS CoOTP . ittt ittt it ettt ettt et et neeeneeeeeeneeeneeneeenesnneeneens United States
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PRINCIPAL
AMOUNT
<C>

$ 5,000,000
5,000,000
5,000,000
5,000,000

15,000,000
5,000,000

15,000,000

5,000,000
10,000,000
15,000,000
15,000,000
15,000,000
10,000,000
10,000,000

5,000,000
15,000,000
15,000,000
15,000,000
10,000,000
11,400,000
10,000,000
15,000,000
15,000,000
10,000,000

5,000,000
10,000,000

5,000,000
15,000,000
15,000,000
15,000,000

8,465,000
20,000,000

20,000,000

SHARES/
WARRANTS
& RIGHTS

<C>

10,000

VALUE
<C>

$ 5,000,178
5,000,085
5,000,000
5,000,000

15,000,000
5,000,000

14,876,361
4,908,436
9,967,800

14,968,306

14,887,714

14,827,811
9,968,306
9,969,500
4,903,050

14,741,000

14,962,084

14,954,723
9,930,160

11,305,266
9,914,350

14,926,172

14,984,548
9,970,471
4,952,833
9,937,444
4,957,625

14,601,905

14,934,200

14,897,640

8,465,000
20,000,000

20,000,000

367,712,968
(263,829)

606,250
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aMagnetl Marelli P ittt ittt it e et e e e ettt

Banking 2.9%

aBanca Nazionale del Lavoro SpPA, fgn. ...ttt ittt ittt ittt
aBangue Cantonale Vaudoise, fgn. ...ttt ittt ettt ittt ettt
BG Bank AS, fgm. ittt ittt ittt et e et ettt e e e e e
aCredit National/NateXisS ...ttt ittt ettt ttnte e
et I o S P i R N
aNordbanken HOLAING AB ittt ittt ittt ittt ittt ittt ittt ittt enenenenenenenenenens
PacCific Bank N . ittt ittt it ittt ittt ittt ettt e e e e et

Western Bancorp

Beverages & Tobacco 3.5%

B.A.T. INAUSErIies PlC. ittt ittt ittt ittt ittt ettt eneneneneneeeeenas
=Y =T o T =
Farmer Brothers Co. ... i i it ettt
Heineken HOLAIng NV, A ittt ittt ittt et ettt ettt et et et e e teeeeeeeeeneaeaenan
Philip MOTTIS COS. IIMC vttt ettt ee ettt ittt ettt eete e teeeaeeeneneneneneneneenenenens
RJR Nabisco HOLAINgs Corp. ittt ittt ittt iitiit ettt it ine e e e ennennenns
F= STl
Swedish MatCh BB .ttt ittt ittt e e e e e e e e,

Broadcasting & Publishing 7.0%

Aamulehti Yhtymae OY, II ..ttt ittt ittt ittt ittt ittt ittt enenenens
A= PrE S Sl A S, A it ittt ettt ittt ettt ettt
Comcast COorp., SPeCial A ittt ittt ettt ettt ettt ittt
DOW JONES & CO. TN Cu v v ittt ittt et e e e teeteeseeesseneseseenaneensennseneeensenennns
DUN & Bradstreel CorP. ittt ittt ittt ittt ittt neenneeneeeneenneeneenns
John Fairfax Holdings Ltd. ...ttt ittt ittt it it
Midland Independent NewsSpapersS PlC. .ttt iiit ittt ittt ettt teneeeeeeneenneneans
Mirror GrOUP PlC. it ittt ittt ettt ettt ettt et ettt e e eeeeeneeeneeneennennens
aModern Times Group AB, fgn.
NV Holdingsmij de Telegraal ... ...ttt ittt ittt ettt etaeaeaeaeaenenenens
=Yoo= T o B =
[0 16T @Y @ 3 a5 o U
Shaw Brothers Hong KONg LEd. .. ii ittt ittt ittt ettt et teenaeeeeeeaeeneneneenas
ST = 1 o X
United News & Media PlC. ittt ittt ittt ittt et eneeneennennenneens
AUS WeST Media GIOUD ettt ittt ot ot et e ee et e e ee e e eeeeeeeeeeeeeeaeaeaeeeeeeenenenens
aYoung BroadcCasSting CoOTP ., B vttt ettt ettt teeeeeeenenenenenenenenenenens

Building Materials & Components .3%
= I o o o o =

Business & Public Services 2.7%

Cie Generale DES EAUX it tuenoneneneneneneeeeeeeeaeseneneneneneneneneneeeeenas
ESSELEE BB, A ittt ittt e ettt eee ettt e ettt e e e
ESSELEE AB, B ittt ittt ettt ettt et e ettt e e e e
IFIL Finanziaria Partecipazioni SpA ...ttt it et e
Suez Lyonnaise des EAUX SR ittt eneneeeeeeeeeenenenenenenenenenenens

Business & Public Services (cont.)
Wheelabrator TeChNOlogies INC. .ttt ittt tne e eeeeeeeneeeneeeneeneenneenans
YOorkshire Water PlC. ittt ittt ittt ittt ittt ittt ittt et e ennenns

Chemicals 2.8%
Allied Colloids GroUP PlC. ittt ittt ittt ettt et ettt ettt eeneeeneeneenneenans
aBush Boake AlLen INC. ittt ittt ittt ittt ittt ittt enenenenennns
[0 o= e I o= w1 o Y
aHolliday Chemical HOLdINgs PlC. ittt ittt ittt ittt ettt ennenenens
INSPEC GrOUP PlC. ittt ittt ittt it ittt ittt it ettt neennens
= Tk o =
Morton International INC. ... ... eiiiiiii ottt eneneneeeeeeeaenenenenenenennas
(O 5 W 7 X <
Yule Catto & CompPany PlC. .ttt ittt ittt ettt et eeneeeneeneeeneenneeneenn

Construction & Housing 1.1%

Actividades de Construcciones y ServicCio . ...ttt ittt ittt ittt
a Actividades de Construcciones y Servicio (ACS), rts.
GIUPO ACCIONA SA ittt ittt ettt ettt et ettt ettt ettt ettt e eaeenneneneneneneeeeenas
Hollandsche Beton Groep NV ..ttt ittt ittt enneeneeinneeieneeneeeneennens
Martin Marietta Materials IMC. ...ttt it eneeeeeeneeeneneneneinenenens
SKANSKA BB, B ittt ittt ettt ettt ee e eeeeaaeeeeeeeee e e e
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Italy

Italy
Switzerland
Denmark
France
Finland
Sweden
United States
United States

United Kingdom
United Kingdom
United States
Netherlands
United States
United States
France
Sweden

Finland
Norway
United States
United States
United States
Australia
United Kingdom
United Kingdom
Sweden
Netherlands
United Kingdom
Canada
Hong Kong
Canada
United Kingdom
United States
United States

United Kingdom

France
Sweden
Sweden

Italy
France

United States
United Kingdom

United Kingdom
United States
United States

United Kingdom

United Kingdom

United Kingdom
United States
United States

United Kingdom

Spain
Spain
Spain
Netherlands
United States
Sweden

77,300

32,000

600
20,500
12,500
55,500
94,000
10,000

47,975

103,710
120,000
2,500
3,125
37,000
50,000
4,300
87,000

16,500
20,600
6,000
39,500
4,800
380,000
50,000
240,000
36,000
53,800
60,000
70,000
278,000
75,000
42,377
97,500
10,000

280,000

3,500
29,700
10,000
80,000
23,000

30,000
97,000

290,000
55,000
15,000
24,000

140,000
60,000
15,000
15,000
85,000

16,500
4,194
4,709

15,420
7,500
9,000

130,698

497,456
204,837
1,379,252
729,002
303,512
531,568
450,000
1,583,164

944,475
1,100,710
467,500
480,852
1,676,563
1,875,000
154,324
290,369

551,090
453,898
189,375
2,120,656
148,500
792,528
173,269
774,537
215,368
1,013,567
778,479
1,258,878
206,285
1,430,146
478,140
2,815,313
387,500

488,494
561,090
202,773
290,876
2,545,158

$ 481,875
771,055

797,776
1,440,312
423,750
90,264
541,486
658,750
515,625
703,125
401,352

399,639

110
768,400
286,703
274,219
368,959
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Data Processing & Reproduction .9%
1 T 0 T L B ay T
aNational ProCesSSINg TG ...ttt eneeeeeeeeeenenenenenenenenenenens
TeCNOSE MaAGL SP A i ittt ittt it it ettt ettt ettt e e e e et e e e

Electrical & Electronics .5%

Philips ElecCtronics NV ...ttt ittt ittt ittt ittt ettt enenenenenens
Philips Electronics NV ADR .ttt ittt enenenenteeeeeaenenenenenenenenenenenens
alWang Laboratories TNC ., A ittt ittt ittt ettt ettt eae et sneeeeeeneenneeneenas

Electronic Components & Instruments 1.1%
AAMPNENOL COTP ., A ittt ittt ittt ettt ittt ettt ettt ittt ittt e e e e,
20074 0 = B ot T @ o N G0y o T
aNBS TeChNOlogies IMC. ittt ittt et ittt et eeeeeeneeeneeneenneeneeeneeneeeneenas
SPECLTA PhYSICS BB, A i ittt it ittt e et e e e e ettt e et

Energy Equipment & Services 3.9%

Bouygues Offshore SA, ADR ..ttt ittt ittt ittt ettt eeeeeeeeteneeneeenesnneeneenn
Cie Generale De GeOPNYSIgUE SA ittt ittt it ittt ittt et et et e ettt eeeneneaeaenas
aCie Generale De Geophysique SA, ADR ..ttt ittt tneeeeeeeenenenenenenenenenens
1 T T 0 T
Transocean OffShOre INC. ...ttt ittt ittt ittt ittt eneneneneeeeenas
aTrico Marine SeIrVICES IMC. ..ttt ittt eneneeeeeeeenenenenenenenenenenens
alnited Meridian Cor . ittt ittt ittt ettt ettt ettt ea et eneeneeeneeneeeneenas
Yo o= =T 0L 1 oY

Energy Sources 2.4%
Saga PetroleUm AS, B it ittt ittt ittt ettt et e e e e e e
Shell Transport & Trading Co. PlC. ..ttt ittt ittt ettt et et aeaeeeaeaenanenens

Energy Sources (cont.)
Societe EL1f AqUIitaine SA, ADR ot ittt ittt ettt et aneeeeeeeeenneeneeeneeneseneenas
Societe ELlf AgUitaine SA ..ttt ittt ittt ettt et e e et e et e

Financial Services 5.3%

Advanta CorP ., B ittt ittt ittt ettt et ettt ettt e
= T
Bayonne BanCshares INC. ittt it eneeeneeneeeneeeeeeneeeneeneeenesnneeneens
aCityscape FinancCial oD . vttt ittt ittt ettt ettt et et eeeeeeaeaeaeaeaenenenens
aContinental Information Systems INC. ...ttt it ittt etenenenenennenenens
Eol LoD < = N i o= o Y o1
aEdinburg Dragon TrUSE PlC. ittt ittt ittt et ettt ettt e et eeeesaeeeeeenaeeaneeneenas
Imperial Credit Commercial Mortgage INVeSEmMEeNT ... ...ttt tneeeneennennennn
Julius Baer HOLAINGS AG v ittt ittt it ettt e ettt ettt et et e eeeeaeaeaeaeaeaeeeneaens
cLaser Mortgage Management TIC. .ottt eeeennnnnnneeeeeeeeeennnnnneeeeeeeenns
alife FinancCial CoOrD . ittt ittt eneneneeeeeeeeeeneneaenenenenenenenens
Long Island BaNCOTP IMC. ottt ittt tnneennenneenneeneeeneenseeneeeneenseeneennens
Mercury Asset Management GroUP PlC. ..ttt ittt ittt ittt ettt et eeeeneennannans
Morgan Stanley, Dean Witter DiSCOVETL & CO. ittt it iieetneeneeeneeneeeneenneenens
Pargesa HOLAINgS S ittt ittt ittt ettt et et ettt ettt ettt e et e et
PIiONEET GIOUDP TN C . ittt ittt ittt ettt it ettt ettt ettt teeeeeeensasaeaeneaseenenenens
aSecurity Capital GroUP, B vttt ittt ittt ittt ittt ittt
aSPS Transaction ServicCes INC. . tu ittt eneneeeeeeeenenenenenenenenenenens
Trilon Financial Corporation ...ttt ittt ittt ittt ittt et eeeteneeeeeeneseneeneens

Food & Household Products 2.3%

Cadbury SChWepPEes PlC. ittt it it it i ettt ittt ittt
AMETSA TISSUE OF ittt ittt ittt ittt ittt ittt ittt ettt teeeeeeesesenenenenenenenenenens
RA1COTYD HOLAINGS I C .t v i ittt ittt ettt e ettt e e ettt ettt e eeeaeeeeseneeeeeeneenneeneens
Scott's Restaurants InC. ...ttt ittt ittt it it i ittt ittt it i
aScott's Restaurants INC., C .ttt ittt iiinneeeeeeeeeeeeeeeeaneeeeseeeeeeeennnneeens
U.S. INAUSELIES INC. vttt ittt it ttettetie e it e ittt et ieetaetaeneeneennennennns
V22 B N

Forest Products & Paper .1%
Fletcher Challenge Canada Ltd., A ...ttt ittt ittt ineeeneeinneeineeieneenneeneeens

Health & Personal Care 4.1%
aApria Healthcare GIroOUP TN C. ittt tiit ittt e e et eneeeneeneenneeneeeneeneeeneenas
aBevVerly ENLerPriSes IIC. ettt eeeeeeeeeeeeeeeeeeeeneneaeaeeeeeaeneneeens
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United States
United States
Italy

Netherlands
Netherlands
United States

United States
United States
Canada
Sweden

France
France
France
France
United States
United States
United States
United States

Norway

United Kingdom

France
France

United States
France
United States
United States
United States
France

United Kingdom

United States
Switzerland
United States
United States
United States

United Kingdom

United States
Switzerland
United States
United States
United States
Canada

United Kingdom

Finland
United States
Canada
Canada
United States
Netherlands

Canada

United States
United States

51,000
75,000
190,000

7,000
5,000
14,500

10,032
15,000
57,100
43,800

37,000

6,199
19,000

4,000
18,000
75,000
15,000
46,000

89,000
84,400

15,000
16,800

40,000
1,000
25,500
8,000
52,000
4,200
50,000
25,000
300
115,000
20,000
8,000
13,500
6,500
500
17,500
42,500
8,000
210,000

81,212
55,000
50,000
45,000
70,000
51,000

5,800

10,000

90,000
25,000

2,098,030

589,688
740,625
385,585

558,657
703,125
120,269
830,225

804,750
793,093
486,875
438,648
867,375

2,203,125
421,875

1,817,000

1,351,593
611,986

$ 879,375
1,953,975

1,015,000
77,378
341,062
4,000
136,500
486,400
45,165
365,625
556,221
1,667,500
252,500
397,000
376,035
384,313
615,742
492,188
1,381,250
180,500
1,689,934

806,945
529,894
846,875
157,447
251,041
1,536,375
414,766

1,209,375
325,000
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aFoundation Health SysStems, A ..ttt ittt ettt ettt ettt ettt eeeeeeneenneenas
aMid-Atlantic Medical ServicCes INC. ...ttt ittt enneeeneinenenenenenenennns
a0xford Health Plans IMnC. .ttt ittt ittt ittt ittt ittt enenens
aParagon Health NetWorKks TnC. .ttt ittt ittt ttneteneeneenneeneeeneenneeneenns
APhaTMEriCa TN . ittt ittt ittt ettt et et e e e e e e
ASUMMIL CATE COTP . vttt ittt ittt et ittt ettt ettt teteeeeeeenesenenenenenenenenenens
alUnited Dental Care INMC. ..ttt oo eneneneeeeeeeenenenenenenenenenenens
£ =3 o Y o B 1 o L
aVitalink Pharmacy ServViCES IIC. ittt eneneneeeeeeeeeeeeneaeaeeeeeeenenenens

Industrial Components 3.5%

[0 o = B ol =
DT TNAUSEILIES IIC. vttt ittt ittt it ittt it ettt ittt e ittt taetaeeaeene e ennennenn
Kennametal TImC. ittt ittt ettt it ittt ittt ittt ittt eteeeeea e,

Industrial Components (cont.)
LUCAS Vardty Pl . ittt ittt ittt ettt ettt e ettt ettt ettt ee et aeeeeeeneenneeneenn
MiChE LA S, B ittt ittt ittt et ettt eee et eeeeeeeeaneeeeeeeeeeeennnaeeeeeseeeeeennas

Insurance 4.5%
202N Y R o G
American GeNeETal COrP. ot ittt ittt ittt eeeeeeeeeneeneeeneeneeeneeeneenesnneenans
Arthur J Gallagher Co. ittt ittt ittt ittt ettt ittt ettt enneenans
Assurances Generales de France AGE ... ...ttt ittt ittt iiiiiinnenennn
[0 o = o= B 67 < =T
Guardian Royal ExXChange PlC. ...ttt ittt ittt ittt ittt in et enenas
Koelnische RUeCkvVersicCheruUngs AG ...ttt ittt ittt ettt te e teaeeneeenennneeneens
Pohjola Insurance CoO. Ltd. ..ttt ittt ittt ittt teeeneeeneeeneenenneenas
Pohjola Insurance CoO. Ltd., A ittt ittt ittt ittt et et eeeeaeaeaeaeaeaenenenens
4 2 O s T
Reliable Life INsSUXANCE CO., B ittt ittt ettt e e te et teeeeeaeeeeeeaeeeaeeneseaeenennn
Royal & Sun Alliance Insurance GroUP PlC. ...ttt ittt tnttnneeeeeeneenaeenennn
Sampo Insurance CoO. LEd., A .ttt ittt ittt ettt ettt e ettt na et eneeneeneenas
ST 00
2B e T = o 1= ol
Twentieth Century Industries California .........iiiiiiiiiiiiin ittt inineinenenas
alUnion Assurances Federales S ...ttt ittt ittt tnteeeeeeeeneneneneneninenenens

Leisure & Tourism .9%
Gaylord Entertainment Co., A .ttt ittt ittt ittt entneneneneneneneeenas
La QUINEA TINNS TIC . it vttt ettt e et e ettt et e e et e ee e e teeeeeaeeeeeeaeeeaeeeesenneneens

Machinery & Engineering 3.3%

AMUN T EE S AB ittt ittt ettt ettt e
2 2N
RAUMA OF ittt i it i ittt it ittt et ie sttt i e e
ST o Y o B O o
TriplexX LIoyd PlC. ittt ittt ittt ittt ettt ettt ettt aeaeeee e eneneneneneneneeenas
B ol B < T =

Merchandising 2.5%

aBJ's Wholesale Club INC. ...ttt ittt ittt ittt teteeetineneeeaenenenennns
ADXESS BAIN I C. ettt ittt ittt ettt e eeeeeeaeeeeeeeeeeenennenanaaseeeeeeeennnnnnneees
30 =
AF00d Lion TNC. ; B tttiiiitt ittt ettt ettt eeeeeeeeeeeeeeeeeneeeeeeseeeeeeeennnneeens
= e T = = 1 o
F=0 2 () 111 o Y= = T I o L
aNine WeST GIOUD IIC. vttt ittt ittt ettt ettt ettt ettt teeeeeeeneneaenenenenenenenens
Vendome LUXUTY GroUP PlC. .ttt ittt ittt ittt ittt eeneeens

Metals & Mining .6%
aStillwater MININg CoO. vttt ittt ittt et et ettt ettt et e e
F 13 02 G o o < T

Miscellaneous Materials & Commodities .1%
De Beers/Centenary Linked UnitsS, ADR ..t tuittnttnttneeneeneeneeneeneeeneeneenenn

Multi-Industry 12.5%
AKET RGI RS, A ittt ettt ettt et tte tte ettt ittt ittt e
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United States
United States
United States
United States
United States
United States
United States
United States
United States

United Kingdom
United States
United States

United Kingdom
France

United States
United States
United States
France
United States
United Kingdom
Germany
Finland
Finland
United States
United States
United Kingdom
Finland
France
Denmark
United States
France

United States
United States

Sweden
United Kingdom
Sweden
Finland
Finland
United States
United Kingdom
United Kingdom

United States
United States
United Kingdom
United States
United States
United States
United States
United Kingdom

United States
United States

South Africa

Norway

24,160
5,000
60,000
36,246
11,378
113,500
40,000
30,000
54,613

131,612
75,000
30,000

250,000
6,416

1,020
2,901
18,700
35,000
35,000
85,000
258
10,000
5,000
24,100
2,000
90,866
22,000
8,900
1,828
2,500
2,283

8,333
80,000

9,000
110,000
25,000
56,500
28,500
100,000
82,777
190,000

22,000
10,000
50,000
45,000
20,000
25,000
75,000
100,000

64,900
16,000

13,000

39,500

540,580
63,750
933,750
709,057
118,042
1,858,563
430,000
733,125
1,317,539

1,615,753
2,550,000
1,554,375

$ 884,821
323,012

290,445
156,835
643,981
1,854,532
1,006,250
453,702
236,631
370,697
187,183
799,819
227,000
910,331
726,712
425,591
346,824
65,000
299,671

234,638
732,575
215,683
861,622
444,561

2,743,750
370,463
862,814

690,250
283,750
157,667
371,250
537,500
196,875
1,945,313
781,763

1,087,075
190,000

$ 712,339


http://www.secdatabase.com

AkeTr RGI ASA, B ttttttiiiie ittt
Bulten AB, B it iiitttinennneeeeaneeennnn

CGIP-Compagnie Generale Industrie de Participation ........... ..o,

Cie Financiere Richemont AG, A ..........
CusStos AB, A. .. iiiiiitintinnteinnennnnnns
CUSEOS BB, Bttt ittt tt ittt eeeeennnns
Empire Co. Ltd., A...iiiiiiiinnnennnns
Financiere Et Industrielle Gaz Et Eaux SA
Gendis INC. ;, A ittt et ieeteneeeeeanan
aGTI Holding NV ...ttt iiiiiiinnnnnns
Harcourt General INC. .........covuieuun.n.
Hogg Robinson PlC. .....ieiiiiiniinnnennn
Industrivarden AB, A ...ttt
Investor AB, AL ittt ittt neeenneeeennnns
Investor AB, B ..ttt ittt ittt
INVik & CO. BB, Attt ittt e teeeeeneennnens
InVik & CO. AB, Bttt itittiinnnneeneeenn
Kansas City Southern Industries Inc. ....
Kinnevik AB, B t it iitiiiitietteeeeeennnnn
Lagardere S.C.A.
Marine Wendel SA.......uiiiiiiinnnennenns
Montaigne Participations et Gestion SA ..
aMontedison SPA ... i i e
Sophus Berendsen AS, B .......ciiiiiunnn.
Ste Eurafrance ..........ciiiiiiiiiiiiann.
Ste Generale de Belgique SA .............
Tomkins PLC. ittt ittt i

Real Estate 5.0%

Ambassador Apartments Inc.
Berkshire Realty CO. .«.iiiiiiiinenennnnn
aCastellum AB . ...ttt

First Union Real Estate Equity & Mtg. Investments, SBI ........iiiiiiniinnnennnnn

aInsignia Financial Group InNC. ...........
LNR Property COrP. it nnnnnnnn
aLNR Property Corp., B ...
Mark Centers Trust .............coviva...
Prime Group Realty Trust ................
CRE Acquisition LLC ........iiiiiinnennnnn
SL Green Realty Corporation .............
Ste des Immeubles De France .............
Tower Realty Trust InC. ........couievnn..

Recreation & Other Consumer Goods 1.0%
EMI Group Plc.
aScientific Games Holdings COrp ..........

Telecommunications 1.5%

aCellular Communications International Inc
aCs Wireless Inc.
Koninklijke Ptt Nederland NV ............
Telephone & Data Systems Inc. ...........

Transportation 2.2%

Florida East Coast Industries Inc. ......
aFritz Companies INC. ...iiiiiiiinnnnnnnns
cGolden Ocean Group Ltd., wts. ...........
alandstar System INC. ....iueinieennennnnnn

Railtrack Group PlC. ...iiiiiiienenennnnn

Smit Internationale NV, fgn. ............

Tranz Rail Holdings Ltd. ................

Tranz Rail Holdings Ltd., ADR ...........

Utilities - Electrical, Gas & Water .3%
aCitizens Utilities Co., B ...,

Total Common Stocks, Warrants and Rights
Preferred Stocks .3%

Gerdau SA, pfd.
Houghton Mifflin Co., 6.00%, conv., pfd.

North Atlantic Trading Company Inc. , 12.00%, pfd.

Total Preferred Stocks (Cost $771,946) ..

(Cost $146,577,528)
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Norway
Sweden
France
Switzerland
Sweden
Sweden
Canada
France
Canada
Netherlands
United States
United Kingdom
Sweden
Sweden
Sweden
Sweden
Sweden
United States
Sweden
France
France
France
Italy
Denmark
France
Belgium
United Kingdom

United States
United States
Sweden
United States
United States
United States
United States
United States
United States
United States
United States
France
United States

United Kingdom
United States

United States
United States
Netherlands
United States

United States
United States
United States
United States
United Kingdom
Netherlands
New Zealand
New Zealand

United States

Brazil
United States
United States

71,940
34,500
3,561
1,035
68,900
41,540
2,600
484
62,300
28,000
15,000
60,000
3,900
13,000
35,000
1,500
5,500
170,000
36,000
24,870
7,585
317
650,000
12,350
950
8,300
90,977

75,000
64,800
32,000
80,000
40,000
28,000
39,000
30,000
50,000
272,776
20,000
4,059
50,000

115,000
50,000

20,000

309
31,000
15,000

3,000
20,000
515
20,000
131,576
10,200
10,000
75,000

70,000

3,500,000
20,000
5,291

1,170,549
312,850
1,278,019
1,125,885
1,483,885
878,943
39,572
208,687
926,402
701,502
821,250
251,774
218,580
633,635
1,705,941
67,066
245,910
5,397,500
596,229
822,320
862,032
104,025
582,759
2,036,734
386,724
759,413
424,344

1,542,187
777,600
318,392

1,300,000
920,000
661,500
921,375
270,000

1,012,500
272,449
518,750
243,466

1,231,250

1,012,500

935,000
3
1,293,418
696,292

$ 288,375
278,750
2,575
527,500
2,098,284
276,675
37,742
862,500
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PRINCIPAL

AMOUNT*

Bonds & Notes 2.3%

American Communication Services, Inc. , senior disc. notes,

zero coupon to 11/01/00, (original accretion

rate 13.00%), 13.00% thereafter, 11/01/05 ..ttt ettt et et e eeeeeeeeeeennnn United States 400,000 322,000
Boston Chicken, 15.25%, 6/01/ 15 ottt et teeteeeeeeeeeneeneeneeneeeeeennens United States 1,250,000 189,062
Computervision Corp., 11.375%, 8/15/90 ..ttt ittt ettt eae e iaeneanens United States 500,000 505,625
Computervision Corporation, 8.00%, 12/1/00 ...ttt ittt tnenetneeneeneennneannns United States 350,000 323,750
Consorcio G Grupo Dina, SA de CV, zero coupon, 11/15/02 ...t iininnennnns Mexico 100,000 90,500
CS Wireless Systems, Inc. , senior disc. Notes,

Series B, zero coupon to 3/01/01,

(original accretion rate 11.375%), 11.375% thereafter, 3/01/06 United States 1,125,000 298,125
Delco Remy International, 11.50%, 7/31/04 ..t inin ettt it tae e eeeanennnn United States 700,000 710,500
Dow Corning Corp., 9.375%, 2/1/08 .ttt ittt ettt it tee et tae e eeeenean United States 300,000 382,500
Global Ocean Carriers Ltd., 10.25%, 7/15/07, L144R ... ittt ittt iieiinnnnns United States 150,000 144,000
Globalstar LP, 10.75%, 11/1/04 ..ttt ittt ettt ettt aeaeeeaeeeeeeeeeeeneeeenens United States 200,000 196,000
cGolden Ocean Group Ltd., 10.00%, 8/31/0L .t iiunetneemeeneeneeneeneeneenneenennn United States 250,000 205,000
North Atlantic Trading Company Inc. , 11.00%, 6/15/04 ...t tineeenennnnnnn United States 100,000 104,250
Olivetti International NV, 3.75%, conv., 12/31/99 ...ttt iinnnnnnn Italy 680,000,000 ITL 426,682
aPeoples Choice TV Corp., senior disc. Notes, 13.125%, 6/01/04 ... c.uiuiineennnnn. United States 500 180,000
Sassco Fashions Ltd., 12.75%, 2/15/05, W/d &t iuin ittt et ieeeeeeeeeenenens United States 119,414 124,788
TFM, SA de CV, 10.25%, 6/15/07, LAAR ittt ittt it ettt ettt Mexico 250,000 257,500
TFM, SA de CV, zero coupon to 6/15/02,

(original accretion rate L11.75%), 1l.70% . . ittt ittt ittt it ine e Mexico 300,000 191,250
thereafter, 6/15/09

Total Bonds & Notes (COSt $4,423, 087 ) ot uuitim et teeeeeeeeeeeeneeeeeeneeeneeneenn 4,651,532
Bonds & Notes in Reorganization 1.1%

Buenos Aires Embotelladora SA, bank Claim ......iiiiiiiinnteeeeeeeeeeeeennnnaeenns United States 890, 634 623,444
Eurotunnel Finance Ltd., Bank Claim:

o= o Yo o = P United Kingdom 50,000 XEU 28,566
B o= o e o P United Kingdom 860,000 GBP 748,588
Ionica Plc., 15.00%, 5/01/07 ittt et et e et e e et e et e e et e e e e e e e e, United Kingdom 750,000 303,750
Mercury Finance Co., Commercial Paper:

I United States 11,526 9,566
L United States 5,243 4,352
L United States 14,682 12,186
S0 United States 8,389 6,963
L S United States 12,584 10,444
Mercury Finance Co., Bank Claim, MTN:

T 2%, 6729700 ittt et e e et et e e United States 189,953 $ 157,661
B L5%, 5/ LA/ AT e e e e e e e United States 275,173 228,393
Total Bonds & Notes in Reorganization (Cost $2,154,121) ...ttt einnneennnns 2,133,913
Total Long Term Investments (Cost $153,927,282) ..t itin it nteeeeeeeeeeneaeaenns 164,724,333
dShort Term Investments 15.3%

Federal Home Loan Bank, 5.37% to 5.48%,

With maturities Lo 1/23/08 ittt ittt ittt ettt et ettt aeaaeaa e United States 3,400,000 3,395,605
Federal Home Loan Mortgage Corp., 5.46% to 5.64%,

With Maturities €0 2/13/08 ittt ittt ettt ettt ettt ettt United States 5,600,000 5,577,985
Federal National Mortgage Assn., 5.355% to 5.650%,

With MatUurities T0O 4/22/08 ittt ettt ittt ettt et ettt et e aeaeaeaeaeeeeaenns United States 21,500,000 21,336,534
Total Short Term Investments (Cost $30,626,808) .ttt it eeeeeeteeneennenn 30,310,124
Total Investments (Cost $184,554,180) 98.2% i ittt eneeeeeneeeeeeneeennnannn 195,034,457
Net Equity in Forward COntracths ...ttt ittt ittt ettt ettt et aeaeaeaeaeneaens 1,125,546
Other Assets, less Liabilities L1.8% ittt it teneeeeeeeeeeneeeeeeneeeneenennn 2,492,759
Net ASSets 100.0% ittt ittt et e et et et e et e et e et ettt e e e e e e e e e e $198,652,762
See currency abbreviations on page 147.
*Securities traded in U.S. dollars unless otherwise indicated.
aNon-income producing.
c See Note 8 regarding restricted securities.
dSecurities are traded on a discount basis; the rates shown are the discount
rates at the time of purchase by the Fund.
FRANKLIN VALUEMARK FUNDS
Statement of Investments, December 31, 1997

SHARES/

Mutual Shares Securities Fund COUNTRY WARRANTS VALUE
<S> <C> <C>

Common Stocks and Warrants 73.4%

Aerospace & Military Technology 1.6%

=TT I o Lo J 7o 2 United States 33,450 $ 1,636,959
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203 LD 20T o o United States

Lockheed Martin oD . vttt ittt ittt e ettt ettt ettt ettt e et et eneeneeeneenneeneens United States
NOXrthrop Grumman CoOXP. vttt ittt ittt ittt et et eneeseeeneeneeeneenneeneeeneennns United States
RAVEREON oL, A it ittt it ettt ettt ettt ettt ettt e e e e e e United States

Appliances & Household Durables .5%
Black & DeCKET COT P . ittt ittt ittt ettt et ettt ettt et e ettt United States

Automobiles 1.4%

General MOtOILS COTP. vttt ittt ettt enee e eeeeeeeeaeseneneneneneneneneneneeenas United States
Regie Nationale des Usines Renault SA ...ttt ittt ittt teneeeeeeneenneenennn France

Banking 3.8%

Chase Manhattan CorP. ittt ittt ittt ittt ittt ittt ittt et it ittt en et eneenas United States
30 R ) o I o) o N O o T United States
Fleet Financial GIroUP INC. ettt ttiutineeneeeneeeneeneeeneenneeneeeneeneeeneenas United States
D o o N = 1= 0 o B O United States
20 N GR = T= o o =2 United States
Wells FArgo & CoO. ot ittt ittt ittt et ittt et e ittt it teteteneneneneneaenenennns United States

Beverages & Tobacco 5.5%

B.A.T. IndUSEILIes PlC. ittt ittt ittt ettt et ettt ittt ettt neaeaeeenenenenenens United Kingdom
LI = 1T @ T = o United Kingdom
Gallaher GroUP PlC. ittt ittt ittt ittt ittt ittt ittt et et ittt in et United Kingdom
Gallaher GroupP PLC., BADR ittt ittt et ittt i et et tete e s eeeeeeeeseneeeeeeneenneeneens United Kingdom
Heineken HOLdIng NV, A ittt ittt ittt ettt ettt teeeeeeneenneeneeeneenneeneenn Netherlands

Philip MOTTIS COS. IMC. v ettt itit et ettt te e e et te e teeeeeeeaeaeaeaeaeaeeenenenens United States
RJIR Nabisco HOLAINGS COTP . vttt ittt ettt ittt ittt ittt aeeeeeeneneneneneneneeenenas United States
UST LN C e ettt ettt ettt ettt e et aeeseeneeeseeneeeneeeseeneeeseeneeeneenneeneenns United States

Broadcasting & Publishing 9.3%

Comcast COTXP., SPECIAL A ittt ittt ittt ittt ettt ettt ettt ittt e United States
Daily Mail & General TrusSt PlC., A ..ttt ittt ittt ineennennenn United Kingdom
DOW JONES & CO. IMC. ottt ittt it ittt ettt ittt et teie e teaesesenenenenenenenenenenens United States
DUN & Bradstreel CorD. ittt ittt ittt ettt et ettt ettt et ee e eenaeeneeeeeeneeeneenas United States
HoUGhtTon MIfflin CoO. ittt ittt ittt ettt e e et e et e et et et e e et aeeeeeeeeeeeeeaeaanan United States
Readers Digest AsSsoCIiation INC., A ittt ittt ittt eeneneneeeeeeeneneneeenas United States
S o i I o = T o United States
aSFX Broadcasting InC., A ittt ittt ittt ettt ittt ine e United States
S0 = 1 o X T Canada
TIMe WATNET INC. vttt it ittt ittt it ettt ee et tete i e aeaeneneneneneneneneeeneeenan United States
United News & Media PlC. ittt it ittt ettt ettt et aeeeeeeeaeeeeeeeeeeeneaeeennn United Kingdom
AUS WeST MEdia GIOUD vttt it it ot te et et e e e ee e e eeeeeeeeeeeeneneaeaeaeneeenenenens United States
aValassis Communications INC. .ttt ittt ittt ine e eneennennennns United States

Building Materials & Components 1.0%
aBAmerican Standard COS. IIC. vttt et eeneeneeneeneeneeneennennennss United States
JONNS=MaANVI11e COTP. vttt ittt et e ettt ittt ettt e teeeeeaeeeneneaeneneneeenenenens United States

Business & Public Services 1.3%

@Y ot o s < Rl Canada
Moore Corp. LEd., ORD .ttt ittt ittt ittt ittt it eneeeneeeneeneeeneeneeeneenns Canada
Suez Lyonnaise des EAUX SR ittt enteeeeeeeeenenenenenenenenenenens France

Chemicals 1.9%

General Chemical GIOUP INC. ittt ittt eneeeeaeseneneneneneneneneneeeeenas United States
Morton International INC. ...ttt ittt eneeeeeeteneneneneneneinenenens United States
L8 e 5 o o T o = United States
RONM & HAAS CO. vttt it ettt it it ettt et ettt ettt it ettt ittt taetaetne e e ennenns United States

Construction & Housing .3%
Martin Marietta Materials INC. ...ttt it ittt ittt ittt enennns United States

Data Processing & Reproduction .6%
i o= A T w1 s = T United States
£ 01 [0 0 < United States
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42,000
25,000

5,000
10,255

50,000

55,000
78,550

28,000
71,000
52,000
15,000
20,000

6,000

305,867
125,000
360,000

18,500

10,600
100,000
100,000
135,000

50,000
25,300
76,500
14,000
70,000
40,000
60,000
20,000
150,000
53,000
123,020
390,000
50,000

80,000
100,000

38,200
50,000
32,000

25,000
75,000
70,000

8,500

30,000

38,000
42,500

1,047,375
2,462,500
575,000
505,700

2,209,606

3,066,000
3,638,750
3,896,750

909,375
1,141,250
2,036,625

2,785,495
1,146,572
1,909,736

395,438
1,631,050
4,531,250
3,750,000
4,986,563

1,578,125
836,228
4,107,094
433,125
2,686,250
945,000
2,906,250
1,605,000
2,860,292
3,286,000
1,388,036
11,261,240
1,850,000

3,065,000
1,006,250

577,775
752,248
3,541,082

$ 668,750
2,578,125
3,281,250

813,875
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Electronic Components & Instruments .3%
Fisher Scientific International INC. ...ttt ittt ittt ittt

Energy Equipment & Services 2.5%

aNODle Drilling COLP . o« vttt eneneneneneneneneneeeeeeeeeenenenenenenenenenenens
aReading & Bates CoOrD. vttt ittt ittt ittt ittt ittt ittt ettt e e e
AROWAN COMPANIES TIC. 4ttt ittt ettt ettt et ee e aeeeeeaneeeaeeneesneeseeeneeneeeneenas
Transocean Offshore INC. ...ttt ittt ittt ittt ettt ittt it it
aUnited Meridian CorD . et i it ittt ettt ettt ettt ettt ettt ettt e aeaeeeaeeneaeeenn

Energy Sources 5.8%
Imperial O1l LEd. .ttt ittt ettt ettt ettt et ettt
Kerr MCGEE COT P vttt ittt ittt ettt ettt nnnnsneeeeeeeeeeennnneneeeeeeeeeennnnnnneees
Noble Affiliates ImC. .ttt ittt ittt it ettt ittt ittt ene e ennennns
ANUEVO ENErgy CO. ittt ittt it ittt ittt ittt teneeeneeneenneeneeeneenneeneenns
2 0 A1« 3 G T
Saga PetrOleUm AS, B it ittt ittt ittt ettt ettt ettt e e e
a Santa Fe Energy ReSOUICES INC. vttt ittt ennnnneeeeeeeeeeennnneeeeeeeeeeens
Sell Transport & Trading CoO. PlC. ittt ittt ittt ettt ettt eeaeaeaeaeaeaenanenens
Societe Elf AQUILAne S ottt ittt it ittt ettt ittt ettt ettt
TI1deWater TINC. vttt ittt ittt ettt e et ittt ettt ettt te et aeneneneneneneneneneneeeeenas
Union Texas Petroleum Holdings Inc.

Financial Services 5.9%

Advanta CorP., B ittt it it ettt e e e e e e
Beneficial Cor P . vttt ittt ittt i i e e et e e e e e e e e e e
1 O € ol ) 5 < T 1 o
a Cityscape Financial CorpD. ettt ittt ettt ettt teeeeneenneeneeeneeneeeneenas
e g T =S 15 e
cLaser Mortgage Management TIC. .ttt eeennennennneeeeeeeeeennnneeeneeeeeenns
Lehman Brothers Holdings INC. ..ttt ittt it titeineneeneeneeneennennenns
Morgan Stanley, Dean Witter DiSCOVET & CO. it ittt ittieeeneeneeeneeeeeeneenneeenns
PoWeTr FiNanCial CoOr . et ittt ittt te ettt et e et eneeeeeeneenneeneeeneeneseneenas
Providian Financial CorD . v tiitiii ittt ettt eneeeeeeneenneeneeeneeneeeneenas
United Asset Management CoOTP. ittt et oot eeeeeeeeneaeeneeeeeneneneeenas

Food & Household Products 2.7%

Cadbury SCRWEDPES PlC. ittt ittt ittt ettt ettt ettt ettt ittt
Nabisco HOLAINGS CoOTP ., B ittt ittt et ettt et et e ettt teeeeeeeeeneaeaeeeaeaenenenens
U.S. INAUSELLIES INC. vttt ittt it tte ttetie ittt it ettt it iaeiae e e e ennennnn
V2= o B N 0

Forest Products & Paper 1.9%

= T o o S o Y
Champion International COIXP . .ttt ittt ittt eneneneneneeenas
Forest Products & Paper (cont.)

Greilf Brothers Corp ., A ittt ittt ittt ettt e ettt ettt ettt e e
LongView FibDre CO. vttt it ittt ettt ettt ettt ettt et et et et e ettt
SE. JOE PaAPCT COT P vttt ittt ittt eennnnneeeeeeeeeeenennnseeeeeeeeeensnnnnnneeeeeeenns
Temple TNl1and INC. ettt et eeneneeneenneeneeeneenseeneeeneenseeneenseeneenneenaees

Health & Personal Care 4.4%

S o T I o
aApria Healthcare GIrOoUP IMC. ettt et oo eneeeeeeeeeenenenenenenenenenens
aBeverly ENterpPrises IINC. e ututuentn oo eneeeeeeeeeenenenenenenenenenenens
aFoundation Health SysStems, A ..ttt ittt ettt ettt ettt ettt e eeeeeeeaneenas
aMaxicare Health Plans INC. ...ttt ittt ittt ittt ittt enenenens
aMid-Atlantic Medical ServicCes INC. ..ttt eneeneeinnennennennenneenss
a0Oxford Health Plans IMNC. ...ttt ittt ittt ittt ittt ettt iaeaenenenenenenens
aPacificare Health Systems INC., B ittt ittt tteeeeeeeenenenenenennenenens
aPacificare Health Systems INC., B ..ttt ittt it ittt tninenenens
aParagon Health NetwWorKks TnC. ..ttt ittt ettt ettt ettt ettt et eeeeneeaneeneenas
APNATMETrICaA INC. it ittt ittt ittt et it ittt ettt ettt e e e e e e,
aTenet HealthCare CoOr D . vttt ittt ittt ettt ettt eneeeaeeneenneeneeeneeneeeneenas

United States SUTLGICal CoOrP . ot ittt ittt ittt ettt ittt et eeeeeeaeeeeeeeeeneneneeenan
£ 7/=3 0 oo B a1 o Lo

Industrial Components 1.7%

{03 = = ol = Y
AITT INAUSELLIES TG . vttt ittt ittt it ittt it ettt it ettt it teeiaeine e eneennennennns
LUCAS Vardty PlC. ottt ittt it ittt ittt ittt ittt ittt ettt ittt ettt
LUucas Varity PLC., ADR .ttt ittt ittt et et ettt ettt ea ettt teneeeeeeaeeeaeenenns
A0WENS—I11IN01S IMC. vttt ittt ittt it it ittt ittt ittt ittt e e e e
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United States

United States
United States
United States
United States
United States

Canada
United States
United States
United States
United States

Norway
United States

United Kingdom

France
United States
United States

United States
United States
United States
United States
United States
United States
United States
United States
Canada
United States
United States

United Kingdom
United States
United States

Netherlands

United States
United States

United States
United States
United States
United States

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

United Kingdom
United States
United Kingdom
United Kingdom
United States

25,000

45,000
45,000
71,300
27,000
100,000

30,000
40,000
37,500
25,000
50,000
89,300
277,100
158,300
46,000
15,000
30,000

100,000
29,000
25,000
12,000
50,000

220,000
11,000

105,000

5,000
2,100
204,000

103,270
100,000
75,000
32,672

30,000
50,000

5,000
60,000
19,000
15,111

30,000
135,000
60,000
125,470
82,500
15,000
10,000
35,000
24,500
36,950
27,306
20,000
62,500
75,000

100,000
75,000
1,080,000
10,300
7,800

1,193,750

1,378,125
1,884,375
2,174,650
1,301,063
2,812,500

1,918,125
2,532,500
1,321,875
1,018,750
3,340,625
1,356,149
3,117,375
1,147,836
5,350,170

826,875

624,375

2,537,500
2,410,625
806,250
6,000
1,771,875
3,190,000
561,000
6,208,125
174,941
94,894
4,985,250

1,026,119
4,843,750
2,259,375
2,336,419

1,333,125
2,265,625

$ 167,500
911,250
1,719,500
790,494

2,116,874
1,814,063
780,000
2,807,390
897,188
191,250
155, 625
1,758,750
1,283,188
722,825
283,300
662,500
1,832,031
1,832,813

1,227,664
2,353,125
2,406,714
359,213
295,913
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Insurance 3.1%

202N Yo o = o O
American GeNETAl COTP. ittt eneneeeeeeeeneneneneneneneneneeeeeeaeeenenenenns
X0 O 0y T
Argonalt GrOUD INC. ittt ittt it ittt et ettt eeeennnneeeeeeeeeeennnnseeeeeeeeennnnnas

Fund American Enterprises Holdings Inc.

Selective INSUTrancCe GIOUDP INC. ittt ittt te e e e eeeeeeeeneasaeaeaeeeeenenenens

Twentieth Century Industries California

180 B 5 0 o Y
Western National CorpP. ittt ittt ittt ittt ittt ittt enenenenens

Leisure & Tourism 4.0%

aCircus Circus ENterprises INC. ..ttt ittt ieeeeeeenenenenenenenenenenens
Hilton HOTLELS COrP . ittt ittt ittt ittt ittt ittt ittt eineneneneneeeennas
L 0 o
AMGM Grand I C. it ittt ittt ittt it ittt ittt ettt e e e e e e

Machinery & Engineering .5%

Briggs & Stratton CorD . i vttt ittt ettt ettt et ettt ettt ettt
New Holland NV .ttt it ittt ettt ittt ittt it et e e

Merchandising 1.3%

AMErican STOTES CO. vttt ittt ittt ittt ittt ittt ittt ittt ittt
s N a5 o Y
2L T o T ol o N G

Metals & Mining .8%

Aluminum CO. Of AMETiCa .ttt ittt it ittt ittt ittt
Y O Y
Reynolds Metals Co. ittt ittt ittt et et et et eeea it eenenanens

Multi-Industry 3.9%

Harcourt General IMC. ...ttt n et ieteneneneneneneneneneneneeeenenenens
INVESEOr AB, A ittt ittt ettt ettt ettt e e e e e e e e e e e e
INVESTOr AB, B it i it i ittt et et e e et et et e et et et
BE= e £ o T o T
McMillan Bloedel Litd. .ttt ittt ittt it ittt ittt it tae ittt
Power CoOrp. OFf Canada vttt ittt ittt ittt ettt eeeeeneenneeneeeneeneenneenas

Real Estate .6%

o D = o o L = 1 o ¥
alnsignia Financial GIrOoUP IIC. vttt oo e eneneeeeeeeeeeesaeneneenenenenenens
Reckson AssocCiates Realty CoOrP. ittt ittt tneeeeeeeeeeneneneneneneneneneeenas

Telecommunications 4.4%

a360 Degrees Communications COMPANY . vttt ettt eneeeeeeeeeeaenenenenenenenens
ACS WArElesSS IMC. vttt ittt it ettt ittt it ettt te e te it e ie e ieeineine e ennennennennns
aGeneral Motors CorpP., H it ittt ittt ittt ittt
aLloral Space & Communications LEd. ...ttt ittt ittt teteneeeeeeeneeneeeneenas
MCI CommMUNICATIONS COTP . ottt ittt ettt ettt e et ettt ta et eeeeeeeseeeneeeneenesnneenans
S a5 5 o o =3O

aTelecommunications Inc.- TCI Ventures

Telephone & Data SYSLemMS TNC. vttt ittt ittt eenneeneeeneeneeeneenneeneeeneenneas

Transportation 2.1%

Burlington Northern Santa Fe Corp. .ttt ittt ittt eeeeneneneneneneneneeenas
Florida East Coast Industries InC. . ...ttt iieineeneennennennennenn
aGolden Ocean Group Ltd., WES. ittt ittt ittt ittt ennnenns
RA11Erack GroUp PlC. ittt ittt ettt it ettt et e et ettt ettt e et tea e eneenennn
D o o T O ay T

Utilities - Electrical, Gas & Water

L T R 0 o

Total Common Stocks and Warrants (Cost $260,174,159
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United
United
United
United
United
United
United
United
United

United
United
United
United

United

States
States
States
States
States
States
States
States
States

States
States
States
States

States

Netherlands

United
United
United

United
United
United

United

States
States
States

States
States
States

States

Sweden
Sweden

France
Canada
Canada

United
United
United

United
United
United
United
United
United
United
United

United
United
United

States
States
States

States
States
States
States
States
States
States
States

States
States
States

United Kingdom

United

States

Canada

2,550
7,252
42,300
51,206
25,000
6,000
16,200
20,000
58,000

116,500
150,000

60,000
105,000

25,000
30,000

105,000
15,000
125,000

4,000
110,000
32,000

35,000
119,200
93,100
40,462
50,000
25,000

8,000
65,000
10,000

125,000
618
12,000
75,000
100,000
18,000
154,000
63,400

14,000
12,500
935
233,152
32,000

120,000

6,642,629

726,113
392,061
2,479,838
1,734,603
3,025,000
162,000
421,200
1,292,500
1,718,250

2,388,250
4,462,500
4,972,500
3,786,562

1,214,063
793,125

2,159,063
528,750
2,546,875

$ 281,500
1,072,500
1,920,000

1,916,250
5,809,946
4,537,803
1,337,865
519,576
895,700

726,500
1,495,000
253,750

2,523,438
5

443,250
1,607,813
4,281,250
1,055,250
4,360,125
2,952,063

1,301,124
1,201,563

4,675
3,718,148
1,876,000

284,482,419
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Preferred Stocks
North Atlantic Trading Company Inc., 12.00%, pfd. (Cost $132,712) ......uivunennn. United States 5,291 142,857

PRINCIPAL
AMOUNT*
Bonds & Notes 2.4%
<S> <C> <C>
American Communication Services, Inc., senior disc. notes,
zero coupon to 11/01/00,

(original accretion rate 13.00%), 13.00% thereafter, 11/01/05 ... uuiiuneunennnnn United States 700,000 563,500
Boston Chicken, Inc., cvt., zero coupon, 6/01/15 ..t ietinin e e eneeennnnenns United States 1,850,000 279,813
Computervision Corp., 11.375%, 8/15/90 ittt et eaeeteeeneanens United States 500,000 505,625
Consorcio G Grupo Dina, SA de CV, zero coupon, 11/15/02 ... eineinnennnnn Mexico 175,000 158,375

CS Wireless Systems, Inc., senior disc. Notes,
Series B, zero coupon to 3/01/01,

(original accretion rate 11.375%), 11.375% thereafter, 3/01/06 ....uuiiuienennnnn United States 2,250,000 596,250
Delco Remy International, 11.50%, 7/31/04 .. iutitmeeeteette e eneeeeeeneennnn United States 1,300,000 1,319,500
Dow Corning Corp., 9.375%, 2/1/08 .ttt ettt ettt eeeeeeeaeeaeeaeeeneeeennan United States 550,000 701,250
Falcon Building Products Inc., 10.50%, 6/15/07, 144R ...ttt tnneeenenneennnn United States 1,000,000 662,500
Global Ocean Carriers Ltd., 10.25%, 7/15/07, L144R ..ttt ettt teieaannns United States 250,000 240,000
Globalstar LP, 10.75%, 11/1/04 ..ttt ettt ettt et ettt e e e ettt tesesnenenn United States 300,000 $ 294,000
c Golden Ocean Group Ltd., 10.00%, 8/31/01 ...ttt ittt eeeeeeaenenaaens United States 450,000 369,000
Ivax Corp., 6.50%, CONV., L11/15/0L i ituieue ettt tnetneeneeaeeneeneeneeeneeennenns United States 370,000 317,275
North Atlantic Trading Company Inc., 11.00%, 6/15/04 ...t neeeennnnnnnnn United States 100,000 104,250
Olivetti International NV, 3.75%, conv., 12/31/99 ...ttt titineininnennnns Italy 1,170,000,000 ITL 734,144
a Peoples Choice TV Corp., senior disc. Notes, 13.25%, 6/01/04 ......viiiniiennnn United States 500 180,000
Sassco Fashions Ltd., 12.75%, 2/15/05, W/1 ittt ittt ittt United States 199,023 207,979
Specialty Foods Corp., 11.25%, 8/15/03, B it uutittnttneeneeneeneeneeneeneeneeennnn United States 800,000 752,000
TFM SA de CV, 10.25%, 6/15/07, L44R ..ttt ittt ettt ettt iianeeeen Mexico 250,000 257,500
TFM SA de CV, zero coupon to 6/15/02, 11.75%, 6/15/09 .t eineinennnnnnns Mexico 600,000 382,500
Uniforet Inc., 11.125%, 10/15/06 it tn e e ee e eeeeeeeeeeaeeneeneeneeneennns Canada 500,000 477,500
Wavetek Corporation, 10.125%, 6/15/07, L144A ..ttt ittt ittt it United States 500,000 515,000
Total Bonds & Notes (CoSt $9,510,4386) .t uiiutiie e eeeeeeneeeeeeneeeeeeeeeenennnnn 9,617,961

Bonds & Notes in Reorganization 1.3%
Barney's Inc.

=L St 0 I United States 2,500,000 912,500
8328, B/ 15/00 . i it e e e e e e ettt e e e United States 1,000,000 365,000
Dow Corning Corp., bank Claim ... ..ttt ittt ittt ettt tta et teeeeeeneeeneenas United States 100,000 123,500
Eurotunnel Finance Ltd., Bank Claims:

B o= o Yo o = P United Kingdom 84,000 XEU 47,991
B o= o e o = United Kingdom 1,540,000 GBP 1,340,493
Tonica PLlC., 5/01/07 vttt ittt ettt e e e ettt e e e e e e e e United Kingdom 1,350,000 546,750
Mercury Finance Co., Commercial Paper:

G L United States 23,052 19,133
L N United States 10,487 8,704
L N United States 846,395 702,508
L= R I United States 29,363 24,371
L L N United States 16,778 13,926
L N United States 25,167 20,899
Mercury Finance Co., Bank Claim, MTN:

T 2%, 6729700 ittt et e e e e et e e United States 316,588 262,768
ST G L N e United States 529,684 439,638
Total Bonds & Notes in Reorganization (Cost $4,433,524) ...t ineenenns 4,828,181
Total Long Term Investments (Cost $274,250,83L) ..t itin ittt eeeeeeeeeeneaeaannn 299,071,418

dShort Term Investments 23.3%
Federal Home Loan Bank, 5.37% to 5.55%,

with maturities o 3/720/ 98 ittt ittt et ettt e e 20,500,000 20,390,768
Federal Home Loan Mortgage Corp.,

5.46% to 5.63%, with maturities to 2/17/98 ...ttt it ettt 9,835,000 9,781,908
Federal National Mortgage Assn.,

5.355% to 5.650%, with maturities to 4/27/98 ...ttt ittt 60,705,000 60,190,868
Total Short Term Investments (Cost $90,338,555) vt iii i tn ittt et eeeneenaenn 90,363,544
Total Investments (Cost $364,589,386) 100.4% i i iiienteeeteneeeeeeneeennnnennn 389,434,962
Securities SOld ShoOTt (c2) & v ittt ittt ittt et ettt teeeeeeeeeneeeeeeneaeeeeneenns (907,500)
Net Equity in Forward Contracts .28 . ...ttt ittt ittt ittt inenenens 686,688
Other Assets, less Liabilities (c4) 8 v ittt ittt eeeeeeeeeeeeeeeeeeennnaennes (1,426,818)

Net Assets 100.0% ..ttt i ittt it it ittt ittt e e it

Securities Sold Short
ISSUER COUNTRY SHARES VALUE
aWorldcom Inc. (proceeds $983, 153) 1ttt ittt ittt ittt ettt ee e eeeeeeeaeaaens United States 30,000 $ (907,500)

See currency abbreviations on page 147.
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*Securities traded in U.S. dollars unless otherwise indicated.

aNon-income producing.

cSee Note 8 regarding restricted securities.

dSecurities are traded on a discount basis; the rates shown are the discount
rates at the time of purchase by the Fund.

Franklin Valuemark Funds
Statement of Investments, December 31, 1997

Natural Resources Fund

<S>

bCommon Stocks and Warrants 93.7%
Papua New Guinea
Chemicals 7.8%

LN e = Y= 1 o Yo
AVEry DenNisSOn CoOTP. ittt ittt et eeaeneneneneneneneneneneeeeeeaeeenenenenns
J= S oA D ICYo el oY B o WS 5 o Y
HANNA (MoB . ) COt ittt ettt ettt ettt ettt eee e es e eeeeeeeeeeeeeeeeeeeneeeeeeneennnnes
IMC Global, TNC . vttt ittt ettt e e eeeee e eeeeeeeeneeeeeeseeeeeeenenenaaeeeesseeeennnnns
Potash Corp. of Saskatchewan, Inc.
2 et = T 5 o
Sigma-Aldrich CorP. .ttt e i i e et e e

Environmental/Engineering & Construction/Capital Goods 2.2%

AAtChInson Casting CorP . vttt ittt it ittt ettt ettt ettt ittt ia et
aDenison International, PLC. BADR ..ttt ittt eneeeneeeeeeeeeeneeeeeeneeneeeneeeas
A0WENS =T 1 1dN01S, M.t 4ttt ittt ettt eeeeeeeeeeneeeeeeeeeeeeeeneneeeeeeeeeeeeennnnaeeens

Forest Products & Paper/Packaging 2.3%
Asia Pulp & Paper Co., Ltd., Sponsored ADR ... ..ttt enentenenenenenenenenenens
Crown COTK & SEaL L0t vttt ittt ettt et ettt ettt ettt ettt a et teaeeeeeeaesenaeneens

Metals - Diversified 4.3%

a AUstral Coal, Ltd. ittt ittt ettt ettt ittt ettt e e e e e
Freeport-McMoRan Copper & Gold, INC., ClasSs A ..ttt ettt neeneeeneeneneneenas
Pohang Iron & Steel Co., Ltd., Sponsored ADR ...t ttuietnneenneeneeneeeneenneenas
L2 o T 1 o i Y = I TR
Vale dO RiO DOCE, ADR 4ttt ittt et ee et teeeeeneeeeeeneeeeeeneeeeeeeeeeneeeeeeneeenns

Mining - Precious Metals 17.9%

AAbEer RESOUICES, Ltd. i it ittt ittt ittt eeeeeeeeeeeeeeeeeenaaeeeesseeeeeeennnneeens
Anglo American Platinum Corp., Ltd., ADR ...ttt et entnenaeaeeenenenenenens
Ashanti Goldfields Co., Ltd., Sponsored GDR .. ...ttt eneneneeeeennenenenns

aAsquith Resources, INC., L44R ...ttt ittt ittt ittt ittt et it
BarriCk GOLd COr . v ittt ittt it ettt ettt ettt et e et e et ettt e ettt e

ACanyon RESOUTCES COTP . vttt ittt it ittt tnnnsseeeeeeeeeeennnnneeeeeeeeeeennnnneeeees
Canyon Resources COIXpP., WaLTaNtsS ...ttt it tiitennnneeeeeeeeeeeeennnnnneeees
Compania de Minas Buenaventura, SA, Sponsored ADR, 144A ... ...ttt innenenennn
De Beers Consolidated Mines, Ltd., BADR ..ttt ittt teeeeeneenneeneeeneeneeeneeeas
Driefontein Consolidated, Ltd., Sponsored ADR ... ...cuituiuitnnenenenenenenenenenens

AEQUINOX ReSOUTCES, Nul.i ittt ittt ettt ittt ettt et ettt e aeeeeesaeeeeeenaeeeneeneenas
Euro-Nevada MIning CorD . c v vt i ittt ittt ie et ettt e teseeeeeeneseneeneeenesnneeneens
Franco-Nevada Mining Corp., LEd. ...ttt ittt ittt ettt eeaeaeaeaeaeneneaens

[ o s Tl @7 30 I i S

aMinefinders Corp., LEd. ...ttt ittt ittt ettt ittt et
Newmont Mining CoOrP. ittt ittt ittt ittt ittt ittt ettt enenens
Normandy MIning, LEd. ...ttt ittt ettt et ettt ettt ettt ee e eeeaeeeeennaeeans
PlacCer DOME, TN C . vttt ettt eeeeeeeennneeeeeseeeeeenenenaeeeeeseeeeeneeneneeeeeeeeeens

aStillwater MIning Co., 144 ..ttt ittt ittt ettt ettt ettt a ettt
Vaal Reefs Exploration & Mining Co., Ltd., ADR ...ttt titn ittt neeeeenenenenenens

0il Field Services 20.3%

ACore Laboratories, NV ittt ittt e et e eeeeeeneeeeeeaeeeeeeneeeeeeneeans
aDiamond Offshore Drilling, Inc.
= 1 ¢ Y
aFalcon Drilling Co., Inc.
aNorton Drilling Services, Inc.
AROWAN COS .y TN C . it ittt e ettt aeeoasoneseseeeeesessssseeeessessssseesssssnnnsseanes
ASTOLL COMEX SEaAWAY, S i ittt ittt ittt ittt ettt ettt eeeneeneeeneeneeeneeneeeneenas
0il Field Services (cont.)

15 B ¥ 1 T O oy Y
TideWAE T, Tl . ottt ettt e et te et e e eeeeeeeeeneeneeeeeeeeeeeeenneeeeeeeeeeeeeennnananees
aTransCoastal Marine Services, Inc.
Transocean OffShore, INC. ..ttt ittt ettt eeeeeeeeeeeeeeeeeeeeeeennnneeees
AUTT ENETY COT P vttt vttt tntteeeeeeeeennnnneeeeeeeeeeeennnnnseeeeeeeeeennnnnnneees
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COUNTRY

United States
United States
United States
United States
United States
Canada
United States
United States

United States
United Kingdom
United States

Indonesia
United States

Australia
United States
Korea
United Kingdom
Brazil

Canada
South Africa
Ghana
Canada
Canada
United States
United States
Peru
South Africa
South Africa
Australia
Canada
Canada

Papua New Guinea

Canada
United States
Australia
Canada
United States
Portugal

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

Canada
United States
United States
United States
United States

SHARES/
WARRANTS
<C>

28,000
24,000
15,000
30,000
17,000
10,000
25,100

5,000

24,500
35,500
17,100

75,000
20,000

2,937,000
38,718
29,800
68,429
30,500

76,500
67,179
86,330

565,600
52,895
210,000
105,000
72,800
40,000
124,500

1,480,000
58,200
39,900

329,500
275,700
32,755

1,568,952
82,800
32,300

109,000

53,400
43,000
50,000
22,000
90,000
30,000
15,700

54,200
15,000
60,000
45,000
18,000

VALUE

<C>

$ 392,000
1,074,000
915,938
757,500
556,750
830,000
1,129,500
198,750

754,688

689,109
592,869
519,638
792,876
613,526

808,334
897,283
647,475
57,389
985,169
249,375
1,164,800
817,500
824,813
154,334
788,055
784,570
343,603
407,073
962,178
1,523,622
1,050,525
524,875
418,974

964,538
2,069,375
2,587,500

771,375

188,442

915,000

785,000

$ 805,955
826,875
855,000

2,168,438
465,750
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avVarco INnternNational, TN C. ..ttt eeeneeeneeeeeeeeeeeeeeeeeeeeeeeeeeeeeeennnneeeas United States 85,000 1,822,188

0il/Gas Exploration & Production 24.9%

aAbacan RESOULCE COTP . vttt vttt ettt eneneneneneeeeeeeeeenenenenenenenenenenens Canada 90,000 141,703
AADACAN RESOUTCE COTP . ottt vttt it ettt e ettt ee et e e et aneeeaeeeeesneeeeeeneeneeeneenas United States 182,900 285,781
AAEWOOd OCEANICS, TN C . 4 ittt ittt et eeeeeeennnaeeeeeeeeeeneeeneeeeeesseeeeeeennaneeens United States 24,000 1,137,000
Baker HUGNES, TN C. it iii it ittt ittt ittt ettt et e e e eeee e nneeneenn United States 22,000 959,750
ABarrett RESOUTCES COTP . vttt it ittt ettt et ettt te e teeeeeeenenenenenenenenenenens United States 90,400 2,734,600
aBasin EXploration, IMC. .ttt eeeeeeeeeenenenenenenenenenenens United States 53,000 940,750
ABenton 01l & GAS COu 4ttt ittt ettt ettt teeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeennnneenns United States 60,000 776,250
aEncal Energy, LEd. .ottt ittt ettt ettt ettt e et e Canada 141,800 466,366
aGulf Canada ResourcCes, LEd. ...t iiiii ittt eeeeeeeeeeneeeeeeeeeeeeennnnneeens Canada 365,000 2,555,000
aMagnum Hunter ReSOUTLCES, INC. .ttt ittt tneeneenneeeeeeneenneeneeeneeneeeneenas United States 145,000 752,188
aNational ENergy GIOUDP, IIC. ittt eneneneneneneeeeeeeeneneaeaenenenenenenens United States 245,000 995,313
aNewfield EXPloration CoO. ittt ittt eeeeeeeeeenenenenenenenenenenens United States 35,000 815,938
ANUEVO ENEIGY CO. ittt ittt ittt ittt ittt ettt ettt ittt ittt eenetesenenenenenenenenens United States 31,000 1,263,250
A0CEaAN ENETY, TN . ittt ittt ettt et ettt et et e et e et ea et e e e sneeeeeeneeneeeneenas United States 17,000 838,313
Patina O1l & Gas CoOTP . vttt vttt ittt ittt et e eeeeeeneeeseeneenneeneeeeeeneeeneenas United States 100,500 772,594
aSumMMit RESOUTCES, LEA. ittt ittt ittt et ettt ettt eeeeeeeeeeeeneeeeeeneeeeeanenens Canada 150,000 477,590
aTitan ExXPloration, IMC. ..ttt eneneeeeeeeeneneaenenenenenenenens United States 96,700 918,650
aTriton Energy, LEd. ...ttt it ittt ittt ittt ittt ittt entnenenens United States 10,000 291,875
aUnited Meridian Corp. .ttt ittt ittt ittt ittt ittt ettt ettt United States 25,000 703,125
18 9T Yo = B8 R G o T United States 22,000 853,875

0il/Gas Integrated 4.4%

Atlantic RicChfield CoO. ittt ittt et ettt ettt et ettt ettt et eaaaeeeeeeeeeenannns United States 18,000 1,442,250
YPF Sociedad Anonima, Sponsored ADR ...ttt it eeneeeneseneeneeenesnneeneens Argentina 55,000 1,880,312
3,322,562

0il/Gas Pipelines & Distribution 3.6%

2N S o o o United States 32,200 1,501,324
0 9 el o N 0 oy T United States 28,000 1,163,750
2,665,074

Real Estate Investment Trusts 4.0%

aAlexandria Real Estate EQUities, TnC. ... iiiiiiit ittt tteteneeeeeeeneeneenneenas United States 19,800 624,937
Arden Realty GroUD, INC. .ttt ittt ittt et ettt et teeeneeneeeneeeneenesnneenans United States 25,000 768,750
FelCor SuUite HOLELS, IMC. ittt ittt ittt ittt ettt et teeeeeneeeeeeneeeeeeneeeeennennns United States 21,000 745,500
Storage Trust Real Ly it ittt ittt ittt ettt it ettt ittt ittt United States 31,800 836,737

2,975,924

Steel 2.0%

a Ispat International, NV, New YOrk Shares . ......cuieniuiiiitntntneeenenenenenannn United States 26,900 581,712
a UCAR International, TiC. i iuiuteneeeneeneeeneeeeeeneeeeeeneeeeeeneeeneeneenn United States 23,100 922,555

1,504,267
Total Common Stocks and Warrants (Cost $78,340,402) ..ttt eeeeneeennnnnnnn 70,261,996

bConvertible Bonds 1.0%

Dayton Mining Corp. cvt. sub. deb., 144A, 7.00%, 4/01/02 ...t inninennnnn Canada 800,000 $ 552,000
Rangold & Exploration Co., Ltd., cvt. sub. notes, 144A, 7.00%, 10/03/01 .......... South Africa 215,000 116,100
Williams Resources, Inc., cvt. sub. deb., 8.00%, 1/23/02 ...ttt eieenennennnn Canada 200,000 CAD 44,785
Total Convertible Bonds (CoSt S$1,164,740) i uuiun it e e eeeeeeeeeeeeeeeeeenennnnns 712,885
Total Long Term Investments (Cost $79,505,232) vttt it e inneneeneineenenns 70,974,881

f Repurchase Agreement 6.7%
Joint Repurchase Agreement, 6.285%, 1/02/98
(Maturity Value $5,018,606) (Cost $5,016,854) o titiineneeneeneeneeneenneennennnn United States 5,016,854 5,016,854
BancAmerica Robertson Stephens (Maturity Value $155,576
Barclays Capital Group, Inc., (Maturity Value $461,712)
BT Alex Brown, Inc. (Maturity Value $431,600)
Chase Securities, Inc., (Maturity Value $461,712)
CIBC Wood Gundy Securities Corp., (Maturity Value $461,712)
Deutsche Morgan Grenfell/C.J. Lawrence, Inc. (Maturity Value $461,712)
Donaldson, Lufkin & Jenrette Securities Corp., (Maturity Value $461,712)
Dresdner Kleinwort Benson, North America, L.L.C. (Maturity Value $461,712)
Greenwich Capital Markets, Inc. (Maturity Value $276,022)
Paribas Corp. (Maturity Value $461,712)
SBC Warburg Dillon Read, Inc. (Maturity Value $461,712)
UBS Securities, L.L.C., (Maturity Value $461,712)
Collateralized by U.S. Treasury Bills & Notes
Total Investments (Cost $84,522,086) 101 .4% ittt et ee ittt e esenaenaann 75,991,735
Other Assets, less Liabilities (L1.4) 8 ittt it teeeeeeeeeeeeeeeeeeeannnneeens (1,067,425)
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Net Assets 100.0% ...ttt ittt ittt ettt it tae e $74,924,310

See currency abbreviations on page 147.

*Securities traded in U.S. dollars unless otherwise indicated.
aNon-income producing.
fSee Note 1(c) regarding joint repurchase agreement.

FRANKLIN VALUEMARK FUNDS
Statement of Investments, December 31, 1997

SHARES/
Real Estate Securities Fund WARRANTS VALUE
<S> <C> <C>
Common Stocks and Warrants 96.6%
Equity REIT - Apartments 16.8%
Amli Residential Properties TrUSE .ttt ittt ettt ettt ettt ettt et et e eea e eeneenaeeneennenn 180,000 $ 4,005,000
Bay Apartment CommMUNItIEs, TnC. ittt ittt et ettt e ettt ettt te ettt te et et aeaeeeaeeeeeeeaeaenenens 175,000 6,825,000
Camden PropPerLY TrUSE ottt ittt ittt ettt et ettt ettt ettt te it et aeaeeeneneeeeeeeeeneneeeeeeeeennennas 190,000 5,890,000
Charles E. Smith Residential Realty, INC. .ttt ettt eeeeneneneneneneneneneneeeeeeaeaeneneas 135,000 4,792,500
Equity Residential Properties TrUST ..ttt ittt ittt ittt ittt ittt ittt inenenenenenenenn 256,000 12,944,000
Gables ResIidential TrUST ettt ittt ineeeeeeeeeeeeeeeeeeeaeeeeeeeeeeeeennaaeeeeeeeeeennenneeeeeeenns 195,000 5,386,875
Irvine Apartment CommMUNITIES, INC. ittt ittt ittt ettt ettt ettt ae et e saeeneeeeeeneseneenaeeneennnns 155,600 4,950,025
08818 ReESIAENEIAL, Tl . ittt ittt ettt et ettt e et eeeeeneeeeeeneeeeeeeeeeeeeeeeeneeeeeeneeeeeeneneeenns 147,000 3,279,938
POStE PropPerties, IMC. vttt iti ettt it it ittt et ettt et et et aeaee e teeeeeeeeneneeeeeeeeeeneasaenenenenenan 120,000 4,875,000
Security Capital Atlantic, IIC. .ttt ittt ittt ittt ittt ittt ittt te ettt ittt eeeeeeeenenenenenenenenen 371,250 7,842,656
Security Capital Pacific TrUSET .ttt ittt ittt ittt ittt ettt ittt ettt ittt enenn 354,285 8,591,411
SUMMIE PrOPErTieS, Il C. vttt ittt ittt et e e et ettt e ettt e e et e e et e s e e e eeeseneeeeeeneeeeeeneeeneenennnns 225,000 4,753,125
74,135,530
Equity REIT - Health Care 4.5%
Alexandria Real Estate EQUIties, TmC. ittt ittt ittt ettt ettt et eneeeeeeeeseaeeneeeaeeeennnas 116,000 3,661,250
Health Care Property INVESTOTS, INC. ittt it it enneeeeeeneeseeeneeseeeneeeneeneseneeneeeneeneenns 125,000 4,726,563
Nationwide Health Properties, INC. .ttt ittt eneeneeeneeeeeeeeeneeeneeeneeneseneenaeenesnaees 200,000 5,100,000
Omega Healthcare INVeSTOTS, Il C. ittt ittt enneeneeeneeneeeneeeeeeneeeneeneenneeneeeneenneneas 168,000 6,489,000
19,976,813
Equity REIT - Hotels 12.5%
FelCor SUIte HOLELS, M . ittt ittt ettt ettt et e eeeeeeeeeeeeeneeeeeeneeeeeeeeeeeeeeeeeneeeennan 360,000 12,780,000
INNKeePersS USA TrUSE vttt ittt ittt ettt ettt ettt it ettt ettt en e e eeneeeneeneeeneeneeeneenneeneeenes 367,600 5,697,800
Patriot American Hospitality, InC. ...ttt ittt ittt ettt ittt ittt ittt ittt eeeeeeeeneaenenenenenan 455,006 13,081,423
Starwood LOAGINg TrUSE vttt ittt ittt ittt ettt ettt ae ittt ettt et et te e en e teeeeeeeeenenenenenenenenen 265,050 15,339,769
WiNSEON HOLE LS, Tl . ittt ettt ettt ettt e e e e e e eeeaeeeeeeeeeeeeeeneaeeeeeeeeeeeeeneeeeeeeeeeeeeennnnnas 620,000 8,176,250
55,075,242
Equity REIT - Industrial 10.9%
AMB ProOPeI LY COTD e ittt ittt ettt e et ettt ettt et ettt ettt e e e e e e 80,000 2,010,000
Duke Realty INVESEMENTS, TINC. ottt ittt ettt ettt et e e e eeeeaeeeeeeeeeeeseneeeaeeeeseneseeeeneennenns 260,000 6,305,000
Liberty Property TrUSE .ttt it ittt ittt ettt et ettt et e e et e et e ettt e e e eeeeeeneeeneenessneeneeeneennenns 275,000 7,854,688
Meridian InAUSErial TrUST, INC. &t ittt ittt ettt et eeeeeeeeeeeeneeeeeeneeeeeeneeeeeeneeeneeneennnnn 300,000 7,650,000
Security Capital IndUSLrial TrUSE .« .ttt ittt ittt et ettt et ettt ettt ettt ettt eeeeeeeeneasaeaeaeaenenan 400,879 9,971,865
SpPileker Properties, TMC. ittt ittt ittt ettt ittt et aeaen et eeeeeneneeeeeeeeeeneaeaenenenenenan 200,000 8,575,000
L ST T 1 < T 170,000 5,440,000
47,806,553
Equity REIT - Mixed Property Type 3.6%
Colonial Properties TrUSE ettt ittt ittt it ittt ettt ettt ittt ettt et ee e eeeneneeeeeeaeennennas 195,000 5,874,375
Glenborough Realty TIUST, IIC. ottt vttt et oo eneeeeeeeeneneneneneneneneneneneeeeeeeeneneneas 330,000 9,776,250
15,650,625
Equity REIT - Office 11.9%
Arden Realty GIrOUP, TN C. ittt ittt ettt e teeeaeeeeeneeneneneneneneeeeeeeeeeneneaenenenenenan 325,000 9,993,750
Crescent Real Estate EqUIties CoO. ittt ittt ittt ittt ittt ittt eneneneneeeeeeaeaeneneas 300,000 11,812,500
Equity Office Properties TrUSt .ttt ittt ettt ettt et ettt ettt e et et et et teeeaeeeeseneeeaeenesnnnnn 281,008 8,869,315
HighWoods Properfies, INC. ittt i ettt ettt et e ittt eaeeeeeeneeneeeneeneeeneeeneenessneeneeeneeneenns 275,000 10,226,563
MaCKk=Call REALELY GOttt ittt ettt e et et et et ee et et e e et et e e e e teeeee e teeeaeaeeeeeeeeeeeeeaeeenenens 225,000 9,225,000
SL Green REaAIEY COTD . v ittt ittt ettt e e ettt ettt et et et ae et et e e e ettt teeeeeeeeeneasaeaeaeaenenan 57,000 1,478,438
Tower REALILY TIUST, INC. vttt ittt ittt ittt et ittt ettt ettt te it aeaeaeneneneneneneeeneneeeeeeaeaenennas 35,100 864,338
52,469,904
Equity REIT - Residential Communities 2.4%
Manufactured Home CommMUNITIES, TNC. vttt uinteeteeneeeeeeneeeeeeneeeeeeneeeeeeneeeneeeeeeneeeeeenes 200,000 5,400,000
Sun CommMUNItEIES, IIC. ittt ittt it it it it it ittt ettt ttetae et ettt et e e e 140,000 5,031,250
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Equity REIT - Retail - Community Centers 7.6%
Burnham Pacific Properties,
Developers Diversified REalbLy CoOTD. vttt ittt ettt ettt it et et eeeeeeeeeeeeeeeeeeneeeeeeeeeennanas
Kimco Realty Corp. ........
cPacific Retail Trust .....
Vornado Realty Trust ......

D £

Equity REIT - Retail - Regional Malls 4.7%
Simon DeBartolo Group, Inc.
The Macerich Co. ..........

The Mills

COrpP. vvviiinnnnn

Equity REIT - Storage 6.0%
Public Storage, Inc. ......
Storage Trust Realty ......
Storage USA, InC. .........

Home Builders 4.1%

aBeazer Homes USA, Inc. ...
aBelmont Homes, Inc. ......
Clayton Homes, Inc. .......

aNVR, Inc.

aSouthern

aUS Home COrp. .....ovvennn..

Hotels 7.6%

a,eCandlewood Hotel Co.,

aCapStar Hotel Co. ........
aHost Marriott Corp. ......
aPrime Hospitality Corp. ..

Mixed Property Type 4.0%

aCrescent
aSecurity
aSecurity
aSecurity
aTrammell

Operating, Inc. .
Capital Group Inc
Capital Group Inc
Capital US Realty
Crow Co. ....ou..n

avail Resorts, Inc. .......

Energy Homes, Inc.

118

B = T =
sy Class B, WaAILTaNt S v ii ittt it ittt ettt ettt eeaaaee et

Total Common Stocks and Warrants (Cost $295, 217, 467) v i ittt u e eeeeeeeeeeeeeeeeeeeeeeeeaenennnean

fRepurchase Agreement 6.5%
Joint Repurchase Agreement,
(Maturity Value $28,796,224)

6.285%, 1/02/98,
(CoSt 828,786, 173) vttt ittt ittt ettt ettt ittt

BancAmerica Robertson Stephens. (Maturity Value $892,682)

Capital Group, Inc. (Maturity Value $2,649,253)

BT Alex Brown, Inc. (Maturity Value $2,476,474)

Chase Securities, Inc. (Maturity Value $2,649,253)

CIBC Wood Gundy Securities Corp. (Maturity Value $2,649,253)

Deutsche Morgan Grenfell/C.J. Lawrence, Inc. (Maturity Value $2,649,253)

Barclays

Donaldson,

Dresdner

Kleinwort Benson,

Greenwich Capital Markets,

Paribas Corp.
SBC Warburg Dillon Read,

Lufkin & Jenrette Securities Corp. (Maturity Value $2,649,253)

North America, L.L.C. (Maturity Value $2,649,253)
Inc. (Maturity Value $1,583,791)

(Maturity Value $2,649,253)
Inc. (Maturity Value $2,649,253 )

UBS Securities, L.L.C. (Maturity Value $2,649,253)

Collateralized by U.S.
Total Investments
Other Assets,

Net Assets 100.0% .........

aNon-income producing.
regarding restricted securities.

eThe Investment Company Act of 1940 defines "affiliated companies" as
investments in portfolio companies in which the Fund owns 5% or more of the
outstanding voting securities.
were $5,687,500.

cSee Note (8)

fSee Note 1 (c

) regarding joint

FRANKLIN VALUEMARK FUNDS

Treasury Bills & Notes
(Cost $324,003,640) 103,10 ittt tiine e iiine e tiieee it einnaeeeennnnns
less Liabilities (3.01) % .ttt ittt ettt sttt

Investments in "affiliated companies" at 12/31/97

repurchase agreement.
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220,000
110,000
180,000
866,067
180,000

310,000
180,000
215,000

350,000
390,000
150,500

100,000
306,100
281,250
250,000
193,100

45,000

650,000
350,000
570,000
224,500

27,500
125,400
63,712
500,000
71,800
138,000

$28,786,173

$ 3,368,750
4,207,500
6,345,000

11,258,871
8,448,750

10,133,125
5,130,000
5,267,500

10,281,250
10,261,875
6,010,594

1,993,750
2,353,144
5,062,500
5,468,750
1,544,800
1,766,250

5,687,500
12,009,375
11,186,250

4,574,187

673,750
4,075,500
334,487
7,100,000
1,848,849
3,579,374

$ 28,786,173

454,303,771
(13,749,508)
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Statement of Investments, December 31, 1997

Rising Dividends Fund SHARES VALUE
<S> <C> <C>
Common Stocks 97.8%

Banks 14.5%

CoreStates FinancCial CoOrP. et ititie ettt ittt et ettt eeeeeeeeeeneaeeeneeenenenenenenenenens 41,800 $ 3,346,613
D o= o 5 o s o o o o = T 302,000 15,477,500
Mercantile BanKksShares CoOrP. ...ttt ittt eeeeeeeeeeeeaesenenenenenenenenenan 278,225 10,885,553
National COMMETCE BaANCOTD . v ettt ot vttt aa et et e et e aae e oo e aaeeneeeneeeeseneseeeeneeenseneeeneenesenns 472,700 16,662,675
S o= R o ST B Y Y A G o 185,400 10,787,963
TrustCo Bank Corp., NeW YOI K ..ttt ittt ittt ittt ettt ettt ettt eeneeeneeeeeeneeeneeneennenn 529,157 14,419,528
U.S. BAICOTD t ettt et et et ta e e e e e te e aeaeesasaeaeeeeeeeneneeeeeeeeeeeeeeeeeenensasaenenaeeenenan 132,500 14,831,719
Washington MULUAL, INC. .ttt ittt it ittt ettt et eaeneneneneneneeeeeeeeeeeeaenenenenenenenenenenan 233,500 14,900,219
WilmIington TrUSE CoOTP . ottt ittt ittt it it ittt ittt et ettt te ittt te et eeee et eeenesenenenenenenenenan 172,800 10,778,400

Business Services 8.4%

AVETXY DENNISON COTP . vttt it ittt ittt ittt ettt ettt teteae e oo eneneneneneneeeeeeeeeeeeaeaeneneneas 345,200 15,447,700
Brady (WoH.) COu vttt ittt et et e et ettt ettt et ettt et e et e ettt ettt e e 255,800 7,929,800
ENN1S BUSINESS FOTMS, Il C . 4ttt ittt e e eeeeeeeenaeeeeeeeeeeeeennaneeeeeeeeeeeeeneeeeeeeeeeeeennnnnes 498,200 4,639,488
Standard ReGISTer CO. vttt ittt it ettt ettt ettt ettt et ettt ettt e e e 371,400 12,906,150
Wallace COMPULET SEIVICES, IMC. ittt ettt et et ot e eeeeeeeeeeeeeeeeeeeeeeeeeeeeensasaeeeeeeenenan 627,900 24,409,613

Consumer Products 15.7%

RAlberto—CUlvVer CO., CLaSS A ittt ittt ittt ettt et ene ettt ene e enneaneeneeneeneeneennenns 626,200 16,907,400
Block Drug Co., INC., ClasSs A ittt ittt ettt eeneeeneeneeeneeneeeneenaeeneeeneeneeeneeneeenes 189,553 8,198,210
D L o N 15 o ¥ 715,100 18,771,375
B LS 353,700 15,032,250
D S I o Yo T O = = 387,500 15,209,375
Philip MOTXTIS COS ., Il . ottt ittt ettt ettt ettt ettt et e e e e e te e e e e eaeeneeeneeeeeeneeneeeneennnnns 324,300 14,694,844
SherWin-—WILliams CO. ottt ittt it ittt ittt e ttetteetetae e it eteeteeie e ene e eneennenns 465,000 12,903,750
LR o= 01 o) 1 '« o I 224,000 5,754,000
L0 oA ar= = B G 0 < 368,500 15,154,563

Drugs & Health Care 3.3%

BeCton, DiCKINSOM & GOt vttt ittt ittt eeeee e eeaeeeneeeeeeneeeeeeneeeeeeneeeneeeeeeeeeeeeeneeeneenns 314,000 15,700,000
METCK & COuy TNl e ettt ettt et e et e e et e e e ee e e eeeeneeeeeeeeeeeeeeeeeeeeeeeeneeeeeeneeeaeeneeeneens 48,300 5,131,875
L L T= 3 oA O T 15 o ¥ 2 172,900 5,143,775

Electronics & Technology 5.7%

B2 e o a2 Y o ok B O 308,133 6,682,642
[ o T 1 oo 1 256,300 7,849,188
GENETAl ElECE T Il GOttt ittt ettt ettt et e e ettt e ee e et eeeeeeeeeeeeeeeeeeeeeeenneeeeeeeeeeeeennneeeeeennn 116,600 8,555,525
HeWlett—PacCkard CO. ottt ittt ittt ittt ettt te e tte tae ettt taetae ettt ie e eneeneeneeneeneennes 153,900 9,618,750
HUbbell, TINC., CLlass B ittt ittt ittt ittt et taetae ettt ein e e enetneeneeneeneennen 121,700 6,001,331
Rockwell InternationNal CoOP . o« .ttt ottt et ot et e ee et et eseeeeeeeeeeeeeeeeeeeensasaeeeeeeenenan 117,700 6,149,825

Energy 1.2%
Royal Dutch Petroleum Co., New York Shares, ADR (Netherlands) ........ouiiiiiiiiiiiinnneennennnnnn 174,300 9,444,881

Financial Services 2.1%
AN MAE ittt ittt et e e ettt et ettt e e e e eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeenneeeeeeeeeeeeennneeeeeennn 292,000 16,662,250

Industrial 23.0%

BeMIS Oty TNl vttt et ettt et ee et e et ea e e eeeeeeeeeeeeeeeeeeeeneeeeeeneeeeeeeeeeneeeeeeneeeneenns 161,100 7,098,469
[0S 0 F= B e =T o o N o T 1 o o 63,100 2,843,444
DOVEE COTP ottt ettt ettt e e ettt e ae et et et et ea et e e e eneeeeeeeeaeneneneneneneneneneneneeenenenens 379,600 13,713,050
FLOWSEIVE COTD e ettt et e et e ot e e et e et e e ae et e e e e e e e e ee e e eaeeeaeeeeeeneeseeeneeeeseneeeaeeneennenn 467,600 13,063,575
L oY o0 1 o ¥ o 108,800 4,059,600
2 o8 o= T 0 N T o 576,800 14,564,200
Do Lo o T G o ey T 423,200 13,806,900
Industrial (cont.)

Kimball International, INC., ClasSsS B i ittiiiieeeeeeeeeeeeeeeenneeeeeeeeeeeeeeneeeeeeeeeeeeennnnnas 746,600 $ 13,765,438
ST £ 1o ol oA R = = o ol 5 o ¥ 356,600 14,932,625
Meritor AULOMOLIVE, Il . 4 ittt ittt ettt e e e eeeeenenneeeeeeeeeeeeenenaneeeeeeeeeeeeeneeeeeeeeeeeeeenennnnes 39,233 826,345
T oY oy S 6y 405,500 13,761,656
Myers INAUSEIIES, IINC. ittt ittt ittt e et ettt ettt et et aeaeae et aeeeeeeeeeneneeeeeeeeeeeeaeaeaennnnas 386,560 6,595,680
A L G < T 426,600 20,610,113
2 B O G o =T 490,500 10,147,219
Superior Industries International, INC. ...ttt ittt ettt et ettt et e aeeeaeeeeesneeneeeneennnnns 350,900 9,408,506
Superior Surgical Manufacturing CO., IIC. ettt tinemneenneeneeeneeeeeeneeeneeneenneeneeeneennenns 235,800 3,772,800
Watts INAUSEIriesS, INC., ClaSS A it ittt it et teneeeneeeeeeneeeeeeneeeeeeneeeneeeeeeeeeeeeeneeeeennas 581,100 16,452,394
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Insurance - Life 1.2%

American Heritage Life Investment CoOXP . .ttt ittt en oo eneneeeneeeeeeaeaeneneneas

ReliaStar Financial Corp. .......

Insurance - Property Casualty 12.0%
Allied Group, INC. ....ovuuvnnnennn
American International Group, Inc.
Chubb COrp. ..iiiiiiiiininnennn.
Harleysville Group, Inc. ........
Mercury General Corp. ...........
MMI COS., INC. titiinereenneeenn
RLTI COTP. vt tiiiiiiiiniinneennenn
St. Paul Cos., INC. ...uviieenenn.

Retail 9.3%

Family Dollar Stores, Inc. ......
Rite Aid Corp. ..o,
The Limited, INC. ...iiuiniuinneeenn.
Wal-Mart Stores, INC. ...eeuennnn.

Transportation 1.4%
Circle International Group, Inc.

Total Common Stocks (Cost $532,950,008) it iii ittt ittt ettt ettt eeteeeeeneeeeeeneeeneeeenennnn

Convertible Preferred Stocks .2%

American Heritage Life Investment Corp., 8.50% cvt. pfd. (Cost $1,210,000) ... uiiiinnneennnnnnns

Total Long Term Investments (Cost $534,160,008) ...ttt ittt ettt e et eeeeee e eeeaeaenennnn

fRepurchase Agreement 1.3%

Joint Repurchase Agreement, 6.285%, 1/02/98,
(Maturity Value $9,994,807) (CosSt $9,90L, 318) ittt ittt ettt eeee et et ee et eeeeeaeaeaaaennns

BancAmerica Robertson Stephens. (Maturity Value $309,840)
Barclays Capital Group, Inc. (Maturity Value $919,522)

BT Alex Brown, Inc. (Maturity Value $859,554)

Chase Securities, Inc. (Maturity Value $919,522)

CIBC Wood Gundy Securities Corp.

(Maturity Value $919,522)

Deutsche Morgan Grenfell/C.J. Lawrence, Inc. (Maturity Value $919,522)
Donaldson, Lufkin & Jenrette Securities Corp. (Maturity Value $919,522)
Dresdner Kleinwort Benson, North America, L.L.C. (Maturity Value $919,522)
Greenwich Capital Markets, Inc. (Maturity Value $549,715)

Paribas Corp. (Maturity Value $919,522)

SBC Warburg Dillon Read, Inc. (Maturity Value $919,522)

UBS Securities, L.L.C. (Maturity Value $919,522)

Collateralized by U.S. Treasury Bills & Notes

Total Investments (Cost $544,1501,416) 90.3% ittt ittt et enteeeeeeeeeneeeeeeneeeeeeeeeeaeeaeeennnn
Other Assets, 1esSs Liabilities 78 i ittt ettt ittt et ettt ettt e eeeeeeeeeaeeeeeeeeeeeeennneeeeeeeen
Net Assets 100.0% ittt ittt ittt e it ittt ittt ittt ettt e i e e e e e e e

fSee Note 1(c) regarding joint repurchase agreement.

FRANKLIN VALUEMARK FUNDS

Statement of Investments, December 31, 1997

Small Cap Fund
Common Stocks 91.5%

Commercial Services 4.0%

aApplied Graphics Technologies, Inc.
alabor Ready, INC. ...iiuiiineennennn

Norrell COrP. wiviviienniennennn
aRemedyTemp, Inc., Class A .........
aSOS Staffing Services, Inc. .......
aThe Marquee Group, INC. ...........
aValassis Communications, Inc. .....
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33,100
200,000

1,139,900
212,100
486,500
369,700

469,000

24,200

$9,991, 318

SHARES

43,600
81,475
112,500
29,500
75,500
160,800
100,000

1,191,600
8,237,500

14,843,494
7,340,625
13,173,875
1,051,200
19,492,200
14,585,063
16,344,726
6,999,930

33,413,318
12,447,618
12,405,749
14,580,043

774,646,090
5,651,694

VALUE

$ 2,321,700
1,568,394
2,235,938

571,563
1,425,063
603,000
3,700,000
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Consumer Products Durables
aBelmont Homes, Inc. ......
aCannondale Corp. .........

Clayton Homes, Inc. ....
K=2, INC. tuviinnnnnnnnn
Oakwood Homes ..........
aRockShox, Inc. ...........
aSola International, Inc. .

aSouthern Energy Homes, Inc.

3.9%

Consumer Products Non-Durables 3.7%
aConsolidated Cigar HOLAINGS, IIC. ottt ittt ettt et ettt ee et aeaeeeeeneneneeeeeeeeeeeeeeaeeeneneas

aThe North Face, Inc. .....
The Warnaco Group, Inc.,
aTommy Hilfiger Corp. .....

aTropical Sportswear INternNational CoOrD . ittt ittt ittt ittt ettt e eeneeneeeeeeneeeneenneeneennenn

avVans, INC. ....ieiuiieeeenns

Consumer Services 4.3%
aAMF Bowling, Inc. ........
aCapStar Hotel Co. ........
abDeVry, Inc. ..............
aPrime Hospitality Corp. ..

aSylvan Learning SysStemS, IIC. .ttt ittt eeeneeeeneneneneneneneneneneeeeeeeeeeaeneneneneas

avVail Resort, Inc. ........

Electronic Technology 8.3%
aAlliant Techsystems, Inc.
aCoherent, Inc. ...........
aHarmonic Lightwaves, Inc.
altron, InC. ....iuiieeeennn
aKomag, Inc. ..............
aNatural Microsystems Corp.
a0mtool, Ltd.......ceeuuenn.
aRainbow Technologies, Inc.
aRead-Rite Corp. ..........
aSpectralink Corp. ........
aTekelec.......coiivvn..
aTracor, INC. .....eveeenn.
aTranscrypt International,
aUniphase COrp. ...........

Financial Services 5.7%
aAffiliated Managers Group,

8

aEspirito Santo FinancCial GIOUD ettt ittt ettt et ot e eeeeeeeeeeeneeeeeenesseeeneeeeeeneeeneeneennenn

EVEREN Capital Corp. ...

Financial Services (cont.

Executive Risk, Inc. ...
alife USA Holding, Inc. ...

aRisk Capital Holdings, Inc.

Scor (France)...........
aSilicon Valley Bancshares

Health Care Services 4.5%
aAccess Health, Inc. ......
aAdvanced Health Corp. ....

aHealthcare Recoveries, Inc.

aMedaphis Corp. .....ovon...

aPediatrix Medical GIOUP, IIC. ottt tu ot tneneneneneeeeeeeeeneneaeneneneneneneneneneneeeeeeneneneneas

aPharMerica, InC. .........
aRenal Care Group, Inc. ...
aTotal Renal Care Holdings,
aTransition Systems, Inc. .

Health Technology 4.8%
aDepoTech Corp. ...........
aInhale Therapeutic Systems

Mentor Corp. ...........
aNeurogen COrp. ...........
aOrthoLogic Corp. .........
aPenederm, InC. ...........
aSerologicals Corp. .......
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56,650
124,200
105,650
105,000

80,000

56,600

24,400

83,700

115,900
77,600
53,960

113,800
38,900
47,000

31,500
101,200
38,900
208,000
49,400
67,200

26,500
89,200
107,800
17,300
267,800
57,000
77,900
15,800
51,500
183,000
93,700
101,800
100,600
54,400

35,200
106,000
65,000

48,400
7,200
125,000
56,600
48,700

78,600
124,300
91,400
44,900
9,300
153,900
78,100
33,333
88,700

106,000
84,300
110,000
64,200
245,000
75,700
152,500

12,425,658

435,497
2,701,350
1,901,700
2,388,750
2,655,000

523,550

793,000

669,600

3,194,494
1,707,200
1,692,995
3,997,225
389,000
710,875

787,500
3,472,425
1,239,938
4,238,000
1,926,600
1,743,000

1,477,375
3,133,150
1,172,325
311,400
3,983,525
2,650,500
798,475
458,200
811,125
514,688
2,857,850
3,092,175
2,502,425
2,250,800

1,020,800
2,153,125
3,087,500

$ 3,378,925
121,500
2,781,250
2,706,568
2,739,375

2,308,875
1,973,263
2,033,650
291,850
397,575
1,596,713
2,499,200
916,658
1,962,488

377,625
2,191,800
4,015,000

866,700
1,362,813

757,000
3,965,000
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avVertex PharmMaceUtiCals, TG . v it uum i i nn e eeeeeeeeeeeeeeeeeeeeeeeeeeeeeenenneeeeeeeeeeeeennneeeeeeens

Industrial Services 1.1%
ahAmerican Disposal ServiCeS, INC. ..ttt et eneeeeeeeeeeneneneneneneneneneeeeeneeeeeeneneneneas
Jo L@ o= i T N 1 o Y o 2N
AaU.S. LiqUids, I C. ittt ittt ettt et ettt ettt et ettt e e tee e een e eneeeeeeneeseeeeeeeeeeneenneeneenneen
11 = o = ol T O oy T

Non-Energy/Minerals 1.5%
Carpenter TeChNOlogy CoOr D . ittt ittt ittt ettt ettt e ee et enessaeeeeeeneeneeeneeneeeeneenaeeneennsen
LR OB o= ot Bl o T R o ey

0il & Gas 6.4%
AADACAN RESOUTCE COTD .t vttt u ettt te ettt et e e e e e e ae e oeeeaeeseeeneeeeeenesnseeeeeeeeeeneenneeneenneas
aAbacan Resource COrp. (Canada@) .« e vt i ittt enneeneeeeeeneeeneeeeeeneeneeeeeeeeeeneenneeneennenn
AALWOOA OCEANIC, TN C . 4ttt vttt et e e et e et e e e e e e e aeeeaeeeeeeeeeeeeeneeeeeeneeeeeeeeeeeeeneeeneeeenenenn
ABArretl RESOUILCES COL . vttt ittt ittt ittt ettt ettt e teteteteaeaeaeaeeeeeeeeeeeeeeeeneneneneneneneneas
JZ T 0 o B 0 o = e A O 0 ay T
LomMak PeLrOLleUmM, TN C . vt vt i iee et eeeeeeeenenneeeeeeeeeeeeeeeeeeeeseeeeeeenenenaaeeeeseseeeennnneeeeeenns
aNewfield ExpPLloration CoO. .t ii ittt it ettt ettt ittt ettt et eee e eeneeeeeeneeneeeneeeeeeeneenneeneennenn
aTitan ExXPloration, MG . ettt it it i ettt et ettt te et eeeeeeaeasaeeeeeeeeeneeeeeeeeeeeeeeeeaeeenennas
ATOM BIOWI, IIC . ittt et ettt ettt oo o oo ee oo oo eeeeneeeeeneeeeenneeeeneeeeasnseeeeneeeeennsseeeneeeeennnes
AVarco International, TNC. ..ttt t et ettt ettt et e eee e ee et eeaeeeeeeeeeeeeeeeeeeeeseeeaeeaeennnnn

Process Industries 1.8%
CREmME L TS, IO . ittt ittt et e e e et e et e e e e et et et e ettt e e e et e et a e e e eeeeeaeeeeeeaeeeaeeaeeeannn
AUCAR INternNational, TN C. ettt teeeeeeeneneeeeeeeeeeeeeeneneeeeeeeeeeeeennneeeeeeeeeeeennnneeeeeeens

Producer Manufacturing 3.6%
E= L= Rl =D 0o o T
JLG INAUSETIES, TNt 4ttt ittt ettt eeeeeeeeneeeeeeeeeeeeeneeeeeeeeeeeeeeeenneeeeeeeeeeeeennneeeeeeens
ROPET INAUSETIES, Il C. vttt ittt ittt ittt ettt et ettt e et et e e et et e aeeeeeeneeeaeeeeeeneeneeeneenennns

Real Estate Investment Trusts 5.1%
Arden ReALTY GIrOUP, NG . vttt et ii e et ate it et e ot e e e aaeeeeeeaeeeaeeeeeeeeeneeeneeeeeeneeeeeeneeennens
Camden PropPerty TrUSE vttt ittt et ettt ettt et ettt et e e et e et e a et e ettt eae e e eeaeeeet e
FelCor SUIte HOTELS, IMC. ittt ittt ettt e eee e e eeneeeeeeneeeeeeeeeeeeeeeeeneeeeeeneeeeeenenennnns
InnKeepers USA TrUSE vttt ittt i ittt ittt ettt ettt ittt ettt ettt eeeeeeneeeneeneenneeneeeneenneens
Omega Healthcare INVESTOTS, Il C. vttt tiueentneeneeeneeneeeneeeneeneeeneeneeeneenaeeneeeneeneenneen
Storage TruUSt ReEAL LY v it ittt ittt it ittt ittt ittt ettt ittt ettt eene et eenneens
ToWweTr REALEY TIUSE, IIC. 4ttt ittt ittt e ettt et e et ettt e e e e e e et e e aeeeeeeaeeeeeeneeeeseneeeaeeneennsnn
WiNStON HOLE LS, Tl . ittt ettt ittt ettt e eeeeeeeeneaeeeeeeeeeeeeeneaeeeeeeeeeeeeeneneeeeeeeeeeeeennnnnes

Retail 2.1%

AANNTAYLIOT STOTES COTP . vt ittt et e et ettt et e e et e et e et e e e e et e e e e aeeeeeeseeeeeeeeeeeseneeeneeeeennenn

AGUI LAY CONEET, TN C . 4ttt i ittt ettt e e e e e e e e e eeeeeeeeeeeeeeeeeeeeeeseeeeeeeenenneeeeeeeeeeeeenneneeeeeeens
BT < X i I o U

AWE ST MATINE, TN C . ittt ettt et e et e e e e et e aee e e eaeeeneeeeeeeeeeeeenseeeeeeneeeeeeeeeeeeeeeeeneeeenennnn

Semiconductors 4.6%

aAdvanced Energy INndUSEries, InC. ...ttt it n et eeeeaeaeaeeeeeeeeeeeeeeeeeeeeeeeeeeaeeenennas
aBrooks AULOMATION, TINC. .ttt ittt ittt ittt it it it ettt ettt ta ettt e e e e
AC-CUbe MICTOSYSEEMS, TIMC. vttt ittt ittt ettt ettt et ettt ae et et et e aeeeeeneneneeeeeeeeeeeeeeaeeeneneas
0D o A = = = 1 o L I
alattice SemicCONAUCTOT oD . vttt ittt ettt et ettt et e ettt e e e e et e e et e et e eaeeeaeeeeeeeeeneeaneeeeennenn
T LT @)1= N @ T G0 oy TN
APMC =S I TaA, Il 4ttt e et ettt e e e e e e ea e e eeeneeeeeeneeeeeeneeeeeenseeeneeeneeeeeeeeeeeeeeeeeneeeeennnnn
APRI AULOMAEION, Il C . 4ttt ittt et e et e e et e e e e e e e aeeeaeeeeeeeeeeeeeneeeeeeneeeeeeeeeeeneeeeeeneeeeeenens
aTrident MICIrOSYSTEMS, IIC. ittt ittt ittt ittt ettt ettt ettt et et e e e ee st eeeeeeeeeeeeeeaeeeneneas

Technology Services 15.1%

02X ol AV I o o R o Yo 2N
aAffiliated ComPULEr ServViCeS, IMC. ittt ittt ittt ettt ettt e et eneneneneeeneneeeeeeaeeeneneas
aAsPen TeChNOLOGIeS, IIC. ottt ittt ittt et ettt te et e aeseneneaeneneneneneneneeeneneeeeeeaeneneneas
aCheck Point Software Technologies, Lid. ...ttt ittt ittt ettt ettt et ettt e e teseeaaeeaeennenn
F L O e 1 o ¥ N
ADOCUMENTUM, Tl C . t vt ittt ettt e e e oo oo oo oo s o ooesesonssssasesesessssseassssansssseassssenssssensssssnssss
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46,700

49,300
90,133
19,200

6,600

51,600
116,700

291,900
150,000
3,400
113,200
66,400
125,000
35,800
243,200
104,600
275,800

85,100
80,500

156,400
291,400
107,400

100,000
60,000
97,000

218,900
27,400
60,900
13,600
98,000

20,000
84,800
74,700
141,700

110,000
10,600
71,700
66,600
46,500
99,300

108,000
14,600

104,700

125,700
174,800
8,900
50,000
129,400
19,700

1,541,100

1,799,450
1,070,329
271,200
248,325

2,480,025
2,304,825

456,094
236,171
161,075
3,424,300
2,556,400
2,031,250
834,588
2,310,400
2,013,550
5,912,452

$ 2,404,075
3,214,969

4,203,250
4,116,025
3,034,050

3,075,000
1,860,000
3,443,500
3,392,950
1,058,325
1,602,431

334,900
1,292,375

267,500
1,950,400
1,353,938
3,170,538

1,643,125
194,775
1,169,606
3,096,900
2,202,938
1,266,075
3,348,000
421,575
948,844

2,246,888
4,599,425
304,825
2,037,500a
1,504,27a5
829,863
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SRR CY o ol ot} o e I o - = R 5 o ¥ N
aEnvoy Corp. ..
aH.T.E., Inc. .
03 Bl e o e F T a6 o
aHNC Software,
aIntegrated SYSTEMS, IMC. ittt ittt ittt ittt ettt ettt eneneneneneneeeeeneeeeeeneneneneas
alnternational Network ServiCes ... it it ittt ettt ittt ittt
alIntuit, Inc. .
(R oL O ot ST B i o o ¥ T 6o T ay <

aPaymentech,

D £

L £

aPhoenix Technologies, Ltd. ..ttt ittt ittt ittt et eeeeneneneneneneneneneneeeneneeeeeeaeneneneas
aRemedy Corp. .

Technology Services (cont.)
aSapient Corp.

aSterling COMMETCE, IMC. vttt it it et et e ee e e ee e e e eeaeaeeeesasaeeeeeeeeeneneeeeeeeeneeeeeeaeeennnnas
A YO SY S, Il . ittt ittt ettt ettt e e e
ATHE VaNtive COTP . vttt ittt ittt ittt it ittt ittt ettt tete ettt oo eaeneneneneneneneeeneneeeeeeaeneneneas

Transaction Systems ArcChitecCts, IMC. .ttt ittt ittt ittt ittt et ittt et et et en ittt ennennnn
aTrusted INformation SYSTEMS, TINC. &t i ittt it ettt et ettt ettt e s e e eneeseeenseeeeeeneeeneeneennsnn
AXCELLENEE, Tl . 4ttt e et et e e e e e e e e e e ae e e eeeeneeeeeeeeeeeeeeeneeeeeeeeeeeeensnaneeeeeesseeeeennenaeeeeeeens

Transportation 3.9%
Alr EXpress International Cor . i tiu it ittt ettt et et eneeeneeeeeeneeneeeneeeeeeneeeneenenenns
aAtlantic Coast ALrlinesS, TINC. ottt it e e u e e eeeeeeeeeeeeneeeeeeeeeeeeeeeeenenaneeeeeeeeeeenesnenenaeeeeeeens
C.H. RODINSON WOrLldWide, INC. e tiituieeeeeeneeeeeeneeeeeeneeeneeeeeeneeeeeeneeeeeeneeeneeeeeennnn
Circle International GIroOUD, IIC. ettt tn et oo eneneneeeeeeeeeeeeneaeeeeeeeneneneneeenenenens
Expeditors International of Washington, INnC. . ...ttt ittt ettt

Utilities/Communications 7.1%

aArch CommuNications GIOUD, IIC. vttt ettt ettt eeeeneneaeneeeeeneneneneeeeeeeeeeeeaeeenensas
ACOMMNET CeLlIULAT, T C . vttt ittt ettt e e et e e e e aa e ettt oo eeeeenneeeesseeeessnnaaaeeesessssnsnsnennaeeeensses
AICG ComMMUNICAEIONS, TN C . ittt it ettt e e ettt ettt e ettt eeeeeeeeeeeeeeeeeeeeeeeenneeeeeeeeeeeeeenneeeeeeens
aMillicom International CellUlar, S i i ittt et eeeeeeeeeeeeeeeeeeeeeeennneeeeeeeeeeeenenaeeeeeeens
APagINg NetWor K, Il C. vttt ittt ittt ettt et ettt ettt ettt et e et eeeeeeneesaeenseeeeeeneenneeneennenn
aPrimus TelecommunicCations GIOUD, I C. .ttt ittt it ettt et eeaeaeeeeeeeeeneneeeeeeeneeeeeeaeeenennas
aRural Cellular CorXP., ClLass A ittt ittt ettt ittt eneeeneeneeeneeeaeeneeineeeneeeneeneeieneenaenneen
aWestern Wireless CorP., Class A ittt ittt ittt ittt teeine e ete e e eneeneeeneeneeneeneennas

Total Long Term Investments (Cost $262,349, 184) ...ttt it ittt eeeeeeeeeeeenenenenenenenennns

fRepurchase Agreement 9.1%
Joint Repurchase Agreement, 6.285%, 1/02/98, (Maturity Value $28,481,129) (Cost $28,471,188).......

BancAmerica Robertson Stephens (Maturity Value $872,599

Barclays Capital Group, Inc., (Maturity Value $2,619,0009)

BT Alex Brown, Inc., (Maturity Value $2,466,050)

Chase Securities, Inc., (Maturity Value $2,619,008)

CIBC Wood Gundy Securities Corp., (Maturity Value $2,619,008)

Deutsche Morgan Grenfell/C.J. Lawrence, Inc., (Maturity Value $2,619,008)

Donaldson,

Lufkin & Jenrette Securities Corp., (Maturity Value $2,619,008)

Dresdne Kleinwort Benson, North America, L.L.C., (Maturity Value $2,619,008)
Greenwich Capital Markets, Inc., (Maturity Value $1,571,407)

Paribas Corp., (Maturity Value $2,619,008)

SBC Warburg Dillon Read, Inc. (Maturity Value $2,619,008)

UBS Securities, L.L.C., (Maturity Value $2,619,008)
Collateralized by U.S. Treasury Bills & Notes

Total Investments (Cost $290,820,372) L100.6% .ttt ittt e e e e ee e e eeaeaeeeeeeeeeeeeeeeeeeeeennns
Other Assets, less Liabilities (c0) 8 v ittt ittt ittt et eeeeeeeeeeeeeeennaeeeeeeeeeeeennnaeeeeenns
Net Assets 100.0% ottt ittt it it ettt it it ettt ittt ettt ettt e e e e e

aNon-income producing.
fSee Note 1(c)

regarding joint repurchase agreement.

FRANKLIN VALUEMARK FUNDS
Statement of Investments, December 31, 1997

Templeton Developing Markets Equity Fund INDUSTRY

<S>

Common Stocks, Bonds, Warrants and Rights 89.0%

Argentina 6.4%

Astra Cia Argentina de Petroleo, SA ...ttt ttneennennnnnn Energy Sources
Atanor Cia Nacional Para la Industria Quimica, SA, Class D ...... Chemicals
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102,200
61,500
23,400
66,300
18,500

125,700
89,900
81,100

104,600
92,600
97,000
73,600

15,000
32,163
109,000
135,000
92,000
144,000
21,000

90,000
85,500
96,100
32,300
104,800

191,700

46,300
156,000

62,400
369,800
143,000
139,300
279,200

PRINCIPAL
AMOUNT

$28,471,188

SHARES/
WARRANTS
& RIGHTS
<C>

106,180
530,163

3,864,438
1,791,188

485,550
1,864,688

795,500
1,728,375
2,078,938
3,345,375
1,163,675
1,365,850
1,176,125
1,545,600

$ 918,750
1,236,265
3,896,750
3,408,750
3,496,000
1,440,000

275,625

2,745,000
2,714,625
2,150,238

740,881
4,034,800

982,463
1,646,544
4,251,000
2,347,800
3,975,350
2,305,875
1,819,606
4,851,100

28,471,188

315,461,984
(2,000,445)

VALUE
<C>

$ 185,850
731,764
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Banco de Galicia y Buenos Aires, SA, Class B .....iuiiiiiiinnnnnn Banking

Banco Frances del Rio de la Plata, SA ..ttt eeeenennnnnens Banking

aBuenos Aires Embotelladora, SA, Sponsored ADR .......c.cieienvenn. Beverages & Tobacco

CapeX, SA, ClasSs A ittt ittt teteetatteeeeetnentneeeeeeeeeennnnas Utilities Electrical & Gas
Central Costanera, SA, ClasSs B ...ttt ineneeneneeneennennnn Utilities Electrical & Gas

Juan Minettd, SA ... e e e e e e e Building Materials & Components
a,iJuan Minetti, SA, cvt., Zero coupon, 12/31/05 ......c.cveuiienn.. Building Materials & Components
Molinos Rio de Plata SA, Class B vttt iitteeenennneeeeeeneeennnns Food & Household Products
Nobleza Piccardo Sdad Industrial Comercial y Financial .......... Beverages & Tobacco

Perez Companc, SA, Class B ...ttt ittt eneennenn Energy Sources

Quilmes InNAUSEIrial, SA ..ttt ittt ittt ittt ittt Beverages & Tobacco

Renault Argentina, SA ...ttt i i e Automobiles

aSevel Argentina, SA, Class C ..ttt ittt neenneeneeenennns Automobiles

Siderar, ClasSs A ittt ittt et e eeeeennaeeeeeeeeeeenennaeeeenennns Metals & Mining

Sociedad Comercial del Plata Cadelplata COmMe ......cievueuennnnnnn Multi-Industry

Transportadora de Gas del Sur, SA, Class B ......iiiiiiiiiinnn. Energy Sources

Transportadora de Gas del Sur, SA, Class B, Sponsored ADR ....... Energy Sources

YPF Sociedad Anonima, Sponsored ADR . ....iuinenenenenenenennnnnas Energy Sources

azZanella HerManosS, SA ittt eeeeeeeeeeneeeeeeeeeeeeennnneees Automobiles

Brazil 11.5%

Aracruz Celulose, SA, ADR . it iitiiinnteeeeeeeeeeeeeennnneeeeeeenn Forest Products & Paper
BanNCO BradesSCO, SA ittt ittt ittt ettt ettt e e e Banking

aBanco Bradesco, SA, BBD, rights ........i.eiiiiiiiiiiiininnennn. Banking

aBanco Bradesco, SA, BBD, rights, pfd. ........iiiiiiiiiiiiiiana. Banking

Banco Bradesco, SA, pPfd. ... i e e e Banking

Banco do Brasil, SA ...t e et e Banking

Banco do Brazil, SA, pfd. ... e i e Banking

aBanco do Brasil, SA, Series A, WaArrantsS ...eeeeeeeeeneenennnneenn Banking

aBanco do Brasil, SA, Series B, Warrants .......iiieenennnnneeenn Banking

aBanco do Brasil, SA, Series C, WarrantsS .....o.ieeieeeennennennns Banking

Brasmotor, SA, pPLd. ...t e i i e e e e Multi-Industry

Centrais Eletricas Brasileiras, SA ...ttt ieneeeaenennns Utilities Electrical & Gas
Centrais Eletricas Brasileiras, SA, Class B, pfd. ............... Utilities Electrical & Gas
Companhia Siderurgica Nacional ..........iueiiiiiiiennennnennennns Metals & Mining
Copene-Petroquimica do Nordeste SA, Class A, pfd. ............... Chemicals

Duratex, SA, pPEd. ... e e e et e e e Forest Products & Paper
Investimentos Itau, SA, pPfd. ...ttt ittt ittt Multi-Industry
AaMannesmann, SA ...ttt i enene et e Machinery & Engineering
aMannesmann, SA, Pld. ... e e e e Machinery & Engineering
Petrobras-Petroleo Brasileiro, SA, pfd. ... Energy Sources
Telecomunicacoes Brasileiras-Telebras, SA ....iiieiineennennennnn Telecommunications
aUniao de Bancos Brasileiros, SA, pfd........iiiiiiiiiiiininnnn. Banking

China 2.2%

China Southern Glass Co., Ltd., Class B ...ttt iitnnennnennnnnnn Building Materials & Components
Chiwan Wharf Holdings, Ltd., Class B ...ttt innenenennnnnas Transportation

aluoyang Glass Co., Ltd., Class H ...t iiinenennnnnnas Misc Materials & Commodities
Shandong Huaneng Power Co., Ltd., Sponsored ADR .........ovuevuennn Utilities Electrical & Gas
aShanggone Co., Ltd., Class B ...ttt nneenneennennennns Machinery & Engineering
Shanghai Chlor-Alkali Chemical Co., Ltd., Class B ......c.ocvunu.n. Chemicals

aShanghai Dazhong Taxi Shareholding Co., Ltd., Class B .......... Transportation

aShanghai Jin Jiang Tower Co., Ltd., Class B ......iiiiiinnnnn. Leisure & Tourism

aShanghai Lujiaxui Finance & Trade Zn Dev Stock Co., Ltd, Class BReal Estate

Shanghai New Asia Group Co., Ltd., Class B .....iiiiiuiiuinennnnnn Food & Household Products
Shanghai Petrochemical Co., Ltd., Class H ......iiiiiiiinnnnnn. Chemicals

aShanghai Refrigerator Compressor Co., Ltd., Class B ............ Industrial Components

aShanghai Shangling Electric Appliance, Class B .......ciuiuninn.. Appliances & Household Durables
China (cont.)

Shanghai Tyre & Rubber Co., Ltd., Class B ......iiiiiiiiinnennenn. Industrial Components

aShanghai Vacuum Electron Devices Co., Ltd., Class B ............ Appliances & Household Durables
Shanghai Yaohua Pilkington Glass, Class B ......iiiiiiiinnnnnnn Building Materials & Components
Shenzhen Vanke Co., Ltd., Class B ..ttt eeennennnnneeeeeennnn Real Estate

Czech Republic 1.8%

I L0/ Utilities Electrical & Gas
Elektrarny OpatovicCe, AS ...ttt ittt ettt ttneeeeeenennnenn Energy Sources

KOmerCnl BanKa, AS ittt ettt teeeeeneeeneeeeeeneeeeeenenennan Banking

Komercni Banka, AS, GDR ittt tneeeneeeeeeeeeeneeeeeenenennnn Banking

ASPT TeleCOmM, AS ittt ittt it tie it iieiie et tneneeneennennnn Telecommunications

Tabak, AS i i i i e e e i e e e Beverages & Tobacco
AUnipetrol, fgm. ...t e e e e e e e Chemicals

Ghana .4%
Ashanti Goldfields Co., Ltd., Sponsored GDR .......ievuvuenenennn Metals & Mining

Greece 3.7%
Alpha Credit Bank ...ttt ittt e ettt e e e e Banking
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399,470
1,639
56,200
49,555
13,290
30,350
6,000
938,438
43,372
277,707
156,000
293,375
15,207
7,230
1,692,360
102,030
3,000
116,934
2,840

114,800
150,542,291
6,436,461
3,314,124
77,514,000
111,182,976
97,000,000
36,132,595
54,198,892
79,531,488
4,906,000
99,820,000
106,060,000
37,703,000
2,975,700
50,115,800
1,884,200
2,224,000
362,700
25,255,000
29,560,000
15,439,000

2,224,446
1,132,000
2,175,000
96,500
233,400
1,332,900
627,300
2,033,600
358,900
189,940
1,860,000
594,480
340,730

1,338,700
1,744,361

647,600
2,676,061

117,430
17
1,000
4,000
4,610
130
212,938

165,164

48,558

ARS

2,557,094
15,213
562
329,603
34,561
94,710
6,001
2,252,679
195,211
1,983,205
2,135,250
410,803
13,993
30,733
2,674,437
231,652
33,562
3,997,681
284

1,650,250
1,497,262
23,645
11,878
763,993
717,277
717,038
61,837
94,698
155,350
483,545
4,963,944
5,416,800
1,047,259
906,535
1,975,803
1,468,800
261,049
45,498
5,906,147
3,006,191
1,051,354

625,796
356,443
196,477
663,437

20,539
229,259
469,220
378,250
279,942

51,284
290,437
165,265

70,190

$ 334,675
261,654
89,369
1,554,042

3,853,671
1,971
37,732
49,000
493,176
29,694
612,475

2,835,472
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Alpha Leasing, S ittt ittt ettt et e ettt e Financial Services

Delta Dalry, SA ittt ittt ettt e e et e e e Food & Household Products

Ergo BanK, SA ittt ittt it ettt e e e e e e Banking

Etha LeasSing . vt i ittt ittt ittt e ettt e e e Financial Services

Hellas Can Sa Packaging Manufacturers ...........ceeieieienenenas Metals & Mining

Hellenic Telecommunications Organizations, SA ................... Telecommunications

Hellenic Telecommunications Organizations, SA, 144A ............. Telecommunications

aNational Bank of Greece, SA ...ttt iiiiitteteeeeeeeeeeeeennnnnens Banking

Titan Cement, CO.;, TOT . ittt et neteee e e eeeneeeeeeeeeennanas Building Materials & Components

Hong Kong 8.3%

Cheung Kong Holdings, LEtd. ...ttt neenneenneeneenns Real Estate

Cross Harbour Tunnel Co., Ltd. ...ttt iteeeeennnnnnens Transportation

Dairy Farm International Holdings, Ltd...........iiiiiiiiinnnnnn Merchandising

Goldlion Holdings, Ltd. ...ttt ininenenenennennas Textiles & Apparel

Great Wall Electronic International, Ltd. ......iiiiiiinnnnnnnnnn Electrical & Electronics

Hang Lung Development . ...ttt ieeneeeneeneeeneenneenennas Real Estate

Henderson China Holdings Limited .........uiiuiiiiiiiiiinnnnennn. Real Estate

Hong Kong & Shanghai Hotels, Ltd. .......iiiniiiiiiiiiininnnennnn Leisure & Tourism

Hong Kong Electric Holdings, Ltd. .....uuiiniiiiiiiiiinnennennnn Utilities Electrical & Gas
Hopewell Holdings, Ltd. ...ttt Construction & Housing

HSBC HOldIngs, PlC. ittt ittt ittt ittt ittt ittt Banking

IMC Holdings, Litd. ..ttt ittt ettt ettt ettt teaeeeeeenenneenns Transportation

Jardine Matheson Holdings, Ltd. ...ttt enneenneenns Multi-Industry

Jardine Strategic Holdings, Ltd. ...ttt inenennnnnas Multi-Industry

K Wah International Holdings, Ltd. .....iuiuininiinininininennn. Building Materials & Components
aLail Fung Holdings, Ltd. ...t iiiiiiiiiiiiinnnnennnn Real Estate

Lai Sun Development Co., Ltd. ...t iiiiiiininnnnnns Real Estate

Lai Sun Garment International, Ltd. .......iiuiiiiiiiiinneennennns Multi-Industry

alLai Sun Hotels International Ltd., warrantsS ........eeeeeeeeeen. Leisure & Tourism

Laws International Holdings, Ltd. .....c.iuiiiiinininennennnnas Textiles & Apparel

New World Development Co., LEtd. ... ..ttt ittt Real Estate

Semi-Tech (Global) Co., LEd. .ttt ittt teeeeeneenannn Appliances & Household Durables
aSemi-Tech (Global) Co., Ltd., Warrants ....eeeeeeeeeeennnnneeenn Appliances & Household Durables
Sun Hung Kail & Co., LEd. ..ttt ittt ittt it eee e Financial Services

aSun Hung Kai & Co., Ltd, warrants .........eeeenieennennnenneenns Financial Services

Sun Hung Kail Properties, Ltd. ...ttt ineneenenenenennn Real Estate

Swire Pacific Ltd., ClasSs A .ttt tneneneeeeeeaenenennnenns Multi-Industry

Swire Pacific Ltd., Class B ...ttt Multi-Industry

Hong Kong (cont.)
Wheelock & CO. LEd. ittt ittt ittt et eeeee et teeeeeeeneaans Multi-Industry

Yue Yuen Industrial HOLldINgs ...ttt inineneeennnnnas Recreation & Other Consumer Goods

India 3.3%

aAndhra Valley Power Supply Co., Ltd. .....iuiiiniinininininnnnnns Utilities Electrical & Gas
Arvind Mi11ls, LEd. ...ttt ittt ittt ettt it aeaeaeeeaeaenan Textiles & Apparel

aBajaj AULO, Ltd. ...ttt ittt e e e e e, Automobiles

Bank Of Baroda. ..ottt ittt ittt e e e Banking

Bharat Petroleum Corp., Ltd. ...ttt ittt teeeenennnnnn Energy Sources

Bombay Dyeing & Manufacturing Co., Ltd. ........iiuiiiiiinnnnnn. Chemicals

BSOES, L. ittt ittt ittt ettt e e et e e e et et e e e Utilities Electrical & Gas
Cochin Refineries, Ltd. ...ttt ittt tnenenenennnanas Energy Sources

Grasim Industries, Ltd. Ord INR 10 ...ttt ininenenennnnnns Multi-Industry

Great Eastern Shipping CO. .ttt ittt ittt ittt nnnnas Transportation

Gujarat Ambuja Cements, Ltd. ...ttt ineeneeeneeneennennns Building Materials & Components
Gujarat Industries Power, Ltd. .....iiuiiiiiiininneenenennennns Energy Equipment & Services
Gujarat Narmada Valley Fertilizers Co., Ltd. ......cicieininnnn. Chemicals

Hindalco TnAUSEIEIES o« ittt ittt ittt ettt ettt ettt ettt eeeeeennanas Metals & Mining

aHindustan Organic Chemicals, Ltd. ......iuininiiniiiiiiinennnnnns Chemicals

Hindustan Petroleum Corp., Ltd. .....iuininin i iiiiininnnnnas Energy Sources

India Cements, Ltd. ... iiiiiii ittt ettt ettt teneeeaeeneenannn Building Materials & Components
India Cements, Ltd., GDR ..ttt ttneeeneneeeeeeeeeeeeennnnnnns Building Materials & Components
Indian Aluminium Co., Ltd. ...ttt ittt Metals & Mining

Indian Petrochemicals Corp., Ltd. ...t ininineeeenenenennn Chemicals

Indian Rayon & Industries, Ltd. .......iiuiiiiiiiiiiiiiniinnnenn. Multi-Industry

Indian Rayon & Industries, Ltd., GDR ....uituitiiiininnnnenenenennn Multi-Industry

Indo Gulf Fertilisers & Chemicals Corp., Ltd. ..........iiiia... Chemicals

Industrial Credit & Investment Corp. of India (ICICI) ........... Financial Services

Industrial Development Bank of India ...........oiiiiiiiiininn.nn Banking

ITC Bhadrachalam Paperboards, Ltd. ........iuiiiiiiiiiiiiininnnnn Forest Products & Paper

Larsen and Toubro, Ltd. . ...ttt it ittt einneeneenns Multi-Industry

Madras CemMeNES . i v ittt ittt ittt ittt ittt ittt ettt Building Materials & Components
aMahanagar Telephone Nigam, Ltd. ......iiuieiniitiniennenneennennns Telecommunications

National Aluminium Co., Ltd. ...ttt meeeenennneeeeeeneeennnnn Metals & Mining

Oriental Bank Of COMMEICE ...ttt it ittt ettt ettt et eeeennanas Banking

Reliance Industries, Ltd. ...t iiit ittt eeeeneeeneeeeeenenennnn Chemicals

Shipping Corporation of India, Ltd. .........c ... Transportation

Steel Authority of India, Ltd. .....iuiiiiiiiiiiiiiiiiiinnnennn Metals & Mining

Steel Authority of India, Ltd, GDR, RE€g S ...t iiiiiieennennnnnn Metals & Mining

Sterlite Industries (India), Ltd. ...ttt in it nneeeeeeeennnn Metals & Mining

Tata Chemicals, Ltd. ittt ittt ettt et s eeeneeenenns Chemicals
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30,480
71,390
13,873
40,690
36,250
26,360
124,800
1,184
26,240

658,000
34,000
241,445
130,000
693,102
2,366,000
14,000
731,000
334,400
347,000
192,063
120,000
24,618
98,125
1,013,418
14,952
747,600
507,000
111,651
882,000
705,127
1,353,201

31,159
1,119,400
42,080
253,000
210,000
182,000

673,000
177,200

3,550
143,000
6,400
95,700
4,800
6,700
3,200
71,200
48,900
297,800
2,200
52,100
7,000
2,375
25,900
41,400
61,600
3,051
47,500
207,200
30,525
10,670
143,300
190, 480
166,300
66,700
179,250
400
9,400
598,100
294,800
115,400
182,200
483,000
25,000
9,100
76,350

601,332
809,850
717,476
336,873
523,604
540,480
2,558,873
104,260
1,197,139

4,309,395
57,917
260,761
43,199
53,666
3,328,094
11,201
603,742
1,270,884
86,425
4,734,034
30,972
125,552
259,050
177,861
5,161
246,016
315,689
432
121,789
2,438,689
221,779
1,126
193,573
1,439
1,763,066
1,151,762
184,372

$ 785,992
375,026

7,222
321,932
98,776
269,767
50,969
16,964
13,959
308,776
435,360
349,459
15,490
34,888
3,973
45,016
9,514
511,691
105,286
5,797
89,365
373,964
144,254
45,345
134,344
371,728
392,417
59,128
927,116
46,684
61,867
450,101
483,186
487,212
209,158
120,134
80,000
46,080
290,208
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Tata Engineering & Locomotive Co. TelCO .. iiiiiiiinnenneennennns Machinery & Engineering

Tata Hydro-Electric POWET, CO. ..ttt iiutiietnnenneenneenneenennas Utilities Electrical & Gas
Tata Iron & Steel Co., Ltd. ittt ettt ittt eeneenennns Metals & Mining

Thermax, Ltd. ..ottt ittt ettt ittt ettt ettt eeeeeeeennnnas Energy Equipment & Services
Wockhardt. .. i i e e i e Health & Personal Care

Indonesia 2.2%

Asia Pulp & Paper Co., Ltd., Sponsored ADR .......ciiuiiunennennnn Forest Products & Paper
PT Bank Dagang Nasional Indonesia, fgn. ...........ciuiiuiiniinvncnnn Banking

aPT Bank Dagang Nasional Indonesia, warrants .............ocoee.o.. Banking

PT Bank Danamon, fOmM. ...ttt ittt ettt eeneeeneeeeeeneennnns Banking

aPT Bank International Indonesia, fgn. ..........ieiiiiiiiinnennn. Banking

PT Bank PDECI, QM. ittt ettt it ittt ettt et aeaeaeanaennn Banking

PT Barito Pacific Timber, fgn. .......iniiniiiiiiiinitienenennennn Forest Products & Paper
PT BBL Dharmala Finance, fgn. ........iiuiiniiiiiininineenenenenennn Financial Services

PT BDNI Capital Corp., fOn. ...ttt Financial Services

PT Charoen Pokphand Indonesia .........i.eiiiiiiinninneennennnnnn Food & Household Products
Do O o o T T Real Estate

PT Dharmala Intiland, fgn. ...ttt in it ittt etaeeeaennnennn Real Estate

Indonesia (cont.)

PT Gadjah Tunggal, TBK, fgn. ........eiiiiiiiiiiiiiiiiinnenn. Automobiles

PT Hanjaya Mandala SamPOEINa ...ttt ittt eennenenenenenennn Beverages & Tobacco

PT Indah Kiat Pulp & Paper Corp., fOn. .....iiiiiiiiiiinnnnnnnn Forest Products & Paper
aPT Indah Kiat Pulp & Paper Corp., rights .......... ... ... Forest Products & Paper
PT Indocement Tunggal Prakar .........iuiinieneneninenaenenennnennn Building Materials & Components
PT Indofoods Sukses Makmur ..............iiiiiiiiiienenenennnnn Food & Household Products
PT Indosat, fgn. ... i i i i it i i e e Telecommunications

PT Inter-Pacific Bank, fgn. ........iiiiiiiiiiiiiiiiiinininennn Banking

PT Jakarta International Hotel & Development .............oceuee.n. Real Estate

PT Japfa Comfeed Indonesia ........iuiiiiiiiiiiniinnenneennennnnnn Food & Household Products
PT Kalbe FaImMa ...ttt ie ittt inieeeeeeenenenenenenenennn Health & Personal Care

PT Modern Photo Film CoO. ittt ittt ittt teeeaenenennnennn Multi-Industry

PT Multibreeder Adirama Indonesia TBK ......iiiiiiiiinnnnenenennn Food & Household Products
PT Pabrik Kertas TJiwi Kimia ...ttt iiiinninnieneennennnnnn Forest Products & Paper
aPT Pabrik Kertas Tjiwi Kimia, warrants ..........c.ieeiiuieeneenn. Forest Products & Paper
PT Pakuwon Jatd. ...ttt i i i i i i e e Real Estate

PT Semen Cibinong, L1oOC. ittt ittt ettt aeaeaeaennnenns Building Materials & Components
PT Semen GresSiK. .. uiii ittt ittt tneneneeeeeeeeaeaenennnenns Building Materials & Components
PT Sinar Mas Agro Resources & Technology COrp. ..........ocoeueen.. Food & Household Products
PT Sinar Mas Multi Artha, fgn. ....... ..t iininnnnn. Financial Services

aPT Sinar Mas Multi Artha, fgn., warrants ...........ccieiinieen.. Financial Services

PT Sumalindo Lestari Jaya TBK ...ttt ittt it eeaeeeaeannennn Forest Products & Paper
PT SUmMMAreCON AGUING &ttt t vt teennnnnnnneeeeeeeennnnnnnaeeeeeeees Real Estate

PT Tambang Timah, fgn. .. ...ttt ittt Metals & Mining

PT Tempo Scan Pacific ..... ... i it Health & Personal Care

PT Ultra Jayva MilK ...ttt ittt e ettt ettt eeieeeaann Food & Household Products
PT Unggul INnNdah CoOrP. o« tvitti ittt ittt ettt teeeeeeneenaeenennnens Chemicals

PT United TraChorS et i i ittt et ettt te et et teteaeaeaeaeanaennn Machinery & Engineering

Israel 1.1%

Bank Hapoalim BM. ..ttt i ittt it ttteeteeeeeeeneeeneeneeeneennens Banking
Clal Industries, Ltd. . iiuiiieteettnneeeeeeneeeneeneeeneeneeens Multi-Industry
Discount Investment CoOTP. ettt ittt eneneneneneeeeeeennnnnas Multi-Industry
First International Bank of Israel ........cuiuiniiniiiininnnnnnas Banking
Koor Industries, LEd. ...ttt inineinenenenenens Multi-Industry

Jordan .1%
aJordan Cement Factories, Ltd. .......iiniiiiiiiiiiiiiiininnennnn Building Materials & Components

Malaysia 1.8%

Berjaya Singer, Bhd. .... ...t i e e e e Appliances & Household Durables
Berjaya Singer, Bhd, fgn. ... ..ttt e e e Appliances & Household Durables
Boustead Holdings, Bhd., fgn. ........iiuiiiiiiiiiiinininnennn. Food & Household Products
aEdaran Otomobil Nasional, Bhd. .........ciiuiiiuiiiiiiiiinennennnn Automobiles

Federal Flour Mills, Bhd. ... uiiiiiiinnnnneeeeeeeeeeeeeennnnnnas Food & Household Products
Genting, Bhd. .. ...ttt e e e e e e Leisure & Tourism

Hong Leong Industries, Bhd. ...... ..., Multi-Industry

aHong Leong Industries, Bhd., fgn., warrants .........c.c.cceee... Multi-Industry

Hong Leong Properties, Bhd., fgn. .........iuiiiniiniiiiininnnnnas Real Estate

Island & Peninsula, Bhd., fgn. . ...ttt Real Estate

Kian Joo Can Factory, Bhd. ...ttt Industrial Components

Leader Universal Holdings, Bhd. .......iieiiiiiiiiiiinnennennns Industrial Components

Malaysian Airline System, Bhd. ....... i iiiiiininnnnnn. Transportation

Malaysian International Shipping, Bhd., fgn. .................... Transportation

MBFE Capital, Bhd. ...ttt ittt ettt e Financial Services

MBF Capital, Bhd., fgn. ...ttt Financial Services

Oriental Holdings, Bhd. ...ttt ittt Automobiles

aPerlis Plantations Oil Palms, Bhd. .......iiiiiiiiiiininnennn. Multi-Industry

Perlis Plantations 0Oil Palms, Bhd., fgn. ...........cciiiiiiiinn. Multi-Industry

Perusahaan Otomobil Nasional, Bhd., fgn. .......... ..., Automobiles
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188,500
20,000
97,450

3,200
1,800

49,500
1,771,000
253,000
1,098,000
600,000
570,500
2,659,000
150,000
411,000
2,493,750
800,000
372,400

6,732,000
121,000
1,317,500
114,400
1,150,500
230,520
59,000
12,000
481,500
337,500
84,500
218,000
441,750
2,009,926
169,155
383,500
746,500
318,500
745,800
3,099,250
232,440
349,000
678,069
869,000
185,000
338,500
136,400
356,000

329,883
225,232
17,970
248
2,966

36,000

418,000
89,000
314,000
1,000
103,000
219,400
313,200
38,000
233,000
413,000
9,000
880,000
113,000
256,666
517,000
200,000
3,000
625
237,500
213,000

1,424,570
38,138
333,741
14,204
8,483

498,094
112,700
2,346
69,873
35,455
181,523
761,441
43,636
67,255
136,023
36,364
86,329

$ 642,600
91,300
233,557
3,120
376,527
75,443
109,418
3,382
94,111
27,614
14,980
63,418
14,056
493,345
9,842
31,377
33,932
186,757
64,410
380,363
2,958
49,177
43,150
932,200
14,295
61,545
32,860
42,073

791,093
1,266,027
502,001
182,145
328,411

133,261
28,374
259,951
2,044
82,093
549,981
318,877
3,517
42,532
276,077
8,006
271,500
90, 644
376,140
120,294
46,536
3,671
482
335,840
208,099
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Public Bank, Bhd. ...ttt e e e e e e e Banking
Malaysia (cont.)

iRenong, 4.00%, conv., 5/22/01 ..ttt te ettt Multi-Industry
ARENONG, Bhd. ..ottt ittt ettt et et e e e e e Multi-Industry
aRenong, Bhd., warrants .........iuiiiiii ittt ittt Multi-Industry
Resorts World, Bhd. ... iiiiiiiite ettt ettt eeeennneeeeeeeeeennnnn Leisure & Tourism
Shangri-La Hotels (Malaysia), Bhd. ... ... iiiiiiiiiiiiiininnnn. Leisure & Tourism
Shangri-La Hotels (Malaysia), Bhd., fgn. ......... ... Leisure & Tourism

Mexico 16.1%

aCemex SA, Class B ittt ittt ittt et e e e Building Materials & Components
ACifra SA de CV. ittt ittt ettt ettt ittt et Merchandising

Cifra SA de CV, SeriesS C ittt tentieneeeeeeneeeeeeeenenenneeens Merchandising

Coca Cola Femsa, SA, Sponsored ADR . ...ttt ineineenneeneenns Beverages & Tobacco
Cydea, SA de CV ittt ittt ittt ittt ittt ittt enennas Chemicals

DESC, SA, ClasSsS B i tttiiiittteeetteeeeeeeeeeaeeeeeeeeeeeenannnnas Multi-Industry

DESC, SA, ClaSS C titttiinnnneeeeeeeeeeeeeneeeeeeeeeeeeeennnnnens Multi-Industry

Fomento Economico Mexicano, SA de CV, Class B t.iiiiiieeeennnnnnn Beverages & Tobacco
aGrupo Financiero Banamex Accival, SA, Class B .....c.icieieinnnnn. Banking

aGrupo Financiero Banamex Accival, SA, Class L ....cuieiiiennnnnnn Banking

Grupo Financiero Bancomer, SA de CV, Class B .......ciiiiniennenn.. Banking

aGrupo Financiero Bancomer, SA de CV, Class L ....uiiuieniennnnnnnns Banking

aGrupo Financiero Serfin, SA de CV, Class B .....iuiiiiinnnennn. Banking

Telefonos de Mexico SA, Class L, Sponsored ADR ......ciuvueenenenn. Telecommunications

A e J Y Food & Household Products
Peru .7%

Telefonica Del Peru, SA, ClassS B, BADR ..t neeeneennnnnnnnns Telecommunications

Philippines .3%

= 2N <3 = o Y T O oy o Multi-Industry

Fo 0T T G Real Estate

Filinvest Development COTP. ..ttt eenneeneeeneeneeenesnnens Real Estate

aKeppel Philippine Holdings Inc., Class B ....iiiiiiiinnennennn. Machinery & Engineering
Metro PacCific CorP. v tit ittt ittt ittt et ettt e e Multi-Industry

aPhilex Mining Corp., Class B ...ttt ittt ennnnnas Metals & Mining
Philippine Commercial International Bank Inc. ..............oo.... Banking

aPhilippine National Bank ...ttt ittt ettt eeeeenennns Banking

2 0oy T Food & Household Products
REFM Corp., 10.00%, cvt., PEd. ..ttt ittt i eie s Food & Household Products
aSoutheast Asia Cement Holdings INC. ..ttt tinenenenennnnnan Building Materials & Components

Poland 1.0%

Bank Przemyslowo—Handlowy, SA . ... tiitiie it tnneeneeenennnnnn Banking

Big Bank Gdanski, SA, ClasSsS G .ttt eenenenenenenenenennns Banking

aBig Bank Gdanski, SA, GDR ...ttt iiniinineiiennennennnn Banking

aImpexmetal, SA, ClasSsS A .ttt eneeeeeeeeeeneneas Metals & Mining

MOSTOSTALl EXPOTE, SA ittt ittt it ettt ettt ettt ettt et Construction & Housing
aPolifarb Cieszyn WrocClaw, SA ...ttt ittt eneenneeneenns Chemicals

aPolifarb Cieszyu Wroclaw, SA, Class D ...ttt enenennnnnns Chemicals

aRaciborska Fabryka Kotlow, SA ...ttt tntnenenennnanas Energy Equipment & Services
AROLIMPEX, SA ittt ittt ittt ettt ettt ettt e e e Wholesale & International Trade
WA A, S ittt ittt ettt ettt et e teeeeeeaeeeeeoseeeeaneeesoneenes Insurance

Wielkopolski Bank KredytoWY, SA .ttt ittt tnneeneennennannn Banking

Zaklady Cementowo Wapiennicze Gorazdze Chorula .................. Building Materials & Components

Portugal 3.5%

Banco Comercial POrtuUQUES, SA ittt ittt ittt eneeeeeeneenannn Banking

Banco Espirito Santo e Comercial de Lisboa ..........cciiiiiiin.n. Banking

Banco Totta & ACOTES, SA ittt ittt inneteeneeeeonnsteoneeesonnenes Banking

Espirito Santo Financial Holding, SA, ADR ...ttt enenenennns Banking

Portugal (cont.)

aPortucel Industrial Empresa Product de Celulose, SA ............ Forest Products & Paper
Sociedade Portuguesa de CeluloSe, SA ..ttt it neeenennnnnn Forest Products & Paper

Singapore 3.2%

Acer Computer International, Ltd. ...ttt nennn Electrical & Electronics

aAcer Computer International, Ltd., warrants ...............c.... Electrical & Electronics

ACMA, Ltd. v ittt ittt ittt ettt ettt ettt e e e et Electrical & Electronics

Acma, Ltd., fOMe .ttt ittt e et e e et e e Electrical & Electronics

aAcma, Ltd., fgn., wWarrants .. ...ttt ittt e e e Electrical & Electronics
British American Tobacco, Ltd. ...ttt inininenennns Beverages & Tobacco

Cycle & Carriage, LEtd. ...ttt ittt ittt ittt Wholesale & International Trade
First Capital Corp., Ltd. ..ttt ittt ittt eeieeenennnn Real Estate

First Capital Corp., Ltd., fOn. ...ttt Real Estate

Fraser and Neave, Ltd., fgn. ... ..ttt ennnnn Beverages & Tobacco
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166,000

26,800
1,833,000
16,750
467,000
726,000
237,000

1,846,000
160,640
3,087,085
23,400
97,938
98,034
12,515
159,000
766,000
1,106,137
4,238,000
2,064,259
2,613,816
205,000
729,849

85,700

2,375,000
36,000
2,381,000
690,000
30,000
5,146,500
30,000
24,970
405,000
79,090
10,000,000

13,638
1,067,350
15,333
7,000
17,032
13,013
5,136
10,000
53,051
25,000
14,742
8,385

277,594
110,880
9,074
6,740

62,900
5,110

293,000
22,000
87,000

184,000
46,000
18,000

108,000

297,000

351,000
30,000

MYR

51,642

$ 2,825
848,284

2,153
786,438
197,856
64,589

9,858,447
396,101
6,923,516
1,357,200
273,044
936,549
117,854
1,270,739
2,292,163
2,850,833
2,730,636
821,048
634,791
11,492,812
3,214,935

92,654
1,387
199,886
41,570
830
127,074
85,185
54,872
66,000
9,139
130,864

708,015
1,044,640
233,833
56,000
43,003
61,650
20,544
26,667
120,399
297,163
74,024
206,949

5,677,065
3,299,591
178,177
136,906

$ 383,791
144,374

269,560
2,530
59,875
126,633
3,139
53,984
445,328
274,886
324,865
129,932
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GP Batteries International, Ltd. .....iiiiiiiiitteeennnnnnnens Electrical & Electronics

aGP Batteries International, Ltd., warrantsS ........eeeeennneeens Electrical & Electronics
Hai Sun HUp Group, Ltd. ...ttt ittt ittt teeeeeannnanas Transportation

aHai Sun Hup Group, Ltd., warrants .........eeuiniiinenenennnnnas Transportation

Hinds Hotels International, Ltd. .........iuiiiiiiiiiiiiinnnennn. Leisure & Tourism

Hinds Hotels International, Ltd., fgn. ...........ciiiiiiiiinnnnn. Leisure & Tourism

Hour Glass, LEd. ..ttt ittt ittt e ettt ettt Merchandising

aInchcape, Bhd., fgn. ...ttt ittt i Wholesale & International Trade
Inchcape Marketing Services, fgn. ........iiiiiii it ittt ienenennnnn Broadcasting & Publishing
Isetan (Singapore), Ltd., fgn. ...ttt ittt itiniennnennn Merchandising

Jurong Shipyard,Ltd., fon. ... i e Machinery & Engineering
Keppel Corp., Ltd. .ttt ittt ittt ittt ittt ittt Transportation

MCL Land, LEd. ettt ettt eeteeeeeeeeeeeeennnaeeeeeeeeennnns Real Estate

Metro Holdings, Ltd., fgn. ...ttt ittt Wholesale & International Trade
Natsteel, Ltd. ittt ittt ettt et ettt et tineeeaeenananann Metals & Mining

Natsteel, Ltd., fgn. ..ttt ittt ettt ittt e Metals & Mining

Neptune Orient Lines, Ltd. ...ttt it inininenenenens Transportation

Osprey Maritime, Ltd. ...ttt ittt ittt Transportation

aOsprey Maritime, Ltd., conv., pfd. .......iiiiiiiiiiiiiinnn. Transportation

Overseas Union Enterprise, Ltd. ......iuiiieiiiiiiinieennennennns Leisure & Tourism
RODLINSON & CO., LEA. &ttt ittt ittt ittt ettt et teeeeeeeenaneaann Merchandising

Sembawang Corp., LEd. ...ttt ittt Multi-Industry

United Industrial Corporation Ltd. ............ i, Real Estate

United Industrial Corporation Ltd., fgn. ..........ciiiiiiinnn. Real Estate

Van Der HOrst, LEd. ...ttt ittt ittt eee e Machinery & Engineering
WBL COrp., Ltd. ittt ittt it ettt ittt e e Multi-Industry

Slovak Republic .5%

Nafta Ghely, S . ittt ittt ettt ettt et ittt e Utilities Electrical & Gas
1T e 1T =T w2 S Chemicals
Vychodoslovenske Zeleziarne, AS ...ttt nnennnn Metals & Mining

South Africa 3.6%

72X o e R I ¥ Chemicals

2N < o = 0wl N Building Materials & Components
Anglo American Industrial Corp., Ltd. ...ttt Multi-Industry

Anglovaal Industried, Ltd. ........iiiiiiiiii ittt Multi-Industry

Bonnita Holdings, Ltd. ... iuiuiiiiiitti ittt ttetteneeeeeenennannn Food & Household Products

BTR DUNLOP, LEd. ittt ittt ettt ettt et ettt ittt a e eeeneenaenn Industrial Components

CG SMIith, Ltd. tie ittt ittt ittt ettt ettt ettt ie s eeeneeaeenns Multi-Industry

Del Monte Royal Foods, Ltd. ...ttt eenneneenns Food & Household Products
Edgars Stores, Ltd. .. ..ttt iiieiin et eteineeeneennenn Textiles & Apparel

Engen, LEd. ... e e e e e e Energy Sources

First National Bank Holdings, Ltd. ......ueiniiiiiiinnennnennennns Banking

FoodCorp, LEd. ittt ittt ettt ettt ettt ettt e e Food & Household Products

South Africa (cont.)

Kersaf Investments, LEd. ...ttt teeeteneeeneeneeenenennnn Leisure & Tourism

Malbak, Ltd. ittt ittt ittt ettt et e e e e e Multi-Industry

McCarthy Retail, Ltd. ...ttt ittt ittt Appliances & Household Durables
iMcCarthy Retail, Ltd., cvt., zero coupon 9/30/03 ............... Appliances & Household Durables
Palabora Mining Co., Ltd. ...ttt ittt it tieeeenennnenn Metals & Mining

aRainbow Chicken, LEtd. ..ttt iiit ittt ettt teteeeeeeneeneenns Food & Household Products
Rembrandt Group, LEd. ...t intnitittteteeeeneneneeenenenenens Multi-Industry

Reunert, Ltd. ...t i i i i i i i i Electrical & Electronics

SaPPl, LEd. ot e e e e e e e e e e Forest Products & Paper

South African Breweries, Ltd. ......iiiiiiiiiiinnieneennennnnnn Beverages & Tobacco

South African Iron & Steel Industrial Corp., Ltd. ............... Metals & Mining

Sun International (South Africa), Ltd. ..iiuiiiiin e inneennnnn Leisure & Tourism

Toyota South Africa Limited ...ttt ittt Automobiles

Voltex Holdings, Ltd. ...ttt ittt ittt titeaeaenenenennn Electrical & Electronics

South Korea 1.1%

Asia Cement Co., Ltd. ..ttt ittt ittt aaeaeaennnennn Building Materials & Components
Boram Bank Co., Ltd. ..ttt ittt tntneinenenenenens Banking

2 7 T I Textiles & Apparel

Central Banking Corp. ittt ittt ettt ettt et e eeeaeenennns Financial Services

Cho Hung Bank Co., Ltd. ...ttt ettt ittt Banking

Cho Hung Bank Co., Ltd., GDR ..ttt et tnteeeeeeeeannanas Banking

Dae Duck Electronics Co., LEd. ..t iiitininnteneeeneeenennennns Electrical & Electronics

Daegu Bank Co., LEd. ..ttt ittt it ittt ittt eeeeenennas Banking

Daewoo EleCtronicCsS, CO. vttt tteeeeeeeneeeeeeeeeeeeeennnnnnas Electrical & Electronics

Daewoo Electric Components Co., Ltd. ...ttt Electronic Components & Instruments
aDongbu Steel Co., Ltd., fOn. ...ttt Metals & Mining

Dongkuk Steel Mill CoO., Ltd. ettt ittt ittt eeennanas Metals & Mining

Hae In Corp., LEd. ittt ittt ettt ittt ittt eennanas Merchandising

= 2 o T T = 7= o < Banking

Hana Bank, GDR. .ttt iiititneneneneneneneneneneneeeeeeeeneneas Banking

Hankook Cosmetics Co., LEd. ..ttt iiiiiinnit ettt teeeeeennnnnneas Health & Personal Care

AHOtEl Shilla, CO. titiiit ittt ettt ettt et eeeeeeeeeeeeeeeeannnnanns Leisure & Tourism

aKorea Express Co., Ltd. ...ttt eennenneenns Transportation
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71,000
18,000
1,698,000
391,200
167,000
177,000
100,000
377,000
377,000
75,500
227,000
110,000
585,000
100,000
78,000
476,000
3,000
367,000
96,120
131,000
19,200
429,000
164,000
1,779,000
198,000
108,000

7,600
28,010
20,000

22,000
14,000
30,455
94,715
80,000
656,000
73,000
1,762,900
11,203
361,029
24,600
10,722

101,800
31,575
74,266
17,000
107,001
319,985
9,970
276,500
128,351
20,828
2,534,412
1,066,585
22,000

153,907

16,140
101,230
2,760
27,375
100,000
54,000
820
110,168
40,000
9,000
7,000
21,000
1,000
9,008
84,572
3,950
9,200
9,000

ZAR

184,503
14,737
685,043
31,333
143,667
152,269
38,564
579,312
111,836
112,880
1,077,425
315,871
338,401
123,999
105,512
643,892
1,184
293,948
43,911
313,996
68,348
916,286
64,218
696,612
75,770
99,958

268,987
748,634
392,460

68,715
155,348
738,461
175,164
20,549
202,199
300,010
1,159,207
191,071
1,836,118
218,627

55,081

$ 533,422
30,819
152,607
33,186
1,097,173
13,808
72,729
448,854
646,173
513,585
749,934
438,338
114,148
79,065

77,605
246,655
121,310

13,243
204,425
102,600

23,052
248,284
105,841

18,982

19,658

83,071

18,555

50,115
496,863

15,905

19,350

35,310
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Kyong Nam Bank. ...ttt ittt ettt ettt ittt a e e e Banking 59,410 131,410

LG EleCLronicCS, INC i it iineeeeeeeeeeeeeeeneneneeeeeeeeeeeeeannnnees Electrical & Electronics 27,000 204,690
LG Industrial Systems, Ltd. ...ttt ineeenennnnnas Electrical & Electronics 16,000 62,7173
Moon Bae Steel CoO., Ltd. .t iimttnnteeeeeeeeeeeeneeeneenenenns Metals & Mining 1,000 12,920
Saehan Precision Co., Ltd. ...ttt iiiinnnenns Electrical & Electronics 4,111 32,136
Samsung Display Devices (L), Ltd. ...ttt Electrical & Electronics 9,130 171,558
aSamsung Heavy Industries Co., Ltd. ...ttt iiitnnennennennns Machinery & Engineering 44,000 97,605
Shin Poong Paper Manufacturing Co., Ltd. ........... .. Forest Products & Paper 2,720 15,245
Ssangyong O0il Refining Co., Ltd. ...ttt in it eteeeenenenennn Energy Equipment & Services 71,640 303,044
Tong Yang Merchant Bank .. ...ttt ittt ineneeeeennnnnas Financial Services 74,096 146,443

3,078,648

Sri Lanka .2%

Associated Motorways, Ltd. ...ttt ittt ittt eteeeenennennn Automobiles 7,960 5,156
National Develpoment Bank of Sri Lanka ...........iiiiiiiinnenan. Banking 130,000 483,684
488,840

Thailand 5.1%

Advanced Info. Service, Ltd., fgn. ..... ..ttt Telecommunications 87,300 429,038
American Standard Sanitaryware (THB) Public Co., Ltd., fgn. ..... Building Materials & Components 30,800 151,368
Asia Credit Public Co., Ltd., fgn. ......iiiiiiiiiiiiiiiiininnnn Financial Services 22,900 5,015
Asia Credit Public Co., Ltd., 10C. ittt eeeneeeneeeeeeenns Financial Services 158,000 34,605
Ayudhya Insurance Public Co., Ltd., fgn. ..........iiieiiiinnnan. Insurance 49,100 187,797
Bangkok Bank Public Co., Ltd. ...ttt iiiiiiinennnenneenns Banking 838,400 1,540,650
Bangkok INSUTANCE ittt ittt ittt ettt ittt ettt eeneeneeeneenneen Insurance 37,000 213,462
Bangkok Insurance, fgn. . ...ttt i e e Insurance 4,900 40,833
Bank of Ayudhya Public Co., Ltd., fgn. ........ .. .. Banking 996,000 415,000
Thailand (cont.)
Banpu Public Co., Ltd. ...ttt ittt ittt i Energy Sources 27,000 $ 75,000
Chareon Pokphand Feedmill Public Co., Ltd., fgn. ................ Food & Household Products 335,700 832,077
Charoen Pokphand Feedmill Public Co., Ltd. ....iuiniiiiininnnnns Food & Household Products 153,300 186,712
Dusit Thani Public Company, Ltd., fgn. ..........iiiiiiiinnnnn. Leisure & Tourism 75,500 57,270
First Bangkok City Bank Public Co., Ltd., fgn. .................. Banking 659,000 132,363
First Bangkok City Bank Public Co., Ltd., 1l0C. ...iiiiiiiinnennn. Banking 137,115 27,833
aFirst Bangkok City Bank Public Co., Ltd., SEC .......c.ciiiiien.. Banking 262,885 53,363
Hana Microelectronics Co., Ltd., fgn. .......ieiiiiiiiiiiniinnennn. Electrical & Electronics 174,618 400,166
Hana Microelectronics Co., Ltd., 1OC. ...ttt inenenennnnnns Electrical & Electronics 39,891 80,549
aHana Microelectronics Co., Ltd., SEC .ttt inttnneenneenennns Electronic Components & Instruments 39,891 80,549
Hua Thai Manufacturing Public Co., Ltd. ......... .. i, Textiles & Apparel 16,000 13,333
Industrial Finance Corp. of Thailand, fgn. ..........c..ciiiiininan.. Banking 787,881 124,579
Industrial Finance Corp. of Thailand, 1loC. .....iiuiiiiiiinneenn. Banking 510,819 70,947
Italian-Thai Development Public Co., Ltd., fgn. ................. Construction & Housing 109,700 35,160
Jasmine International Public Co., Ltd., fgn. ........cccieininnn. Telecommunications 1,205,000 257,479
aKarat Sanitaryware Public Co., Ltd., fgn. ........ciiieiieinnnn. Building Materials & Components 119,150 25,459
Kian Gwan (Thailand) Public Co., Ltd., fgn. ......... ... Real Estate 50,700 60,125
Land and House Public Co, Ltd., fgn. ........ieiiiiiiiiiiiiinnennn. Multi-Industry 272,556 55,909
Land and House Public Co., Ltd., 1OC. sttt eeeenennnnnnnn Multi-Industry 346,200 66,577
aLand and House Public Co., Ltd., SEC .ttt ennennnennennnn Multi-Industry 242,609 47,309
Phatra Thanakit Public Co., Ltd., fgn. .......ieiiiiiiiiinnnnnn. Multi-Industry 485,300 277,388
Phatra Thanakit Public Co., Ltd., 10C. .ttt ininneeenennnnnn Multi-Industry 596,000 286,538
Regional Container Lines Public Co., Ltd., fgn. ................. Transportation 291,400 236,607
Regional Container Lines Public Co., Ltd. ......iiuiiiinnnnnnnn. Transportation 20,600 16,727
aRoyal Ceramic Industry Public Co., Ltd., fgn. .................. Building Materials & Components 256,800 8,231
Saha Pathanapibul Public Co., Ltd., fgn. ........c.iiuiiiiiinnan.. Food & Household Products 80,700 77,596
Saha Union Public Co,. Ltd., fgn. ......iiiiiii it itieienenennnnn Multi-Industry 390,000 268,750
Saha Union Public Co., Ltd., 10C. ittt tmtteneteneeeeeeneennnns Multi-Industry 284,800 168,872
Sanyo Universal Electric Public Co., Ltd., fgn. ............o.u.. Appliances & Household Durables 47,800 10,469
Serm Suk Public Co., Ltd., fgn. ...ttt Food & Household Products 700 4,936
Serm Suk Public Co., Ltd., L1OC. ittt tteenneeeenennns Food & Household Products 46,300 257,222
Siam Cement Public Co., Ltd., fgn. .......ciiiiiiiiiiiinnennnnnn Building Materials & Components 70,100 569,188
Siam Cement Public Co., Ltd., 1OC. ...ttt ineneeenenennnnn Building Materials & Components 63,600 326,154
Siam City Bank Public Co., Ltd., fgn. ....c.iiiiiiiiiiiiinnnnnnn Banking 1,963,000 136,319
Siam CommercCial BaAnK ..t ttiiteeeeneeeeeeeeeeeeeeeenaeeeeeeeenn Banking 552,333 577,188
Siam Commercial Bank, Ltd., fgn. ...t iinenninnnnnn Banking 569,800 669,637
aSiam Makro Public Company, Ltd., fgn. ..........iiiiiiiiinnennn. Merchandising 200,000 245,727
aSino-Thai Engineering & Construction Public Co., fgn. .......... Construction & Housing 118,900 15,244
Thai Airways International Public Co., Ltd., fgn. ............... Transportation 477,700 546,089
Thai Asahi Glass Public Co., Ltd. ...ttt iiiiineninnnnnns Building Materials & Components 116,410 26,739
Thai Farmers Bank Public Co., Ltd. ...t tteeennnnnnnnns Banking 2,153,300 2,760,641
Thai Investments and Securities Ltd. ...ttt teeennnnnnnnns Financial Services 368,100 117,981
Thai Petrochemical Industry Public Co., Ltd., fgn. ................. Chemicals 1,469,520 144,440
Thai Plastic and Chemical Co., Ltd., fgn. .........ciiiiinnnnn. Chemicals 2,200 4,266
Thai Rayon Public Co., Ltd., fOn. ...ttt it ininennnnnas Textiles & Apparel 2,525 3,399
Thai Rayon Public Co., Ltd., 1OC. ...ttt iiiiinnnnnas Textiles & Apparel 42,775 57,582
aThai Telephone & Telecommunication Public Co., Ltd.,fgn. ....... Telecommunications 313,100 26,7601
Thai Wacoal Public Co., Ltd., fgn. ...ttt Textiles & Apparel 26,400 50,769
Thai Wah Public Co., Ltd., fOn. ...ttt ittt Multi-Industry 8,450 587
Tipco Asphalt Public Co., Ltd., fgn. ........c.iiiiiiiiiininnnnnns Building Materials & Components 112,000 90,940
Total Access Communication Public Co., Ltd. .......cieiiiennnnn. Telecommunications 272,000 92,480
United Communications Industries, fgn. ...........iiiiiiininnan. Multi-Industry 534,200 222,583
United Motor Works (Siam) Public Co., Ltd. ...ttt ennnnnnnn Machinery & Engineering 4,500 2,236
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Turkey 9.6%

281 0T 0 Banking

Alarko Gayrimenkul Yatirim Ortakigi, AS ... iiiiiiiiiiienennennn Real Estate

Alarko Sanayiil ve Ticaret, SA ...ttt ittt ittt Appliances & Household Durables
aAnadolu Anonim Turk Sigorta Sirketi ........ ... .. Insurance

aAnadolu Anonim Turk Sigorta Sirketi, new ........... ... ... Insurance

Turkey (cont.)

a0 N Appliances & Household Durables
Beko Elektronik, AS ..ttt ittt ittt et ettt Appliances & Household Durables
BOTUSAN, A ittt ittt ettt ettt e e ettt Industrial Components

Cimentas Izmir Cimento Fabrikasi Turk, AS ... ....iiiiniiiininnnnnn Building Materials & Components
Cimsa Cimento Sanayi ve Ticaret, AS ... ..ttt iiinnnnnnas Building Materials & Components
Erciyas Biracilik ...ttt e e e e e e Food & Household Products
Eregli Demir ve Celik Fabrikalari, AS ...ttt Metals & Mining

Izocam Ticaret ve Sanayii, AS, br. ...ttt iiiininnnnn. Building Materials & Components
0 w0 0 = = o Forest Products & Paper

KoC HOLdIng, AS . ittt ittt ittt ittt ettt ittt enenenenens Multi-Industry

Marshall Boya ve Vernik Sanayii, AS ...ttt ininnennns Industrial Components

aNetas Northern Electric Telekomunic Asyon, AS .....eeiieenneenn. Electrical & Electronics

Petkim Petrokimya HOlding, AS ...ttt ittt tnetnennnenn Chemicals

aSabancl Holdings, AS ..ttt ittt ittt ettt ittt eeeeeennanas Multi-Industry

aSabanci Holdings, AS, BADR .ttt ittt ittt teeneeeeennnnnas Multi-Industry

Tat Konserve Sanayiil, AS ...ttt Food & Household Products

Tofas Turk Otomobil Fabrikasi, AS ..ttt eeeeeeennnnnnan Automobiles

Turk Demir DoKUM, Dr. ... ...ttt ittt ettt Appliances & Household Durables
Turkiye Garanti Bankasi, AS . ...ttt ittt ittt Banking

Vakif Finansal Kiralama, AS. .. e ettt eneeeeneeeeeeneeeneenennnas Financial Services

Venezuela 2.1%

Ceramica Carabobo, CA, Class A ..t ittt eneeeeeeeeeeeeeeennnneens Building Materials & Components
Ceramica Carabobo, CA, Class A, ADR ...ttt ennennennnn Building Materials & Components
aCorporacion Industrial Carabobo Saca SIC, Class B ......evuvunn. Building Materials & Components
Electricidad de CaracCas ... iiti ittt einenenenenenens Utilities Electrical & Gas
aIndustrias Ventane . .......iuiiii ittt ittt ittt eneneeenennas Utilities Electrical & Gas
aManufacturera de Aparatos Domesticos, SA . ...ttt Appliances & Household Durables
MaveSaA, SA, ADR .ttt ittt ettt e Food & Household Products
Siderurgica Venezolana Sivensa Saica Svs., ADR ....uiuiuiuennnnnnn Metals & Mining

Siderurgica Venezolana Sivensa Saica Svs., ADR, Class B, new ....Metals & Mining

Venezolana de Cementos-Vencemos, #1 ........iiuiiiiiiiiiinnnenn.. Building Materials & Components
Venezolana de Cementos-Vencemos, #2 ...ttt ennennennnn Building Materials & Components

Zimbabwe .1%

S = O oy T Multi-Industry
TA HOLAINGS vttt ittt ittt ettt et e et et ettt ettt et eeeaeenennns Multi-Industry
Transarchipel Shipping, Ltd.=— TSL ...ttt ittt ittt eeenennennns Multi-Industry
Zimbabwe SUN, LEd. ittt ittt ettt ettt sttt Multi-Industry
Total Long Term Investments (Cost $284,761,895) .........ciuiu...

dShort Term Investments 9.3%
U.S. Treasury Bills, 4.89% to 5.18% with maturities to 3/26/98...

(Cost $25,899,320)

Total Investments (Cost $310,661,215) 99.2% .. ...t iinnnnnnnn
Other Assets, less Liabilities .8% ..ttt eenennnnnnns
Net Assets 100.0% ..ttt ittt ittt ittt iie i

See currency abbreviations on page 147.

aNon-income producing.

dSecurities are traded on a discount basis; the rates shown are the discount
rates at the time of purchase by the Fund.

iQuantity shown represents principal amount in currency indicated.

</TABLE>

FRANKLIN VALUEMARK FUNDS

Statement of Investments, December 31, 1997
<TABLE>

<CAPTION>

Templeton Global Asset Allocation Fund COUNTRY
<S>
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103,316,223
626,000
2,839,999
4,705,000
4,688,000

5,678,456
7,018,150
1,514,000
3,223,070
2,523,000
3,392,000
17,375,000
4,477,142
1,041,000
12,375,245
1,545,528
1,325,000
280,000
740,000
300,000
5,244,662
15,321,025
4,645,993
50,763,330
5,353,359

332,440
272,288
1,716,696
1,450,882
240,000
10,000
358,000
118,560
7,968
321,767
220,161

600
25,000
587,000
881,488

26,065,000

SHARES/
RIGHTS
<C>

9,097,810
16,915
270,639
149,834
149,292

$ 534,282
431,756
70,860
353,799
136,954
474,635
2,682,750
155,539
64,042
2,896,016
216,262
479,493
151,990
45,525
4,575,000
247,998
868,623
257,799
2,510,611
68,451

250,500
205,174
78,295
1,740,598
27,246
7,932
2,282,250
496,491
37,130
520,008
352,747

277,455,266
2,224,785

VALUE
<C>
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Common Stocks and Rights 52.2%
Aerospace & Military Technology .1%
Raytheon Co., Class A ittt ittt ittt ittt ettt teneeeeeeneeneeeneeneeeneennns United States

Automobiles .4%

aGeneral MOTLOLS COIP . ittt ittt ittt ittt ittt ettt ittt enenenenens United States
VOLKSWAGEN, AG 4t ittt ittt et ettt ettt ettt et e e e e eeeeeeneeeeeeneseaeeneeeneenennas Germany

Banking 1.9%

Alpha Credit BanK ...ttt ittt ittt ittt ettt ittt ittt e e e Greece
Banco Bradesco, SA BBD, Tights ...ttt ittt it e e e e Brazil
Banque Nationale de Pards ...ttt ittt ittt ttn et eeeneeneeeneennns France
Credil SULSSE GIOUD « vttt ittt ot ot ot ot et eeeeeee e eeeeeeeeeeeeeeaeaeaeeeneaenenns Switzerland
Korea Long Term Credit BanK ...ttt ittt ittt ittt ettt South Korea
PT Bank Bali, fgm. ..ttt ittt ittt ittt ittt ittt ittt it enenens Indonesia
PT Lippo Bank, fOn. ..ttt ittt i it e e ettt e e Indonesia
Shinhan BanKk ..t i i i i e e e e e e e e e e e South Korea
Thai Farmers Bank Public Co., Ltd., fOn. ... ..ttt ittt tietnennans Thailand

Building Materials & Components 1.3%

Gujarat Ambuja Cements, Litd. ...ttt ettt ettt eeeeeneeneeeneeeeeeneenans India
Gujarat Ambuja Cements, Ltd., GDR ...ttt ittt ittt ettt eeneennns India
SUEZ Cement CoO. v ittt ittt ettt ittt ettt ettt ettt nnseeeeeeeeennnnnnneeeeeeeens Egypt

Business & Public Services 1.5%

Columbia HCA HealthCare CoOr . vttt ittt ittt ettt in et eneeneeeneeneeenennnns United States
AHUMANA, Tl . ettt ettt et ettt e e e e ee e e e eeeeneeeeeeneeeeeeeeeeeeeneeeeeenenennnn United States
LeX SEIVICE, PlC. ittt it ittt ettt ettt eeeeeeeeeeeneeeeeeneeeeeeneeeeeeneeenns United Kingdom
SGS Societe Generale de Surveillance Holdings, SA, Class B .......ciiiiinennnnn. Switzerland
Wheelabrator TeChnNOlogies, TNC. .ttt it i et e eeneeeneeeeeeneeeaeeeeeeeeeneeens United States

Chemicals 1.8%

aBeijing Yanhua Petrochemical Co., Ltd., ADR ...ttt enenenenens China
Imperial Chemical Industries, PlC. ...ttt ittt teeeeeeeeeeeeneeeeeeneenas United Kingdom
Rhone—Poulenc, SA, Class A .ttt teeeeeenneeeeeeeeeeeeeeeneeeeeeeeeeeeeennnneeas France
Shanghai Petrochemical Co., Ltd., Class H ...ttt ititieteeneeeeeeeeenenenens China

Data Processing & Reproduction 2.6%

A3 COM COTP e ettt et e ettt ettt et e e et et ettt ettt United States
ABay NetWOrKS, INC ittt ittt ettt et ettt ettt ettt e et e e eeneeeneeneeeneenannn United States
International Business MacChines COrP. . uiutitititneeeneneneneneeeeeneneeanas United States

Electrical & Electronics 2.1%

aDSC COmMMUNICAEIONS COTP e v ittt et et ettt et et e e e teteeeaeaeeeaeaeaeaeaeaeaeeeaens United States
@ e Ko 31 = R I o o Y United States
Philips Electronics, NV ..ttt it ittt ittt ittt aaeeeetntneneeenenenenens Netherlands
Tadiran, Ltd., Sponsored BADR ... tututn ettt eeeeeeeeeenenenenenenenennn Israel

Energy Equipment & Services .8%
1S ¢ T < T 1 oY United States

Energy Sources .9%

MOL Magyar Olay — Es Gazipari RT, GDS ..ttt ittt ittt tttttnaeeneennenneenas Hungary
Ra0 Gazprom, ADR, REG S ittt ittt ittt ettt ettt ettt ettt eeaeaeaeaeaeaennn Russia
Societe Elf AQUItaineg, S ittt ittt ittt ettt it et ettt e e e France

Financial Services 3.3%

B B N o France
Banca FildeUram, SPA ..ttt it ittt et et et aee e ee st eeeeeeeeeeteeeaeaeesnsnsaennn Italy
Merrill Lynch & CO., INC. vttt ittt ittt ittt ettt eeeneneneneeeeeeeeneanas United States
Morgan Stanley, Dean Witter DiscCOVEIr & CO. ittt eneneneeeenennas United States

Food & Household Products 1.3%

Archer-Daniels Midland CoO. ..t ittt ittt it ittt ettt iae e eneenns United States
ABOSTEON CNICKEN, TN C . ittt ittt ettt ettt et eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeennnnaeas United States
Chareon Pokphand Feedmill Public Co., Ltd., fgn. . ...ttt innennennnns Thailand
IBP, Il C e 4t ettt ee ettt eeeeeeeneeeeeeeeeeeeeeeeeeeaeeeeseeeeeenenennanaeeeesseeennnnns United States

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

1,915

2,700
360

3,832
4,992,350
9,193
4,085
33,346
247,500
325,000
32,330
14,000

22,600
14,600
45,299

13,600
18,200
21,666

115
17,000

69,740
30,000
9,870
834,000

25,400
33,026
7,000

4,490
4,310
11,300
26,058

17,500

12,107
14,201
1,805

14,631
74,700

6,100
20,000

28,140
18,800
30,000
19,500

163,688
201,112

223,764
17,893
488,634
631,622
204,601
32,625
35,455
144,102
26,175

159,122
104,390
918,628

402,900
377,650
165,996
220,299
273,063

662,530
463,145
442,129
130,228

887,413
844,227
731,938

107,760
245,939
677,671
921,802

294,200
340,114
209,936

$ 1,132,119
332,117
444,919

1,182,500
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Forest Products & Paper 1.6%

aAsia Pacific Resources International Holdings, Ltd., Class A .....cueiueienenennn. Indonesia
Cartiere BUILGO, SPA it ittt it ittt eneneneneneneeeeeeeeteeeaeaenenenenenns Italy
ENSO OY, ClasSS R ottt ttttitttteeeeeeeeeeeeenaeeeeeeeeeeeeeneeeeeeeeeeeeennnnneens Finland
Georgia PacCific CoOrP . ti ittt ittt et ettt et e ettt ettt e e United States
aGeorgia—Pacific Timber GIrOUD . et ittt ittt ittt naeeeeeneeneeeneeneeeneenenns United States
Mo Och Domsjoe, AB, ClasSs B it tuititiititet et eeeeetseeeeeeeeeneneeeeeeeeenneanas Sweden
ARePAP ENLerPrisSes, IMC. vttt et eneneneneneeeeeeeeeensasaenaeaenenenenens Canada
UPM-KYMMENE COTLP . ottt vt vttt te oo ee e e aeneneneneneneneneneneneneeeeeeeeeeneneas Finland

Health & Personal Care .7%
aParagon Trade Brands, INC. ... iuiutinu it enneeneenneeneeeneeneeeneeneeeneennenn United States
aPlaytex ProduChs, IMC. ittt eeneenneeneeeneeneeeneeneeeneenneeneennean United States

Industrial Components 1.0%

2 0 = I N United Kingdom
Goodyear Tire & RUDDET CO. ittt ittt it ittt ettt et United States
Madeco Manufacturera de Cobre, SA, ADR ittt ittt eeeeeeeeeeennneeeeeeeeeeeennn Chile
Yamato Kogyo CoO., LEd. ..ttt ittt ettt ettt ettt ettt eee e e eeeeenneenans Japan

Insurance 5.9%

2 i PSP Bermuda
HIH Winterthur International Holdings, Ltd. . ...ttt enneennennans Australia
0L @ a1 o A Netherlands
Istituto Nazionale Delle AsSSicUTrazioni, SPA ..ttt ittt tn et tn et eeenenenanas Italy
National Mutual Asia, Ltd. ..ttt ittt ittt ittt ittt ettt eneneeanas Hong Kong
Partnerre, Ltd. it ittt ittt ittt e ettt ettt ettt Bermuda
S France

BB el o111 B G 0y T United States
UNUM COT e vttt ettt e e e e et e et et ee e ot teoee e eseeeneeeeeeneeneeeneeeeeeneennns United States
Zurich Versicherungsgesellschaft ... ...ttt ittt ittt Switzerland

Machinery & Engineering .1%
Pacifica Group, LEd. ..ttt ittt ittt ettt et et e et e Australia

Merchandising 3.1%

AC1Era, SA de CV ittt ittt ettt et et ettt ettt e et e e e e Mexico
Coles Myer, LEd. ittt ittt ettt ettt ettt et ettt et ee ettt Australia
David JonesS, LEd. ittt ettt e eeeeeeeeeeeeeennnaaeeeeeeeeeeeenneeeeeeenens Australia
DAy LON=—HUASON COTP . ittt ittt ettt ettt et ettt e et eatesa e neeeeeeneeeneeneeeneenanas United States
HUASON'S BaAy COu ittt ittt ittt ittt ettt ettt et ettt eeneeeneeneeeneeneeeneennns Canada

Merchandising (cont.)
alojas Americanas, SA, ADR .ttt ittt ittt ettt et e Brazil
[ ) 11Tk e I I R = N United Kingdom

Metals & Mining 2.7%

AK Steel Holding GO . v ittt ittt ittt ettt et ettt e tea e eeeeneeeaeeeeeeneeneenas United States
aAngang New Steel Co., Ltd., Class H, L44A .. ...ttt ittt ittt China
Anglo American Platinum Corp., Lbtd. ...ttt ittt ittt eiieeann South Africa
British SLEEl, PlC. vttt ittt ittt it ettt et ettt ettt e e et e e e United Kingdom
Companhia Siderurgica Nacional, Sponsored ADR . ...ttt eneeeenenenenenennn Brazil
Companhia Siderurgica Nacional . ... ..ttt ittt ettt Brazil
L (2 Norway
Oregon Steel Mills, IIC. .t ittt it it enee et eneeeneeeeeeneeneeeneeeeeeneenans United States
Pohang Iron & Steel Co., LEd. ..ttt ittt ittt et tia et South Korea
2T 7 o Y Australia
Usinas Siderugicas de Minas Gerais, Sponsored ADR . ...t iuininiineneneneneneennan Brazil
Vale dO RIO DOCE, BDR ittt ettt et eeeeneeeeeeeeeeeeeenseeeeeeeeeeeeeneeeneeeeeen Brazil

Miscellaneous Materials & Commodities
Korea Chemical Co., Ltd. ..ttt ittt ittt ettt ennnn South Korea

Multi-Industry 1.8%

Alfa, SA de CV, ClasSsS A i i iiiiiteeeeeeeeeeeeeeeeneeeeeeeeeeeeennneeeeeeeeeeennns Mexico
Harrisons & Crosfield, PlC. ittt titteeeeeneeeeeeneeeeeeeeeeeeeneeeeeeneennas United Kingdom
La Cemento Nacional, SA, Sponsored GDR . ...ttt ittt enentneeeeaeeeneneaennn Ecuador

La Cemento Nacional, SA, Sponsored GDR, 144A ... ...ttt itineenenenenenennn Ecuador
Metro Pacific COTP., MDI ..ttt ittt ittt eneneneneeeeeneenennas Philippines
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33,775
34,500
10,000
2,500
2,500
9,575
4,876,190
4,200

24,800
29,000

63,400

3,600
18,685
37,000

8,400
95,654
5,097
233,000
489,000
17,500
18,000
14,000
8,000
1,390

42,439

96,200
60,707
345,909
10,000
20,200

10,000
222,600

5,720
2,022,000
402
206,500
7,700
16,300,000
14,800
8,000
6,690
10,314
28,300
15,100

1,580

127,251
133,098
400

1,400
4,426,706

1,213,951

63,328
205,693
77,626
151,875
56,719
247,217
614,194
84,783

194,194
229,050
284,946
222,448

810,600
205,107
214,674
472,586
485,908
811,563
860,746
588,875
435,000
661,882

237,207
291,600
390,022
675,000
450,208

$ 46,593
765,910

101,173
300,077

5,369
446,827
198,756
452,757
196, 664
170,500
180, 965
15,730
155,650
303,745

862,478
306,033

83,200
291,200
122,418
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Real Estate 3.1%

Cheung Kong Holdings, LEd. ...ttt ittt ittt ettt etteeneeeneeneeeneennns
Highwood PropertiesS, IIC. ettt oeneneneeeeneneneeeeeeeeeeeeaeaeesasasaenns
Hon Kwok Land Investment Co., LEtd. ... ...ttt
I8 ¢ 8 o o= S O B ay T
POSt Properties, IMC. ittt ittt ittt ittt ettt teeeeenenenenenenenenenenenens
SUMMIL PropPertiesS, IIC. ittt ittt ittt e et et e et e te e seeeeeeneeeneeneenneenenns
The ROUSE CO. ittt it ittt ittt it ittt ittt it ittt ittt ettt enennn
Unibail Union du Credit Bail Immobilier ........i.uiiniiiiiiiiniin e nnennnn
LT = o o« T

Recreation & Other Consumer Goods 1.2%
Nintendo CoO., LEd. o ittt ittt ittt ettt ettt ettt eeeeeeeeaeeeaeeeeeeneeneeens
Yue Yuen Industrial Holdings, Ltd. ...ttt ittt ittt teaeaeeenenenennn

Telecommunications 3.6%

N O o
British TelecommunicCations, PlC. it iiitimeteeeeeeeeneeeeeeneeeneeneeeneeneeens
General Motors Corp., Class H ..ttt ittt ittt ittt eneeenns
Hong Kong Telecommunications, Ltd. ...ttt ittt
Oy NOKia@, BB, ClasSs A ittt ittt ettt ttte et eeeeeaeeeneeeeeeneeneeeneeeeeeneenans
Telecom SA, Sponsored ADR ..ttt ittt ittt ettt ttnetnneeeeeeneeneeeneeneeeneenans
Telefonos de Mexico, SA, Class L, Sponsored ADR . ...ttt eneneeeenenenennn
U.S. West Communications GIrOUDP .« ettt ittt enentneneneneneneneneeeeeneeeennas

Textiles & Apparel .6%
aFruit of the Loom, INC., CLlasSs A ittt ittt eeneeneeeneeeeeeeeeeeeeneeeeeeneeenenn
Yizheng Chemical Fibre Co., Ltd., Class H ... ..ttt

Transportation 3.2%

Danzas HOLAINGS, AG vttt ittt ittt ittt ittt et eeteteeeaeaenenenenenenenenenenens
Great Eastern Shipping Co., Ltd., GDR 144A .. ...ttt ennennnn
aLandstar SYSTeM, TNC. ittt ittt it ittt ettt et ettt ateeeeeeeeseeeneeaeeenesnanns
Railtrack Group, Plc., 144 ... ittt ettt et ittt it ettt et
Sea Containers, Ltd., ClassS A ittt it teeeeeneeeeeeeeeeeeeeeeeneeeeeeneennnan
Tranz Rail Holdings, Ltd., Sponsored ADR . ...ttt tnenentneeeeaeeenenenenns

Utilities - Electrical & Gas 5.6%
2 =
British Energy, Ltd., f£On. ...ttt ittt ettt it aeaeeeananaennn
British Energy, Ltd., £gn., L144A ...ttt ittt ittt ittt ettt
Cia Energetica de Minas Gerais, ADR ...ttt ettt eeeneeeenenenenenenennn
30 o o el A T o T
Evn Energie-Versorgung Niederoesterreich AG .. ...ttt neennennans
Gas v Electricidad, SA ittt ittt e e e e e e e et et e
Hong Kong Electric Holdings, Ltd. ...ttt ittt ettt teeeaeeennnnnennn
B <1 af e ol = Y
Korea EleCtriC POWEL COIP . vttt tutntneneneneneneneneeeeeeeeeenenenenenenenennn
AMOSENETrgO, ADR & ittt it i i et et e et et e e e e e e e e e
Mosenergo, ADR, 144 A ...ttt ittt ettt et et e e et e e
National Grid HOLldINgs, PlC. .ttt ittt ettt ettt ee e eeee e eeeeeeeeaaaeanan
Texas Utdllties CoO. ittt i i ittt et ittt et ettt et

Total Common Stocks and Rights (Cost $42,573,074) .ttt eeeeeeaeaennn

Preferred Stocks 4.0%
aBanco Bradesco, SA, PEd. .t e e e e e e e e e
Cia de Inversiones en Telecomunicaciones, SA, cvt., pfd., 7.00%, 3/03/98 .......
Cia de Inversiones en Telecomunicaciones, SA, cvt., pfd., 1447, 7.00%, 3/03/98 .
Cia Vale do R10 DOCE, Prd. ittt ittt ittt ettt ettt ettt eeeeneenans
Coteminas Cia Tecidos Norte de Minas, pfd .......iiiiiiii ittt tieieinenennn
aEmpresa Nacional de Comercio Redito Participacoe, pfd. ......oiiiiiiiiiininnan.
alIntrawest Corp., non-resort pPfd. .. ...ttt i i i e
alojas Americanas, SA, PLd. ...ttt e e e i e e e e
Petrobras Distribuidora, SA, pfd. ... e e e et
Petrobras-Petroleo Brasileiro, SA, pPfd. ...ttt ittt ittt

Total Preferred Stocks (CoSt $3,419,821) tutititntneeeeee e eeeeeeeeneneaeaeaeenn
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Hong Kong
United States
Hong Kong
Canada
United States
United States
United States
France
United States

Japan
Hong Kong

United States
United Kingdom
United States
Hong Kong
Finland
Argentina
Mexico
United States

United States
China

Switzerland
India
United States
United Kingdom
United Kingdom
New Zealand

United Kingdom
United Kingdom
United Kingdom
Brazil
United States
Austria
Spain
Hong Kong
Spain
South Korea
Russia
Russia
United Kingdom
United States

Brazil
Argentina
Argentina

Brazil

Brazil

Brazil

Canada

Brazil

Brazil

Brazil

32,000
16,600
1,226,456
15,200
7,600
15,000
13,500
2,500
7,500

7,000
190,140

7,000
65,000
3,100
296,000
12,400
4,000
6,709
6,000

12,450
1,332,000

1,445
86,700
13,000
84,914

7,000
27,180

35,294
66,780
47,700
7,500
30,200
3,000
4,300
130,000
20,500
39,730
7,099
10,000
93,800
1,400

116,766,000
4,700
7,800
13,400
599,000
275,000
13,679
4,556,073
19,319,300
3,401,000

209,575
617,313
221,582
265,911
308,750
316,875
442,125
249,647
240,000

402,413

428,750
512,149
114,506
609,266
866,990
143,000
376,123
270,750

283,731
474,683
342,875
1,354,150
224,000
312,570

158,825
471,062
336,473
325,859
904,113
394,252
310,469
494,064
269,790
366,829
269,762
380,000
447,140

58,188

1,150,868
329,000
546,000
269,549
214,686

205
27,280
21,228

337,553
795,360
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Bonds 31.0%
<S>

Bepensa, SA, 144R, 9.75%, 9/30/04 ...ttt e e Mexico
Bridas Corp., Yankee, 12.50%, L11/18/90 ..ttt ittt ittt it Argentina
Buoni Poliennali Del Tes, 10.00%, 8/01/03 ..t iitietnetneeneeneeneeneeneennennnn Italy
Cemex, SA, 144R, 10.75%, 7/15/00 it ue et te e teeeeeeeeeneeneeneeneeneennns Mexico
Centrais Electricas Brasileiras, SA,

senior unsubordinated notes, 144A, 10.00%, 10/30/98. .. ¢t iiiiiiiinnnnennnnn Brazil
Federal Republic of Germany,

6.875%, 2/ 24/ 00 i e e e e Germany
Bundesobligation, bonds, Series 110, 5.375%, 2/22/99 .. iieieennennnn Germany
Unity, bonds, 8.75%, 8/20/0L . tutie e eeeeeeeeeeneeeeeneeneeneeneeneeneennns Germany
Government of Australia, bonds, Series 1002, 10.00%, 10/15/02 .. uiuennnnnnnn Australia
Government of Canada, deb.,

Series A32, 10.50%, 7/0L1/00 ..ttt ittt ettt ettt Canada
Series A37, 10.50%, 3/0L/0L ittt ittt et e e e e e e e e e Canada
Series J25, 10.00%, 5/01/02 ittt ittt ittt et e e e e Canada
Government of Italy,

10.50%, 7/15/00 &t ettt ettt ettt et e et e e e e e e Italy
cvt. bonds, 5.00%, 6/28/0L .ttt e e Italy
Government of Netherlands, Series 1 & 2, 7.00%, 3/15/99 ...t iininnnnn. Netherlands
Government of New Zealand, 6.50%, 2/15/00 ... itiiiiitn i e e teeeeeaenenenenennn New Zealand
HIH Winterthur International Holdings, Ltd., 8.00% 11/02/01 ... uiueeunennennnn Australia
Industrias Metalurgicas Pescarmona, 1444, 11.75%, 3/27/98 .. eininnnnnnn Argentina
Kingdom of Denmark, bonds, 8.00%, 5/15/03 ..t iiiittmeteeeneeneeneeneeneennennnn Denmark
Kingdom of Spain, 12.25%, 3/25/00 ..ttt ittt ittt ittt Spain
Kingdom of Sweden,

bonds, Series 1033, 10.25%, 5/05/03 ittt ittt ittt te ettt ettt Sweden
deb., Series 1030, 13.00%, 6/15/0] i iuituneue e eeeeeeeeneeneeneeneeneeneennnn Sweden
Minfin of Russia, 1444, 10.00%, 6/26/07 it ueneeeeeeeeeeeneeneeneeneennnnn Russia

PT Indah Kiat Financial Mauritius, 10.00%, 7/01/07 ettt et eeeeeennnnnnn Indonesia
Pera Financial Services, 9.375%, 10/15/02 ittt it teeeeneeeeeeeeenenenennns Turkey
Phillipine Long Distance Telephone Co., 9.25%, 6/30/06 ....iiiiiuiniiiininnnennnnn Philippines
Poland Communications, Inc., 9.875%, 11/01/03 ..ttt ieeeneneneeenenenenens Poland
Protexa Construcciones, SA de CV, 144A, 12.125%, 7/24/02 e ieeeeeeennnnnnnn Mexico
Republic of Argentina,

8. 75%, 5/09/ 02 ittt e e e e ettt ettt e e e Argentina
9.25%, 2/23/0L i e e e e e e e e Argentina
0. T5%, 9/ L0 2T et e e e e e e e e e Argentina
notes, Series REGS, 11.75%, 2/12/07 it it ittt ettt ettt aeaeaeaeaeaenn Argentina
unsecured notes, 11.375%, 1/30/ 17 ot itntn ettt ittt eee e tneeneeneneennnn Argentina
unsecured notes, Series BGL4, 11.00%, 10/09/06 .. uvturtmeeeneneeneeneeneennennnn Argentina
Republic of Brazil,

Bonds, 10.125%, 5/15/ 27 ittt ittt et e e e e e ettt et et e e e Brazil
cvt., Series L, FRN, 6.9375%, 4/15/12 ittt ittt et ettt teteeeanann Brazil
notes, 8.875%, L11/05/ 0L ittt ittt et ettt ettt e e et e Brazil
Series C, 8.00%, 4/15/ 14 ittt it e e ettt e e Brazil
Republic of Ecuador,

TA4R, 11.25%, 4/25/02 it ittt ettt e e et ettt e et e e e e e e e e e Ecuador
11,259, 4/ 25/ 02 ittt e e e e e e e e Ecuador
FRN, 6.4375%, 2/28/ 25 ittt ittt ittt ettt et et ettt et ee et ettt Ecuador
Republic of Germany, Bundesobligation, bonds, Series 118, 5.25%, 2/21/01 ....... Germany
Republic Of Turkey, 1442, 10.00%, 9/19/97 . uuuun ettt iiee e Turkey
Republic of Venezuela,

TA4R, 9.125%, 6/18/07 ot i ittt ettt ettt et e e e et e e e e Venezuela
I N Venezuela
senior unsubordinated deb., 9.125%, 6/18/07 ittt ettt eeeee e Venezuela
Sei Holdings IX, Inc., 144A, 11.00%, 11/30/00 .ttt eemeeeneneneeeeenenenens Trinidad and Tobago
United Kingdom, 8.00%, 12/07/00 ..ttt it et ettt te et ettt e aeaeaaaeaeaennn United Kingdom
U.S. Treasury Bond, 6.375%, 8/15/02 ittt ee e eteeeeeeaeeneeneeneeneennennnn United States
U.S. Treasury Notes,

T BT75%, LL1/015/ 00 ittt e e e e e e e e e United States
B.50%, 2/15/00 4ttt e e e ettt e et e e e e e e United States
6.025%, T/31/00 i it it it e e ettt e et e e United States
6.25%, 8/31/00 4t it e e e e et ettt e e e United States
6.625%, 4/30/02 i ittt e e e et ettt e e United States
0 25%, B/ LD/ 0 it e e e e e e e e et United States
6.125%, 8/ L5/ 0T ittt e e e e e e e e United States
6. 025%, L1/ 05/ 2T et et e e e e e e e e e e e e e e e e United States
United Mexican States,

Bonds, 9.875%, 1/15/07 it ittt ittt ettt ettt e et ettt e e Mexico
PONAS, 11.50%, 5/ 15/ 26 it ittt ettt et et e e e e e e e Mexico
notes, 9.75%, 2/06/0L ittt ittt e e e e e et e e Mexico
Total Bonds (Cost S$29, 361, 043) ittt ittt ettt et ettt ettt et e et e et i
dShort Term Investments .9%

U.S. Treasury Bills 5.16%, 1/22/98 (CoSt $854,461) .. tiitintmnenneneenennnennnn United States
Total Investments before Repurchase Agreements ($76,209,299) .....ciiiiiinnnn..

gRe
Ba

purchase Agreements 11.2%
nk of America, 6.40%, 1/02/98 (Maturity Value $3,351,255)
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<C>

855,

PRINCIPAL

AMOUNT*

110,000
100,000
000,000
200,000

150,000

310,000
815,000
155,000

1,

1,360,

064,000

917,000
182,000
025,000

000,000
490,000
500,000
610,000
7,971
100,000
065,000
750,000

000,000
200,000
500,000
300,000
120,000
270,000
400,000
100,000

100,000
025,000
540,000
100,000
200,000

75,000

725,000
775,000
100,000
114,026

275,000
450,000
110,000
100,000
520,000

100,000
463,000
600,000
170,000
490,000
405,000

505,000
880,000
371,000
010,000
515,000
596,000
878,000
359,000

155,000
825,000
620,000

865,000

ITL

DEM
DEM
DEM
AUD

CAD
CAD
AUD

ITL
ITL
NLG
NZD
AUD

DKK
ESP

SEK
SEK

ARS

DEM

GBP

<C>
106,975
107,750
589,655
211,000

150,000

177,884
460,323
97,7173
$ 816,250

718,363
146,098
842,041

866,664
599,638
254,605
346,810

28,131
100,793
505,070

1,425,594

1,062,382
185,556
464,125
247,500
116,325
254,475
391,200

94,000

95,200
1,041,656
518,940
94,518
219,000
80,813

681,138
589,969
100,130

90,428

287,733
470,835
83,193
1,192,062
529,100

98,250
1,314,871
589,500
176,800
831,414
415,632

524,565
929,225
374,826

1,023,572

1,566,133
644,426
902,695
368,985

$ 162,169
978,656
646,350
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Collateralized by U.S.
Lehman Brothers, Inc.,

Collateralized by U.S.
UBS Securities, Inc., 6.45%,
Collateralized by U.S.

Treasury Notes & Bonds
6.30%, 1/02/98 (Maturity Value $3,421,197)
Treasury Notes & Bonds
1/02/98 (Maturity Value $3,528,264)
Treasury Notes & Bonds

(Cost $10,477,000)

Total Repurchase Agreements
Total Investments (Cost $86,686,299) 99.3% ...ttt ittt eeneeeeeeneeeeeenennnns
Other Assets, less Liabilities .6%
Net Equity in Forward Contracts .1%

Net Assets 100.0%

See currency abbreviations on page 147.
*Securities traded in U.S. dollars unless otherwise indicated.
aNon-income producing.

dSecurities are traded on a discount basis;
gSee Note 1l(c) regarding repurchase agreements.

FRANKLIN VALUEMARK FUNDS

Statement of Investments, December 31, 1997

Templeton Global Growth Fund

Common Stocks and Rights 81.4%

<S>

Aerospace & Military Technology .8%
aBanner Aerospace, Inc.
Raytheon Co., Class A

Appliances & Household Durables .3%
Fisher & Paykel Industries, LEd. ...ttt ittt ttnttneeeneenneteneenneenas
Automobiles 2.5%

Fiat,
Ford Motor Co.
General Motors Corp.
Volkswagen, AG
Volvo, AB, Class B

Banking 5.0%
Alpha Credit Bank
Alpha Credit Bank,
aBanco Bradesco, SA, pfd.,
Banco Santander, SA
Banque Nationale de Paris
Credit Commercial de France
Credit Suisse Group, reg.
Guoco Group, Ltd.
HSBC Holdings, Plc.
Komercni Banka, AS,
Kookmin Bank
Shinhan BanKk .. e e e e i e e e e e
Singapore Finance, Ltd.
aUnibanco Uniao de Bancos Brasileiros, SA,

Broadcasting & Publishing .9%
Cordiant, Plc.
Houghton Mifflin Co.
aSaatchi & Saatchi, Plc.

Building Materials & Components 1.0%
Caradon, Plc.
Keumkang, Ltd.
Owens Corning
Siam City Cement Public Co.,

Business & Public Services 2.4%
AHUMAN A, TN C . ittt it i it et et ettt et et e et et e e oo o esossesaeaseesasessaseseesessnssasaseesas
Lex Service, Plc.
SGS Societe Generale de Surveillance Holdings,
Wheelabrator Technologies, Inc.
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United States

United States

United States

COUNTRY

United States
United States

New Zealand

Italy
United States
United States

Germany
Sweden

Greece
Greece
Brazil
Spain
France
France
Switzerland
Hong Kong
Hong Kong
Czech Republic
South Korea
South Korea
Singapore
Brazil

United Kingdom
United States
United Kingdom

United Kingdom
South Korea
United States
Thailand

United States
United Kingdom
Switzerland
United States

3,530,000
3,420,000

3,527,000

the rates shown are the discount rates at the time of purchase by the Fund.

SHARES/
RIGHTS

<C>

339,000
40,944

594,959

1,919,720
90,000
60,000

6,300
68,000

45,333
7,333
19,303,961
225,000
129,225
89,625
5,475
1,633,000
2,831
171,000
175,926
123,920
1,141,000
149,000

727,500
105,600
727,500

1,108,600
11,227
100,600
771,063

250,000
466,666

3,000
240,000

3,530,000
3,420,000

3,527,000

92,746,408
555,800
99,614

VALUE
<C>

$ 3,750,187
2,019,051

5,568,165
4,381,875
3,637,500
3,519,455
1,824,204

2,647,124
428,219
69,187
7,517,230
6,868,668
6,142,778
846,543
3,993,464
69,779
2,094,750
1,015,424
552,340
778,493
4,795,938

1,302,350
4,052,400
1,314,298

3,268,192
102,997
3,432,975
823,785

5,187,500
3,575,412
5,746,930
3,855,000
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Chemicals 1.2%
CoUTtAULAS, PlC. vttt ittt ittt ittt ittt ittt ittt ittt ettt e United Kingdom
European Vinyls Corporation Evc International, NV ... ...ttt Netherlands

Construction & Housing .2%
Daito Trust ConstrUCLIon CoO. ittt ittt ittt ittt ittt ittt et et Japan

Data Processing & Reproduction 1.6%

ABay NetWOr kS, NG . vttt ittt ettt et ettt ettt ettt ettt et eeneeeneeneeeneeneeeneens United States
aNewbridge NetWOTrKS CoOTP . vttt it ittt it ittt ettt ettt ettt eeteeeneaeneeeeeneneneneeenan Canada
aPinnacle SYSTEMS, IINC. ittt ittt eneeeeeeeeeeneneneneneneneneneneeenan United States

Electrical & Electronics 2.5%

ABB, AB, Class A ittt ittt ittt e e e e e e e Sweden
aDSC CommuNications CorP . ittt ittt ittt ittt ittt ettt et United States
Hitachi, Ltd. ittt ittt it ittt ittt i et e sttt Japan
Matsushita Electric Industrial Co., Ltd. ... iiuiiiiii ittt enneeeeeeneeeneenneenenn Japan
o wto st B = N I o ¥ 2 United States

Electronic Components & Instruments .8%
28 = United Kingdom
Nanjing Panda Electronics Co., LEd. ...ttt ittt ettt ieneenaeenenn China

Energy Sources 3.1%

MOL Magyar Olay — Es Gazipari RT, GDS ..ttt ittt ittt ettt ettt eeeeeeeeeneeeneenenn Hungary
Petron CoOrP., FOM. ittt ittt ettt ettt ettt ettt ettt e e e e Philippines
Societe Elf AQUItLaineg, S .ttt ittt ittt ettt et et e e e e e e e France
Transportadora de Gas del Sur, SA, Class B, Sponsored ADR ......iiuiiitinneennennnenn Argentina
Valero Energy COIXP.;, MW .ttt ui ittt e teneneneneneneneeeeeeeeeeenenenenenenaeaenenaenens United States
YPF Sociedad Anonima, ADR ..ttt ittt ittt ittt et ea ettt Argentina

Financial Services 4.6%

A.G. EAWards, TNC. ettt ittt it tteneeeeeeeeeeeeensnsnneeeeeeeeeesnnenenaaaeeeesseeeennnnnas United States
B R U = N France
BancCa FideUram, SP A ittt ittt et ettt ettt et e e et ea e aeeeneeseeeneeeeeeneenaeeneens Italy
India FUund, ClasSs B ittt ittt et teteeeeeeeneeeeeeneeeeeeneeeeeeeeeeeeeneeeneennnn India
Industrial Credit & Investment Corp. of India, GDR, 144A ... . ...ttt ininenannnnnn India
London Pacific Group, LEd. ...ttt ittt it ittt ettt ettt United Kingdom
Morgan Stanley, Dean Witter DisSCOVEI & CO. ittt eneneneeeeeeeenenenns United States

Food & Household Products 4.0%

Archer-Daniels Midland CoO. ..ttt ittt ittt ittt eie e ineeneeeeenennenneens United States
ABOSEON CNICKEN, TN C . ittt ittt ettt et ettt eeseeeeeeeeeeeeeneeeeeeeeeeeeeennnaeeeeeeeeeenn United States
IB P, Il C e 4ttt ittt ettt ee e e eeeeeeeeeeeeeeeeeeeneeeeeeeeeeeeeennanaeeeeeeeeeeennnnaeeeees United States
Northern Foods, PlC. it ittt it ittt et ettt eeeeeeeneeeeeeeeeeeeennnneeeeeeeeeeennnnas United Kingdom
Oshawa Group, Ltd. Class A ittt ittt ittt tnneeneeeneeneeeneeneeeneenaeeneens Canada

Forest Products & Paper 3.4%

aAsia Pacific Resources International Hldgs., Ltd., Class A .. ..ttt tnnennennnenns Indonesia
BT e L1 F= X = o R 2 = Sweden
Carter Holt Harvey, Ltd. .ttt ittt it ittt ittt ettt it eee et neenn New Zealand
ENSO OY, ClassS R ittt ittt ittt ittt ettt tte ettt taeine e eneeneeneeneenennennennns Finland
Georgia Pacific Corp. ittt ittt e it it ittt et e e et e e e e e e e United States
aGeorgia PacificC Timber GrOUD et ittt i ittt ettt ettt et ee e e eeeeneeeaeeneeeneeneeenenens United States
Metsa Serla OY, ClassS B it iuiiiiieeeeeeeeeeeeeeeenneeeeeeeeeeeeeeneneeeeeeeeeeennnnns Finland
8o =T o N = Sweden
Primex Forest ProducCts, LEd. .. iiitiinteeeeneeeneeeneeeeeeneeeneeeeeeneeneeeneeeas Canada
UPM-KYMMENE COTP . et ettt ettt e et e ee e e aeaeaeeeneneaeneneneneneneeeeeeeeeeeeeeaeeenns Finland

Health & Personal Care/Pharmaceutical 2.4%

ST L= = I United Kingdom
aNycomed ASA Class A, 0N, .ttt ittt ittt ittt ittt et United Kingdom
aNycomed ASA Class B, fOn. ...ttt ettt ettt ettt ettt ettt United Kingdom

Pacific Chemical Co., Ltd. .t uiiiiiiiitt ettt eeeeeennneeeeeeeeeeeennaneeeeeeeeeeenennnns South Korea

Pharmacia & UpPJONn .ttt ittt e it ettt et et et ettt et et et e ettt e e United States
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1,

554,900
56,500

274,700

230,000
74,000
150,000

350,000

84,800
603,500
200,000
100,000

366,053
794,000

256,358
101,033
41,972
386,900
81,000
155,000

146,100
157,102
896,800
720,000
367,300
256,000
103,100

308,700
251,600
272,543
208,797
384,200

534,975
192,100
688,130
559,700

34,000

34,000
270,000
722,500
195,000

88,000

614,200
100,908

29,271
100,000
218,900

7,597,273
1,253,915

$ 5,879,375
2,580,750
3,656,250

4,143,629
2,035,200
4,298,499
2,925,634
5,706,250

2,319,259

6,229,499

670,085
4,881,681
4,328,444
2,546,438
5,299,063

5,807,475
12,156,252
3,987,186
1,064,249
4,747,352
744,186
6,095,787

6,694,931
1,619,675
5,706,369
9,540,691
6,721,248

1,003,078
4,863,046
1,062,835
4,344,731
2,065,500

771,375
2,105,814
6,870,206

832,371
1,776,408

$ 4,281,522
3,817,401
1,063,896

761,062
8,017,213
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Industrial Components 1.7%

2 = United Kingdom

aBTR, PlC., fOM. ittt i i it ittt ittt e e et e e e United Kingdom
Goodyear Tire & RUDDET CO. ittt ittt ettt ettt ettt ettt et e ettt et et ineenaeenennn United States
Yamato Kogyo CoO., LEd. ..ttt ittt ittt ittt ettt ettt tn e eeeeeeneenaeeneens Japan

Insurance 6.5%

2 1 o S Bermuda
HIH Winterthur International Holdings, Ltd. . ...ttt ittt neennenns Australia
L € a1« T Netherlands
Partnerre, Ltd. ittt ittt ittt ittt e e et et ettt ettt e Bermuda
ReliaStar Financial CoOIP. ettt tn oo eneneeeeeeeeeeeeaeaeneneneneneneneas United States
Skandia Foersaekrings, AB ...ttt it entneeeeeeneneneineinenenenetneneneeeeenan Sweden

B3 el o111 B G 0y o T United States
UNUM COTP e vt et ettt e ot e e et e e et e e e ea e e e e o ee e ot eneseneeeeeeneeneeeneeneeeneenaeenensas United States
Zurich Versicherungsgesellschaft ... ...ttt ittt ittt e ettt Switzerland

Leisure & Tourism 1.1%
Kuoni Reisen Holding, AG, Class B ittt titteteeteeenetenneeneeeneenaeeneenn Switzerland

Machinery & Engineering .6%

Laird GroUP, PlC. ittt ittt ittt ittt i e e e e e United Kingdom
VA TeChNoOlogie AG. .ttt ittt ittt ittt ettt ettt ettt ittt ittt nenns Austria

Merchandising 2.8%

L o= N N & LT Mexico
Coles Myer, LEd. ittt ittt ettt ettt ettt et e ettt ettt ettt e Australia
Galeries Lafayetle ..ttt e et e et e e e et e et et e e France
Matsuzakaya Co., LEd. ..ttt ittt ittt ettt ittt ittt ettt Japan
L T2 2= = United Kingdom
The Limited, Tl C. ot vt i ittt ittt et en e e eeeeeeeeeeeeeneeeeeeneeeeeeneeeeseneeeneenenns United States
W.H. SIMIth GroUD vttt i i i i ittt ittt ittt ittt i e United Kingdom

Metals & Mining 3.4%

Anglo American Platinum Corp., Ltd. ...ttt ittt ittt ittt tititeaneaenens South Africa
Boehler Uddeholm, AG ..ttt ittt ittt ittt ittt et eesenaeeeeeeeeeesneenenaeeeeseeeeennnnnas Austria
aChongging Iron & Steel, Ltd., Class H ...ttt ittt ettt ttteeeeeenneeeeeenenns China
Companhia Siderurgica NacCional ... ...ttt ittt ittt ettt ettt eeeeeeneenaeenenns Brazil
OULOKUMPU OF, CLlasSS A ittt ittt et et et et et e et e e e teeeeeeeeeneaeaeeeaeaeaeeeeeeennn Finland
PeChINEY, SA, ClasSs A i ittt it ittt ittt it te ettt te et eeaeaeeeasaeaeeeeeeeneneneeenenan France
PeChINEY, SR, AR ittt ittt ittt ettt ettt ettt e ettt e e e e France
Pohang Iron & Steel Co., Ltd. ...ttt it ittt ittt ittt it South Korea
RGC, L. ittt ittt ittt ettt ettt ee e eeeeeaeeeeeeeeeeeeeneeeeeeeeeeeeeennneeeeeeeeenn Australia
L P i Australia

Multi-Industry 4.8%

Alfa SA de CV, ClasSS A ittt it tteeeeeeeeeeeeeeeeeeeneeeeeeeeeeeeeenneeeeeeeieeeeennnnns Mexico
Broken Hill Proprietary Co., LEd. ...ttt ittt ittt ittt ettt teneenaeenenns Australia
Multi-Industry (cont.)

CGIP-Compagnie Generale Industrie de Participation ........... ... France
Hutchison Whampoa, Ltd. oottt ittt ittt it ittt ettt it et anenenens Hong Kong
Inversiones y RePresentacCion ...ttt ittt ittt ittt ittt anannns Argentina
Jardine Strategic Holdings LEd. ..ttt ittt ittt ettt ettt tateeeenneeneeeneenas Hong Kong
La Cemento Nacional, SA, Sponsored GDR ...ttt ittt eeeeneeeeeeneeeneenaeeneens Ecuador
La Cemento Nacional, SA, Sponsored GDR, L144A ... ...ttt ittt it teeeeeeeaeaeaanenens Ecuador
DL ol et B ==L i e o 5 0« Philippines
Pacific DUNIOP, LEd. ittt ittt ittt ittt ettt et e ettt et ettt e Australia
PT Modern Photo Film CoO., Egn. ..ttt ittt ittt ittt ittt ettt enenan Indonesia
Saha Union Public Co., Ltd., fON. ittt ittt ittt ettt e et ettt aeeneeeaeenas Thailand
Swire Pacific, Ltd., ClasSs A ittt eeeeeeeeennnaeeeeeeeeeenensneeeeeeeeeeenennnns Hong Kong
Swire Pacific, Ltd., Class B .ttt tiittnneeeeeeneeeeeeneeeeeeneeeneeeeeeneeeeeeneeens Hong Kong

Real Estate 4.9%

Cheung Kong Holdings, LEd. ...ttt ittt ettt ettt eenteeeeeeeeneenaeenenns Hong Kong
General Growth ProPerlLies ..ttt ittt ittt ettt ettt ettt e e e United States
HIighwood ProperfiesS, IIC. ettt eeeeeeeneneneeeeeeeeeeeeaeaeaensasaeeeneenens United States
IS o 8 o o= S O B ay T Canada
Inversiones y Representacion, GDR ...t iiiiuiuintn oot eneeeneneeeeneanaenns Argentina
National Health INnvesStOrS, TN C. ittt eeeeeeeeneeeeeeeeeeeeeeeneneeeeeeeeeeeennnnns United States
POST PropPerTies, NG . ottt ittt ittt ettt ettt ettt ettt e e et e eneeeneeeeeeneeneeeneenas United States
THE ROUSE COu it vttt ittt ittt ettt it ettt tteeaeeneene e eneeneennenneeneeneeneeneenns United States
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2,326,300
135,000
70,000
212,000

40,500
2,185,051
105,188
127,900
48,000
98,600
240,000
81,100
19,500

2,200

112,700
25,900

2,132,384
1,070,971
5,388
39,000
231,198
97,902
570,900

377,263
30,000
9,263,000
129,100,000
31,600
84,279
112,708
100,000
1,074,643
1,030,300

149,852
372,100

23,792
168,000
1,136,091
800, 000
400

3,600
61,256,666
2,149,000
282,000
4,138,400
861,000
1,166,500

800,000
89,000
164,900
119,700
2,332
123,400
150,000
80,000

7,125,459

399,458
4,453,750
1,274,565

3,908,250
4,685,314
4,430,279
5,931,363
1,977,000
4,650,651
10,095,000
4,409,813
9,285,397

5,257,969
5,144,302
2,972,196

146,358
1,310,000
2,496,501
3,661,419

5,038,959
1,758,698
1,267,103
3,585,950

374,037
3,327,190
2,197,806
2,705,015
1,638,933
3,592,516

1,015,662
3,455,857

$ 8,538,792
1,053,659
4,227,062
2,112,000

83,200
748,800
1,694,011
4,551,987
82,036
2,851,782
4,722,222
1,181,704

5,239,386
3,215,125
6,132,219
2,094,048

87,741
5,167,375
6,093,750
2,620,000
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Unibail Union du Credit Bail Immobilier ...... ...ttt ittt France
LSS = o T o o United States
Recreation & Other Consumer Goods .2%

Fila HOLAING, SPA, ADR 4ttt it ittt ettt sttt et eaeeseeenseeeeeeneeeneeneeeneeneeeneenas Italy
Telecommunications 6.4%

2N L O i < T United States
British Telecommunications, PLlC. ...ttt inineineneeeeeeeeeeeenenenns United Kingdom
aGeneral Motors Corp., Class H .ttt ittt ittt ittt it ittt et ittt United States
Oy NOKia, BB, ClasSs A it ittt ittt ittt ettt e et eeeeeaeeeeeeneeneeeneeeeeeneeneeeneens Finland

PT Indosat, fgM. ittt ittt ettt ettt ettt ettt ettt e e Indonesia
Tele Danmark, AS, Class B .ttt ttutenneeeeeeeeeeeeeeeeeneeeeeeseeeeeeeeanneeeeeeeenens Denmark
Telecom, SA, SponsSored ADR ..ttt ittt eneeeneteneeneeeneeneeeneeneeeneenneeneeas Argentina
TeleCom Ttalia, S A ittt ittt ittt ittt it ittt ittt ittt ettt teaeaenenenenenenenens Italy
aTelefonos de Mexico, SA, Class L, Sponsored ADR ... .iiuiiiiitininnenenenenenenenenenan Mexico
U.S. West CommUNIicCationNs GrOUD &t vttt ittt eee et enneeeeeeneeneeeneeneseneeneeenensas United States
Textiles & Apparel 1.6%

Courtaulds Textiles, PlC. ittt ittt ittt ittt ittt ittt ettt in e enenenenas United Kingdom
Dawson International, PlC. ...ttt ittt ettt ittt ettt eneeeneeneenneeneeeneens United Kingdom
aFruit of the Loom, INC., ClasSS A i ittt eeeeeeeeeeeeneneeeeeeeeeeeeeeeanneeenseeeens United States
Tae Kwang Industrial Co., LEd. ..ttt ittt ittt ettt ittt ae e eeeaaeaeaenens South Korea

Yizheng Chemical Fibre Co., Ltd., Class H ... ..ttt ttiteeeeeenenenenenenens China
Transportation 1.9%

Danzas HOLAING, AG .ttt ittt ettt ittt ettt ettt ettt et et e e ee e tneeeeeeeeeeeeeeaeaenns Switzerland
Helikopter ServicCes GIrOUDP, ASA ittt ettt tneeeeeeeeeeeeaeaeeeneneaenenenens Norway
Koninklijke Frans Maas Groep, NV . ... iiuittte e eneenneineinnennennns Netherlands
Koninklijke Nedlloyd, NV ...ttt ittt ettt ettt ea et eeeeeeeeeeneeeeseneeeaeenesnn Netherlands
aLandstar SYSTeM, IIC. ittt ittt ittt ittt ettt ettt et eaeeeeeeneeeneeneenneeneeenenns United States
Shun Tak HOLAings ot ittt ittt ettt ettt ettt ettt ettt ettt ia e tea e eeeneeneenneenas Hong Kong
Utilities - Electrical & Gas 8.8%

2 = United Kingdom
British Energy, Ltd., fOn. ...ttt ittt ettt e eeeeeaaeaaaaanns United Kingdom
oL OT=S o ook I o = S = I PP United Kingdom
J Yo o ar= Y o T Belgium

S 6 Rl = ol Y O oy T United States
Evn Energie-Versorgung Niederoesterreich AG ... ...ttt ittt it teeeennenneeenennn Austria
Hong Kong Electric Holdings, LEd. ...ttt ittt ittt ittt ttntteeeeeenneenaeenenns Hong Kong

I <7 e et T = T 3 N Spain
Korea EleCtriC POWET COTP . vttt et ataeeeeeeeneneeeeeeeeeeeeaeaeaeesnsaeaeneneens South Korea
National Grid HOLdINgS, PlC. ittt ittt ittt ittt ittt ettt eeeeaenennnenenens United Kingdom
Do o T 0 o T e 1 O United States
Total Common Stocks and Rights (Cost $542,232,847) .ttt ittt teeeeenenenenenenens

Preferred Stocks 3.1%

Banco Bradesco, SA, PId. ..t e e e e e e et e et e e Brazil
Coteminas Cia Tecidos Norte de Minas CTNM, pPfd ...ttt ittt tintineennennn Brazil
aEmpresa Nacional de Comercio Redito Participacoe, Pfd ...t ininnenennn Brazil
Michanikil, SA, PEd .ttt ittt ettt ettt ettt ettt e e e et e e Greece
Nacional Financiera, SA, cvt. pfd., 11.25%, 05/15/98 ..t tieeiieineennennnn Mexico
News Corp., Ltd., pPEd. i i it ittt it ittt it iaeennn Australia
Telebras-Telecomunicacoes Brasileiras, SA, Pfd., ADR ...ttt ittt nnenneennennn Brazil
Total Preferred Stocks (CosSt S17,067,416) i tnneeeeeeneeeeeeneeeeeeneeeneenennn

Bonds 1.7%

Alfa, SA, cvt. 8.00%, 9/15/00 ittt ittt ettt et e et e e e e e e Mexico
Alfa, SA, cvt. 144R, 8.00%, 9/15/00 ..ttt ittt ettt Mexico
Government of Italy, cvt., 5.00%, 6/28/0L ..ttt ittt ittt eintnineeneenns Italy

MDX Public Co., Ltd., cvt., 4.75%, 9/17/03 ittt ittt ettt et et eieeaeaanns Thailand
Total Bonds (Cost S14,562,180) it iiitineet ettt eeeeeeneeeeeeneeeeeeneeeneenennn
dShort Term Investments 1.0%

U.S. Treasury Bill, 5.16% with maturities to 1/22/98 (Cost $7,576,034) .......ccc.n... United States
Total Investments before Repurchase Agreements (Cost $582,338,486) ....uiuiieenennn.
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32,029
115,000

60,600

127,000
1,074,500
66,000
60,500
30,100
110,200
100,000
559,450
86,400
172,200

734,300
1,434,880
136,500
1,000
13,356,000

12,235
180,600
50,000
260,670
48,900
3,600,000

1,214,294
655,100
1,376,200
40,900
213,700
35,400
2,659,000
744,700
212,500
1,834,000
147,100

451,500,022
1,952,000
1,952,000

449,256
6,500
1,642,771
75,000

PRINCIPAL
AMOUNT*
1,650,000
2,710,000

4,950,000
3,602,000

7,600,000

3,198,377
3,680,000

7,778,750
8,466,223
2,437,875
4,230,070

581,306
6,835,330
3,575,000
2,458,228
4,843,800
7,770,525

4,299,336
1,590,698
3,497,812

182,891
2,413,008

2,425,947
2,203,932
1,716,273
5,913,654
1,289,737

963,995

5,464,403
4,621,033
1,988,990
9,460,284
6,397,644
4,652,179
10,105,504
9,800,614
1,962,021
8,742,585
3,567,175

4,450,070
699,610
1,452
1,772,650
364,000
8,130,717
8,732,813

2,380,125
3,909,175
6,057,562

360,200
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gRepurchase Agreements 12.6%
Bank of America, 6.40%, 1/02/98 (Maturity Value $33,011,733)

Collateralized by U.S. Treasury Bill ... ...ttt ittt ittt teeeeeaaeaeaenens United States 33,000,000 33,000,000
Lehman Brothers, Inc., 6.30%, 1/02/98 (Maturity Value $34,011,900)

Collateralized by U.S. TreasUry NOLES ..ttt ittt ittt ittt ittt enenenens United States 34,000,000 34,000,000
Swiss Bank Corp., 6.55%, 1/02/98 (Maturity Value $28,889,509)

Collateralized by U.S. TreasUry NOLES ..ttt ittt ettt eneeneeeneeeeeeneenaeenenns United States 28,879,000 28,879,000
Total Repurchase Agreements (Cost $95,879,000) ...ttt ittt eteeeeeenenenenenens 95,879,000
Total Investments (Cost $678,217,486) 99.8% ...ttt tinneeeinnneeennnneennns 757,206,179
Other Assets, less Liabilities 28 ittt ittt ittt ittt ettt ettt eeeeeeeeeaaaeeenn 1,238,396

Net Assets 100.0% ..t it it ettt ittt ittt ittt ittt e e

*Securites traded in U.S. dollars unless otherwise indicated.

aNon-income producing.

dSecurities are traded on a discount basis; the rates shown are the discount
rates at the time of purchase by the Fund.

gSee Note 1l(c) regarding repurchase agreements.

FRANKLIN VALUEMARK FUNDS
Statement of Investments, December 31, 1997

PRINCIPAL
Templeton Global Income Securities Trust AMOUNT* VALUE
<S> <C> <C>
Long Term Investments 96.0%
Argentina 4.9%
Republic of Argentina,
BT, 5700/ 02 ittt e et e e e e e e 6,250,000 $ 5,950,000
bonds, 10.95%, 11/01/00 ittt ittt et ettt e e e e e e e e e e e 1,645,000 1,716,969
senior unsecured notes, Series BGLO, 8.375%, 12/20/03 .ttt it e eseneneneeenenenanens 1,545,000 1,473,544
9,140,513
Australia 4.0%
Government of Australia, bonds, Series 1002, 10.00%, 10/15/02 ..ttt eeneeeneennnnns 9,543,000AUD 7,320,936
Brazil 6.6%
Republic of Brazil,
bonds, 10.125%, 5/15/27 ittt it ittt ittt et e e et e 2,300,000 2,160,850
FRN, 6.562%, 4/15/00 ittt ittt ittt ittt ettt ettt ettt ettt 3,780,000 3,057,075
NOtes, 8.875%, L11/05/ 0L .ttt ittt ettt et et e e e e 3,905,000 3,910,077
Series C, 8.00%, 4/15/ L4 it e e et e e e e 3,848,382 3,051,954
12,179,956
Canada 8.0%
Government of Canada, deb.,
Series A32, 10.50%, 7/01/00 ..ttt ittt ittt ettt e e e e e 2,641,000CAD 2,068,917
Series A37, 10.50%, 3/01/0L ittt ittt it e et e e e e e e 5,947,000CAD 4,773,871
Series J25, 10.00%, 5/0L1/02 .ttt ettt ettt e et e e 9,565,000CAD 7,857,684
14,700,472
Denmark 2.0%
Kingdom of Denmark, bonds,
9.00%, 11/15/00 ottt ittt ettt et e e et e e 6,600, 000DKK 1,068,518
8008, 5/15/03 ittt e et e i e e e 15,995, 000DKK 2,635,759
3,704,277
Germany 8.9%
Federal Republic of Germany, Unity, bonds, 8.75%, 8/20/01 ...t eineneueeenennnennnn 8,900, 000DEM 5,614,074
Government of Germany, Bundesobligation, bonds, Series 118, 5.25%, 2/21/01 .......ccveun.. 17,855, 000DEM 10,135,367
Treuhandanstalt, 7.75%, L10/01/02 ..t tn ettt ee et tae et eeeeeetaeeaeeaeeeneeeeennan 1,190, 000DEM 742,444
16,491,885
Italy 6.0%
Buoni Poliennali Del Tesoro, 10.00%, 8/01/03 . utite e et eee e eeeeeeeeaeseeeeeaeeeeeenns 5,980,000,000ITL 4,124,138
Government of Italy, 10.50%, 7/15/00 ..ttt ittt it iinnneeennnneenn 10,970,000,000ITL 6,990,662
11,114,800
Mexico 7.1%
United Mexican States,
bonds, 9.875%, 1/L15/07 ittt ittt et e e e e e e e 1,700,000 1,778,625
bonds, L11.375%, 9/15/ 16 ittt ittt et e ettt et e 1,745,000 2,008,931
deb., Series A, 6.25%, 12/31/ 10 ittt e e e e 1,250,000 1,045,313
NOLES, 9.75%, 2/06/ 0L ittt ittt e e e e e et 7,985,000 8,324,363
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New Zealand 1.9%
Government of New Zealand, 6.50%, 2/15/00 ..ttt meteeeneeneeneeneeneeneeneeeneeeeenenn

Spain 6.0%

6,035,000NZD

Kingdom of Spain, deb., 12.25%, 3/25/00 ..ttt ittt e i e 1,465,450,000ESP

Sweden 5.2%

Kingdom of Sweden,

bonds, Series 1033, 10.25%, 5/05/03 ittt ittt ittt ettt ittt
deb., Series 1030,13.00%, 6/15/0L ittt ittt ettt ittt ettt e e e

United Kingdom 4.0%
United Kingdom Treasury, 8.00%, 12/07/00 ..ttt ittt etnnne e nnneeeennn

United States 28.7%

U.S. Treasury Bond, 6.375%, 8/15/02 ittt ettt eeetaetaeeeeeneeaeeaeeaeeneneeeeanens
U.S. Treasury Notes,

8255, A/ 30/ 02 e e e e e e e e e e e e e e
B L 0
B L - 1
C125%, L1/ 15/ 277 it e e e e et e e

Venezuela 2.7%
Republic of Venezuela,
I L Y/ P
senior unsubordinated deb., 144A, 9.125%, 6/18/07 i it e ettt eeeeeeeeeeeeaanenns

Total Long Term Investments (Cost $180,980,348) ...ttt in it teeeneeeneeeeeeeeenenenanns

dShort Term Investments
U.S. Treasury Bill, 5.16%, 1/22/98 (COSt S$79,748) ittt ittt et teetaeeaeeinieeenenns

Total Investments before Repurchase Agreement (Cost $181,060,096) ...ttt nenenennnnn

gRepurchase Agreement .8%
UBS Securities, Inc., 6.45%, 1/02/98, (Maturity Value $1,429,512) (Cost $1,429,000) ......

Collateralized by U.S. Treasury Note

Total Investments (Cost $182,489,006) 96.8% ..ttt ettt teeeeeeeeeeeeeeeeeeeeeeneeeeenns
Other Assets, 1less Liabilities 2.7 it ittt ittt ettt ettt eeeneeeeeeeeeeeeennneeeeeeneens
Net Equity in Forward Contracts .58 ...t ittt ettt ittt ettt ettt et aeaeaeaeaeaeaeaens
Net Assets 100.0% .ttt ittt ittt it ettt it ettt ittt e

See currency abbreviations on page 147.

*Securities traded in U.S. dollars unless otherwise indicated.

dSecurities are traded on a discount basis; the rates shown are the discount
rates at the time of purchase by the Fund.

gSee Note 1l(c) regarding repurchase agreements.

FRANKLIN VALUEMARK FUNDS
Statement of Investments, December 31, 1997

Templeton International Equity Fund COUNTRY
Common Stocks, Warrants and Rights 75.8%

<S>

Aerospace & Military Technology .1%

Hong Kong Aircraft Engineering Co., Ltd. Hong Kong

Appliances & Household Durables 2.6%

Electrolux, AB, Class B ittt ittt eneeeeeeeeeeeeeeeeeeeeneeeeseeeeeeeennaeeeens Sweden
Fisher & Paykel Industries, LEd. ... iuiiniiiiiiiiiiteteeeeneneneneneneneneneneeenan New Zealand
) 0 o U = o United Kingdom
AThOYN, PlC., ClASS B i ittt ittt ittt ettt eeeeneeeeeeeeeeeeeeeneeeeeeeeeeeeennnneeeens United Kingdom

Automobiles 1.9%

AULO LAV, Tl C e it ittt ettt ettt e ettt eee e ettt eeeeeeeeaeeeeeeeeeeeeeenaeeeeeeeeeeeennnn Sweden
30 R = Italy
VOLlVO, BB, Class B vttt it ttmeeeeeeeeeeeeeeeeeeeenaneeeeeeeeeeeeennnaeeeeeeeeeeeennnns Sweden
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36,600, 000SEK
26,500,000SEK

4,415,000GBP

9,610,000

18,595,000
10,344,000
8,911,000
3,642,000

3,376,000
1,940,000

80,000

1,429,000

SHARES/
WARRANTS
& RIGHTS

<C>

513,400

232,000
1,321,125
3,295,628
3,844,900

317,000
3,391,410
91,500

13,157,232

4,097,689

$ 9,862,272

19,222,600
11,184,460
9,161,631
3,743,295

1,906,050

179,135,342
5,002,903
877,929

VALUE
<C>

$ 1,291,947

16,099,951
4,219,107
8,497,793
1,199,795

10,320,596
9,836,815
2,454,628
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Banking 9.7%

Banco Bradesco, SA BBD, Tights ...ttt ittt e e e e e e Brazil
Banco Popular Espanol, SA .ttt ittt ettt tnneeieneeneeitaneteneeeneeeeieneeans Spain

BPI Socieda de Gestora de Participacoes Socias, SA ...ttt inenenens Portugal
Credit Commercial de FramnCe ...ttt ittt it ittt ittt enenens France

JD YT = = o < South Korea
DelUtsChe Bank, AG ..ttt ittt et ettt ettt e e eeeeseanaeeeeeeeeeeeeaneeeeeeeeeeens Germany
Komercni Banka AS, GDR ittt ettt eneneneneneeeeeeeeeeeeaenenensnenenenens Czech Republic
Korea Long Term Credit Bank ...ttt ittt ittt ittt ittt enenens South Korea
L I = = 2 Finland
National Bank O0f Canada . ...ttt ittt it ittt ittt ittt Canada
National Westminster Bank, PlC. ...ttt iiiitneeeeeeeeeeeeeeeennnaaeeeeseeenennnnns United Kingdom
Sparbanken, AB, ClasSs A ittt ittt et neeeneteneeneeeeeeneeteneeeaeeneinneenans Sweden
Svenska Handelsbanken, ClasSs A ittt eeeeeeneeneneeeeeeeeeeeeeeeeeeeessseeeenns Sweden
aUniao de Bancos Brasileiros, SA, pfd. ...ttt ittt ittt Brazil
aUniao de Bancos BrasileiroS, SA, GDR .t i ittt eeeeeeeeneeeeeeeeeeeeeennnneeeens Brazil
Union Bank of Norway, Primary Capital Certification ....... ..., Norway

Broadcasting & Publishing 2.4%

Cordiant, PlC. ittt it it e et e ettt e e e e e e e e United Kingdom
Marieberg Tidnings, AB, Class A ittt tie ettt eneeeeeeneseneeneeeneenaeeneens Sweden

NV Holdingmaatschappi] de Telegraal .......u ittt ittt ttttenenaenneenn Netherlands
aOriental Press Group, Ltd., WarTantsS ... ..ttt ittt eeeeneneneeeeeeenenenenenan Hong Kong
aSaatchl & Saatchi, PlC. .ttt i it ettt e e e e e e e e e e e United Kingdom
Sing Tao Holdings, Litd. ottt ittt it ittt ittt et et e Hong Kong

Building Materials & Components 3.3%

ANglian GroUP, PlC. ottt ittt ittt ittt ittt ettt e e e e e e e e e e United Kingdom
Cie de Salnt Gobadil ..ttt e ittt ettt ittt et i e e e France
HepPWOTt, PlC. ittt ittt ettt et e ettt ettt ettt et ettt ea et ea ettt United Kingdom
KeUmKang Ltd. ittt ittt ittt ettt et ettt e ettt ettt ettt e e South Korea
Pioneer International, Ltd. ...ttt eeeeeennnneeeeeeeeeeeeeeneeeeeeneeenens Australia
Siam City Cement Public Co., Ltd., £gn.. ...ttt ittt ittt ettt Thailand
Unione Cementi Marchino Emiliane (Unicem), di RISP ..ottt iiiiiiininennnnnn Italy

Business & Public Services 1.1%

N LYo 3 Switzerland
Esselte, AB, ClasSs B it iiiiiet ittt nenneeeeeeeeseeeeeeeeeneneeeeseeeeeenanaaaeeens Sweden

LeX SeIrVICE, PlC. ittt ittt it ettt et i e e e e e United Kingdom
aWaste Management International, PlC. ...ttt ittt ttneeeeeeneeeeeeneenaeenens United Kingdom

Chemicals 3.0%

AKZO NODE L, NV ittt ittt ittt et eeee e teneeeeeeeeeeeeeeeeoneeeeeaeeeeeeseeeeanneenens Netherlands
CoUTtAULAS, PlC. ittt ittt ettt et ettt et ettt a et ettt ettt United Kingdom
I Y Netherlands
Imperial Chemical IndusStries, PlC. ..ttt ittt ettt e te e e teeeeeeeteaeaeaeans United Kingdom

Construction & Housing 1.6%
Dragados & CONSTIUCCIONES, S ittt ittt ittt et ettt ettt ettt et et eeneeeeeeneenneenens Spain
S e ) o 2 Italy

Electrical & Electronics 3.8%
aGeneral Electric CoO., PlC. ottt ittt tteteeeeeeeeeeeeeeneeeeeeeeeeeeeennnneeenns United Kingdom
Philips Electronics, NV ..ttt ittt ettt ettt et et e eeataeeeeeeeeeneneaeaenns Netherlands

Energy Sources 3.8%

Hafslund, ASA, Class Bttt eeeeeeeeeeeeeeeeeeeeeeeeneeeeeeeeeeeeeennnneeeas Norway
e b = o L 3 N France
Total, SA, ClasSsS B ittt it ittt ettt teeeeeeeeeeeeeeeeeeeeeeeaaneeeeseeeeeeeannnaeeeas France
Transportadora de Gas del Sur, SA, Class B, Sponsored ADR ......iitiiiiniinnnnnenns Argentina
YPE Sociedad ANONIMA .. i ittt ittt it ittt ittt ittt ittt ettt enens Argentina
YPF Sociedad Anonima, ADR ..t ottt ittt ittt ettt ettt et Argentina

Financial Services .8%

London Pacific Group, LEd. ...ttt ittt ittt ittt ittt United Kingdom
Peregrine Investments Holdings, LEd. . ...ttt ittt it teeetenennneenans Hong Kong
aPeregrine Investments Holdings, Ltd., wWarrants ... ...t iiitn e ennennneenens Hong Kong
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22,455,016
62,400
321,978
128,800
155,586
407,000
120,000
175,548
1,254,500
447,000
641,668
163,000
155,400
28,412,000
548,700
199,000

3,561,500
210,000
504,000
121,900

3,561,500

2,480,400

2,536,000
13,292
1,330,100
19,110
7,462,117
405,100
468,000

523
158,500
902,000
710,700

32,300
2,919,000
19,000
857,000

378,000
1,833,800

1,920,000
534,307

10
148,024
62,039
221,700
25,100
495,000

1,618,300
7,155,000
715,500

22,612,039

80,480
4,362,061
7,828,588
8,827,781

350,642
28,460,589
1,470,000
1,077,108
6,860,475
7,381,967
10,638,613
3,705,525
5,372,524
1,934,781
17,661,281
7,069,559

6,375,698
4,919,457
9,495,130
1,101
6,434,191
672,195

9,100,578
1,888,288
4,794,983
175,316
20,377,800
432,799
1,660,090

147,728
3,213,957
6,910,771
2,054,316

$ 5,569,048
14,262,293

1,735,408
13,230,522

8,051,264
11,084,694

12,581,790
32,042,873

48
17,216,383
6,751,773
2,480,269
846,031
16,922,812

4,704,360
5,078,397
923
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Food & Household Products 2.3%
C P Pokphand Co., Ltd.
Hillsdown Holdings, Plc.
MCBTIAE, PlC . ittt ittt ittt et ettt ettt ettt e et eeeeeeeeeeeeeeeeeaaaeeeeeeteeeeeeanas
Oshawa Group, Ltd., Class B ittt ittt et ettt ettt eeeeeeneenaeeseeeneeneenneenas
Tate & Lyle, PlC. ittt ittt ittt ittt ettt ettt ettt eeeaeeneenaeeneeeneeneeeneenas

Forest Products & Paper 3.0%

Carter HOLt Harvey, Ltd. ...ttt ittt ettt ettt ettt e et taeeeeeeneeneenneenas
Cartiere BUIGO, SP A ittt ittt ettt ettt ettt et ettt e et eneeeaeeneenaseeneeeneeneenneenas
ENSO OF, ClasSsS R ittt ttiitteeeeeeeeeeeeeeeeaeeeeeeeeeeeeeeeeeeeeeseeeeeeeennnaeeens
Fletcher Challenge FoOreSts ittt ittt ttne it eeeneeneeeneenneeneenneennns
Mayr-Melnhof Karton, AG ...ttt ittt ittt eeneeeneeneeieneenneeneeeneeneens
PT Barito Pacific Timber, fgn. ... ...ttt ittt ittt ittt ittt
PT Indah Kiat Pulp & Paper CoOrp., fgn ...ttt ittt ittt et it iaeenenn
aPT Indah Kiat Pulp & Paper Corp., rights.........iiiiiiiiiiiiiiii ittt
aPT Indah Kiat Pulp & Paper COIP., WaALTantsS ...ttt ieeeneneneneeeeenenenenennn
Sappi, Ltd.
Stora Kopparbergs Bergslags, AB, ClasSs B . ...ttt enenenennnennns
L0 o <T <T C

Health & Personal Care 3.7%
Internatio=Mueller, NV ..ttt et ta et e et e ee et eeeeeeeeeeeeeneeeeeeneeeaeenenns
NOVATE LS, A v i ittt ettt ettt e e ettt eeeeeeeeeeeeeeeeneeeeeeeeeeeeennnnaeeeeeeeeeeeennns

Health & Personal Care (cont.)
NYcCOmMEd ASA, CLass Attt ittt ittt ettt etee et eeneeeeeeneeeneeneeeneenneeneens
Nycomed ASA, Class B

Industrial Components 1.7%

=
AGTANGES, AB ittt ittt ettt et e et e
Meggitt, Plc.

Insurance 5.5%
Ace, Ltd.
Balodse-HoLlding . o vttt i i e e e e ettt e
GIO Australia Holdings, Ltd.
[ o @ o |

Leisure & Tourism 1.2%
Kuoni Reisen HOlding, AG, Class B ittt tiittitttteeeeeeeenneeeeeeneseneenenns

Machinery & Engineering 1.0%
Bucher HOLdING, AG, DI . ittt ittt ettt ittt ettt ettt ettt ettt aeaeeeaeaenenenens

Merchandising 4.2%

David JonesS, LEd. ittt ittt ettt ettt eeeeeeeeeanaeeeeeeeeeeeeeeneeeeeeeeeeenn
HUASONS BAY Ottt ittt ittt et e et ettt ettt e ettt e et e seeeaeeeeeeneeeeeenesnneeneens
Koninklijke Bijenkorf Beheer KBB, NV . ...ttt ettt teeeaeaeneaeaenenenens
KWik Save GroUD, PlC. ittt ittt ittt ittt ettt ittt ettt ettt aeaeaeeeaeanaenenens
SafeWaY, PlC. ittt e e e e e e e e e e e e e e e
Storehouse, Plc.

Metals & Mining 2.8%
Anglo American Platinum Corp., Ltd.
Boehler Uddeholm, AG v i ittt ittt teeeeeeeeeeeeeeeeeeeneeeeeonseeeeanseeeeonseessnneeneas
Boehler Uddeholm, AG, 144 A . .. ittt ittt ettt ettt teeeeeeeeeeeeeeeeeeeeennnneeenns
British SLEEl, PlC. i ittt ittt ettt ettt eeeeeeeeeeeeeeeeaaaeeeeeeeeeeeennnnaeenns
Companhia Siderurgica Nacional, Sponsored ADR . ...ttt neneeneneneneneneaens
Grupo Mexico, SA de CV, Class B ittt ittt e ettt eeteeeaeaeeenenenenenens
Pohang Iron & Steel Co., Ltd.

Miscellaneous Materials & Commodities .1%
Korea Chemical Co., Ltd. tuutiiuiim it teeeeeteeeeeeneeeeeeneeeeeeeeeeneeeeeeneeaas
Multi-Industry 3.0%

Harrisons & Crosfield, PlC. .ttt iiiiiiineneeeeeeeeeeeeeeeeeeeeeeeeeeeeeennnnaeenns
Jardine Strategic Holdings, Ltd.
Jardine Strategic Holdings, Ltd.
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Hong Kong
United Kingdom
United Kingdom

Canada
United Kingdom

New Zealand
Italy
Finland
New Zealand
Austria
Indonesia
Indonesia
Indonesia
Indonesia
South Africa
Sweden
Spain

Netherlands
Switzerland

United Kingdom
United Kingdom

United Kingdom
Sweden
United Kingdom

Bermuda
Switzerland
Australia
Netherlands

Switzerland

Switzerland

Australia
Canada
Netherlands
United Kingdom
United Kingdom
United Kingdom

South Africa
Austria
Austria

United Kingdom
Brazil
Mexico

South Korea

South Korea

United Kingdom
Hong Kong
Hong Kong

7,134,100
2,493,900
1,000,000

230,000
1,540,500

3,243,400
696,200
209,900

6,020,000

39,400
96,500

9,724,297
818,888
782,553
722,582
804,250

52,200

240,308
2,506

188,413
654,282

4,204,600
191,000
1,487,610

227,500
7,380
1,549,534
563,685

3,570

12,800

2,463,527
357,000
147,900

1,330,900

1,695,778

3,314,000

417,465
33,000
27,055

4,033,200
276,365
1,983,600
10,450

57,900

5,560,000
2,626,250
484,193

9,783,680

1,123,190
6,082,383
2,923,400
4,023,652

12,700,877

5,009,519
4,150,832
1,629,371
4,998,577
2,121,358

27,634
1,723,853

22,333

30,591
3,637,781
9,977,282
1,092,996

7,561,290
4,063,367

$ 7,127,760
23,775,942

12,878,694
2,994,937
3,811,378

21,953,750
13,647,686

3,961,874
23,741,128

2,777,696
7,956,650
9,263,581
6,338,868
9,608,517
12,926,603

5,575,922
1,934,568
1,586,053
8,727,074
7,133,672
7,373,521

282,674

12,784,128
6,762,594
1,278,270
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Marine WenNdel, SA ..ttt ittt ettt e ettt eeeeeeeeeeeeneeeeeeeeeeeeeennaeeeeeeeeeeeennnas France
Swire Pacific LEd., ClasSs B ittt ittt ittt tntteeeeeeeeneeeneeeeeeneenneenens Hong Kong

Real Estate .2%
Cheung Kong Holdings, LEd. ...ttt ittt ittt ettt et teeaeeeeeeneeneeeneenas Hong Kong
Hang LUNg DevelopmMENET ..t ittt ittt ettt ettt ettt e aee et eneenneeneeeneeneeeneenas Hong Kong

Recreation & Other Consumer Goods .8%
SMH, AG, Dt ittt ittt ettt ettt e e e e e eeeeaeeeeeeeeeeeeenenenaeeeeeeeeeeeeeneneeeeeeeeeeens Switzerland
Yue Yuen Industrial HoOLdINgs .. ei it ittt ettt ittt ettt ettt et aeaeeeaeaeneneaens Hong Kong

Telecommunications 4.5%

British Telecommunications, PlC. «.uuiiiiiiite ettt eeeeeeeeeeeeeeeeeeeeeeennnneeeens United Kingdom
NOKIA, AB, ClaAsSS Bttt ittt ittt eeeeeeeeeeeeeeeeeeeeeeeeeeeeneeeeeeneeeeeeneeeneeeenns Finland
Telefonica de ESPana; S vttt ittt eneeeeeeeeeeeeneaeaenenenenenenens Spain
Telefonica del Peru, SA, ClasSs B, ADR ..ttt ittt tnneeeeeeneeeaeeeeeeneeneeeneeeas Peru
Telefonica del Peru, SA, ClasSsS B i uiiiiiineee ettt eeeeeeeeeeeeeeeeeeeeeeennnaeeeens Peru

Textiles & Apparel .3%
Yizheng Chemical Fibre Co., Ltd., Class H ... ..ttt ennenenens China

Transportation 1.3%

Alr New Zealand, Ltd., Class B ..ttt ttteeeeeeneeeeeeeeeeeenanaeeeeeseeeeennnnns New Zealand
Helikopter ServicCes GIrOUDP ASA .ttt e ettt eeeeeeeeeeneaeaeaeeenseeneneeens Norway
aStena Line, AB, ClassS Bttt ee ettt eneeeneeeeeeneeeneeeeeeneeeeeeneeeeeeneeens Sweden
Tranz Rail Holdings, Ltd., Sponsored ADR ... ..t tinemneeneeneeneennennennennennns New Zealand
L0 T I o o 2 3 Norway

Utilities - Electrical & Gas 6.1%

2 = o United Kingdom
Centrais Eletricas Brasiledlras, SA it teeeeeeeeeeeeeeeeeeeeeeeennnneeenns Brazil
J2 LGS o} i ok I = = United Kingdom
Cia Sevillana de Electricidad, SA ittt ttteeneeeneeeneeneeeneeeeeeneeeeeieneenns Spain

I oY N e et T = T 3 PP Spain
Korea EleCtriC POWET COTP . vttt utuentntneneneneneneneeeeeeeeneneaeaenensnenenenens South Korea
Shandong Huaneng Power Co., Ltd. , Sponsored ADR . .......itintiinenenenenenennennnn China
Thames Water GroUP, PlC. ittt ittt ittt ettt ettt ettt et et teaeeeeeeneeeaneneenn United Kingdom
Total Common Stocks, Warrants and Rights (Cost $730,193,114) ... iuiiinrineenennns

Preferred Stocks 3.6%

aBanco Bradesco, SA, PId. ..ttt e e e e ettt e e Brazil
Banco Itau, SA, PId. ittt it ittt ettt e e e e e e e e e e e e Brazil
News Corp., Ltd., PEd. ...t e ettt ettt ettt ettt aeaennn Australia
Petrobras-Petroleo Brasileiro, SA, pfd. ...ttt ittt ittt Brazil
Telebras-Telecomunicacoes Brasileiras, SA, pfd., ADR ...ttt nenenenens Brazil
Total Preferred Stocks (Cost $33,631,335) it iiiitttneeeneeeeeeeeeeneeeneenennns

dShort Term Investments 1.1%
U.S. Treasury Bill, 5.16%, 1/22/98 (Cost $12,610,111) ..ttt neeennnneeennnnnnn United States

Total Investments before Repurchase Agreements (Cost $776,434,560) ....vveerennnnn.

gRepurchase Agreements 19.1%
Bank of America, 6.40%, 1/02/98 (Maturity Value $50,017,778)

Collateralized by U.S. TreasUry NOLES. ..ttt tt ittt ettt ettt eeaeaeaeaeaeaeneaens United States
Lehman Brothers, 1Inc. , 6.30%, 1/02/98 (Maturity Value $51,017,850)

Collateralized by U.S. TreasUry NOLES . ..ttt ittt ittt ittt ittt enenenenens United States
Morgan Stanley, Inc. , 6.23%, 1/02/98 (Maturity Value $34,061,785)

Collateralized by U.S. TreasUry NOLES ..ttt ittt tteeeeneeneeeeeeeeeeneenneenas United States
Swiss Bank Corp., 6.55%, 1/02/98 (Maturity Value $52,018,922)

Collateralized by U.S. TreasuUry NOLES ...ttt ittt ettt ettt teaeaeeeaeaeneaeaens United States
UBS Securities, Inc. , 6.45%, 1/02/98 (Maturity Value $35,012,542)

Collateralized by U.S. TreasuUry NOLES ...ttt it ittt teeeeenenenennenenens United States
Total Repurchase Agreements (Cost $222,050,000) ... iiiititi it e e tetenenenenenenens

Total Investments (Cost $998,484,560) 99.6% ittt eneeeneeneeeneeeneeneenneenns
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55,849
7,937,100

188,600
779,000

15,400
394,800

1,446,000
155,000
646,100
251,900

2,445,602

19,340,200

2,322,000
134,000
1,288,000
47,765
295,000

2,566,588
363,450,000
1,290,000
246,970
1,517,800
66,000
338,300
978,479

525,200,000
4,209,000
3,486
60,000,000
177,300

PRINCIPAL
AMOUNT*

12,650,000

50,000,000
51,000,000
34,050,000
52,000,000

35,000,000

6,347,215
8,040,552

1,235,185
1,095,767

835,556

11,393,353
10,837,371
18,447,883
5,872,419
5,465,584

4,651,523
1,635,254
4,250,129

549,297
3,600,000

11,549,815
18,073,989
1,864,407
2,310,025
19,974,985
609,381
2,325,812
14,639,902

5,176,471
2,262,802
17,254
14,031,629
20,644,369

12,614,858

$ 50,000,000
51,000,000
34,050,000
52,000,000

35,000,000

1,157,166,073
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Other Assets, less Liabilities 4% ittt ittt ittt teeeeeeeeeeeeeennnaaeenns

Net Assets 100.0% . ...t i i ittt it it ittt ittt it ee e

*Securities traded in U.S. dollars unless otherwise indicated.

aNon-income producing.

dSecurities are traded on a discount basis; the rates shown are the discount
rates at the time of purchase by the Fund.

gSee Note 1l(c) regarding repurchase agreements.

FRANKLIN VALUEMARK FUNDS
Statement of Investments, December 31, 1997

Templeton International Smaller Companies Fund COUNTRY
<S>

Common Stocks 86.8%

Aerospace & Military Technology .4%

Hong Kong Aircraft Engineering Co., LEd. ...ttt ittt eeeeenneenneenas Hong Kong

Appliances & Household Durables 1.2%

EmMail, LEd. ittt ittt ettt ettt et e e Australia
Fisher & Paykel Industries, Ltd. ...ttt ittt ittt New Zealand
Guangdong Kelon Electrical Hldgs., Ltd., Class H ...ttt ininnennns China
Guangdong Kelon Electrical Hldgs., Ltd., Class H, 144A ... ...t iiinnnnneenns China

Automobiles 1.9%
Bertrand FaAUT e, SA i ittt it ittt ettt eeeeeeeeeneaeeeeeeeeeeeeeeeeeeeeeeeeeeeennnneeeees France
= I = N Y Sweden

Banking 4.5%

Banco de ValenCia, SA ittt ittt ittt et ettt ettt et e Spain
BaANCO PasST O, S ittt ittt ettt et ettt ettt ettt Spain
Commercial International Bank Ltd., GDR, 144A .. ...ttt tettinneinneenas Egypt
Korea Long Term Credit BanK ...ttt ittt ittt ittt ettt ettt etaeaeeeneaenenenens South Korea
Singapore Finance, Ltd. ...ttt ittt ittt ittt et eeea e tneeeeeneneneneneeas Singapore
alUniao de Bancos BrasileiroS, SA, GDR .ttt et eeeeneeeeeeneeeeeeneeeaeeeens Brazil
Union Bank of Norway, Primary Capital Certification ............iuiiiiiniiiiiinnennn Norway

Beverages & Tobacco .8%
Sinocan Holdings, Ltd. ...ttt ittt ittt ittt ittt Hong Kong

Broadcasting & Publishing 3.3%

aApt Sattellite Holdings, Ltd., ADR ..ttt ittt ittt et teeeeeaeeeeeeeaeaeaeeeaennn Hong Kong
GTC Transcontinental Group, Ltd., Class B ...ttt tieetnenenenenenenenenenas Canada
alnchcape Marketing Services, fgn. ...ttt ittt ittt ittt ettt et iieeean Singapore
Marieberg Tidnings, AB, CLaSS A .ttt tneneeeeeeteneaenenenenenenenens Sweden

Building Materials & Components 5.8%

(Ot Lo T o R = United Kingdom
Cementos Diamante, SA, ADR, 144D ...ttt i ittt ettt teeeeeeeeeeeeeeeeeeeeennnaaanean Colombia
Cristaleria EsSpPanola, SA ..ttt ot ittt ettt ettt eeeeeeneeeaeeeeeeeeeneeeneenas Spain
Gujarat Ambuja Cements, Ltd. ...ttt ittt ettt ettt et taeeteeaneeneenneenas India
aMirgor SA Comercial Industrial Financiera Inmobi, Class C, ADR .....iuiiiiinenenennn Argentina
Sarna Kunststoff HOLAING, AG . ittt ittt ittt ittt ttateeeeeeaseeneeeeeeeneneneeenas Switzerland
SChULLErSvVEeld, NV ittt ittt et e et ettt ettt e s eeeaaaeeeeeeeeeeeeaeeeeeeseeeenns Netherlands
Siam City Cement Public Co., Ltd., £gn. ...ttt ittt ittt ittt ittt Thailand
Suez Cement CoO., GDR, 144 ...ttt ittt ittt ettt ettt ettt teeteeeeeneeeaeenans Egypt

Business & Public Services 4.2%

aISS International Service System, AS, ClassS B ...ttt inenineineeenns Denmark
KardexX, AG, DI ittt ittt ettt ettt ettt e et ettt eeee e eeeeeeeeeeeeeeeeea Switzerland
LeX SEIrVICE, PlC. ittt ittt ettt ettt et eeeeeeeeeeeeeeeeeaeeeeeeeeeeeeennnneeenns United Kingdom
SCribona, BB, Class B ot it ittt teneeeeeeneeeneeeeeeneeeeeeneeeeeeneeeneeeeeeneeenns Sweden

Chemicals .7%
Energia e Industrias Aragonesas Eia, SA ...ttt ittt eeteeneeteneenneenas Spain

Construction & Housing 2.0%

Dragados Yy CONStrUCCIONES, S ittt ittt ittt ittt ettt ee e ta i ee et eeeeenas Spain
Hollandsche Beton Groep, NV ...ttt ittt einneenneeneeinneeneeeneenneeneeans Netherlands
Kumagai Gumi HONg KONg, Ltd. ..ttt ittt ittt ettt ee et et eaeeeeeeneeneeeneenas Hong Kong
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SHARES
<C>

55,100

44,964
49,222
92,000
40,000

4,300
21,400

3,272
4,000
13,500
9,266
148,000
10,235
7,170

955,000

22,000
63,300
94,500

8,160

100,000
26,900
1,291
47,500
24,300
52
10,932
67,621
16,450

9,100
1,494
54,100
19,045

34,500

14,155
9,600
215,000

4,263,476

VALUE
<C>

$ 138,657

106,202
157,194
94,386
41,038

296,477

70,766
337,381
283,500

56,853
100,979
329,439
254,717

258,500
575,837

28,033
191,156

294,804
354,015
99,145
334,439
58,320
67,951
253,938
72,245
335,991

334,681
403,742
414,493
212,280

643,687
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Electrical & Electronics 2.0%
Dongfang Electrical Machinery Co., Ltd., Class H

Tadiran, Ltd., Sponsored ADR ......cuoiuiiuienenennn

Techtronic Industries Co., Ltd.

Electronic Components & Instruments 1.5%

Swisslog Holding, AG ...ttt inininenenennnn
VTech Holdings, Ltd. .....iuiiuiiniiiiniiiiinnnnnn.

Energy Sources .3%

Transportadora de Gas del Sur, SA, Class B, sponsored ADR ......iititiineinnenneenns

Financial Services 2.0%

Industrial Credit & Investment Corp. of India (ICICI) .. iitiittnnenneennenneennennn

aMorgan Stanley Growth Fund ..............c.iuo...

Peregrine Investments Holdings, Ltd.

Food & Household Products 9.4%
C P Pokphand Co., Ltd.
Chareon Pokphand Feedmill Public Co., Ltd., fgn.

Hazlewood Foods, PlC. .........iiiiiiiinnnnnnn
Hillsdown Holdings, PlC. .....uiiiniiniiininnennnn.

Illovo Sugar, Ltd., fgn.
McBride, Plc.
Melco International Development, Ltd.
National Foods, Ltd.

Oshawa Group, Ltd., Class A ...ttt iiiinneennnn
Perkins Foods, PlC. ...ttt iiittneennennenenennn

Forest Products & Paper 2.4%

Crown-Van Gelder Papier, SA .....iuiuiniinienenennn
aEmpaques Ponderosa, SA de CV, Class B ...........
Fletcher Challenge FOrests .......ciuiuiiinennnenn.
MUNKSTO, BB i ittt ittt ettt et e et e e

Primex Forest Products, Ltd.

Health & Personal Care .7%

Esaote Biomedica, SpA, ADR 144A .........c.cuiiiue..
Internatio-Mueller, NV ... ..ttt enneenneennnn

Industrial Components 6.7%

AGranges, AB ..ttt ettt e e i e

Lucas Varity, Plc.

OLra, NV ittt ittt it ittt ettt ennenns
Sylea, SA i e e e e e e

Weir Group, Plc.
Yamato Kogyo Co., Ltd.

Leisure & Tourism .3%

Tourism Holdings, Ltd. ......iuiiuiiniiniiiiiininnnn

Machinery & Engineering 2.3%

Arcadis, NV ittt ittt ettt eeneeeneenns

China International Marine Containers, Inc., Class B ...ttt iinennennns

Laird Group, PlC. ...ttt ittt ininenennn

Merchandising 11.7%
David Jones, Ltd.

De Boer Unigro, NV.......u ittt inenennnnns
Det Danske Traelastkompagni, AS ..........c..ouo...

Giordano International, Ltd.
LI & Fung, Ltd.

aMakro Atacadista, SA, ADR ...ttt tnnenneennnnnn
Moebel Walther, AG .......iiiiiiiiiiinnnenennn.
Northwest Co. Fund ........iiiiiiiiiiiiiinneenn.
Sa des Galeries Lafayette .........c.iiiiiion..

Safeway, Plc.

Samas-Groep, NV ...ttt
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China
Israel
Hong Kong

Switzerland
Hong Kong

Argentina

India
India
Hong Kong

Hong Kong
Thailand
United Kingdom
United Kingdom
South Africa
United Kingdom
Hong Kong
Australia
Canada
United Kingdom

Netherlands
Mexico
New Zealand
Sweden
Canada

Italy
Netherlands

Sweden
United Kingdom
Netherlands
France
United Kingdom
Japan

New Zealand

Netherlands
China
United Kingdom

Australia
Netherlands
Denmark
Hong Kong
Hong Kong
Brazil
Germany
Canada
France
United Kingdom
Netherlands

179,000
9,750
1,201,000

1,000
136,000

7,000

170,000
1,275,000
148,225

200,100

71,300
252,600
100,000
187,000

64,100
470,000
179,017

34,000
236,550

6,115
151,800
67,441
12,995
90,000

3,600
3,744

14,679
111,000
23,500
4,447
120,900
41,000

155,800

21,300
52,000
62,000

243,000
7,740
3,752

807,000

241,000

37,500
7,506
24,915
810
57,100
2,450

$ 26,103
344,906
278,978

73,547

331,760
196,779
105,206

31,504
176,727
682,445
243,890
322,778
187,390
112,208
278,385
594,801
405,983

90,474
130,912
55,998
123,569
384,171

230,171
392,861
336,103
424,861
533,137
246,496

$ 235,307
46,907
451,600

273,989
244,303
334,027
278,581
337,444
302,406
241,994
244,085
446,822
323,537
114,063
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Somerfield,
Storehouse,

Metals & Mining 3.9%
Arbed, SA
Boehler Uddeholm, AG
Impala Platinum Holdings,
PT Tambang Timah, fgn.
Vallourec

Ltd.

Miscellaneous Materials & Commodities

Korea Chemical Co., Ltd.
Thai Glass Industries Public Co.,

Multi-Industry 7.0%
aAmer Group, Ltd., Class A
Inversiones y Representacion, SA
La Cemento Nacional CA,
Marine Wendel, SA
Murray & Roberts Hldgs., Ltd.
Nagron Nationaal Grondbezit, NV
Pioneer Industries International,
Saha Union Public Co., Ltd., fgn.
Wagon Industrial Holdings, Plc.
Zehnder Holding, AG, br.

Telecommunications .2%

aDigital Telecommunications Philippines,

Textiles & Apparel 2.1%

Daehan Synthetic Fiber Co.,
Dawson International, Plc.
Gamma Holding, NV

Ltd.

Inner Mongolia Erdos Cashmere Products Co.,
Class H

Yizheng Chemical Fibre Co., Ltd.,

Transportation 5.4%
Anangel-American Shipholdings,
Baltrans Holdings, Ltd.
Delgro Corp.
Helikopter Services Group ASA
Orient Overseas International,
Osprey Maritime, Ltd.
PT Steady Safe
asSBS Bus Service,
Stolt Nielsen, SA, ADR
Tranz Rail Holdings, Ltd.,

Ltd.,

Utilities - Electrical & Gas 1.8%
Gas y Electricidad, SA
Guangdong Electric Power Development

Wholesale & International Trade 2.0%
Dahl International, AB
Dahl International, AB,
Davids, Ltd.
Eurodis Electron,
Inchcape, Bhd., fgn.

Total Common Stocks

Preferred Stocks 4.8%

Ballast Nedam, NV, ctf., cvt.,
aBank Austria, AG, new, pfd.,
Cia Brasileira de Petroleo Ipiranga,
Coteminas Cia Tecidos Norte de Minas,
Moebel Walther, AG, pfd.
Weg, SA, pfd.

Sponsored GDR,

Co.,

(Cost $29,274,145) ..

pfd.

Ltd.

8 L

Ltd.,
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United Kingdom
United Kingdom

Belgium
Austria
South Africa
Indonesia
France

South Korea
Thailand

Finland
Argentina
Ecuador
France
South Africa
Netherlands
Hong Kong
Thailand
United Kingdom
Switzerland

Philippines

South Korea
United Kingdom
Netherlands
China
China

Greece
Hong Kong
Singapore

Norway
Hong Kong
Singapore
Indonesia
Singapore

Norway

New Zealand

Spain
China

Sweden
Sweden
Australia
United Kingdom
Singapore

Netherlands
Austria
Brazil
Brazil
Germany
Brazil

82,800
86,900

3,240
4,993
25,000
204,000
2,356

2,900
73,900

11,300
142,333
1,075
3,283
150,000
7,400
60,000
201,000
34,300
465

2,072,000

3,200
193,500
3,000
497,000
326,000

35,000
468,000
78,000
16,400
250,000
350,000
147,702
39,000
15,000
25,400

5,700
260,400

4,800
6,300
324,000
50,000
94,500

6,700
6,000
25,141,000
335,000
4,550
507,200

284,894
338,963

354,160
292,706
238,878
218,836
140,534

216,702
529,579
223,600
373,112
226,549
180,652

9,292
138,510
165,901
190,244

73,440
214,513
152,393
168,980

58,898

$ 306,250
62,811
95,331
200,136
133,888
280,332

10,071

14,115
328,125
292,100

411,552
153,908

70,731
92,835
221,725
124,409
145,212

346,953
270,752
382,955
120,066
124,942
313,577
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Total Preferred Stocks (Cost $1,501,555)

dShort Term Investments .9%

U.S. Treasury Bills, 5.16%, 1/22/98 (Cost $284,101) vt rtuneunenneneeeneenennennnn United States

Total Investments before Repurchase Agreements (Cost $31,059,801) ..........coon...

gRepurchase Agreements 7.1%

Bank of America, 6.40%, 1/02/98, (Maturity Value $900,320)

Collateralized by U.S. Treasury NOtes & BONAS ...ttt tiittneenteeneenneenneenas United States
Lehman Brothers, Inc., 6.30%, 1/02/98 (Maturity Value $875,306)

Collateralized by U.S. Treasury NOtes & BONAS . ...ttt it ineeneeenenenenenens United States
UBS Securities, Inc., 6.45%, 1/02/98 (Maturity Value $513,184)

Collateralized by U.S. Treasury NoOtes & BONdS . ...ttt enenenens United States

Total Repurchase Agreements (Cost $2,288,000) ...ttt ittt in e teeeeeeenenenenenens

Total Investments (Cost $33,347,801) 99.06% .t ittt eeeeeneeeneeeeeeneeeeennennns

Other Assets, less Liabilities .4% .....

Net Assets 100.0% ...,

*Securities traded in U.S. dollars unless otherwise indicated.

aNon-income producing.

dSecurities are traded on a discount basis; the rates shown are the discount

rates at the time of purchase by the Fund.

gSee Note 1l(c) regarding repurchase agreements.

FRANKLIN VALUEMARK FUNDS

Statement of Investments, December 31, 1997

Templeton Pacific Growth Fund COUNTRY
Common Stocks and Warrants 98.9%
<S>

Appliances & Household Durables 1.0%

1T 0 e o T Japan
Banking 13.0%

Australia & New Zealand Banking Group, Ltd. . ...ttt inteentnenanaennn Australia
Bangkok Bank Public Co., Ltd., f£0N. ...ttt ittt ittt Thailand
Development Bank of Singapore, Ltd., fgn. ...... ... Singapore
HSBC HOLdIngs, PlC. ittt ittt ittt ettt ettt ettt et ettt e ettt ateeeeeeeenenaneenas Hong Kong
Industrial Finance Corp. of Thailand, fgn. ...ttt ittt tineennennn Thailand
Krung Thai Bank Public Co., Ltd., £gn. ...ttt ittt et e e e e Thailand
Overseas Union Bank, Ltd., LOm. ...ttt ittt ittt ettt etaeaeaeaenenenenens Singapore
aPhilippine National BanK ...ttt ittt ittt ittt etee ettt eeeaenenenenenas Philippines
PT Bank Ball, Fgm. .ttt ittt ittt ettt ettt et et ittt e e Indonesia
PT Bank Pan Indonesia TBK ..ttt nenteteeeneneneneneneneneneneneneennas Indonesia
aPT Bank Pan Indonesia TBK, WAL TANtS .t uuuiiuueeeeeeeeeeenenenenoeeeeseeeeeeeennnaeeeeas Indonesia
Singapore Finance, Ltd., fgn. ...ttt ittt et ettt e e e Singapore
Thai Farmers Bank Public CoO., LEd. . iiuiiitiittt et teeeeeneeeneeeeeeneeeeeeneenas Thailand
Thai Farmers Bank Public Co., Ltd., fgn. ...ttt ittt ittt Thailand
aThai Farmers Bank Public Co., Ltd., fgn., warrants .........eiuiuiiinininininenenns Thailand
Broadcasting & Publishing 2.3%
alnchcape Marketing Services, fgn., ...ttt ittt ittt ittt ittt ittt Singapore
South China Morning PoOst, LEd. ...ttt ittt ittt ittt ittt ineneeenas Hong Kong
Chemicals 2.8%

Fauji Fertilizer Co., LEd. ...ttt ittt ittt eteeee ettt eeenas Pakistan
Construction & Housing 6.1%

City Developments, Ltd., fgn. ...ttt ittt ettt ittt et eee et Singapore
Daito Trust ConsStrUCLION CO. ti ittt ittt it ettt et et et et et et e e e eeeeeeeeeeeeeaannn Japan
Road King Infrastructure, Ltd. . ...ttt ittt ittt ettt aaeeeannenenens Hong Kong
Electrical & Electronics 2.1%

HitacChl, L. ittt ittt ettt ittt et ettt et ettt eeeeeeeeeeneeeeeeneeenennennn Japan
Matsushita Electric Industrial Co., Ltd. .ttt eeteeeeeneeeeeeneeeneenenns Japan
Energy Sources 1.4%
aHub Power Co., Ltd., GDR, TEG .S .ttt itititmteteeeeeeeeeaeeeeeneaeaeeeeeeeeeneneeennn Pakistan
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PRINCIPAL
AMOUNT

$285,000

900,000
875,000

513,000

SHARES/
WARRANTS

<C>

19,400

346,000
622,000
518,000
216,200
2,783,133
2,531,400
472,560
962,500
3,134,000
6,182,625
883,086
213,000
36,570
733,440
91,680

1,240,000

4,888,000

2,418,000

888,600
409,000
3,790,000

800
239,000

74,900

1,559,245

284,205

900,000

875,000

32,070,072
130,633

VALUE
<C>

$ 1,723,520

2,286,627
1,594,872
4,425,512
5,328,975
440,068
540,897
1,808,373
2,115,123
413,118
899,291
7,546
145,328
46,885
1,371,282
9,991

4,112,180
2,496,538
3,472,577

5,698

2,331,263
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Financial Services .6%
Commerce Asset-Holding, Bhd, fgn.
aCommerce Asset-Holding, Bhd, fgn.,

Public Finance, Bhd., fgn.

Food & Household Products 1.2%

Chareon Pokphand Feedmill Public Co.,

Forest Products & Paper 3.2%

warrants
aCommerce Asset-Holding, Bhd, warrants

Ltd., fgn.

aAsia Pacific Resources International Holdings,

Carter Holt Harvey, Ltd.

Ltd., Class A ..ttt tteeennnnneeennn

PT TIIwWwl Kimia TBK . et it ittt ittt ittt ittt ittt ettt ettt et aeeeaeaeaeneeeeeneneneneeenan
aPT Tjiwi Kimia TBK, WaLTantS ...ttt eeeeeeeeneneneneneneneneneneeenas

PT Barito Pacific Timber, fgn.

aPT Inti INdorayon ULAMA .« ot v u e vttt eeeeneeseseneeneeeneeneeeneeeeeeneenneenens

Industrial Components 2.1%
Mitsubishi Heavy Industries, Ltd.

Insurance 5.0%
GIO Australia Holdings, Ltd.
National Mutual Asia, Ltd.

Leisure & Tourism .9%
Grand Hotel Holdings, Ltd.

Machinery & Engineering .5%
Van Der Horst, Ltd.

Merchandising 2.2%
Coles Myer, Ltd.

Metals & Mining 1.9%
Capral Aluminium, Ltd.

Miscellaneous Materials & Commodities 1.8%

Golden Hope Plantations, Bhd., fgn.

Multi-Industry 8.6%
Hicom Holdings, Bhd.
Jardine Matheson Holdings, Ltd.
PT Astra International, Inc.
Sime Darby, Bhd., fgn.
Swire Pacific, Ltd., Class A
Wheelock & Co., Ltd.

Real Estate 8.4%

Cheung Kong Holdings, Ltd.
aFilinvest Land, Inc.
Hon Kwok Land Investment Co., Ltd.
New World Development Co., Ltd.
Parkway Holdings, Ltd., fgn.

Recreation & Other Consumer Goods
Nintendo Co., Ltd.

Telecommunications 5.9%
Hong Kong Telecommunications, Ltd.
Pakistan Telecommunications Corp.,

Textiles & Apparel 4.8%
Nisshinbo Industries, Inc.

PTC,

PT Indorama Synthetics ...ttt ittt e e et et ettt ettt e
PT Panasia INdOS YL eC ittt ittt ittt ettt ettt ettt ettt et e eeneeeneeeneeneenneenens

Wacoal Corp.

Transportation 15.4%
Cathay Pacific Airways, Ltd.
East Japan Railway Co.
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Malaysia
Malaysia
Malaysia
Malaysia

Thailand

Indonesia
New Zealand
Indonesia
Indonesia
Indonesia
Indonesia

Japan

Australia
Hong Kong

Hong Kong

Singapore

Australia

Australia

Malaysia

Malaysia
Hong Kong
Indonesia
Malaysia
Hong Kong
Hong Kong

Hong Kong
Philippines
Hong Kong
Hong Kong
Singapore

Japan

Hong Kong
Pakistan

Japan
Indonesia
Indonesia

Japan

Hong Kong
Japan

1,572,000
34,650
163,750
928,000

829,900

525,000
2,411,800
1,388,741

192,880

950,000

129,000

824,000

1,720,145
3,860,000

5,415,000

2,102,000

742,200

1,521,000

2,607,000

1,634,000
632,031
4,380,000
1,798,800
645,000
3,100,000

800,000
5,675,000
5,940,438
1,317,778
1,217,000

10,800

2,438,633
6,300,000

700,000
3,657,384
3,423,000

330,000

3,000,000
1,200

751,747
1,737
23,576
255,292

984,375
3,725,090
340,873
11,222
272,045
12,900

941,036
3,223,358
1,134,818
1,729,660
3,537,553
3,620,467

5,239,386

224,198
1,073,250
4,557,549
2,743,756

5,019,512
4,760,146

2,948,610
1,629,198

155,591
3,285,594

2,439,024
5,413,188
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Great Eastern Shipping Co., Ltd., GDR ..ttt ittt ittt ttnteneeeeeeeneeneenneenas India

Guangshen Railway Co., Ltd., ADR ..ttt tiittnetnneeneeeneeneeeneeeneeneenneenas China
GZI Transport, Ltd. ..ttt ittt ettt ettt ettt ettt et ettt et aeaeeeaeaeneneaens China
aGZI Transport, Ltd., warrants L144A ... ...ttt ittt ittt ittt eenneenetnneenns China
HitaChil ZOSEIN COT Dt v ittt it ittt ettt et ittt ettt ittt ittt aaeseneneneneneneneneeeeenas Japan
Transportation (cont.)

Hong Kong Ferry Holdings Co., Ltd., Bhd. ... ..ttt ittt Hong Kong
Malaysian International Shipping CoOrP., LON. ..ttt ittt ittt et teaeaeaennn Malaysia
Qantas Airways, Ltd., ADR, L144A ...ttt ittt ittt ettt Australia
Singapore Airlines, Ltd., Egn. ...ttt ittt ittt ittt e e e Singapore
Tranz Rail Holdings, Ltd., Sponsored BDR . ...ttt eeeneneneneneinenenens New Zealand

Utilities - Electrical & Gas 4.1%
China Light & Power Co., Ltd. ...ttt ittt ittt ittt enenens Hong Kong
Shandong Huaneng Power Co., Ltd., Sponsored ADR .. ...ttt eneneneeenas China

Wholesale & International Trade 3.0%

Brierley Investments,
Bhd.,

Inchcape,

Total Investments
Other Assets,

Net Assets 100.0%

aNon-income producing.

FRANKLIN VALUEMARK FUNDS

o New Zealand
K 5 o Singapore
(Cost $235,321,791) 98.0% .ttt ittt ittt ittt ii e
less Liabilities L.l8 ittt ittt ittt ittt it ittt neneaenns

Statement of Investments, December 31, 1997

U.S. Government Securities Fund

<S>

Mortgage-Backed Securities 74.3%
Government National Mortgage Association (GNMA) - Fixed Rate 44.7%

hGNMA I, 6.00%,

.GNMA I,
.GNMA II,
hGNMA I ,
.GNMA T,
.GNMA II,
hGNMA II,

.GNMA, PL,

.GNMA I,
.GNMA II,
.GNMA T,

.GNMA, PL,

.GNMA I,
.GNMA II,
.GNMA I,
.GNMA II,
.GNMA T,
.GNMA I,
.GNMA I,
.GNMA I,
.GNMA II,
.GNMA I,

SF,

6.00%,
6.50%,

SF,

6.50%,
6.50%,
6.50%,

SF,

7.00%,

SF,

SF,

7.50%,

SF,

8.00%,

SF,
SF,
SF,
SF,

9.50%,
10.00%,

SF,

7.25%,

6.00%,

6.50%,

7.00%,
7.25%,
7.50%,
8.00%,
8.25%,
8.50%,

9.00%,
9.50%,

1/01/28
12/15/23 = 1/15/24 @ttt e e e e e
1/20/24 = 10/20/24 oottt e e e e e e e
1/01/28
5/15/23 = 5/15/24 i e
1720726 = 12/20/ 277 i ettt et e e e e
1/01/28
Y
B/15/22 = 12/ 05/26 ittt e e e e e
1/20/24 = 10/20/27 v i e et e
5
5/15/22 = B/ L5/ 22 it e
2/15/ 17 = 5/ 05/ 2T it
11720716 = 11720726 o« ittt ittt ittt ettt ettt ettt e e e
4/ 15705 = 6/15/ 25 it e e e e e e
2/20/16 = 8/20/26 it e
L
B8/15/21 = 12/15/24 i e
/15716 = 2/15/ 2L ittt e
T/L5/716 = L12/15/ 20 vttt ittt et e e e e e e
L 5
B/15/17T = B/L5/ 2L it e

Government National Mortgage Association (GNMA) - Adjustable Rate 1.4%
.GNMA, Cap 11.50%,
.GNMA, Cap 11.50%,
.GNMA, Cap 14.00%,

Margin 1.50% + CMT, Resets Annually, 7.00%, 7/20/17 i i et teaeaeeeaenennn
Margin 2.50% + CMT, Resets Annually, 8.00%, 7/20/25 ..t ietieenneneeneeneennnnns
Margin 1.50% + CMT, Resets Annually, 7.00%, 1/20/16 ..t uneneeneeneeneeneennnnns

Federal National Mortgage Association (FNMA) - Fixed Rate 7.7%
10/01/23 = 4701724 oottt ettt e et e e e e e e e e et

.FNMA, 6.00%,

hFNMA, 6.00%,

.FNMA, 6.50%
.FNMA, 7.00%
.FNMA, PL,
.FNMA, 7.50%
.FNMA, 8.00%
.FNMA, 8.50%

7.00%,

1/01/28

1701724 = 6/01/24 ottt et e e

5/01/24
3 G 1 T

4/01/23 = B/0L/ 25 it e e e e
T/0L/16 = 2/0L/ 25 ittt ettt ettt e
10/017/19 = B/0L/ 22 ittt ettt e e
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156,100
181,500
1,008,000
201,600
640,000

745,000
3,342,667
118,100
758,000
8,900

931,000
225,000

4,177,353
1,240,000

PRINCIPAL
AMOUNT
<C>

$ 5,000,000
12,098,055
2,033,028
5,000,000
52,226,117
26,476,869
4,000,000
8,615,403
51,486,196
30,867,319
1,806,904
2,211,719
42,547,392
31,939,883
26,373,677
2,955,633
2,081,020
9,194,784
3,499,103
8,257,749
1,254,112
6,850,195

3,275,326
2,568,610
4,704,237

6,495,994
5,000,000
14,689,539

1,774,947

7,456,275
10,385,606
11,859,708

875,202

854,648
2,438,906
338,211
5,984
1,024,431

$ 865,273
4,898,625
2,084,465
4,946,900

102,350

5,166,215
1,546,875

2,983,460
1,905,429

1,897,006

VALUE
<C>

$ 4,832,813
11,741,057
1,956,562
4,950,000
51,875,511
26,139,328
3,941,250
8,407,169
52,113,978
31,056,252
1,832,074
2,284,440
43,798,392
32,685,961
27,574,036
3,079,998
2,200,034
9,760,666
3,821,934
9,044,189
1,346,014
7,532,191

3,376,112
2,688,077
4,845,232

6,292,325
4,820,313
14,572,255
1,796,939
7,360,686
10,653,116
12,344,242
925,420
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Federal National Mortgage Association (FNMA) - Adjustable Rate 7.6%

.FNMA, Cap
.FNMA, Cap
.FNMA, Cap
.FNMA, Cap
.FNMA, Cap
.FNMA, Cap
.FNMA, Cap
.FNMA, Cap
.FNMA, Cap
.FNMA, Cap

12.059%,

Margin 1.

25% + COFI, Resets Monthly, 6.149%, 11/01/35 .. iiiiiiinenneneennennenns

12.49%, Margin 2.00% + CMT, Resets Annually, 7.734%, 2/01/19 ..ttt etinaeeeennnnnn

12.786%,
12.819%,

Margin 1.
Margin 2.

25% + COFI, Resets Monthly, 6.154%, 2/01/03 .ttt ieennineeneeneennenns
127% + CMT, Resets Annually, 7.826%, 9/01/18 ..t inneneennennnnn

12.93%, Margin 2.24% + CMT, Resets Annually, 7.137%, 2/01/27 i inme e inenennennnnn

13.313%,
13.644%,
14.625%,
14.808%,
15.156%,

Margin 2
Margin 2
Margin 1.
Margin 1
Margin 2

.126% + CMT, Resets Annually, 7.736%, 7/01/19 ...ttt iienennnnnn
.011% + CMT, Resets Annually, 7.695%, 1/01/18 ...t iiiiiiniinennennennnnn

25% + COFI, Resets Monthly, 6.138%, 6/01/02 ...t innnnennenns

.825% + 3CMT, Resets Tri-Annually, 8.597%, 7/01/20 ... e ennennnnn
.284% + 3CMT, Resets Tri-Annually, 8.524%, 3/01/20 .. eieennnnnnnn

Federal Home Loan Mortgage Corp. (FHLMC) - Fixed Rate 9.5%

hFHLMC, 6.00
.FHLMC, 6.5
.FHLMC, 7.0

%, 1/01/2

8 ...,

0%, 6/01/08 = L1/01/24 i et

0%, 4/01/

24 ...,

CFHLMC, PL, 7.00%, 9/17/3 L vttt ittt et e e e e e e e e e e e e e e e e e
CFHLMC, 7.50%, 11/01/22 = 5/01/24 @ittt ittt ittt ettt ettt ettt et e e
.Federal Home Loan Mortgage Corp. (FHLMC) - Fixed Rate (cont.)

CFHLMC, 8.00%, 5/01/16 = 5/00/22 ottt ittt ittt ittt ettt ettt ettt ettt e
CFHLMC, 8.50%, 4/01/18 = 3/00/22 ittt ittt ittt ettt ettt ettt ettt s

.FHLMC, 9.0

0%, 3/01/

03 ......

Federal Home Loan Mortgage Corp. (FHLMC) - Adjustable Rate 3.4%

.FHLMC, Cap
.FHLMC, Cap
.FHLMC, Cap
.FHLMC, Cap
.FHLMC, Cap
.FHLMC, Cap

10.99%,

12.522%,
13.006%,
13.125%,
13.458%,
13.879%,

Margin 2.225% + CMT, Resets Annually, 8.005%, 6/01/22 ...t innnnneneennnnnnn
Margin 2.105% + CMT, Resets Annnually, 7.653%, 6/01/22 .. neeneennnnns

Margin

Margin
Margin

2
2
Margin 2.
2
2

.00% + CMT, Resets Annually, 7.62%, 9/01/19 ...ttt it inennnnnnnn
00% + CMT, Resets Annually, 7.785%, 7/01/18 ... .iiiiiiininnennennennnn
.195% + CMT, Resets Annually, 7.821%, 2/01/19 ..ttt innennnnnn
.089% + CMT, Resets Annually, 7.728%, 4/01/18 ... in e neennennnn

.Total Mortgage-Backed Securities (Cost $552,232,634) ..ttt tiitin e eineeneeneeneeneeneeneeneennean

.Other Agency Securities 24.3%
.Federal Agriculture Mortgage Corp., 7.23%, L1/17/07 ittt ettt ettt eaeeneeneeneeneenn
.Federal Farm Credit Bank, 5.

.Federal Ho
.FICO Strip
.FICO Strip
.FICO Strip
.FICO Strip
.FICO Strip
.FICO Strip
.FICO Strip
.FICO Strip
.FICO Strip
.FICO Strip
.FICO Strip
.FICO Strip

me Loan B
s, 0.00%,
s, 0.00%,
s, 0.00%,
s, 0.00%,
s, Series
s, Series
s, Series
s, Series
s, Series
s, Series
s, Series
s, Series

ank, 0.00
11/11/01
3/07/02
5/11/02
5/11/13
1, 0.00%
1, 0.00%
13, 0.00
15, 0.00
16, 0.00
16, 0.00
A, 0.00%
D, 0.00%

.Housing Urban Development, S
.Housing Urban Development, S
.Small Business Administration, 6.45%, 12/01/15 it tetie ettt ettt ittt e
.Small Business Administration, 6.70%, 12/01/ 16 vt u it et eeeeeeeeeee e eeeeeeeeeeeeeeeeeeeeeeeenennnns
.Small Business Administration, 6.85%, 7/01/ 17 .ttt ee ettt et e e eeeeeeeeaeeeeeeeeeeeeeeeenenenns
.Small Business Administration, Cap 10.50%, Margin Prime - 0.50%,

Resets Quar

terly, 8.

00%, 3/25

B0, 9/16/03 ittt e e
S 8/ L 2 e e s

P30 L
P 3 0
R Y 0 B 1 PP
R B O R TP
G, A/05/00 i e e e e e e ettt e e e e
S N 01 P
1 2/ 0800 e e e e e et e e,
P37 AL O
eries 96-A, 7.63%, 8/0L/ 14 ..ttt e e e e e e e e e e e
eries 96-A, 7.66%, 8/0L/ 10 it e e e e e e et e

/2

.Small Business Administration, Cap 10.85%, Margin Prime - 0.40%,

Resets Quar

terly, 8.

10%, 6/25

T T

.Small Business Administration, Cap 10.875%, Margin Prime - 0.125%,

Resets Quar

terly, 8.

375%, 3/2

5

.Student Loan Marketing Association, 0.00%, 5/15/14 ...ttt ittt ettt
.Student Loan Marketing Association, 6.16%, 12/02/90 ..ttt ittt ittt ettt

.Tennessee
.Tennessee
.Tennessee
.Tennessee
.Tennessee
.Tennessee
.Tennessee
.Tennessee

Valley Au
Valley Au
Valley Au
Valley Au
Valley Au
Valley Au
Valley Au
Valley Au

thority,
thority,
thority,
thority,
thority,
thority,
thority,
thority,

0.00%, 4/15/03 it e e e e e e e
0.00%, 4/15/42 i e
2888, A/ 0L/ B0 i
L1258, T/ L5/ 03 i e e
L2358, T/ L A i
L25%, T/ LS/ A3 e e e e e
L375%, 10701790 it e e e
L6258, 11/15/ 20 i e

@ W -J ooy Ul

.Total Other Agency Securities (Cost $176,353,8606) ..ttt ittt eneeteeeeeeeeeeeeeneneneeenenenens

.U.S. Government Securities

.U.S. Treasury Strips, 0.00%,

.Total U.S.

Government Securities (CosSt $5,245,833) ittt ittt eeee e eeeeeeeeeeneteeeeeneenennns
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8,198,111
4,438,474
1,145,433
5,750,370
9,223,367
4,052,468
12,095,902
5,140,799
2,015,250
4,443,722

5,000,000
20,875,862
15,914,519
19,607,350
5,399,987

$ 3,775,521
1,117,541
613,956

2,903,738
4,032,797
2,276,018
2,870,403
6,002,770
6,341,546

5,000,000
5,000,000
10,000,000
3,876,000
10,000,000
1,925,000
10,000,000
15,000,000
1,758,000
11,024,000
5,000,000
3,202,000
4,745,000
2,060,000
7,000,000
5,000,000
5,000,000
4,492,876
4,809,930
5,000,000

7,166,781
6,796,371

8,451,433
15,000,000
5,000,000
10,000,000
6,000,000
5,000,000
5,000,000
19,249,000
10,000,000
1,000,000
12,000,000

20,000,000

8,197,538
4,644,916
1,145,021
6,053,312
9,483,872
4,237,444
12,660,309
5,137,355
2,135,823
4,705,768

4,820,313
20,792,900
16,140,028
19,656,368
5,556,241

$ 3,935,621
1,176,559
635,335

3,029,441
4,218,295
2,385,631
2,994,281
6,295,706
6,624,969

5,186,405
4,894,375
1,495,090
3,083,699
7,801,960
1,485,823
3,795,040

13,854,630

866,328
5,386,591
4,808,565
1,588,579
2,134,994
1,032,614
5,611,480
5,418,920
5,435,450
4,551,419
4,948,409
5,118,750

7,458,971
7,153,181

9,000,777
4,313,250
4,990,650
7,346,370
2,362,620
5,134,465
5,001,685

19,727,338

10,590,400
1,043,103

12,971,328

5,610,480
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.Total Long Term Investments (Cost $733,832,333) it iiititititite ettt eeteeeaeaeeeaeaeeeeeeeaeeeaennns 759,515,351

. fRepurchase Agreement 3.0%
.Joint Repurchase Agreement, 6.285%, 1/02/98, (Maturity Value $23,132,563) (Cost $23,124,489) ........ $23,124,489 $ 23,124,489
BancAmerica Robertson Stephens (Maturity Value $708,731)
Barclays Capital Group, Inc., (Maturity Value $2,127,176)
BT Alex Brown, Inc., (Maturity Value $2,002,942)
Chase Securities, Inc., (Maturity Value $2,127,176
CIBC Wood Gundy Securities Corp., (Maturity Value $2,127,176
Deutsche Morgan Grenfell/ C.J. Lawrence, Inc., (Maturity Value $2,127,176)
Donaldson, Lufkin & Jenrette Securities Corp., (Maturity Value $2,127,176
Dresdner Kleinwort Benson, North America, L.L.C., (Maturity Value $2,127,176)
Greenwich Capital Markets, Inc., (Maturity Value $1,276,306)
Paribus Corp., (Maturity Value $2,127,176
SBC Warburg Dillon Read, Inc. (Maturity Value $2,127,176)
UBS Securities, L.L.C., (Maturity Value $2,127,176)
Collaterized by U.S. Treasury Bills & Notes

.Total Investments (Cost S$752,056,822) 102.38 it teeeeeeeeeeeeneeeeeeneeeeeeeeeeneeeeeeneeeeeeneeeaeennnn 782,639,840
.0ther Assets, 1ess Liabilities (2.3) 8 i ittt ittt teeeeneeeeeeeeeeneeeeeeneeeaeeeeeeeeeeeeeneeeeeeneeeaeennns (17,555,399)
NEet ASSEtS L100. 0% ottt ittt et et e e e e e e e et e e e et e $765,084,441

fSee Note 1(c) regarding joint repurchase agreement.
hSufficient collateral has been segregated for securities traded on a
when-issued or delayed delivery basis.

FRANKLIN VALUEMARK FUNDS
Statement of Investments, December 31, 1997

Utility Equity Fund COUNTRY SHARES VALUE
<S> <C> <C>
Common Stocks 94.4%
2N S T o T o = T United States 436,000 $ 20,328,500
aAirTouch CommMUNICALIONS, IMC. ittt ittt ettt et ettt eeeneeeeeeneeneeeneeaeeeneeenns United States 496,100 20,619,156
Allegheny ENergy, Il C. ittt et eeneeneeeneeneeeneeeeeeneeeneeeeeeneenneeneenn United States 750,000 24,375,000
American EleCtric POWET CO. vttt ittt ittt et ineeneeneeneenneneeneennennennennns United States 590,230 30,470,624
2N 1l I ol =Y @) o N 0 < United States 100,000 8,050,000
aAscend CommMUNICAtIONS, TN C. ottt ittt eeneeneeeeeeeeeeeeeeenneeeeeeeeeeeeeennnnaeeees United States 35,600 872,200
aBeijing Datang Power Generation Co., Ltd. ...ttt tneenneeneeenennneenens China 3,291,000 1,507,685
BSES, Ltd., Sponsored GDR, L144A. . ... ittt ittt ittt ettt eeeneeneenneenas India 158,600 2,755,675
aCable & Wireless Communications, P1cC, ADR. .. ..ttt eeeeneneneneeeeenenenenenan United Kingdom 1,186,895 5,175,418
Central & SOULh WeST CoOrP . vttt it ittt it ittt et ittt ettt ettt it et ennenenens United States 647,400 17,520,263
CINEIGY COTP ettt ettt ettt a ettt ettt ettt eneeeeeeeeeeeenenenenenenenenenens United States 1,104,800 42,396,700
Companhia Energetica de Minas Gerais, Sponsored ADR . ... iiitiiennenneeeneenneenns Brazil 33,100 1,438,125
Companhia Paranaense de Energia-Copel, Sponsored ADR . ...ttt nneenneenneenns Brazil 83,300 1,140,169
DOMINION RESOUILCES, TN . vttt ittt ee e eeeeeeneeeeeeneeeeeeeeeeeeeneeeeneeneeeneeenns United States 465,000 19,791,563
5= 5 o ¥ T United States 716,000 20,585,000
DUKE ENEIGY COTP . vt ittt ittt ettt et ettt ettt ettt te it et aeeeeeneseneeeeeneneneneeeeas United States 760,000 42,085,000
Edison International. . u e e i i iee ettt eeeeeeeeneeeeeeeeeeeeeeeneeeeeeeeeeeeennnns United States 763,600 20,760,375
Electricidade SA0 PaAlUlO ittt teeeeneeeneeeeeeeeeeeeeenneeeeeeeeeeeeennnneeeens Brazil 22,700,000 4,271,314
Empresa Nacional de Electricidad, SA, Sponsored ADR . ...ttt nneenneenneenns Chile 978,800 17,312,525
8 oL = T O oy T United States 732,560 19,824,905
S et o N G ey o T United States 1,040,000 43,225,000
S oWl S ot Y G ey o T United States 996,200 29,823,738
Espoon Sahko Oy, 144 R ..ttt ittt ittt ittt it ittt ittt ittt it Finland 195,000 4,294,212
aEsprit Telecom Group, PLC., BDR ..ttt ittt ettt et eeeeeneeeneeneeeeeeneeeneenens United Kingdom 1,076,300 12,108,375
Florida ProOgresSsS COTP. ottt et ueeuuee e enneeeeeeneenneeneeeeeenseeneeneeeeneenneenens United States 932,000 36,581,000
FPL GrOUDP, I C . ittt ittt ittt teetaee st teneeeneeneenneeneeeneeneeeneenneenesnneenens United States 626,400 37,075,050
France Telecom, SA, Sponsored ADR . ...ttt ittt eeeeeneeeneneeeeeneneneeeeas France 69,500 2,520,869
[ 5 o United States 900,000 37,912,500
aGrupo Iusacell, SA, SEriesS D ittt ittt ittt ittt ittt etnenentneneeenas Mexico 55,600 81,294
aGrupo Iusacell, SA, Series L, Sponsored ADR ...ttt ttueetneeneeeneeeeeeneenneenens Mexico 144,440 3,132,543
Hellenic Telecommunication Organization, SA ... ...ttt ittt eeeeneenneenas Greece 177,940 3,648,444
Hong Kong Telecommunications, Ltd. ... ..ttt ittt ittt aeeeeeaeaeneneaens Hong Kong 1,747,000 3,595,903
Hongkong Electric Holdings, Ltd. ...ttt ittt ittt taeeeeeeaenenenens Hong Kong 1,250,000 4,750,613
aHuaneng Power International, Inc., Sponsored ADR ...ttt ennennenns China 138,000 3,199,875
AICG ComMUNICAEIONS, TN C . vttt ittt et e ettt ettt e eee e eeeeeeeeneeeeeeeeeeeeeennnneanees United States 1,380,000 37,605,000
[T e o W 1 U I United States 211,400 3,805,200
Korea ELleCtricC POWET CoOID . vttt ii et nnteteeeneeneseneeneeeneenaeeneeeneeneeeneenas South Korea 83,420 770,220
Light Servicos de Eletricidade, SA . ...ttt ittt it ettt et Brazil 10,140,600 4,225,061
0 < T United States 142,000 5,733,250
MidAmerican Energy HOLdINgs CO. vttt ittt ittt ittt ettt ettt e teeeeeeeeeneaeaenns United States 288,400 6,344,800
NAaLI1oNal POWETE, PlC .ttt ittt it iieeeeeeeeeeeeeeeeeeeeeeeeeeeeeennneeeeeeeeeeeeenns United Kingdom 302,500 2,993,303
New CentuUry ENergies, IIC. e tiue e it e e eaeeseeeeeeeeeeeeseneeeeeeneenaeeneens United States 610,065 29,244,991
New Jersey ReSOUTCES COTP . vttt it it tuneeneeeeeeneeeneeneeeeneseneeneeeneenaeeneeas United States 210,000 8,413,125
NIPSCO INAUSEEIES, TN . v ittt eet e et teeeeeneeeeeeneeeeeenseeeeeeneeeeeeneeeneeeennn United States 649,900 32,129,431
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Northern States POWEL CO. ittt ittt ittt ittt ittt ittt ittt inenenenenenns United States

OGE ENEIXY COT P . ittt ettt ettt e et ee e ateseeeneeneeeneeeseeneenaeeneeeneeneeeneenas United States
2R o B 1 o ol = o k1= United States
2T oy United States
2 G o =T United States
Pinnacle West Capital Corp. ittt ittt ittt ittt eneneneneennas United States
POrtuUgal TeleCOm, SA ittt ittt et ittt et ettt et e ettt ettt ee e eee e eeeeeeneeeaeenen Portugal
B Germany
SBC COMMUNICAtIONS, TN . vttt it ettt e et et ee e eeeeeeneeeeeeneeeeeeneeeeneeeeeeneeenns United States
SCANA COTP e ettt et et et et et et e e et ettt tete e e e eeaeaeeeeeeeaeseeeeeneneneneeeean United States
SCOLLISh POWET, PlC. ittt ittt it it it ittt ittt ettt ittt e e ettt United Kingdom
SONAE, Il e ettt ettt et ettt e e e e eeeeeeaaeeeeeeeeeeeeennaeeeeeeeeeeeeeeneeeeeeeeeeenn United States
S0 o 5T o N O T United States
SoULhern EleCtriC, PlC. it i iiiiiiieeeeeeeeeeeeeeeeenenenaeeeeeeeeeeeeennaeeseneeenens United Kingdom
TECO ENEIGY, Il C . ottt i ittt it et et et et et et et e et te e eeeeeeeeeaeaeaeaeaeaeaeneaens United States
Tele Danmark, AS, Sponsored ADR ...ttt ittt enneenneeneeneeeneeeneeneeeneenas Denmark
aTelecel-Comunicacanes PessS0ais, SA ...ttt ittt ittt eineineneneneneneeenas Portugal
Telecom de Argentina, SA, Sponsored ADR ...ttt eneeeenenenenenenenenens Argentina
TeleCom TLalia, S A ittt i ittt ettt ettt ettt ettt ettt e e et eea et eeeneeeneenas Italy
Telecomunicacoes Brasileiras, SA, Sponsored ADR ...ttt eeneeeneenneenas Brazil
Telefonica de Espana, Sponsored ADR ...ttt tneneeeeeeeeeeaeeeneneaeneneeens Spain
Telefonica del Peru, SA, ClasSs B, ADR ..ttt tmneteneeeeeeneeeneeeeeeneeneeeneenas Peru
aTeleWest Communications, Plc., Sponsored ADR ...ttt ennennennennennenns United Kingdom
B F T U w8 S o United States
TOKYO ELECEIricC POWET CO. ittt ittt ittt ettt it ettt et eaeeeaeeneesaeeneeeneenennneenas Japan
TOKYO Gas CoO., L. ittt ittt ittt ettt ettt ettt ittt a et e Japan
Total Access Communication Public CoO., Ltd. ..t iiitnetentenneeneeeneeneenneenas Thailand
Transportadora de Gas del Sur, SA, Class B, Sponsored ADR ......iititiineinnenneenns Argentina
= Germany
WeSEEYN RESOUILCES, INC . 4 ittt e einneeeeeeeeeeeeeenaneeeeeeeeeeeeeenneeeeeeeeeeeennnns United States
AWOTLLACOM, TIC e 4t e e e e e e e e e e e e e e ee e aeeeeeeeeeeeeeeeeeeeeeeneeeeeeeseeeeeeennnneeeeas United States
Total Common Stocks (Cost $871,660, 132) vttt in it eeeeeeeeeeeeeeeeeneeeeeeneenns

Convertible Preferred Stocks 2.4%

cCMS Energy Corp., 7.75%, quarterly cvt. pPId. ...ttt ittt United States
Nortel Inversora, SA, 10.00%, cCvt. pPfd. ...ttt et ittt i eeeeen Argentina
Total Convertible Preferred Stocks (Cost $18,083,247) ittt e eeeneeneennennns
Total Long Term Investments (Cost $889,752,379) ittt inneneeneineeneenns
PRINCIPAL
AMOUNT

fRepurchase Agreement 4.3%
Joint Repurchase Agreement, 6.285%, 1/02/98
(Maturity Value $49,138,155) (Cost $49,121,004) « v it ittt te it s e e eeeeeeaeeaeaanns United States

BancAmerica Robertson Stephens (Maturity Value $1,505,529)
Barclays Capital Group, Inc., (Maturity Value $4,518,566)
BT Alex Brown, Inc. (Maturity Value $4,254,694)
Chase Securities, Inc., (Maturity Value $4,518,566)
CIBC Wood Gundy Securities Corp., (Maturity Value $4,518,566)
Donaldson, Lufkin & Jenrette Securities Corp., (Maturity Value $4,518,566
Dresdner Kleinwort Benson, North America, L.L.C., (Maturity Value $4,518,566
Duetsche Morgan Grenfell/C.J. Lawrence Inc., (Maturity Value $4,518,566)
Greenwich Capital Markets, Inc. (Maturity Value $2,710,838)
Paribas Corp., (Maturity Value $4,518,566
SBC Warburg Dillon Read, Inc. (Maturity Value $4,518,566)
UBS Securities, L.L.C., (Maturity Value $4,518,566
Collateralized U.S. Treasury Bills & Notes

Total Investments (Cost $938,873,383) 101.18 ittt eeneeneeeneeeneeneennennas
Other Assets, less Liabilities (L1.1) 8 ittt tn it nteeeeeeeeeeeeeeeeneeeeeeneeans
Net Assets L00.08 ittt ittt e et ettt et ettt ettt ettt e ettt

aNon-income producing.
cSee Note 8 regarding restricted securities.
fSee Note 1(c) regarding joint repurchase agreement.

FRANKLIN VALUEMARK FUNDS
Statement of Investments, December 31, 1997

Zero Coupon Fund - 2000

Long Term Investments 100.0%

<S>

Government & Agency Securities 98.3%

FHLB Strips, Series A-1, 0.00%, 2/25/0L ..ttt ittt ttettetae et ettt et eneineeneeneeneenn
FHLB Strips, Series A-1, 0.00%, 8/25/ 0L .. uuutuittneteeeeeeeeeee e e eteeeeeeeeeeeeetneeneeneeneann
FHLB Strips, Series A-1, 0.00%, 2/25/02 it utuueteeeeeeeeeneeneeneeeeeeeeeeeeeeeeeeneeneeneeneenn
FHLMC, notes, 0.00%, 5/15/00 .ttt ittt te e te e teeeeeeaeeaeeaeeaeeeeeeeeeeeeeeeeeeneeneeneeneenn
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211,800
111,100
229,600
950,000
1,055,150
663,000
239,400
175,000
100,000
940,644
590,000
225,000
1,836,790
366,091
1,555,000
315,000
42,300
380,000
5,028,372
20,000
79,400
337,500
69,000
611,350
135,000
2,000,000
916,600
370,000
6,200
8,700
150,000

175,000
240,000

$49,121,004

PRINCIPAL
AMOUNT

<C>

$ 7,567,000
2,884,000
465,000
16,175,000

12,337,350
6,061,894
8,638,700

25,887,500

32,116,128

28,094,625

11,108,264
9,387,160
7,325,000

28,160,530
5,198,643

10,293,750

47,526,941
2,922,090

43,734,375
9,705,938

$ 4,506,944

13,585,000

22,094,706
2,328,750
7,230,363
7,867,969

845,250

25,409,234
2,460,749
4,533,966

311, 644
4,139,375
3,394,664

374,100
4,537,500

11,339,701
15,225,000

49,121,004

1,142,298,801
(12,394,700)

VALUE
<C>

$ 6,310,613
2,334,907
365,498
14,107,835
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FICO Strips, 0.00%, 3/26/0L ..ttt e ettt ettt ettt ettt ettt et 9,023,000 7,454,613

FICO Strips, 0.00%, 4/06/0L .ttt ittt ettt te e teeeeeeaeeaeeneeneeeeeeeeeeeeeeeeeeneeneeneeneenn 2,000,000 1,649,382
FICO Strips, Series 1, 0.00%, L11/11/00 .t uuuuetune e e eeeeaeeeeeaeeeeeeeeeaeeeeeeeeeneeneeneeneenn 1,139,000 962,072
FICO Strips, Series 7, 0.00%, 2/03/0L ittt ittt ittt tiaee ittt iianeeianneeeennns 1,000,000 833,380
FICO Strips, Series 12, 0.00%, 12/06/00 .ttt ettt ettt tiieneeennneeennneeeennns 17,390,000 14,629,146
FICO Strips, Series 15, 0.00%, 9/07/00 .ttt ittt et ettt ettt ettt ettt ettt it 148,000 126,373
FICO Strips, Series 15, 0.00%, 3/07/0L ittt ittt eeeeeeeeeene e eteeeeeeeeeeeeeeeneeneeneeneenn 5,000,000 4,144,380
FICO Strips, Series 17, 0.00%, L10/05/00 ..t uuittnetmeeeeeeeeneeneeneeeeeeeeeeeeeeeeeeneeneeneeneenn 5,875,000 4,992,792
FICO Strips, Series 18, 0.00%, L10/06/00 ..ttt tnnteeeeeeeeeae e eeeeeeeeeeeeeeeeeeeneeneeneeneenn 6,200,000 5,268,059
FICO Strips, Series D, 0.00%, 9/26/00 ..ttt ttiiit e tnte ettt tineeeeeinneeeennneeeennns 4,965,000 4,226,084
FICO Strips, Series D, 0.00%, 2/03/0L ittt ittt ittt ittt ettt ettt ennnns 5,550,000 4,625,259
FNMA Strips, 0.00%, 11/22/00 ittt ittt ittt et ettt ettt ettt et ettt ettt ettt 3,800,000 3,405,233
FNMA Strips, 0.00%, 2/12/02 ittt it ittt e te ettt et eeeeeeteetaeeneeteeeeeeeeeeeeeetneeneeneeneenn 1,000,000 785,143
FNMA Strips, Series 1, 0.00%, 2/12/00 .ttt et neteeeeeeeeeneeneeneeeeeaeeeeeeeeeeeeneeneeneeneenn 500,000 442,221
FNMA Strips, Series 1, 0.00%, 2/0L/0L .ttt ettt ittt ee e eeeee e aeeee e ee e eeeeeeeeeeeseneeneeneeneenn 1,875,000 1,565,906
FNMA Strips, Series 1, 0.00%, 2/01/02 .ttt ettt eeeee et tae et ete e eeeeeeeeeeneeneeneeneenn 1,000,000 786,572
FNMA Strips, Series 2, 0.00%, 8/12/0L ittt ittt tte ettt tae ettt ettt eeeeeeeeeeneeneeneeneenn 3,000,000 2,426,982
REFCO Strips, 0.00%, L1/15/ 0L ittt it ettt ittt ettt et e ettt ettt ittt ettt tne e 9,195,000 7,736,103
Tennessee Valley Authority, 0.00%, 7/15/00 .ttt tnttnetneenetneene e eeeeneeeeeeeeeeeeneeneeneenns 3,320,000 2,868,457
Tennessee Valley Authority, 0.00%, L10/15/00 vttt tie e teeeneeneeneeneeeeeeeeeeeeeeeeeeneeneeneenns 2,500,000 2,128,400
Tennessee Valley Authority, 0.00%, L1/01/0L .ttt tne et et teeeeeeeeeeeaeeaeeeeeeaeeneeneeneenns 65,000 54,342
Tennessee Valley Authority, 0.00%, 4/15/0L .ttt it te ettt ettt ettt teeeaeeeeeeeeeneeneeneenns 10,500,000 8,681,967
Tennessee Valley Authority, 0.00%, 4/15/02 .ttt ittt ettt et ettt ettt ettt 1,000,000 779,544
U.S. Treasury Strips, 0.00%, LL1/15/00 .ttt ittt ettt ttttte et ettt ittt et eeetnetneeneeneenns 1,110,375 940,905
U.S. Treasury Strips, Series QO0, 0.00%, 2/15/0L i ututtieueeeneene e eteeeeeneeeeeeeeeeeeneeneeneenns 2,778,750 2,320,598
U.S. Treasury Strips, Series SD, 0.00%, 2/15/0L it tuttmmtmeene e eneeeeeeeeeeeeeeeeeeeeneeneeneenns 3,295,000 2,764,255

Other Securities - "AAA" Rated 1.7%

InterAmerican Development Bank, 0.00%, 12/16/00 ..t uutuetme e eneeneeneeeeeeeeeeeeeeeeeeneeneeneennan 220,000 184,756
International Bank for Reconstruction and Development, 0.00%, 2/15/00 ... iuieenntneeneenneneeneennnn 405,000 358,657
International Bank for Reconstruction and Development, 0.00%, 8/15/00 ... iumeeneeneenneneeneennnn 945,000 812,293
International Bank for Reconstruction and Development, 0.00%, 2/15/01 ... .iuiiinnnnntnneneeneennnn 735,000 613,323

1,969,029
Total Long Term Investments (Cost $105,566, 642) ¢ttt ittt it ittt ee et e et eeeee e eeeeeeeaeaaeaennns 111,686,050

fRepurchase Agreement
Joint Repurchase Agreement, 6.285%, 1/02/98 (Maturity Value $14,065) (Cost $14,060) .....cvuuieunuennnnn 14,060 14,060
BancAmerica Robertson Stephens (Maturity Value $433)
Barclays Capital Group, Inc., (Maturity Value $1,293)
BT Alex Brown, Inc. (Maturity Value $1,218)
Chase Securities, Inc., (Maturity Value $1,293)
CIBC Wood Gundy Securities Corp., (Maturity Value $1,293)
Deutsche Morgan Grenfell / C. J. Lawrence, Inc. (Maturity Value $1,293)
Donaldson, Lufkin & Jenrette Securities Corp. (Maturity Value $1,293)
Dresdner Kleinwort Benson, North America, L.L.C. (Maturity Value $1,293)
Greenwich Capital Markets, Inc. (Maturity Value $777)
Paribas Corp. (Maturity Value $1,293)
SBC Warburg Dillon Read, Inc., (Maturity Value $1,293)
UBS Securities, L.L.C., (Maturity Value $1,293)
Collateralized by U.S. Treasury Bills & Notes

Total Investments (Cost $105,580,702) L100.0% et ittt teeeeeeeeeeeneeeeeeeeeeneeeeeeneeeeeeneeeneenns 111,700,110
Other Assets, 1ess Liabllitdes i it ittt et ittt ettt ettt teeeeeeeeeeeeneeeeeeneeeeeeneneeeenns (49,659)
Net ASSEtS 100.08 ittt ittt et ettt et et et e et e et et e e e e e e e e e e e e e e e $111,650,451

fSee Note 1(c) regarding joint repurchase agreement.

FRANKLIN VALUEMARK FUNDS
Statement of Investments, December 31, 1997

PRINCIPAL
Zero Coupon Fund - 2005 AMOUNT VALUE
<S> <C> <C>
Long Term Investments 100.1%
Government & Agency Securities 96.3%
FHLB Strips, Series A-1, 0.00%, 8/25/02 ittt ettt ettt tee et tetee ettt eaneeeeennnn $ 1,000,000 $ 763,845
FHLB Strips, Series A-1, 0.00%, 2/25/04 ...ttt ittt ittt ettt it ettt tanaeeeennnn 800,000 557,829
FHLB Strips, Series A-1P, 0.00%, 2/25/04 .ttt ittt et eetaeeae ettt teeeeeeeeeaeeneeaeeneennenn 9,110,000 6,352,275
FICO Strips, 0.00%, L10/06/05 ittt ettt ttae et taae e eiane et tineeeeeianeeeenneeeeennns 11,400,000 7,120,098
FICO Strips, Series 1, 0.00%, 5/11/05 ittt ittt et tte ettt ettt ettt eneeneennenn 3,500,000 2,240,091
FICO Strips, Series 1, 0.00%, LL1/1L/00 ittt ittt ettt ittt ettt ettt ettt ene e ennenn 829,000 514,695
FICO Strips, Series 2, 0.00%, 11/02/05 ittt ettt ettt ee et e tee ettt ettt eaaaeeeennnn 3,509,000 2,181,903
FICO Strips, Series 12, 0.00%, 12/06/05 ittt ittt ttate e ttee et teneeeetanen e eennns 11,055,000 6,832,377
FICO Strips, Series 13, 0.00%, L12/27/ 00 it ittt et eeeae et ae e ae ettt eeeeeeeaeeneeneeneeneenn 2,755,000 1,696,135
FICO Strips, Series 15, 0.00%, 9/07/05 ittt ittt ittt ittt ittt ettt innaneeennns 2,620,000 1,644,461
FICO Strips, Series 19, 0.00%, L12/06/ 05 ..ttt ettt ttettetae ettt ettt et eeeeneneeneeneennenn 10,000,000 6,180,350
FICO Strips, Series D, 0.00%, 9/26/05 ittt ittt ettt ittt et ettt ettt et 6,799,000 4,253,924
FICO Strips, Series D, 0.00%, 3/26/06 ..ttt tte ettt tee ettt ettt ettt eeaaeeneennnn 1,763,000 1,067,819
FICO Strips, Series F, 0.00%, 3/26/00 ittt ettt ittt ettt ettt et ettt et 5,000,000 3,227,215
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FNMA Strips, 0.00%, 2/12/08 ..ttt ittt ettt ettt e e e et e ettt e ettt e ettt et ettt et 120,000
FNMA Strips, Series 1, 0.00%, 8/01/04 ..ttt ittt ettt ettt ettt ettt eaaeee s 450,000
FNMA Strips, Series 1, 0.00%, 2/12/05 ittt ittt it tet ettt ettt ettt tanaeeeennnn 1,000,000
FNMA Strips, Series 1, 0.00%, 8/12/05 ittt tee et teeeaeeae e eeeeeeeeeeeeeaeeneeneeneeneenn 875,000
FNMA Strips, Series 1, 0.00%, 2/01/06 ittt ettt teetaeeaeeee e eeeeeeeeeeeneeneeneeneeneenn 4,307,000
FNMA Strips, Series 1, 0.00%, 2/12/06 ittt ettt tte et ettt et ittt eeeenetneeneeneeneenn 250,000
FNMA Strips, Series 1, 0.00%, 2/01/08 ..ttt ittt ettt et ettt e et ettt ettt et eaee s 1,730,000
FNMA Strips, Series 2, 0.00%, 2/01/05 ittt ittt ittt ettt ettt ettt et ettt et 6,000,000
FNMA Strips, Series 9, 0.00%, 8/01/06 ..ttt ettt teee e etee et tanee e etane e eennnn 530,000
REFCO Strips, 0.00%, L/15/06 .ttt ittt ittt titee e ttnte ettt tineeeeennneennneeennnnnes 6,500,000
REFCO Strips, Series R, 0.00%, 4/15/06 .ttt et tee ettt tae e eeeeeeeeeeaeeeneeneeneeneeneenns 3,000,000
Tennessee Valley Authority, 0.00%, L10/15/04 ..ttt ittt ittt it ettt ettt ettt eneeneenns 6,200,000
Tennessee Valley Authority, 0.00%, 4/15/05 .ttt ittt et ettt e et e e e et teteeeeeeaaanns 2,260,000
Tennessee Valley Authority, 0.00%, 10/15/00 1ttt it timtmeteeenetne e eeeeeeeeeeeeeeeeeneeneeneeneenns 1,000,000
U.S. Treasury Strips, 0.00%, 2/15/06 .t et ettt eeeeeeaeeae e eeeeeeeeeeeaeeaeeaeeneeneeneenns 12,920,000
Other Securities - "AAA" Rated 3.8%
Exxon Corp., 0.00%, L1L1/15/04 ..ttt ettt ettt et ettt et et et ettt ettt e 1,500,000
International Bank for Reconstruction and Development, 0.00%, 2/15/07 ..t meeneeneenneneeneennnn 541,000
International Bank for Reconstruction and Development, 0.00%, 8/15/07 .. iiitineneenneneeneeneennnn 2,500,000
International Bank for Reconstruction and Development, Series 2, 0.00%, 2/15/07 ... inieennnnn.. 459,000
Total Long Term Investments (Cost $68,203,384) .ttt ittt eteeeeeeneaeeeeeeeneneneeeeenenennns
fRepurchase Agreement .1%
Joint Repurchase Agreement, 6.285%, 1/02/98, (Maturity Value $49,494) (Cost $49,477) v 49,777
BancAmerica Robertson Stephens (Maturity Value $1,536
Barclays Capital Group, Inc. (Maturity Value $4,553)
BT Alex Brown, Inc. (Maturity Value $4,258)
Chase Securities, Inc. (Maturity Value $4,553)
CIBC Wood Gundy Securities Corp. (Maturity Value $4,553)
Deutsche Morgan Grenfell/C.J. Lawrence, Inc. (Maturity Value $4,553)
Donaldson, Lufkin & Jenrette Securities Corp. (Maturity Value $4,553)
Dresdner Kleinwort Benson, North America, L.L.C. (Maturity Value $4,553)
Greenwich Capital Markets, Inc. (Maturity Value $2,723)
Paribas Corp. (Maturity Value $4,553)
SBC Warburg Dillon Read, Inc. (Maturity Value $4,553
UBS Securities, L.L.C. (Maturity Value $4,553)
Collateralized by U.S. Treasury Bills & Notes
Total Investments (Cost $68,342,861) 100.2% ittt teeeeeeeeeeeeneeeeeeneeeaeeeeeeneeeeeeneeeneenns
Other Assets, 1ess Liabilities (+2) & vt it ti ittt ettt et eeeteeeeeneeeeeeeeeeaeeeeeeneeeeeeneeaenenns
Net AsSsets L100.08 ittt ittt it it ittt it ettt ittt ittt e e e e e e e e
fSee Note 1(c ) regarding joint repurchase agreement.
FRANKLIN VALUEMARK FUNDS
Statement of Investments, December 31, 1997
PRINCIPAL
Zero Coupon Fund - 2010 AMOUNT
<S> <C>
Long Term Investments 99.9%
Government & Agency Securities 94.3%
FHLMC, capital deb., 0.00%, L11/20/ 10 ..ttt ettt et eeeeaeeaeeaeeeeeeeeeeeeeeaeeeeeneeneeneeneenn $ 4,450,000
FICO Strips, 0.00%, L10/06/10 ..ttt ittt ettt ttaee e eenneeeeaneeeeennneeeennaeeeennns 4,040,000
FICO Strips, Series 1, 0.00%, L1L1/11/10 ittt et et teetaeeae et te et eeeeneeneeneeneeneennenn 16,246,000
FICO Strips, Series 3, 0.00%, 5/30/ 10 .ttt ittt et ittt ettt ettt ettt 2,000,000
FICO Strips, Series 4, 0.00%, 10/06/10 ittt ettt ettt tee ettt ettt ettt eaaaeeeennnn 1,528,000
FICO Strips, Series 8, 0.00%, 8/03/10 .t iuitnnneteeeeeeeeeneeaeeeeeeeeeeeeeeeeeeeeeneeneeneeneenn 3,021,000
FICO Strips, Series 11, 0.00%, 2/08/ Ll ittt ittt et eetaeeaeeaeeeeeee e eeeeeeeaeeneeneeneeneenn 2,837,000
FICO Strips, Series 12, 0.00%, 6/06/00 .ttt ittt ittt ittt ittt iiane e innaeeeennns 4,550,000
FICO Strips, Series 12, 0.00%, L12/06/ 10 ..ttt tie ettt tnetae ettt eeeeeeeneeneeneeneeneennenn 7,500,000
FICO Strips, Series 19, 0.00%, 6/06/ 10 .ttt ittt ittt it ettt ittt ettt ennenn 3,000,000
FICO Strips, Series 19, 0.00%, 12/06/L10 ittt ettt et ttaeee e tee et teteeeeetaneeeeanaaeeennnn 2,080,000
FICO Strips, Series A, 0.00%. 8/08/ 10 .ttt ittt ettt ttnne et etene e tteneeeeeaneeeeenaeeeennns 7,000,000
FICO Strips, Series D, 0.00%, 3/26/ 10 .t iuiunt it et eeeeeeeaeeae e eeeeeeeeeeeeeaeeneeneeneeneenn 860,000
FICO Strips, Series D, 0.00%, 9/26/L10 .ttt ittt tite ettt tiiee e tianeeeennaneeennns 860,000
FICO Strips, Series E, 0.00%, L11/02/ 10 .ttt tee ettt e tne ettt eteeeeeeneeneeneeneeneeneenn 12,412,000
FNMA Strips, 0.00%, 8/12/00 ..ttt ittt ettt ettt et e ettt e et e et ettt ettt et ettt et 1,975,000
FNMA Strips, Series 1, 0.00%, 2/01/10 ..ttt ittt ettt et tee et ettt ettt aae et etaneeeanaeeeennnn 5,000,000
FNMA Strips, Series 1, 0.00%, 8/01/10 ..ttt ittt ettt ettt tteee et ettt etane e eennnn 8,250,000
FNMA Strips, Series 1, 0.00%, 8/12/10 .t uiuuit ittt eeeeaeeaeeae e eeeeeeeeeeeeeaeeneeneeneeneenn 1,230,000
FNMA Strips, Series 1, 0.00%, 2/01/ 1L ittt ettt ettt ettt et et ettt ettt ettt eaeeneeneenn 4,450,000
FNMA, sub. deb., 0.00%, 2701/ 12 .ttt ittt ittt ettt ettt ettt ettt ettt ettt tneeneeneeneenn 3,281,000
REFCO Strips, 0.00%, L10/15/10 ittt ittt ittt ettt et ettt ettt ittt it ittt ettt ta e en et eneenns 20,000,000
REFCO Strips, 0.00%, L/15/ 0L 1ttt ittt ettt ettt et et et e et te et e ettt ettt ettt e taneee s 8,000,000
SLMA, 0.00%, 5/15/ 14 ittt ittt ittt ettt et e et et e 8,650,000
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64,790
304,228
653,121
553,584

2,644,588
153,201
935,980

3,926,154
315,416

4,060,076

1,844,925

4,160,708

1,468,704
630,366

8,083,321

996,030
310,007
1,388,670
262,987

77,439,350
(143,839)

VALUE
<C>

$ 1,131,444
1,817,499
7,263,863

920,566
687,411
1,373,933
1,247,764
2,231,834
3,337,853
1,379,259
925,698
3,180,618
400,391
387,589
5,558,292
965,479
2,372,025
3,790,215
563,967
1,979,689
1,367,977
9,254,880
3,642,760
2,487,308
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Tennessee Valley Authority, 0.00%, 1/0L1/10 ..ttt ittt ittt et ettt et et e et eeaee e eeeeeeaeaeaaeanns 412,000 192,475
Tennessee Valley Authority, 0.00%, 4/15/10 ittt iietneeeeeneene e eeeeeeeeeeeeeeeeeneeneeneeneenns 12,000,000 5,653,092
Tennessee Valley Authority, 0.00%, L10/15/ 10 ittt tietmeeeeeeeeee e eeeeeeeeeeeeeeaseneeneeneeneenns 1,320,000 601,953
Tennessee Valley Authority, 0.00%, 4/15/ 1L ittt ittt ettt ettt et ee e e eaeeneeneeneenns 9,525,000 4,205,745
Tennessee Valley Authority, 0.00%, L10/15/ 1L ittt ittt ettt tte ettt ettt et e e eneeneeneenns 7,295,000 3,115,111
U.S. Treasury Strips, 0.00%, L11/15/ 10 ..ttt ittt ettt it ettt et ettt ittt ettt ta i eneeneennnns 18,390,000 8,583,772

Other Securities - "AAA" Rated 5.6%

International Bank for Reconstruction and Development, 0.00%, 2/15/11 ... iuiiinnn e eneennennnn 1,392,000 612,897

International Bank for Reconstruction and Development, 0.00%, 2/15/12 ...ttt innennennennnn 2,800,000 1,153,580

International Bank for Reconstruction and Development, 0.00%, 2/15/13 .. iiuitiienetneeneeneenennnnn 3,287,000 1,267,811

International Bank for Reconstruction and Development, 0.00%, 8/15/13 ... iitiitintneeneeneeneeneennnn 4,100,000 1,531,206

International Bank for Reconstruction and Development, Series 2, 0.00%, 2/15/11 .....iiiineinennnnnn. 500,000 220,150
4,785,644

Total Long Term Investments (Cost $69,604,060) ...ttt tn i e e eeeeeeeeaeaeeeeeeeeeeeeeeeeeeeeennns 85,406,106

fRepurchase Agreement .5%

Joint Repurchase Agreement, 6.285%, 1/02/98, (Maturity Value $461,014) (Cost $460,853)...cuueueenn.n. 460,853 460,853

BancAmerica Robertson Stephens (Maturity Value $14,292)
Barclays Capital Group, Inc. (Maturity Value $42,413)
BT Alex Brown, Inc. (Maturity Value $39,648)
Chase Securities, Inc. (Maturity Value $42,413)
CIBC Wood Gundy Securities Corp. (Maturity Value $42,413)
Deutsche Morgan Grenfell/C.J. Lawrence, Inc. (Maturity Value $42,413)
Donaldson, Lufkin & Jenrette Securities Corp. (Maturity Value $42,413)
Dresdner Kleinwort Benson, North America, L.L.C. (Maturity Value $42,413)
Greenwich Capital Markets, Inc. (Maturity Value $25,357)
Paribas Corp. (Maturity Value $42,413)
SBC Warburg Dillon Read, Inc. (Maturity Value $42,413
UBS Securities, L.L.C. (Maturity Value $42,413)
Collateralized by U.S. Treasury Bills & Notes

Total Investments (Cost $70,065,813) 100.4% ittt it tee ettt et eeeeeeeeeeeeeeeeeeeeeteeeeeneeeennnas 85,866,959
Other Assets, less Liabilities (c4) 8 v i ittt ittt ittt ittt et eeeeeeeeeeeeeeennaeeeeeeeeeeennnaaeeeeenns (352,233)
Net ASSEES L100. 08 vttt ittt ettt ittt et tate e et ttae et ttaeee e etaneeeenaeetetaneeeeinneeeeas $85,514,726

fSee Note 1(c) regarding joint repurchase agreement.
See notes to financial statements.
</TABLE>

FRANKLIN VALUEMARK FUNDS
Statement of Investments, December 31, 1997

Currency Abbreviations

ARS - Argentina Peso

AUD - Australian Dollar
CAD - Canadian Dollar
DEM - German Mark

DKK - Danish Krone

ESP - Spanish Peseta

GBP - British Pound

ITL - Italian Lira

MYR - Malaysian Ringgit
NLG - Dutch Guilder

NZD - New Zealand Dollar
SEK - Swedish Krone

XEU - European Currency Unit
ZAR - South African Rand

FRANKLIN VALUEMARK FUNDS
Financial Statements
<TABLE>

<CAPTION>

Statements of Assets and Liabilities
December 31, 1997

Capital Growth and High Income Money
Growth Fund Income Fund Income Fund Securities Fund Market Fund
Assets:
Investments in securities:
<S> <C> <C> <C> <C> <C>
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L0 $ 76,532,823
R T 89,751,079
Repurchase agreements, at value and cost .......... 18,908,076
LT = o 678,676
Receivables:

Investment securities sold ........c.iiiiiiinnnnnn. 238,155
Capital shares sold .....iiiiiiiiiiiiiinneennenns -=
Dividends and interest . .....i.eiiiinntinneenneeann 64,307

Total assets
Liabilities:
Payables:

109,640,293

Investment securities purchased .................. 214,363

Capital shares redeemed .........cciiiiiiiinnnnnn. -=

Affiliates ..t e i i e 66,126

Payable upon return of securities loaned (Note 9) . -
Other liabilities ..... ... 4,817
Total liabilities .....iiuniiuiiiniinninnnnenns 285,306

Net assets, at value $109,354,987

Net assets consist of:

Undistributed net investment income ............... $ 534,645
Net unrealized appreciation ..........c.iiiiiiin.n. 13,218,256
Accumulated net realized gain (loss) .............. (194,543)

Capital shares
Net assets, at value

95,796,629
$109,354,987

Shares outstanding ........ciiiiiiiiiiiiiiiineennenns 8,150,036
Net asset value and offering price per share
(net asset value / shares outstanding) ............ $13.42

utual Discovery
Securities Fund

Assets:
Investments in securities:
<S> <C>
L0 $184,554,180
VAl ittt it e e e e e e i e 195,034,457
Repurchase agreements, at value and cost .......... -=
LT = o 2,222,385
Receivables:
Investment securities sold .........iiiiiiinnnn.. 717,572
Capital shares sold ...t iiniinneennnnns 151,062
Dividends and interest .......i.iiiiiiiiiiireenn. 410,060
Unrealized gain on forward exchange contracts
0 o 1,355,167

199,890,703

Deposits with brokers for securities sold short
Total assets

Liabilities:
Payables:
Investment securities purchased .................. 799,249
Capital shares redeemed .......c.iuiiiiiienennnnn. 17,356
2N T = o = = 155,892
Securities sold short, at value (Proceeds $983,153) -
Payable upon return of securities loaned (Note 9) . -
Unrealized loss on forward exchange contracts
(NOLE 6) ittt it ittt ettt ettt it ia e 229,621
Other 1iabilities v iiii it ittt it ii e teeeeeneenns 35,823
Total liabilities .......iiiiiii .. 1,237,941

at value ... i e

Net assets, $198, 652,762
Net assets consist of:

Undistributed net investment income
Net unrealized appreciation (depreciation)
Accumulated net realized gain (loss)
Capital shares
Net assets, at wvalue
Shares outstanding
Net asset value and offering price per share

$ 2,888,764
11,605,823
2,608,666
181,549,509
$198,652,762
16,326,424

(net asset value / shares outstanding) ............ $12.17
Small
Cap Fund
Assets:
Investments in securities:
<S> <C>
L0 $262,349,184
R T 286,990,796
Repurchase agreements, at value and cost .......... 28,471,188
L= = o Y 248,511
Receivables:
Investment securities sold ...ttt eennnnn 3,723,239
Capital shares sold ......iuiiiiiiiiiiiinneennenn. -=
Dividends and interest ........iiiiiiiiiireeann. 231,053

Unrealized gain on forward exchange contracts

$ 947,564,869 $442,926,134 $1,173,620,186 $319,247,968

1,251,887,012
77,934,388

463,898,330
24,267,113

1,339,548,605
51,199,502

319,247,968
48,465,000

28,263 - 143,304 -
10,596,577 - -- -=
-= 488,122 169,009 167,409
4,231,074 8,351,395 17,665,974 492,561

1,344,677,314 497,004,960 1,408,726,394 368,372,938

5,630,503 - 224,375 -=
-= 730,371 519,546 765,760
525,591 209,623 550,153 141,045
-= - 559,000 -

45,094 29,134 86,701 16,994
6,201,188 969,128 1,939,775 923,799

$1,338,476,126 $496,035,832 $1,406,786,619 $367,449,139
S 42,883,458
304,312,389
102,378,676
888,901,603
$1,338,476,126

63,702,777

$ 44,013,099
20,958,498
2,607,265
428,456,970
$496,035,832
34,324,418

$ 102,009,670 $--
165,916,140 -=
24,225,942
1,114,634,867
$1,406,786,619
76,595,043

367,449,139
$367,449,139
367,449,139
$21.01 $14.45

$18.37 $1.00

Mutual Shares Natural Real Estate Rising
Securities Fund Resources Fund Securities Fund Dividends Fund

<C>
$364,589,386
389,434,962

<C>
$79,505,232
70,974,881

<C>
$295,217,467
425,517,598

<C>
$534,160,098
764,654,772

- 5,016,854 28,786,173 9,991,318
846,702 110,563 317,226 160,991
4,190,776 311,252 -- 4,616,323
404,414 - -- --=
565,058 54,697 1,768,181 1,356,872
832,599 - -- -=
1,149,867

397,424,378 76,468,247 456,389,178 780,780,276

8,282,485 955,655 - -
25,229 -- - -
237,140 38,993 186,221 461,613
907,500 -- - -
- 531,327 15,635,000 -
145,911 -- - -
38,781 17,962 13,694 20,879
9,637,046 1,543,937 15,834,915 482,492

$387,787,332 $74,924,310 $440,554,263 $780,297,784
$ 4,591,164
25,607,917

4,047,825
353,540,426

$387,787,332

$ 940,017
(8,530,354)
(6,434,773)
88,949,420
$74,924,310

$ 14,187,335
130,300,131

9,319,347
286,747,450
$440,554,263

$ 8,595,033
230,494,674
105,085,509
436,122,568
$780,297,784

31,841,450 6,564,617 17,207,897 39,640,221
$12.18 $11.41 $25.60 $19.68
Templeton
Developing Templeton Templeton Templeton

Markets
Equity Fund

Global Asset Global
Allocation Fund Growth Fund

Global Income
Securities Fund

<C>
$310,661,215
277,455,266

<C>
$76,209,299
82,269,408

<C>
$582,338,486
661,327,179

<C>
$181,060,096
177,706,342

- 10,477,000 95,879,000 1,429,000
489,876 6,256 39,225 114
2,450,884 1,216,966 -- 11,264,113
-= - 139,177 932
329,949 1,037,031 2,041,367 5,125,551
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[ o= - -
Total assets 319,664,787 280,725,975

102,249 --
95,108,910 759,425,948

1,212,654
196,738,706

Liabilities:
Payables:
Investment securities purchased .................. -- 46,325 1,511,439 252,059 11,237,513
Capital shares redeemed ............ i, - 202,207 40,400 12,987 18,105
2 e 1= 190,241 292,901 63,055 697,414 86,414
Payable upon return of securities loaned (Note 9) 6,002,929 - -= - -
Unrealized loss on forward exchange contracts
(NOEE 6) vttt i i ittt ettt e - -= 2,635 -- 334,725
Other liabilities ....... i, 10,078 504,431 89,559 18,913 45,775
Total liabilities ...t inninnnnenns 6,203,248 1,045,924 1,707,088 981,373 11,722,532

Net assets, at value $313,461,539 $279,680,051 $93,401,822 $758,444,575 $185,016,174

Net assets consist of:

Undistributed net investment income ............... $ 160,082 $ 4,921,147 $ 2,954,949 $ 17,068,595 $ 11,163,308
Net unrealized appreciation (depreciation) ........ 24,641,612 (33,205,949) 6,165,196 78,988,693 (2,566,930
Accumulated net realized gain (loss) .............. 25,718,276 14,728,610 3,861,293 73,505,215 (3,177,047)

Capital shares
Net assets, at value

262,941,569
$313,461,539

293,236,243
$279,680,051

80,420,384
$93,401,822

588,882,072
$758,444,575

179,596,843
$185,016,174

Shares outstanding ........uiiiiiiiiinininninnenn. 20,826,160 27,183,878 6,808,249 49,430,801 14,265,198
Net asset value and offering price per share
(net asset value / shares outstanding) ............ $15.05 $10.29 $13.72 $15.34 $12.97
Templeton
Templeton International Templeton
International Smaller Pacific U.S. Government
Equity Fund Companies Fund Growth Fund Securities Fund
Assets:
Investments in securities:
<S> <C> <C> <C> <C>
L= $ 776,434,560 $31,059,801 $235,321,791 $733,832,333
R T 935,116,073 29,782,072 163,506,809 759,515,351
Repurchase agreements, at value and cost .......... 222,050,000 2,288,000 -= 23,124,489
LT = o 840,840 6,763 279,895 125,080
Receivables:
Investment securities sold ........c.iiiiiiinnnnnn. 2,751,394 555,418 1,854,395 611,035
Capital shares sold .....iiiiiiiii i - 30,191 - -
Dividends and interest ..........ciiiiiiiiiiiiinn. 3,871,790 88,068 715,486 5,831,991

Total assets 1,164,630,097 32,750,512 166,356,585 789,207,946

Liabilities:
Payables:
Investment securities purchased .................. 51,687 484,112 . 23,384,542
Capital shares redeemed .........ciiiiiieuennnnn. 1,937,632 -= 680,520 399,547
Affiliates ..t e e i e e 787,084 27,171 152,163 311,577
Other liabilities ..... ... 424,145 38,524 120,087 27,839
Total liabilities ..., 3,200,548 549,807 952,770 24,123,505

Net assets, at value $1,161,429,549 $32,200,705 $165,403,815 $765,084,441

Net assets consist of:

Undistributed net investment income ............... $ 33,171,270 $ 716,993 $ 1,603,896 $ 50,857,742
Net unrealized appreciation (depreciation) ........ 158,681,513 (1,300,307) (71,814,982) 25,683,018
Accumulated net realized gain (loss) .............. 69,446,620 603,229 1,235,091 (15,731,355)

Capital shares
Net assets, at value

900,130,146
$1,161,429,549

32,180,790
$32,200,705

234,379,810
$165,403,815

704,275,036
$765,084,441

Shares outstanding .......oiiiiiiiiin it ennenns 72,046,407 2,922,545 17,827,473 54,949,206
Net asset value and offering price per share
(net asset value / shares outstanding) ............ $16.12 $11.02 $9.28 $13.92
Utility Zero Coupon Zero Coupon Zero Coupon
Equity Fund Fund - 2000 Fund - 2005 Fund - 2010
Assets:
Investments in securities:
<S> <C> <C> <C> <C>
L0 $ 889,752,379 $105,566, 642 $68,293,384 $69,604,960
22 B R 1,093,177,797 111,686,050 77,389,873 85,406,106
Repurchase agreements, at value and cost .......... 49,121,004 14,060 49,477 460,853
L= o 51 -- - -=
Receivables:
Capital shares s0ld ....iiiiiiiiiiiiiiiinnenennns 442,323 25,000 6,550 28,583
Dividends and interest . ...ttt 2,268,909 - - -—

Total assets 1,145,010,084 111,725,110 77,445,900 85,895,542

Liabilities:
Payables:
Capital shares redeemed .........ciiiiiiiiinnnennn. 499,013 38,116 121,659 169,666
2 I T 436,311 27,321 21,811 203,820
Payable upon return of securities loaned (Note 9) 14,089,259 - - -
Other liabilities ...t inninnenns 81,400 9,222 6,919 7,330
Total liabilities .....i.uiiiiiniiniinnnenn. 15,105,983 74,659 150,389 380,816

Net assets, at value $1,129,904,101 $111,650,451 $77,295,511 $85,514,726

Net assets consist of:

$ 42,429,889

203,423,054
61,863,922

$ 7,759,277
6,119,408
1,248,202

$ 4,789,906
9,096,489
1,108,097

$ 4,883,419
15,801,146
582,493

Undistributed net investment income
Net unrealized appreciation
Accumulated net realized gain
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Capital shares
Net assets, at value
Shares outstanding
Net asset value and offering price per share

(net asset value / shares outstanding)

Statements of Operations

for the year ended December 31, 1997

Capital

Growth Fund

Investment income:+

<S> <C>
Dividends it e e e e e e et e S 491,488
I 0 o o Y 617,203
Total investment income ...........ciiiiinnn.. 1,108,691
Expenses:
Management fees (Note 3) ...ttt 558,503
Custodian fees ...ttt ittt 796
[0 0 Y 11,243
Total EXPENSES it i ittt et tneenneeneeenennn 570,542
Expenses waived/paid by affiliate (Note 3) -=
NEet eXPeNSES vttt ittt nteenenneenneenns 570,542
Net investment income ...........eceeeenennns. 538,149
Realized and unrealized gains (losses):
Net realized gain (loss) from:
IS 98V S = o 117 o i = (54,593)
Foreign currency transactions ...............cco... (3,494)
Net realized gain (loSS) ....iiiiiiininenennn. (58,087)
Net unrealized appreciation (depreciation) on

Investments
Translation of assets and liabilities denominated
in foreign currencies
Net unrealized appreciation

Net realized and unrealized gain
Net increase in net assets resulting from operations

11,235,806

11,235,806
11,177,719
$11,715,868

+Net of foreign taxes of $4,403,
Fund, the Growth and Income Fund and the Income Securities Fund,

Mutual Discovery
Securities Fund
Investment income:+

<S> <C>
Dividends ...ttt e e e e e $ 1,827,250
L0 o o O 1,691,859
Total investment inCOME .......viiieenennnnnnn 3,519,109
Expenses:
Management fees (Note 3) ..., 930, 954
Administrative fees (Note 3) ..ttt ennnnnnnn 174,553
Custodian feeS .. i ittt ittt ettt ettt e e 94,798
[0 Y o 37,998
TOotal EXPENSES i v ittt ittt et teteteneaeenenens 1,238,303
Net investment income ...........oiiuieeenenn. 2,280,806
Realized and unrealized gains (losses):
Net realized gain (loss) from:
INVESEMENES v ittt ittt ittt ittt et ettt eeennnnas 2,035,894
Foreign currency transactions .................... 1,203,986
Net realized gain (loSS) ....iuiiiiiinnenennn. 3,239,880

Net unrealized appreciation
Investments

(depreciation)

...................................... 10,292,427

Translation of assets and liabilities denominated

in foreign cuUrrenCies .........iiiiiiiiiiiiieiaenn
Net unrealized appreciation (depreciation)

Net realized and unrealized gain (loss)

Net increase (decrease) in net assets resulting

from operations

1,125,546
11,417,973
14,657,853

$16,938,659

+Net of foreign taxes of $157,090, $94,318,

822,187,
$1,129,904,
55,569,

$20

Growth an
Income Fu

<C>

S 44,739,
3,747,
48,487,

5,667,
34,
244,
5,946,

5,946,
42,540,

102,523,
(31,3
102,492,

149,153,

(9,9
149,143,
251,636,

$294,176,

$858,133 and $168,931 for the Capital Growth
respectively.

Mutual Shares
Securities Fun

<C>

$ 2,311,245
3,804,433
6,115,678

1,265,341
314,146
48,403
53,942
1,681,832
4,433,846

3,798,128
447,294
4,245,422

24,304,412

735,162
25,039,574
29,284,996

$33,718,842

$74,795 and $54,295 for the Mutual

Discovery Securities Fund, the Mutual Shares Securities Fund, the Natural
Resources Securities Fund and the Rising Dividends Fund, respectively.
Templeton
Developing
Small Markets
Cap Fund Equity Fund
Investment income:+
<S> <C> <C>
DivIidends ittt e e et e $ 1,088,027 $ 8,531,300
IS 8 o Y 1,001,390 1,692,421
Total investment income ............ciiiiinnn.. 2,089,417 10,223,721
Expenses:
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236 96,523,564
101 $111,650,451
232 7,375,291
.33 $15.14
d High

nd Income Fund

<C>

580 $ 1,370,622
799 45,071,762
379 46,442,384
415 2,305,480
920 10,276
419 102,289
754 2,418,045
754 2,418,045
625 44,024,339
832 2,609,308
09) (9,714)
523 2,599,594
600 2,737,304
62) (12,945)
638 2,724,359
le6l 5,323,953
786 $49,348,292

Natural
d Resources Fund

<C>
$ 1,267,004
311,901
1,578,905

584,675
33,430
24,698

642,803

936,102

(6,079,954)
3,942
(6,076,012)

(13,798,260)

(5,465)
(13,803,725)
(19,879,737)

$(18,943,635)

Templeton
Global Asset
Allocation Fund

<C>

$1,448,280
2,725,350
4,173,630

62,301,019
$77,295,511

64,247,668
$85,514,726

4,533,896 4,797,365
$17.05 $17.83
Income Money

Securities Fund

<C>

$ 32,771,601
76,059,238
108,830,839

Market Fund

<C>
§——
22,550,711
22,550,711

6,348,820 2,072,982
104,689 3,628
294,937 85,746

6,748,446 2,162,356

-- (332,792)

6,748,446 1,829,564

102,082,393

24,253,143
(82,093)
24,171,050

88,394,873

(8,446)
88,386,427
112,557,477
$214,639,870

Real Estate
Securities Fund

<C>
$14,794,688
1,157,595
15,952,283

1,988,023
3,719
80,943
2,072,685
13,879,598

9,523,858

9,523,858

50,445,063

50,445,063
59,968,921

$73,848,519

Templeton
Global
Growth Fund

<C>
$17,924,444
5,833,856
23,758,300

20,721,147

$20,721,147

Rising
Dividends Fund

<C>
$ 12,716,936
972,132
13,689,068

4,942,390
6,761
142,390
5,091,541
8,597,527

105,385,082
105,385,082

80,215,085

80,215,085
185,600,167

$194,197,694

Templeton
Global Income
Securities Fund

<C>

$ 5,695
15,430,920
15,436,615
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Management fees (Note 3) ...ttt nennnenn. 1,

Administrative fees (Note 3) .......... ...

Custodian fees ...ttt i e

Other i e e e e e e e e
Total eXPEeNSES ittt iin et eeeneenn 1,
Net investment income ............iiuiiuiinenon.

Realized and unrealized gains (losses):

Net realized gain (loss) from:

INVeStmMENtS ittt it ittt e ettt e e 25,

Foreign currency transactions ....................

Net realized gain (lOSS) ... innnnennn 25,
Net unrealized appreciation (depreciation) on:
INVESEMENES v ittt ittt ittt ittt et ettt eeeeennnnaas 14,
Translation of assets and liabilities denominated
in foreign CUTrencies ..........oiuiiiininenenenennn.
Net unrealized appreciation (depreciation) ... 14,
Net realized and unrealized gain (loss) ............ 40,
Net increase (decrease) in net assets resulting
From OPErationNS wuiu it et tneteeeeeeeeeneeneeneennnn $40,

+Net of foreign taxes of $24,227, $549,004, $131,101,

878,273
5,037
51,141
934,451
154,966

783,169
212
783,381

228,539

228,539
011,920

166,886

4,277,977
482,850
83,549
4,844,376
5,379,345

15,052,246
(237,474)
14,814,772

(53,104,360)

(53,104,360)
(38,289,588)

$(32,910,243)

$1,431,245 and $154,832

for the Small Cap Fund, the Templeton Developing Markets Equity Fund, the

Templeton Global Asset Allocation Fund, the Templeton Global Growth Fund and the

Templeton Global Income Securities Fund, respectively.

Investment income:+
<S>
Dividends ...ttt e e e e e
Interest ... i i i e e e e
Total investment income .............cciiuin.n.
Expenses:
Management fees (Note 3)
Administrative fees (Note 3)
Custodian fees ...t i e
Other i e e e e e e
Total eXPenSesS . ...ttt iiiiininenenennn.
Net investment income ............oiuiiueuennon.
Realized and unrealized gains (losses):
Net realized gain (loss) from:
Investments ... ... i i e e e
Foreign currency transactions ...............o....
Net realized gain ..........oiiiiiiiiiin..
Net unrealized appreciation (depreciation) on:
Investments ....... ittt it
Translation of assets and liabilities
denominated in foreign currencies .................
Net unrealized appreciation (depreciation)...
Net realized and unrealized gain (loss)
Net increase (decrease)

+Net of foreign taxes of $4,053,015, $71,448,

in net assets resulting from operations

Templeton
International
Equity Fund

<C>

$ 38,098,457
9,105,784
47,204,241

9,676,740
845,000
246,706

10,768,446
36,435,795

73,418,575
(2,362,261)
71,056,314

24,358,754

24,358,754
95,415,068
$131, 850,863

$726,232 for the Templeton

International Equity Fund, the Templeton International Smaller Companies Fund

and the Templeton Pacific Growth Fund, respectively.

Investment income:+
<S>
Dividends ...ttt e e e
Interest .. e e e
Total investment income ................o.....
Expenses:
Management fees (Note 3)
Custodian fees ...ttt i i i
Other i e e i e e e e
Total eXPeNSEeS ..ttt ittt eenneenn
Expenses waived/paid by affiliate (Note 3)
Net eXPEeNSES v ittt it ittt ittt
Net investment income ..............c..i.n.
Realized and unrealized gains (losses):
Net realized gain (loss) from:
Investments ...ttt i i e e
Foreign currency transactions ....................
Net realized gain ......iieiiiiiii i ieneennnnn
Net unrealized appreciation (depreciation) on:
Investments .. ... ..t i i e e
Translation of assets and liabilities
denominated in foreign currencies .................
Net unrealized appreciation (depreciation)
Net realized and unrealized gain ...........ceeuen..
Net increase in net assets resulting from operations
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Utility
Equity Fund

<C>

$ 46,674,953
1,229,006
47,903,959

5,139,011
80,885
229,163
5,449,059
5,449,059
42,454,900

61,873,020
(22,920)
61,850,100

150,457,511

(2,364)
150,455,147
212,305,247

$254,760,147

526,125
121,414
89,883
19,631
757,053
3,416,577

3,383,385

122,781
3,506,166
1,045,000

100,033
1,145,033
4,651,199

$8,067,776

Templeton

International

Smaller

Companies Fund

<C>

$ 675,415
394,612

1,070,027

239,272
42,223
11,366

6,902

299,763

770,264

603,229
(30,139)
573,090

(2,381,801)

(22,578)
(2,404,379)
(1,831,289)

$(1,061,025)

Zero Coupon
Fund - 2000

<C>
S——
8,233,122
8,233,122

724,202
1,273
30,120
755,595
(281,519)
474,076
7,759,046

1,248,982
1,248,982

(926,957)

(926,957)
322,025
$8,081,071

5,894,743
160,925
127,289

6,182,957

17,575,343

73,599,265
169,136
73,768,401

(9,386,358)

(9,386,358)
64,382,043

$81,957,386

Templeton
Pacific
Growth Fund

<C>
$ 8,160,792
319,823
8,480,615

2,608,312
223,700
73,556
2,905,568
5,575,047

6,171,926
(181,458)
5,990,468

(112,006,306)

(112,006,306)
(106,015,838)
$(100,440,791)

Zero Coupon
Fund - 2005

<C>
S——
5,102,879
5,102,879

485,690
940
20,828
507,458
(194,726)
312,732
4,790,147

1,112,714
1,112,714
2,363,992
2,363,992

3,476,706
$8,266,853

1,133,609
67,170
48,460

1,249,239

14,187,376

(4,646,984)
4,418,051
(228,933)

(8,948,608)

(290,292)
(9,238,900)
(9,467,833)

$ 4,719,543

U.S. Government
Securities Fund

<C>
S——
54,815,051
54,815,051

3,775,626
7,516
172,631
3,955,773
50,859,278

84,959
84,959
18,636,570

18,636,570
18,721,529
$69,580,807

Zero Coupon
Fund - 2010

<C>
S——
5,199,207
5,199,207

491,457
800
21,227
513,484
(197,837)
315,647
4,883,560

1,001,612
1,001,612
6,324,375
6,324,375

7,325,987
$12,209,547
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+Net of foreign taxes of $772,053 for the Utility Equity Fund.

Statements of Changes in Net Assets

for the years ended December 31, 1997 and 1996

Increase (decrease) in net assets:
Operations:
<S>

Net investment income ..............

Net realized gain (loss) from investments

and foreign currency transactions
Net unrealized appreciation on

investments and translation of assets
and liabilities denominated in foreign
CULYENCIeS ittt ittt it i,

Net increase in net assets resulting

from operations ......... i,

Distributions to shareholders from:

Net investment income ...............
Net realized gains ........ceuieenenen..

Total distributions to shareholders

Capital share transactions (Note 2)...
Net increase in net assets .....

Net assets:

Beginning of year .......... ...
End of year ...ttt

Undistributed net investment income
included in net assets

End of year .....iiiiiiiiiiiiiin

Capital Growth Fund Growth and
1997 1996%* 1997
<C> <C> <C>
$ 538,149 $ 110,214 $ 42,540,625
(58,087) (140,413) 102,492,523
11,235,806 1,982,450 149,143,638
11,715,868 1,952,251 294,176,786

(109,761) -- (39,059,424)
-- -- (37,881,070)

(109,761) -- (76,940,494)
53,082,169 42,714,460 43,250,826
64,688,276 44,666,711 260,487,118
44,666,711 -- 1,077,989,008

$109,354,987 $44,666,711 $1,338,476,126

$ 534,645 $ 109,751 $ 42,883,458

*For the period May 1, 1996 (effective date) to December 31, 1996.

Increase (decrease) in net assets:
<S>
Operations:

Net investment income ..............
Net realized gain from investments and
foreign currency transactions .......

Net unrealized appreciation on

investments and translation of assets
and liabilities denominated in foreign
CUXTENCIES .t iv it ittt ittt e

Income Fund High Income Fund
1996 1997 1996
<C> <C> <C>
$ 39,513,404 $ 44,024,339 $ 37,008,728
37,811,712 2,599,594 1,210,500
55,138,252 2,724,359 13,294,221
132,463,368 49,348,292 51,513,449
(22,230,774) (37,006,747) (31,018,152)

(78,714,626) (1,213,933)
(100,945,400) (38,220,680)
156,983,572 38,812,695
188,501,540 49,940,307

889,487,468 446,095,525
$1,077,989,008 $496,035,832

$ 39,433,566 $ 44,013,099

(1,646,547)

(32,664,699)

66,343,229
85,191,979

360,903,546
$446,095,525

$ 37,005,221

Mutual Discovery

Income Securities Fund Money Market Fund
1997 1996 1997 1996 1997
<C> <C> <C> <C> <C>

$ 102,082,393 $ 103,698,698 $ 20,721,147

Net increase in net assets resulting

from operations ......... i,

Distributions to shareholders from:

Net investment income ...............
Net realized gains ........c.uoeeueuenn.

Total distributions to shareholders
Capital share transactions (Note 2)
Net increase (decrease) in

net assets ...... .. . i il

Net assets:

Beginning of year ........ ...,
End of year ...ttt

Undistributed net investment income
included in net assets

End of year ......i.iiiiiiiiiiiiinn

24,171,050 19,810,309 -
88,386,427 16,747,285 -
214,639,870 140,256,292 20,721,147

(99,613,761
(21,398,124
(121,011,885
(37,500,786

) (66,927,738)  (20,721,147)
) (11,125,807) -

) (78,053,545)  (20,721,147)
) 21,919,171  (41,480,674)

56,127,199 84,121,918 (41,480,674)

1,350,659,420 1,266,537,502 408,929,813
$1,406,786,619 $1,350,659,420 $367,449,139

$ 102,009,670 $ 99,623,131 $--

**For the period November 8, 1996 (effective date) to December 31, 1996.

Increase (decrease) in net assets:
Operations:
<S>

Net investment income ..............

Mutual Shares

Net realized gain (loss) from investments

and foreign currency transactions

Net unrealized appreciation (depreciation)

on investments and translation of assets
and liabilities denominated in foreign
currencies ...l i e

Net increase (decrease) in net assets

resulting from operations ...........

Distributions to shareholders from:

Net investment income ...............
Net realized gains ..................
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$ 22,043,733 $ 2,280,806

- 3,239,880

- 11,417,973
22,043,733 16,938,659
(22,043,733) (49,403)

(22,043,733) (49,403)
(20,617,040) 166,345,776

(20,617,040) 183,235,032
429,546,853 15,417,730

$408,929,813 $198,652,762

$-- $ 2,888,764

Securities Fund Natural Resource Fund
1997 1996%** 1997 1996 1997
<C> <C> <C> <C> <C>
..... $ 4,433,846 $ 50,601 $ 936,102 $ 1,257,532 $ 13,879,598
..... 4,245,422 (3,049) (6,076,012) (188,566) 9,523,858
..... 25,039,574 568,343 (13,803,725) 935,906 50,445,063
..... 33,718,842 615,895 (18,943,635) 2,004,872 73,848,519
..... (87,831) -- (1,423,769) (1,593,439) (10,951,988)

(1,460,667) (5,229,900)

Securities Fund

1996**
<C>
S 24,287

1,860

187,850

213,997

15,203,733

15,417,730
$15,417,730

S 26,147

Real Estate Securities Fund

1996
<C>
$ 11,638,350

5,460,333

57,769,186
74,867,869

(9,713,587)
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Total distributions to shareholders
Capital share transactions (Note 2).......
Net increase (decrease) in
net assets
Net assets:
Beginning of year
End of year
Undistributed net investment income included
in net assets
End of year

326,479,399

360,110,410

27,676,922
$387,787,332

$ 4,591,164

**For the period November 8, 1996 (effective date)

Rising Dividends Fund

1997
Increase (decrease) in net assets:
Operations:
<S> <C>

Net investment income
Net realized gain from investments and
foreign currency transactions ............
Net unrealized appreciation (depreciation)
on investments and translation of assets
and liabilities denominated in foreign
CULYENCIES . it ittt ittt ittt iieiianns
Net increase (decrease) in net assets
resulting from operations................
Distributions to shareholders from:
Net investment income
Net realized gains
Total distributions to shareholders.......
Capital share transactions (Note 2)
Net increase in net assets
Net assets:
Beginning of year
End of year
Undistributed net investment income
included in net assets
End of year

$ 8,597,527

105,385,082

80,215,085
194,197,694

(9,956,520)
(17,001,263)
(26,957,783)
15,634,172

182,874,083

597,423,701
$780,297,784

$ 8,595,033

Templeton Global
Asset Allocation Fund

1997
Increase (decrease) in net assets:
Operations:
<S>
Net investment income
Net realized gain (loss)
from investments and

<C>
$ 3,416,577

foreign currency transactions............ 3,506,166

Net unrealized appreciation (depreciation)

on investments and translation of assets

and liabilities denominated in foreign

CULTENCIES vttt ittt et et e st teeeeeneeennnnn 1,145,033
Net increase in net assets resulting

from operations ........iiiiiiiiiiiiii. 8,067,776

Distributions to shareholders from:
Net investment income
Net realized gains

Total distributions to shareholders

Capital share transactions (Note 2)

Net increase (decrease) in net assets

Net assets:
Beginning of year
End of year

Undistributed net investment income included
in net assets

End of year

(1,548,504)
(446,684)
(1,995,188)
31,055,108
37,127,696

56,274,126
$93,401,822

$ 2,954,949

Templeton International
Equity Fund

1997
Increase (decrease) in net assets:
Operations:
<S> <C>

Net investment income ...................
Net realized gain (loss) from investments
and foreign currency transactions
Net unrealized appreciation
(depreciation) on investments and
translation of assets and liabilities
denominated in foreign currencies
Net increase (decrease) in net

$ 36,435,795
71,056,314

24,358,754

(87,831)

to December 31,

-—  (1,423,769) (3,054,106
27,061,027 (14,286,871) 5,519,005
27,676,922 (34,654,275) 4,469,771

- 109,578,585

- 105,108,814
827,676,922 $ 74,924,310

$109,578,585

$ 50,601 $ 940,017 $ 1,214,989

1996.

Small Cap Fund

1996 1997 1996
<C> <C> <C>
$ 9,955,580 S 154,966 $ 585,485
31,514,069 25,783,381 6,726,182

71,866,460 14,228,539 10,251,252

113,336,109 40,166,886 17,562,919

(10,368,611) (573,457) (33,640)
-— (6,796,191) (2,727)
(10,368,611) (7,369,648) (36,367)

31,202,926
134,170,424

109,695,331
142,492,569

140,140,940
157,667,492

463,253,277
$597,423,701

170,968,970
$313,461,539

13,301,478
$170,968,970

$ 9,954,026 $ 160,082 $ 578,335

Templeton Global
Growth Fund
1996

1996 1997

<C>
$ 1,438,196

<C>
$ 17,575,343

<C>
$ 10,065,463

477,024 73,768,401 5,117,524
4,638,002 (9,386,358) 73,557,750
6,553,222 81,957,386 88,740,737

(14,806) (11,070,041) (7,356,652)

(29,614) (3,690,014) (7,356,653)

(44,420) (14,760,055) (14,713,305)

35,036,621
41,545,423

111,369,857
178,567,188

167,094,838
241,122,270

14,728,703
$56,274,126

579,877,387
$758,444,575

338,755,117
$579,877,387

$ (6,078) $ 17,068,595 $ 10,394,157

Templeton International
Smaller Companies Fund

1996 1997 1996%*
<C> <C> <C>
$ 30,226,760 $ 770,264 $ 141,365
49,297,270 573,090 (8,721)
122,637,885 (2,404,379) 1,104,072
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(16,181,888)
60,166,437

117,833,068
322,721,195

$440,554,263

$ 14,187,335

(9,713,587)
44,093,562

109,247,844
213,473,351

$322,721,195

$ 11,259,725

Templeton Developing
Markets Equity Fund

1997
<C>
$ 5,379,345

14,814,772

(53,104,360)
(32,910,243)

(3,987,427)

(6,324,884)

(10,312,311)
50,804,184
7,581,630

272,098,421
$279,680,051

$ 4,921,147

1996
<C>
$ 3,874,067

6,246,440

29,692,572
39,813,079

(2,182,460)
(4,037,551)

(6,220,011)
80,421,511
114,014,579

158,083,842
$272,098,421

$ 3,577,713

Templeton Global Income
Securities Fund

1997

<C>
$ 14,187,376

(228,933)

(9,238,900)
4,719,543
(14,522,463)
(14,522,463)
(26,903,375)
(36,706,295)
221,722,469
$185,016,174

$ 11,163,308

1996

<C>
$ 16,565,628

419,588

3,321,562
20,306,778
(17,028,466)
(17,028,466)
(24,749, 927)
(21,471, 615)
243,194,084
$221,722,469

$ 12,596,126

Templeton
Pacific Growth Fund

1997
<C>
$ 5,575,047

5,990,468

(112,006,306)

1996
<C>
$ 5,661,152

(4,312,669)

36,732,857


http://www.secdatabase.com

assets resulting from operations
Distributions to shareholders from:
Net investment income
Net realized gains

131,850,863

(32,476,317)
(49,797,020)

202,161,915

(25,386,301)

(1,061,025)

(155,776)

(31,064,815) -

(56,451,116)

112,271,953

(155,776)
17,162,468

1,236,716

15,018,322

Total distributions to shareholders ....... (82,273,337)
Capital share transactions (Note 2) ....... 3,752,649
Net increase (decrease) in

net assets
Net assets:
Beginning of year
End of year
Undistributed net investment income
included in net assets

End of year

*For the period May 1, 1996

Increase (decrease) in net assets:
Operations:
<S>
Net investment income
Net realized gain (loss)
investments and foreign currency
transactions
Net unrealized appreciation
(depreciation) on investments and

(effective date)

translation of assets and liabilities

denominated in foreign currencies
Net increase in net assets
resulting from operations
Distributions to shareholders from:
Net investment income
Net realized gains
Total distributions to shareholders
Capital share transactions (Note 2)
Net increase (decrease)
net assets
Net assets:
Beginning of year
End of year

in

U.s.

53,330,175
1,108,099,374
$1,161,429,549 $1,108,099,374
$ 33,171,270

to December 31,

1996.

Government

Securities Fund

1997

<C>
$ 50,859,278

84,959

18,636,570
69,580,807
(42,870,826)

(42,870,826)
(105,483,057)

(78,773,076)

843,857,517
$765,084,441

1996

<C>
$ 42,987,658

(158,758)

(18,937,072)
23,891,828
(41,654,771)

(41,654,771)
218,454,989

200,692,046

643,165,471
$843,857,517

257,982,752

850,116,622

$ 27,747,634

15,945,667

16,255,038
$32,200,705

$ 716,993

16,255,038

$16,255,038

$ 132,644

Utility Equity Fund

1997

<C>
$ 42,454,900

61,850,100

150,455,147
254,760,147
(54,348,880
(75,198,357

(129,547,237

)
)
)
(197,599,129)

(72,386,219)

1,202,290,320

1996

<C>
$ 54,454,052

82,602,515

(53,557,473)
83,499,094
(65,540,030)

(65,540,030)
(239,114,944)

(221,155,880)

1,423,446,200

$1,129,904,101 $1,202,290,320

Undistributed net investment income
included in net assets

End of year $ 50,857,742

Increase (decrease) in net assets:

Operations:
<S>

Net investment income ............iiiiiiiiiininnnenennn

Net realized gain (loss) from investments and

foreign currency transactionsS...........ieuieieiininnnnennn

Net unrealized appreciation (depreciation)

on investments and translation of

assets and liabilities denominated in foreign currencies

Net increase (decrease) 1in net assets
resulting from operations
Distributions to shareholders from:
Net investment income
Net realized gains
Total distributions to shareholders
Capital share transactions (Note 2)
Net increase (decrease) in net assets

Net assets:
Beginning of year
End of year
Undistributed net investment income included in net assets
End of year

</TABLE>

See notes to financial statements.

FRANKLIN VALUEMARK FUNDS

Notes to Financial Statements

1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Franklin Valuemark Funds
Act of 1940,

(the Trust)
as an open-end investment company,

$ 42,920,983

$ 42,429,889

S 54,346,789

Zero Coupon Fund - 2005

1997
<C>
$ 4,790,147

1,112,714

2,363,992
8,266,853

(4,939,956)

(17,170)
(4,957,126)
(8,617,685)
(5,307,958)

82,603,469
$77,295,511

S 4,789,906

is registered under the Investment Company
consisting of twenty-three
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1996
<C>
$ 4,940,116

19,477

(5,309,151)
(349,558)

(4,218,190)

(4,218,190)
3,949,514

(618,234)

83,221,703
$82,603,469

$ 4,939,715

$165,403,815

$111,650,451

(100,440,791)

(5,815,823)
(5,815,823)
(85,098,729)

(191,355,343)

356,759,158

$ 1,603,896

38,081,340
(10,991,812)
(6,370,262)
(17,362,074)

4,104,011

24,823,277

331,935,881

$356,759,158

$ 2,026,130

Zero Coupon Fund - 2000

1997

<C>
$ 7,759,046

1,248,982

(926,957)
8,081,071
(8,152,085)
(184,468)
(8,336,553)
(17,695,0009)
(17,950,491)

129,600,942

$ 7,759,277

1996

<C>
$ 8,152,035

183,983

(5,248,940)
3,087,078
(7,341,063)
(72,481)
(7,413,544)
(3,429,313)
(7,755,779)

137,356,721

$129,600,942

$ 8,152,316

Zero Coupon Fund - 2010

1997
<C>
$ 4,883,560

1,001,612

6,324,375

12,209,547

78,815,746
$85,514,726

$ 4,883,419

1996
<C>
$ 4,878,408

(191,720)

(6,860,589)
(2,173,901)

(4,092,016)
(1,109,315)
(5,201,331)
558,186
(6,817,046)

85,632,792
$78,815,746

$ 4,878,360
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series (the Funds). All Funds are diversified except the Templeton Global Income
Securities Fund. Shares of the Funds are sold only to insurance company separate
accounts to fund the benefits of variable life insurance policies or variable
annuity contracts issued by Allianz Life Insurance Company of North America
(Allianz Life), and its affiliates. The Funds and their investment

policies are:

<TABLE>
<CAPTION>
<S> <C> <C> <C>
Capital Growth Growth and Income High Current Income Capital Preservation and Income
Capital Growth Fund Growth and Income Fund High Income Fund Money Market Fund
Mutual Discovery Securities Fund Income Securities Fund Templeton Global Income Securities Fund
Natural Resources Fund Mutual Shares Securities Fund U.S. Government Securities Fund
Small Cap Fund Real Estate Securities Fund Zero Coupon Fund - 2000
Templeton Developing Markets Equity Fund Rising Dividends Fund Zero Coupon Fund - 2005
Templeton Global Growth Fund Templeton Global Asset
Allocation Fund Zero Coupon Fund - 2010
Templeton International Equity Fund Utility Equity Fund

Templeton International

Smaller Companies Fund
Templeton Pacific Growth Fund
</TABLE>

Effective May 1, 1997, the name of the Precious Metals Fund changed to the
Natural Resources Fund. Before May 1, 1997, the portfolio had different
investment objectives and policies.

The following summarizes the Funds' significant accounting policies.
a. Security Valuation:

Securities listed or traded on a recognized national exchange or NASDAQ are
valued at the latest reported sales price. Over-the-counter securities and
listed securities for which no sale is reported are valued within the range of
the latest quoted bid and asked prices. Restricted securities and securities for
which market quotations are not readily available are valued at fair value as
determined by management in accordance with procedures established by the Board
of Trustees (the Board).

Portfolio securities in the Money Market Fund are valued at amortized cost which
approximates value.

b. Foreign Currency Translation:

Portfolio securities and other assets and liabilities denominated in foreign
currencies are translated into U.S. dollars based on the exchange rate of such
currencies against U.S. dollars on the date of valuation. Purchases and sales of
securities and income items denominated in foreign currencies are translated
into U.S. dollars at the exchange rate in effect on the transaction date.

The Funds do not separately report the effect of changes in foreign exchange
rates from changes in market prices on securities held. Such changes are
included in net realized and unrealized gain or loss from investments.

Realized foreign exchange gains or losses arise from sales of foreign
currencies, currency gains or losses realized between the trade and settlement
dates on securities transactions and the difference between the recorded amounts
of dividends, interest, and foreign withholding taxes and the U.S dollar
equivalent of the amounts actually received or paid. Net unrealized foreign
exchange gains and losses arise from changes in foreign exchange rates on
foreign denominated assets and liabilities other than investments in securities
held at the end of the reporting period.

1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES (cont.)
c. Repurchase Agreements:

Certain Funds may enter into a joint repurchase agreement whereby their
uninvested cash balance is deposited into a joint cash account to be used to
invest in one or more repurchase agreements. The value and face amount of the
joint repurchase agreement are allocated to the Funds based on their pro-rata
interest. Repurchase agreements are accounted for as a loan by the Funds to the
seller, collateralized by securities which are delivered to the Funds'
custodian. The market value, including accrued interest, of the initial
collateralization is required to be at least 102% of the dollar amount invested
by the Funds, with the value of the underlying securities marked to market daily
to maintain coverage of at least 100%. At December 31, 1997, all outstanding
repurchase agreements held by the Funds had been entered into on that date.

d. Forward Exchange Contracts:
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The Mutual Discovery Securities Fund, the Mutual Shares Securities Fund, the
Templeton Global Asset Allocation Fund and the Templeton Global Income
Securities Fund may enter into forward exchange contracts to hedge against
foreign exchange risks. These contracts are valued daily and the Funds' equity
therein is included in the Statement of Assets and Liabilities. Realized and
unrealized gains and losses are included in the Statement of Operations.

e. Securities Sold Short:

The Mutual Shares Securities Fund is engaged in selling securities short, which
obligates the Fund to replace a security borrowed by purchasing the same
security at the current market value. The Fund would incur a loss if the price
of the security increases between the date of the short sale and the date on
which the Fund replaces the borrowed security. The Fund would realize a gain if
the price of the security declines between those dates.

The Fund is required to establish a margin account with the broker lending the
security sold short. While the short sale is outstanding, the broker retains the
proceeds of the short sale and the Fund must maintain a deposit with the broker
consisting of cash and securities having a value equal to a specified percentage
of the value of the securities sold short.

f. Income Taxes:

No provision has been made for income taxes because each Fund's policy is to
qualify as a regulated investment company under the Internal Revenue Code and
distribute all of its taxable income.

g. Security Transactions, Investment Income, Expenses and Distributions:
Security transactions are accounted for on trade date. Realized gains and losses
on security transactions are determined on a specific identification basis.
Interest income and estimated expenses are accrued daily. Bond discount is
amortized on an income tax basis. Dividend income and distributions to
shareholders are recorded on the ex-dividend date. For the Money Market Fund,
distributions from net investment income and capital gains or losses are
normally declared and reinvested daily.

Common expenses incurred by the Trust are allocated among the Funds based on the
ratio of net assets of each Fund to the combined net assets. Other expenses are
charged to each Fund on a specific identification basis.

Distributions received by the Trust from securities may be a return of capital
(ROC) . Such distributions reduce the cost basis of the securities, and any
distributions in excess of the cost basis are recognized as capital gains.

h. Accounting Estimates:

The preparation of financial statements in accordance with generally accepted
accounting principles requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities at the date of the
financial statements and the amounts of income and expenses during the reporting
period. Actual results could differ from those estimates.

2. SHARES OF BENEFICIAL INTEREST

At December 31, 1997, there were an unlimited number of shares authorized ($0.01

par value). Transactions in the Funds' shares were as follows:

<TABLE>
<CAPTION>
Capital Growth Fund* Growth and Income Fund
Shares Amount Shares Amount
1997
<S> <C> <C> <C> <C>
Shares S0Lld ittt ittt i e 7,609,203 $95,467,235 11,852,804 $227,366,997
Shares issued on reinvestment of distributions 8,739 109,761 4,094,758 76,940,493
Shares redeemed .........uiiiiiiiiiniiniinnennn (3,398,734) (42,494,827) (13,651,515) (261,056,664)
Net INCreasSe ittt ittt ittt ettt 4,219,208 $53,082,169 2,296,047 $ 43,250,826
1996
Shares SOLld ittt ittt i e 4,551,652 $49,307,053 17,103,384 $291,261,819
Shares issued on reinvestment of distributions . -— -— 6,313,033 100,945,400
Shares redeemed ......iiiiiiiii ittt (620,824) (6,592,593) (13,907,925) (235,223,647)
Net INCrEaSE ittt ittt ittt e ettt 3,930,828 $42,714,460 9,508,492 $156,983,572

Income Securities Fund
Shares Amount

Money Market Fund
Shares Amount
1997
<85> <C> <C> <C> <C>

Shares s0Lld .t iin it it e e e 8,990,147 $157,499,453 748,100,457 $748,100,457

Shares issued on reinvestment of distributions 7,246,221 121,011,885 20,721,280 20,721,280

Shares redeemed .......iiiiiiiiininninineeneenn (18,135,171) (316,012,124) (810,302,411) (810,302,411)
Net increase (decCrease) .....uiieniiiniiiniineennens (1,898,803)$ (37,500,786) (41,480,674)$ (41,480,674)
1996
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High Income Fund

Shares Amount
<C> <C>
15,001,724 $213,493,612

2,802,103 38,220,680
(14,990,766) (212,901,597)
2,813,061 $ 38,812,695

14,886,206 $203,832,754

2,553,925 32,664,699
(12,349,882) (170,154,224)
5,090,249 $ 66,343,229

Mutual Discovery
Securities Fund**

Shares Amount
<C> <C>
17,092,095 $192,828,736

4,419 49,403
(2,280,587) (26,532,363)

14,815,927 $166,345,776
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Shares SOLld ittt ittt ittt e 12,978,656 $215,025,216 624,484,193 $624,484,193
Shares issued on reinvestment of distributions 4,981,081 78,053,545 22,025,506 22,025,506
Shares redeemed ........uiiiiiiiiinininneens (16,378,905) (271,159,590) (667,126,739) (667,126,739
Net increase (deCreaSe) v vveeeeeenenenenenenens 1,580,832 $ 21,919,171 (20,617,040)$ (20,617,040)
Mutual Shares Natural
Securities Fund** Resources Fund
Shares Amount Shares Amount
1997
<S> <C> <C> <C> <C>
Shares S0Lld ittt ittt e e 31,512,828 $353,477,935 3,255,526 $44,002,036
Shares issued on reinvestment of distributions . 7,793 87,831 107,292 1,423,769
Shares redeemed .......iuiiiiiiienninnineeneenn (2,353,072) (27,086,367) (4,466,321) (59,712,676
Net increase (decCrease) .....uiieniiiniinrineennens 29,167,549 $326,479,399 (1,103,503) $(14,286,871)
1996
Shares S0Lld i iii i ittt e 2,673,916 $ 27,061,180 5,826,772 $92,609,906
Shares issued on reinvestment of distributions -= -= 200,533 3,054,106
Shares redeemed ............iiiiiiiiiiiiiian (15) (153) (5,826,876) (90,145,007)
Net INCrease .ttt ittt ittt 2,673,901 $ 27,061,027 200,429 $ 5,519,005
*For 1996, figures are for the period May 1, 1996 (effective date) to December 31, 1996.
**For 1996, figures are for the period November 8, 1996 (effective date) to December 31, 1996.
2. SHARES OF BENEFICIAL INTEREST (cont.)
Rising
Dividends Fund Small Cap Fund
Shares Amount Shares Amount
1997
<S> <C> <C> <C> <C>
Shares SOLld .ttt ittt e 9,172,221 $162,728,294 15,767,713 $223,364,294
Shares issued on reinvestment of distributions 1,563,677 26,957,783 542,684 7,369,648
Shares redeemed .......ciiiiiiiiiinininneens (9,887,381) (174,051,905) (8,440,306) (121,038,611)
Net InCrease ...t ittt ittt 848,517 $ 15,634,172 7,870,091 $109,695,331
1996
Shares s0ld . .iii ittt i i i e e 9,416,748 $128,553,979 17,929,579 $214,314,899
Shares issued on reinvestment of distributions 776,095 10,368,611 2,914 36,368
Shares redeemed .......iiiiiiiiiininininnennens (7,989,700) (107,719, 664) (6,275,212) (74,210,327)
Net INCrease ...ttt it ittt ittt eneens 2,203,143 $ 31,202,926 11,657,281 $140,140,940
Templeton Global Asset Templeton
Allocation Fund Global Growth Fund
Shares Amount Shares Amount
1997
Shares S0ld ittt ittt i e e, 2,863,159 $38,251,762 13,313,319 $200,497,392
Shares issued on reinvestment of distributions 149,676 1,995,188 971,695 14,760,055
Shares redeemed .........uiiiiiiiiiniiniinnenns (673,877) (9,191,842) (6,882,077) (103,887,590)
Net increase (deCrease) ... ieieeeeeenneeeneenns 2,338,958 $31,055,108 7,402,937 $111,369,857
1996
Shares SOLld .uii ittt ittt i e 3,324,255 $37,900,419 16,172,059 $204,037,772
Shares issued on reinvestment of distributions . 3,931 44,420 1,172,375 14,713,305
Shares redeemed . ... ittt ittt neeeneennennennn (258,845) (2,908,218) (4,156,855) (51,656,239
Net increase (deCrease) ........oeieeeuuinneeennnns 3,069,341 $35,036,621 13,187,579 $167,094,838
Templeton
Templeton International Smaller
International Equity Fund Companies Fund*
Shares Amount Shares Amount
1997
<S> <C> <C> <C> <C>
Shares SOLld ittt ittt ittt i e 18,290,362 $299,526, 246 2,609,483 $30,517,402
Shares issued on reinvestment of distributions 5,084,879 82,273,337 13,269 155,776
Shares redeemed .......ciiiiiiiiiiniiniinneens (23,047,242) (378,046,934) (1,145,466) (13,510,710)
Net increase (deCrease) .....ieuieeieiennrnenenenens 327,999 $ 3,752,649 1,477,286 $17,162,468
1996
Shares SOLd ittt ittt it e 16,304,017 $233,298,562 1,887,934 $19,652,954
Shares issued on reinvestment of distributions 4,023,601 56,451,117 - -
Shares redeemed .......iiiiiiiiiiiinininneens (12,410,252) (177,477,726) (442,675) (4,634,632)
Net INCrease ...ttt it ittt ittt iinneens 7,917,366 $112,271,953 1,445,259 $15,018,322
*For 1996, figures are for the period May 1, 1996 (effective date) to December 31, 1996.
2. SHARES OF BENEFICIAL INTEREST (cont.)
U.S. Government
Securities Fund Utility Equity Fund
Shares Amount Shares Amount
1997
<S> <C> <C> <C> <C>
Shares SOLld i it ittt ittt e 6,114,131 $ 83,399,898 1,963,946 $ 36,229,864
Shares issued on reinvestment of distributions 3,245,331 42,870,826 7,553,775 129,547,236
Shares redeemed ........iiiiiiiiii i (17,077,659) (231,753,781) (20,093,040) (363,376,229)
Net deCrease ...t iin ittt ittt iinnnnn (7,718,197)$(105,483,057) (10,575,319)$(197,599,129)

1996

Shares sold
Shares issued in connection with

substitution transaction***....................
Shares issued on reinvestment of distributions

22,031,312
3,298,082

4,777,016 $ 64,263,777 4,

292,135,204
41,654,771 3,
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951,179 $ 87,970,395

882,703 65,540,030

<C>

(13,342,125)

(11,892,182)

(2,241,078)
(1,154,945)

1,510,497 $ 15,203,733

1,510,497 $ 15,203,733
Real Estate
Securities Fund

Shares Amount
<C> <C>
5,979,601 $139,175, 365

722,405 16,181,889
(4,062,121) (95,190,817)
2,639,885 $ 60,166,437
4,215,417 $ 80,007,020

541,263 9,713,587
(2,455,248) (45,627,045)
2,301,432 $ 44,093,562

Templeton Developing
Markets Equity Fund
Shares Amount

<C>

10,816,139 $137,500, 694

774,197 10,312,311
(7,874,889) (97,008,821)
3,715,447 $50,804,184

12,008,203 $131,040,673

568,038 6,220,011
(5,266,029) (56,839,173)
7,310,212 $80,421,511

Templeton Global
Income Securities Fund

Shares Amount
1,379,330 $18,167,921
1,145,305 14,522,463

(4,546,864)
(2,022,229)

(59,593,759)
$(26,903,375)

1,774,907

1,374,371
(4,932,897)
(1,783,619)

$23,229,506

17,028,466
(65,007,899)
$(24,749,927)

Templeton
Pacific Growth Fund
Shares Amount

<C>
6,602,123
396,714

<C>

$ 85,539,550
5,815,823

(176,454,102)

(6,343,288) $ (85,098,729)

11,017,347

1,175,496

$162,907,832
17,362,074
(176,165,895)

300,661 $ 4,104,011

Zero Coupon Fund - 2000

Shares Amount
<C> <C>

510,404 $ 7,615,267
575,729 8,336,552

(33,646,828)
$(17,695,009)

1,346,751 $20,406,633

517,344 7,413,544
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Shares redeemed ..........iiiiiiiiiniinnannn. (13,383,651) (179,598,763) (22,222,999) (392,625,369) (2,064,008)

(31,249,490)

Net increase (decCrease) .....uiiiniiiniinneennnn 16,722,759 $218,454,989 (13,389,117)$(239,114,944) (199,913) $ (3,429,313)
Zero Coupon Fund - 2005 Zero Coupon Fund - 2010
Shares Amount Shares Amount
1997
<S> <C> <C> <C> <C>
SRATES SOLA ittt ittt e e e e e e e e e e 597,716 $ 9,749,533 1,745,371 $28,766,689
Shares issued on reinvestment of distributions ...........ieiiiiininnennnnnn 315,539 4,957,126 313,017 4,917,502
Shares redeemed . ...ttt ittt ittt ittt e e e (1,431,881) (23,324,344) (2,100,095) (34,277,256)
NEL dECTEASE it ittt ittt ittt ittt ittt ettt et e (518,626)$ (8,617,685) (41,707) $ (593,065)
1996
SRATES SOLA ittt it e e e e e e e e 1,047,318 $16,865,102 2,638,570 $42,320,073
Shares issued on reinvestment of distributions ...........iiiiiiiiieeenennnn 282,342 4,218,190 361,957 5,201,331
Shares redeemed ...ttt ittt ittt i e e e e e (1,065,563) (17,133,778) (2,908,691) (46,963,218)
B LS T o ¥t Y= 264,097 $ 3,949,514 91,836 $ 558,186
</TABLE>

***During the fiscal year ended December 31, 1996, the U.S. Government
Securities Fund acquired the net assets of the Investment Grade Intermediate
Bond Fund and the Adjustable U.S. Government Fund pursuant to a plan of
reorganization approved by Funds' shareholders.

3. TRANSACTIONS WITH AFFILIATES

Certain officers and trustees of the Trust are also officers and/or directors of
the following entities:

Entity Affiliation

Franklin Templeton Services, Inc. (FT Services) Administrative manager
Franklin Advisers, Inc. (Advisers) Investment manager
Franklin Advisory Services, Inc. Investment manager
(Advisory Services)

Franklin Mutual Advisers, Inc. (Franklin Mutual) Investment manager
Templeton Asset Management Ltd. (TAML) Investment manager
Templeton Global Advisors Ltd. (TGAL) Investment manager
Templeton Investment Counsel, Inc. (TICI) Investment manager
Franklin/Templeton Distributors, Inc. (Distributors) Principal underwriter
Franklin/Templeton Investor Services, Inc. Transfer agent

(Investor Services)

3. TRANSACTIONS WITH AFFILIATES (cont.)

The Funds pay an investment management fee to Advisers based on the average net
assets of the Funds, except the Capital Growth Fund, the Mutual Discovery
Securities Fund, the Mutual Shares Securities Fund, the Rising Dividends Fund,
the Small Cap Fund, the Templeton Developing Markets Equity Fund, the Templeton
Global Asset Allocation Fund, the Templeton Global Growth Fund, the Templeton
International Equity Fund, the Templeton International Smaller Companies Fund
and the Templeton Pacific Growth Fund as follows:

Annualized Fee Rate Average Daily Net Assets

.625 of 1% First $100 million
.500 of 1% over $100 million, up to and including $250 million
.450 of 1% over $250 million, up to and including $10 billion

Fees are further reduced on net assets over $10 billion.

Under a subadvisory agreement, TICI provides subadvisory services to the
Templeton Global Income Securities Fund and receives from Advisers fees based on
the average daily net assets of the Fund.

The Templeton International Equity Fund and the Templeton Pacific Growth Fund
pay an investment management fee to Advisers based on the average net assets of

the Funds as follows:

Annualized Fee Rate Average Daily Net Assets

1% First $100 million
.90 of 1% over $100 million, up to and including $250 million
.80 of 1% over $250 million, up to and including $500 million

Fees are further reduced on net assets over $500 million.
Under a subadvisory agreement, TICI provides subadvisory services to the
Templeton International Equity Fund and the Templeton Pacific Growth Fund, and

receives from Advisers fees based on the average daily net assets of each Fund.

The Capital Growth Fund and the Small Cap Fund pay an investment management fee
to Advisers based on the average net assets of the Funds as follows:

Annualized Fee Rate Average Daily Net Assets

.750 of 1% First $500 million
.625 of 1% over $500 million, up to and including $1 billion
.500 of 1% over $1 billion
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The Rising Dividends Fund pays an investment management fee to Advisory Services
based on the average net assets as follows:

Annualized Fee Rate Average Daily Net Assets

.750 of 1% First $500 million
.625 of 1% over $500 million, up to and including $1 billion
.500 of 1% over $1 billion

The Templeton Global Growth Fund pays an investment management fee to TGAL based
on the average net assets of the Fund as follows:

Annualized Fee Rate Average Daily Net Assets

1% First $100 million
.90 of 1% over $100 million, up to and including $250 million
.80 of 1% over $250 million, up to and including $500 million

Fees are further reduced on net assets over $500 million.

3. TRANSACTIONS WITH AFFILIATES (cont.)

The Templeton Global Asset Allocation Fund pays an investment management fee to
TGAL based on the average net assets of the Fund as follows:

Annualized Fee Rate Average Daily Net Assets

.650 of 1% First $200 million
.585 of 1% over $200 million, up to and including $1.3 billion
.520 of 1% over $1.3 billion

Under a subadvisory agreement, TICI provides subadvisory services to the
Templeton Global Asset Allocation Fund and receives from TGA fees based on the
average daily net assets of the Fund.

The Templeton International Smaller Companies Fund pays an investment management
fee to TICI based on the average net assets of the Fund as follows:

Annualized Fee Rate Average Daily Net Assets

.850 of 1% First $200 million
.765 of 1% over $200 million, up to and including $1.3 billion
.680 of 1% over $1.3 billion

The Mutual Discovery Securities Fund and the Mutual Shares Securities Fund pay
an investment management fee to Franklin Mutual of .80 and .60 of 1%,
respectively, per year of the average daily net assets of each Fund.

The Templeton Developing Markets Equity Fund pays an investment management fee
to TAML of 1.25 of 1% per year of the average daily net assets of the Fund.

Under an agreement with their respective investment managers, FT Services
provides administrative services to the Funds, except for the Mutual Discovery
Securities Fund, the Mutual Shares Securities Fund, the Templeton Global Asset
Allocation Fund and the Templeton International Smaller Companies Fund. The fee
is paid by Advisers based on the average daily net assets, and is not an
additional expense of the Funds.

The Mutual Discovery Securities Fund, the Mutual Shares Securities Fund, the
Templeton Global Asset Allocation Fund and the Templeton International Smaller
Companies Fund pay business management fees to FT Services based on the average
net assets of the Funds as follows:

Annualized Fee Rate Average Daily Net Assets

.150 of 1% First $200 million
.135 of 1% over $200 million, up to and including $700 million
.100 of 1% over $700 million, up to and including $1.2 billion

Fees are further reduced on net assets over $1.2 billion.

Advisers agreed in advance to waive a portion of the management fees for the
Money Market Fund, the Zero Coupon Fund - 2000, the Zero Coupon Fund - 2005, and
the Zero Coupon Fund - 2010, through December 31, 1997, as noted in the
Statement of Operations.

Distribution plans are included in the management agreements of the Funds. No
payments were made by any Fund as a result of the plans.

Investor Services, under terms of an agreement, performs shareholder servicing
for the Funds and is not paid by the Funds for the services.

4. INCOME TAXES

At December 31, 1997, the following Funds had deferred capital losses [deferred
currency losses] occurring subsequent to October 31, 1997. For tax purposes,
such losses will be reflected in the year ending December 31, 1998.

<TABLE>

<CAPTION>
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Templeton

Natural Templeton International Templeton
Mutual Discovery Mutual Shares Resources International Smaller Pacific U.S. Government
Securities Fund Securities Fund Fund Equity Fund Companies Fund Growth Fund Securities Fund
<S> <C> <C> <C> <C> <C> <C>
$89,797 $44,408 $2,975,651 $1,482,029 $8,793 $49,814 $49,790
</TABLE>
At December 31, 1997, the net unrealized appreciation (depreciation) based on
the cost of investments for income tax purposes were as follows:
<TABLE>
<CAPTION>
Capital Growth and High Income Mutual Discovery
Growth Fund Income Fund Income Fund Securities FundSecurities Fund
<S> <C> <C> <C> <C> <C>
Investments at COSt ...ttt ittt it $95,511,124 $1,025,509,034 $467,193,247 $1,224,819,688 $184,795,464
Unrealized appreciation .........iuiiiniiiininiiinininnnnas 16,189,770 315,546,114 28,533,114 212,978,533 17,862,627
Unrealized depreciation .........iuiuiniiiiiiiiiinininnnnn (3,041,739) (11,233,748) (7,560,918) (47,050,114) (7,623,634)
Net unrealized appreciation ..........iiiiiiiiiiiiinenn.. $13,148,031 $ 304,312,366 $ 20,972,196 $ 165,928,419 $ 10,238,993
Templeton
Natural Developing
Mutual Shares Resources Real Estate Rising Small Markets
Securities Fund Fund Securities FundDividends Fund Cap Fund Equity Fund
<S> <C> <C> <C> <C> <C> <C>
Investments at cost .......iiiiiiiiiiiiiin.. $364,625,175 $84,522,086 $324,003, 640 $544,447,532 $290,941, 949 $320,534,036
Unrealized appreciation .........coiiiiiinnan. 36,289,971 5,014,724 132,762,871 241,277,868 50,477,243 62,689,127
Unrealized depreciation .......... ... (11,480,184) (13,545,075) (2,462,740) (11,079,310) (25,957,208) (105,767,897)
Net unrealized appreciation (depreciation) ..$ 24,809,787 $ (8,530,351) $130,300,131 $230,198,558 $ 24,520,035 $ (43,078,770)
Templeton
Templeton Templeton Templeton Templeton International Templeton
Global Asset Global Global Income International Smaller Pacific
Allocation Fund Growth Fund Securities Fund Equity Fund Companies Fund Growth Fund
<S> <C> <C> <C> <C> <C> <C>
Investments at cost ...........ciiii.n. $86,686,299 $678,229,520 $182,489,096 $998,484,560 $33,347,801 $238,877,023
Unrealized appreciation ................ 12,093,267 148,317,069 1,652,651 235,186,887 3,071,062 15,316,223
Unrealized depreciation ................ (6,033,158) (69,340,410) (5,006,405) (76,505,374) (4,348,791) (90,686,437)
Net unrealized appreciation (depreciation) $ 6,060,109 $ 78,976,659 $ (3,353,754) $158,681,513 $ (1,277,729) $ (75,370,214)
US Government Utility Zero Coupon Zero Coupon Zero Coupon
Securities Fund Equity Fund Fund - 2000 Fund - 2005 Fund - 2010
<S> <C> <C> <C> <C> <C>
Investments at COSt v ittt ii ittt it i $756,956,822 $938,873,383 $105,580,702 $68,342,861 $70,157,903
Unrealized appreciation .........ciiiiiiiiiiniinnnenn.. 26,607,574 237,376,254 6,160,727 9,144,852 15,709,056
Unrealized depreciation ...........iiiiniiiiiinininnnnnns (924,556) (33,950,836) (41,319) (48,363) -—
Net unrealized appreciation ..........uiiiiiiineinnnnnnn $ 25,683,018 $203,425,418 $ 6,119,408 $ 9,096,489 $15,709,056
</TABLE>
4. INCOME TAXES (cont.)
At December 31, 1997, the Funds had tax basis capital losses which may be
carried over to offset future capital gains. Such losses expire as follows:
<TABLE>
<CAPTION>
Templeton
Capital Money Natural Global IncomeU.S. Government

Capital loss carryovers expiring in:
<S>

</TABLE>

Growth Fund

<C> <C>
............... S -- $ 418
............... -- 523
............... -- 7,568
............... 52,275 -
............... 72,043 -
$124,318 $8,509

<C> <C>

$-- $--

-- 3,177,046
146,066 --
3,313,056 --

$3,459,122 $3,177,046

Net investment income differs for financial statement and tax purposes primarily

due to differing treatments of defaulted securities,
transactions and passive foreign investment company shares.

Net realized capital gains (losses)
purposes primarily due to differing treatments of wash sales,
transactions and passive foreign investment company shares.

foreign currency

differ for financial statement and tax
foreign currency
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14,556,689
826,481
117,217
$15,500,387

Market Fund Resources Fund Securities FundSecurities Fund


http://www.secdatabase.com

5. INVESTMENT TRANSACTIONS

Purchases and sales of securities (excluding short-term securities) for the year
ended December 31, 1997 were as follows:
<TABLE>
<CAPTION>
Capital Growth and High
Growth Fund Income Fund Income Fund
<S> <C> <C> <C>
PUXCRESES vt ii it ittt ittt ii e $53,313,651 $414,215,808 $181,050,190
S T $12,529,762 $432,694,455 $158,999,308
Natural Real Estate Rising
Resources Fund Securities FundDividends Fund
<S> <C> <C> <C>
PUXCRhASES v iii ittt it ittt iii e $75,994,137 $112,311,261 $248,171,154
SalES vt e e e e e $90,416,734 $ 42,363,479 $250,457,133
Templeton Templeton Templeton
Global Global Income International
Growth Fund Securities Fund Equity Fund
<S> <C> <C> <C>
PUXCRASES vttt ittt it it it ine e $213,511,561 $335,843,030 $276,913,365
S = T $150,419,188 $352,329,328 $426,441,780
Utility
Equity Fund
<S> <C>
PUIFChASES vttt ettt et et eeee s eseeeeeenenn $181,219,988
LS N P $484,923,207
</TABLE>

6. FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

Each of the Funds listed below has been a party to financial instruments with

off-balance-sheet risk, primarily forward exchange contracts,

in order to

minimize the impact on the Funds from adverse changes in the relationship

between the U.S.

dollar and foreign currencies and interest rates.

These

instruments involve market risk in excess of the amount recognized on the

Statement of Assets and Liabilities.
offsetting contracts.
to meet the terms of their contracts,

amount indicates the extent of the Funds'

Some of these risks have been minimized by
Risks arise from the possible inability of counterparties
future movement in currency values and

interest rates and contract positions that are not exact offsets.

The contract
involvement in such contracts.

A forward exchange contract is an agreement between two parties to exchange
different currencies at a specific rate at an agreed future date. At December

31, 1997,
purchase of currencies as set out below.
financial statements at the Funds'

net equity,

the Funds have outstanding forward exchange contracts for the sale or

The contracts are reported in the
as measured by the difference

between the forward exchange rates at the reporting date and the forward
exchange rates at the day of entry into the contract.

Mutual Discovery Securities Fund

<TABLE>
<CAPTION>
Contracts to Sell
<S> <C>
1,218,798 Australian Dollar........
41,039,048 Belgium Franc ...........
6,570,885 British Pound ...........
995,103 British Pound ...........
1,851,590 Canadian Dollar .........
21,153,939 Danish Krone ............
3,351,757 Dutch Guilder ...........
4,227,511 Dutch Guilder ...........

18,330,699 Finnish Markka

16,184,931 French Franc ............
13,506,223 French Franc ............
6,276,784 French Franc ............
6,057,828 French Franc ............
1,710,297 German Mark .............
3,165,367,394 Italian Lira .....oceeo...
1,950,000 New Zealand Dollar.......
2,529,410 Norwegian Krone .........
1,245,225 Norwegian Krone .........
49,419,666 Spanish Peseta ..........
1,075,344 Swedish Krona ...........

Swedish Krona ...........

55,360,775

(Foreign exchange currency)

..................................... U.s.
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Exchange for

Income

Mutual
Discovery

Mutual Shares

Securities FundSecurities FundSecurities Fund

<C>
$190,117,572
$246,716,352

Small Cap Fund
<C>
$240,959,022
$150,179,483
Templeton
International
Smaller
Companies Fund
<C>
$25,746,255
$ 4,470,071
Zero Coupon
Fund - 2000
<C>
$ 7,386,810
$33,868,007

In

<C>
$ 863,610
1,159,295
10,929,390
1,682,719
1,349,129
3,128,841
1,704,313
2,122,244
3,428,767
2,787,011
2,329,138
1,059,493
1,020,960
964,787
1,800,141
1,212,900
352,256
172,612
329,062
142,524
7,379,370

<C>
$194,371,303
$ 51,699,659
Templeton
Developing
Markets
Equity Fund
<C>
$144,803,070
$100,117,840

Templeton
Pacific
Growth Fund

<C>
$ 32,727,397
$112,719,806

Zero Coupon
Fund - 2005

<C>
$ 3,520,500
$17,256,706

Settlement Date

<C>

2/06/98
2/09/98
1/20/98
2/17/98
2/27/98
1/26/98
3/17/98
6/10/98
3/03/98
4/17/98
2/17/98
2/27/98
6/11/98
3/18/98
7/02/98
2/17/98
3/09/98
3/10/98
2/18/98
1/21/98
3/18/98

<C>
$328,584,654
$ 76,226,746

Templeton
Global Asset
Allocation Fund

<C>
$70,509,868
$41,707,470

U.S.
Securities Fund
<C>
$129,256,468
$237,707,776
Zero Coupon
Fund - 2010
<C>
$ 9,571,090
$15,909,091

Government

Unrealized
Gain (Loss)
<C>
$ 68,595
51,400
148,493
52,199
51,064
37,230
43,575
17,544
51,905
81,503
78,727
13,070
5,280
9,839
8,973
85,024
7,929
3,092
4,270
7,006
392,366
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3,051,782 SWISS FrAlNC vttt ittt ettt et eeeeeeeeenaaeeeeeeeeeenennaneeeennns

9,116,335 SWEedIish KIOma v vi it ittt ittt ittt ettt ee ettt eeeeeennnnnaaaaeenns
Contracts to Buy (Foreign exchange currency)

4,500,000 Hong KOong Dollar. ittt inenenenenenennns

Net unrealized gain on offsetting forward foreign currency contracts .........

Unrealized gain on forward foreign currency contracts ...........c.ceeeene..

6. FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

(cont.)

Mutual Discovery Securities Fund (cont.)

1,773,227
1,057,341
301,000
1,523,517
22,048,393
5,905,464
19,795,842
91,016,871
5,610,413

Contracts to Sell (Foreign exchange currency)
British Pound .. ... i i i i e e e
British Pound ....... i i i i i e e e
Canadian DOLLIar .ttt ittt it ittt ittt
French FrancC ... ...ttt ittt ittt
French FranC ...t ittt ittt ittt ittt
Hong Kong DOLlar ..ttt ittt eneinenenenenenennns
NOXrWegian KIOME ..ttt ittt ittt ettt ettt e e eeeneenaeeneeanenns
Spanish Peseta ittt e e e e e e e e
Swedish Krona ...ttt ittt it e it i

Contracts to Buy (Foreign exchange currency)

18,000,000 Belgium FranC . u ittt ettt ettt ettt et eaeeeeeeneeneeeneennenns
1,437,029 GeIMAN MATK ittt ittt ettt ettt ettt

500,000 New Zealand DoOLllar . v v v it in e e eeeeeeeeeeeeeeeennneeeeeeeeeenns
5,644,361 Swedish Krona ..ttt ittt ettt
Unrealized loss on forward foreign currency contracts ...........eceueeennen.

Net unrealized gain on forward foreign currency contracts

Mutual Shares Securities Fund

Contracts to Sell (Foreign exchange currency)

7,885,890 British PoOUNAd & iii ittt ettt ettt et eeeeeeaeeeneeneeeneens
1,080,604 British Pound ...ttt e i e e
4,939,902 DUELCh GUI LT ottt ittt ittt et et e e ettt ettt e et e,
1,907,788 DULCh GUILAET ittt ettt et et ettt ettt e e ettt eeeeeennnnnas
15,194,102 el Y o V) o N 1 o= o L
12,674,052 FreNCh FranC vttt ettt ettt et ettt eeeeeeenaeeeseeeeeeeennnnnns
17,534,756 FrenCh FralC v vi ittt ettt tee et ettt eeeeeeeeeeeeeneeeneenns
984,084,375 Ttalian Lira ettt ittt i ettt e e e e
6,611,554 Norwegian KIONE ...ttt ittt ittt ittt tetetnnenenenenenan
33,400,385 SWEALISh KIOMa v ittt ittt ettt ettt ettt et ettt
29,230,434 SWEAISh KIOMa v iii ittt ittt ittt ettt ettt eeeeeenennnaaaaeenns
Net unrealized gain on offsetting forward foreign currency contracts .........
Unrealized gain on forward foreign currency contracts ...........eceueeenenen.

Contracts to Sell (Foreign exchange currency)

1,084,524 British PoOUNA & ti ittt ittt ittt ettt ittt eeeeeeneeeaeeneaeneens

15,390,000 French FranC .ttt ittt ittt ettt eneennnn

5,833,762 =Y o Vo) o N 10 oy o LN

2,936,392 NOXrWegian KIOME ..ttt ittt ittt ettt ettt eeeeaeeeaeenenannnens
Contracts to Buy (Foreign exchange currency)

3,242,429 French FrancC ... ..ottt ittt ittt

Unrealized loss on forward foreign currency contracts ...........eceueeenenen.

Net unrealized gain on forward foreign currency contracts

6. FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

(cont.)

Templeton Global Asset Allocation Fund

858,000
173,000
173,000
2,430,000

Contracts to Sell (Foreign exchange currency)
Australian Dollar ..ttt ittt ittt ittt
New Zealand Dollar ...t iiiniiiiiiiininieteeteneinenenenenennn
New Zealand Dollar ...ttt ittt ittt enennn
German Mark ...t i i e e e e e e i e e
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2,153,047
1,185,309

U.S.$49,256,918

U.s. $ 576,960

In
Exchange for
U.S.$ 2,860,215
1,674,723
210,108
249,075
3,663,201
760,181
2,684,546
584,810
701,523

U.S5.$13,388,382

U.s. $ 505,618
811,582
312,650
735,645

U.S.$ 2,365,495

In
Exchange for
U.S.$13,131,664
1,827,301
2,503,944
957,725
2,631,394
2,180,088
2,984,995
559,648
909,025
4,299,779
3,896,300

U.S.$35,881,863

U.s.$ 1,717,777
2,498,377
970,030

398,209

U.S.$ 5,584,393

U.S. $ 562,755

In
Exchange for
U.S. $ 591,162

106,879
102,589
1,379,036

6/10/98
5/15/98

1/14/98

Settlement Date
1/20/98
3/18/98
2/27/98
1/20/98
2/27/98
1/14/98
3/10/98
2/18/98
1/21/98

2/09/98
3/18/98
2/17/98
1/21/98

Settlement Date
1/20/98
2/17/98
3/17/98
6/10/98
2/17/98
4/17/98
6/11/98
7/02/98
3/09/98
1/21/98
3/18/98

3/18/98
1/20/98
2/27/98
3/10/98

1/20/98

Settlement Date
1/30/98
1/12/98
2/17/98
1/16/98

26,444
33,333

$1,278,861

$ 3,411
72,895

Unrealized
Gain (Loss)
$ (49,131
(55,246

(910

(4,367
(12,560
(1,454
(10,392
(13,365

(76,676)

Unrealized
Gain (Loss)
$ 193,229
56,684
56,308
7,917
99,748
61,466
45,048
2,790

8,997
90,550
207,169
829,906
2,693

Unrealized
Gain (Loss)
$ 31,574
6,537

2,526
26,967
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202,000 AUSEralian DOLllar ittt ittt e ettt e e ettt ettt
497,500 GEeIMAN MATK ittt ittt ettt ettt e e e e e eeeneeeeeeeeeeeaannnnnas
1,492,000 GermMan MarK &ttt ettt et ettt e et e
152,000 Australian DOLllar ..ttt ittt ittt e e
86,500 New Zealand DOLllar ..ttt eneeneenn
101,000 AUSEralian DOLllar ittt ittt et ettt et ettt ettt e e e
995,000 GEYMAN MATK ittt ittt ettt e ettt ettt ieeaeeeeeeeeeeaennnnans

Net unrealized gain on offsetting forward foreign currency contracts

Unrealized gain on forward foreign currency contracts

Contracts to Sell (Foreign exchange currency)

86,500 New Zealand DOLlar ...ttt eneennenn
Contracts to buy (Foreign exchange currency)
202,000 AUSEralian DOLllar ittt ittt ittt ettt et ettt e e

Unrealized loss on forward foreign currency contracts

Net unrealized gain on forward foreign currency contracts

Templeton Global Income Fund

Contracts to Sell (Foreign exchange currency)

1,745,000 AUSETralian DOLLlar v v ittt et ettt eeeeeeeeeeneeeneeaeeenenn
1,308,000 AUSEralian DOLllar .. iv it ittt ettt ettt et ettt e

872,500 AUSEralian DOLllar ittt ittt ettt ettt e ettt eee et
7,423,000 AUSTTralian DOLllar ittt ittt ettt eee et eeeeeeeeennaeaaeeens
21,320,000 GeIMAN MAT K ittt ittt ettt e ettt e et
4,325,000 GermMan MarK ittt ettt et e ettt et e
8,650,000 German MarK ...ttt e e i i e e
4,325,000 German MarK ..ttt et ettt et e e ettt e
8,650,000 GeYMAN MATK ittt ittt ettt ettt ettt ettt et eeeeeeaanannas
1,714,000 New Zealand Dol lar . v vt iiiin e e eeeeeeeeeeeeeeeennneeeeeeeeeennn

857,000 New Zealand DoOLllar . v v v iiii e e e eeeeeeeeeeeeeeennnneeeeeeeeeenns
1,714,000 New Zealand DoOLllar . v v v v iiieeeeeeeeeeeeeeeeeeennaeeeeeeeeennns

Net unrealized gain on offsetting forward foreign currency contracts

Unrealized gain on forward foreign currency contracts

6. FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (cont.)

Templeton Global Income Fund (cont.)

Contracts to Sell (Foreign exchange currency)

857,000 New Zealand DOl lar v vt iiieneeeeeeeeeeeeeeeeeenneeeeeeeeeeennn
Contracts to Buy (Foreign exchange currency)
1,745,000 AUSETralian DOLlar v iiit ittt ettt ettt ettt e e e

Net unrealized loss on offsetting forward foreign currency contracts
Unrealized loss on forward foreign currency contracts

Net unrealized gain on forward foreign currency contracts

</TABLE>
7. CREDIT RISK AND DEFAULTED SECURITIES

The High Income Fund and the Income Securities Fund have 93.5% and 37.2%,
respectively, of their portfolios invested in lower rated and comparable quality
unrated high yield securities, which tend to be more sensitive to economic
conditions than higher rated securities. The risk of loss due to default by the
issuer may be significantly greater for the holders of high yielding securities
because such securities are generally unsecured and are often subordinated to
other creditors of the issuer. At December 31, 1997 the Income Securities Fund
held defaulted security with a value of $1,650,000 representing .1% of the
Fund's net assets. For information as to specific securities, see the
accompanying Statement of Investments.

For financial reporting purposes, the Funds discontinue accruing income on
defaulted bonds and provide an estimate for losses on interest receivable.

The High Income Fund has investments in excess of 10% of their total net assets

in the Wireless Communication industry. Such concentration may subject the Fund
more significantly to economic changes occuring within that industry.

8. RESTRICTED SECURITIES
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132,795
281,077
839,830
99,227
50,499
66,801
562,147

U.S.$ 4,212,042

U.s. S 49,828

U.Ss. $ 134,078

In
Exchange for
U.S.$ 1,147,163
853,875
577,072
5,114,447
12,099,200
2,443,530
4,851,374
2,449,662
4,887,006
1,058,909
500,317
1,016,402

$36,998,957

In
Exchange for
U.S. $ 493,675

U.S.$ 1,158,244

1/20/98
1/20/98
1/21/98
1/21/98
1/22/98
1/22/98
1/23/98

1/21/98

1/30/98

Settlement Date
1/20/98
1/21/98
1/22/98
1/30/98
1/16/98
1/20/98
1/21/98
1/21/98
1/23/98
1/12/98
1/22/98
2/17/98

Settlement Date
1/21/98

1/30/98

Unrealized
Gain (Loss)
$ 9,335

974

8,131
273,160
236,601
36,482
36,984
42,467
72,028
64,762
3,694
25,028
809,646
403,008

Unrealized
Gain (Loss)
$ (2,992)

$ (20,153)
(311,580)
(334,725)
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The Funds may purchase securities through a private offering that generally
cannot be sold to the public without prior registration under the Securities Act
of 1933. The costs of registering such securities are paid by the issuer.
Restricted securities held at December 31, 1997 are as follows:

<TABLE>

<CAPTION>

Quantity Issuer Acquisition Date Cost
Income Securities Fund

<S> <C> <C> <C> <C>
419,424 2 1 o) o T 3/30/93 - 9/27/96 $6,112,066
$160,000 CMS Energy Corp., 7.75% quarterly cvt. pfd. ....iiiiiiiieiinnneennn. 6/18/97 8,000,000

Total Restricted Securities (0.99% of Net Assets) ..ot

Real Estate Securities Fund
866,067 Pacific Retail Trust (2.56% Net ASSELS) 't uuitetenenenenenenenenenennns 8/30/96 - 4/30/97 $9,841,261

Utility Equity Fund
$175,000 CMS Energy Corp., 7.75%, quarterly cvt. Pfd. (1.00% of Net Assets) ... 6/18/97 $8,750,000

8. RESTRICTED SECURITIES (cont.)

Quantity Issuer Acquisition D
Mutual Discovery Securities Fund
<S> <C>
272,449 RE ACQUISItIon LLC .ttt ittt ittt tite ittt et ittt it e ettt enns 4/11/97
115,000 Laser Mortgage Management TINC. ... eeeuune et enneeeeenneeeeeneeeeeeneeeeeenneeeenneeneens 11/26/97
515 Golden Ocean Group LEd, WES ittt ittt ittt ettt ettt ettt ettt et eeneenneeneeanenns 8/25/97
$250,000 Golden Ocean Group Ltd., 10.00%, 8/31/0L ittt ttineeeeeneeseeneeeeennneeeenneennnnns 8/25/97

Total Restricted Securities (0.01% Of Net ASSELS) ittt ittt ittt ittt ittt

Mutual Shares Securities Fund

220,000 Laser Mortgage ManagemMent TNC. o« ue e eeeunnseeennneeeeenneeeeeeneeeeenneeeeenneeeeenneeeeens 11/26/97
935 Golden Ocean GrouUpP LEd, WES v it uuiuetttuneeeeeneeeeeeneeeeeeneeseeeneeeeeenneeeenneeeennn 8/25/97
$450,000 Golden Ocean Group Ltd., 10.00%, 8/31/0L .ttt ittt tetteeeeeeeeeeeeneeneeneennnn 8/25/97

Total Restricted Securities (0.09% Of NEl ASSEES) v ittt ittt teeeeeneeeeeeeeeeeneeeeeeeeeeenneees

</TABLE>
9. LENDING OF PORTFOLIO SECURITIES

The Income Securities Fund, the Natural Resources Fund, the Real Estate
Securities Fund, the Small Cap Fund, and the Utility Equity Fund loan securities
to certain brokers for which it receives cash collateral against the loaned
securities in an amount equal to at least 102% of the market value of the loaned
securities. Net interest income from the investment of the cash collateral
received and the value of the loaned securities at December 31, 1997 were as

follows:
<TABLE>
<CAPTION>
Income Natural Real Estate

Securities FundResources Fund Securities FundSmall Cap Fund
<S> <C> <C> <C> <C>
INtETresSt INCOME ittt ittt ettt e ettt ettt et e eeeeaeeanannn $ 8,189 $ 4,428 $ 161,287 $ 110,873
Value of loaned SeCUritiesS . uuiuiienee e eneeeeeeennnennens $521,375 $519, 638 $15,121,695 $5,756,505
</TABLE>

10. OTHER CONSIDERATIONS

Advisers, as the manager for the Income Securities Fund, may serve as a member
of various credit committees, representing credit interests in certain corporate
restructuring negotiations. Currently, Advisers serves on the credit committees
for Harvard Industries, Inc. As a result of this involvement, Advisers may be in
possession of certain material non-public information. Advisers has not nor does
it intend to sell any of its holdings in these securities while in possession of
this information.

FRANKLIN VALUEMARK FUNDS
Report of Independent Accountants

To the Shareholders and Board of Trustees
of Franklin Valuemark Funds:

We have audited the accompanying statements of assets and liabilities of each of
the twenty-three Funds comprising the Franklin Valuemark Funds including each
Fund's statement of investments, as of December 31, 1997, and the related
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Value

<C>
$ 3,512,676
10,367,730

ate Value

<C>
$ 272,449
1,667,500
2,575
205,000

$ 2,147,524

$ 3,190,000
4,675
369,000

Utility
Equity Fund

<C>

$ 33,855
$13,567,125
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statements of operations for the year then ended, the statements of changes in
net assets for each of the two years in the period then ended, and the financial
highlights for each of the periods presented. These financial statements and
financial highlights are the responsibility of the Funds' management. Our
responsibility is to express an opinion on these financial statements and
financial highlights based on our audits.

We conducted our audits in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements and financial
highlights are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial
statements. Our procedures included confirmation of securities owned as of
December 31, 1997, by correspondence with the custodians and brokers. An audit
also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements and financial highlights referred to
above present fairly, in all material respects, the financial position of each
of the Funds comprising the Franklin Valuemark Funds, as of December 31, 1997,
the results of their operations for the year then ended, the changes in their
net assets for each of the two years in the period then ended, and their
financial highlights for each of the periods presented, in conformity with
generally accepted accounting principles.

COOPERS & LYBRAND L.L.P.

San Francisco, California

February 3, 1998

Franklin Valuemark Funds Annual Report December 31, 1997.
APPENDIX

DESCRIPTION OF GRAPHIC MATERIAL OMITTED FROM EDGAR FILING (PURSUANT TO ITEM 304
(a) OF REGULATION S-T)

GRAPHIC MATERIAL (1)
The following line graph hypothetically compares the performance of the Capital

Growth Fund to that of the S&P 500 and Russell 1000 Index, based on a $10,000
investment from 5/1/96 to 12/31/97.

Capital Growth Fund S&P500 Russell 1000
5/1/96 $10,000 $10,000 $10,000
5/31/96 $10,220 $10,258 $10,240
6/30/96 $10,180 $10,297 $10,251
7/31/96 $ 9,790 $9,842 $9,757
8/31/96 $10,180 $10,050 $10,023
9/30/96 $10,910 $10,615 $10,586
10/31/96 $10,880 $10,908 $10,820
11/30/96 $11,750 $11,733 $11,618
12/31/96 $11, 360 $11,501 $11,430
1/31/97 $11,910 $12,219 $12,108
2/28/97 $11,470 $12,315 $12,154
3/31/97 $10,870 $11,809 $11,607
4/30/97 $11,290 $12,514 $12,235
5/31/97 $12,270 $13,276 $13,018
6/30/97 $12,479 $13,870 $13,557
7/31/97 $13,290 $14,974 $14,666
8/31/97 $12,959 $14,136 $13,974
9/30/97 $13,740 $14,911 $14,739
10/31/97 $13,099 $14,413 $14,262
11/30/97 $13,320 $15,080 $14,881
12/31/97 $13,440 $15,339 $15,183

GRAPHIC MATERIAL (2)

The following line graph hypothetically compares the performance of the Mutual
Discovery Securities Fund to that of the S&P 500 and Russell 2000 Index, based
on a $10,000 investment from 11/8/96 to 12/31/97.

Mutual Discovery Securities S&P500 Russell 2000
11/8/96 $10,000 $10,000 $10,000
11/30/96 $10,130 $10,554 $10,302
12/31/96 $10,200 $10, 345 $10,572
1/31/97 $10,660 $10,992 $10,783
2/28/97 $10,790 $11,078 $10,523
3/31/97 $10,690 $10,622 $10,026
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4/30/97
5/31/97
6/30/97
7/31/97
8/31/97
9/30/97
10/31/97
11/30/97
12/31/97

$10,630
$10,910
$11,325
$11,735
$11,715
$12,356
$11,975
$12,025
$12,175

GRAPHIC MATERIAL (3)

$11,257
$11,942
$12,477
$13,470
$12,716
$13,413
$12,965
$13,565
$13,798

$10,054
$11,172
$11, 651
$12,193
512,472
$13,385
512,798
$12,714
$12,937

This chart shows in pie format the Natural Resources Securities Fund's sector
based on total net assets.

breakdown on December 31,

Energy

Gold & Precious Metals

Chemicals
REITs
Steel

Paper & Forest Products
Service/Related Industries

Base Metals
Cash & Equivalents

GRAPHIC MATERIAL (4)

1997,

53.
19.
7.

R NN W

o° o° oo

o

o° o oo

W N> UO J 0w W
o

oo

The following line graph hypothetically compares the performance of the Natural
Resources Securities Fund to that of the S&P 500 and FT/S&P Actuaries World

(Energy 50%/Basic Industries 50%)

from 1/24/89 to 12/31/97.

Natural
Resources
Securities Fund
01/24/89 $10,000
01/31/89 $10,020
02/28/89 $10,080
03/31/89 $10,150
04/30/89 $10,220
05/31/89 $10,090
06/30/89 $10,360
07/31/89 $10,500
08/31/89 $10,750
09/30/89 $11,110
10/31/89 $11,180
11/30/89 $12,230
12/31/89 $12,430
01/31/90 $12,920
02/28/90 $12,180
03/31/90 $12,038
04/30/90 $11,258
05/31/90 $11,947
06/30/90 $11,380
07/31/90 $12,038
08/31/90 $11,694
09/30/90 $11,501
10/31/90 $10,448
11/30/90 $10,185
12/31/90 $10,651
01/31/91 $9,831
02/28/91 $10,701
03/31/91 $10,610
04/30/91 $10,560
05/31/91 $10,853
06/30/91 $11,258
07/31/91 $11,382
08/31/91 $10,814
09/30/91 $10,834
10/31/91 $11,227
11/30/91 $11, 361
12/31/91 $10,617
01/31/92 $11,340
02/29/92 $11,165
03/31/92 $10,752
04/30/92 $10,607
05/31/92 $11,123
06/30/92 $11,407
07/31/92 $11,492
08/31/92 $11,120
09/30/92 $10,982
10/31/92 $10,313
11/30/92 $9,612
12/31/92 $9,941
01/31/93 $9,867
02/28/93 $10,355

S&P 500

R O € S I 2 € € 2 L L B 2 T 2 2 2 € € € I 2 T O 2 2R 2k 2k O RE O (O R O

10,000
10,165

9,912
10,143
10,670
11,102
11,038
12,035
12,271
12,221
11,937
12,181
12,473
11,636
11,786
12,099
11,797
12,948
12,861
12,820
11,661
11,093
11,045
11,759
12,087
12,614
13,516
13,843
13,876
14,474
13,811
14,455
14,797
14,550
14,745
14,151
15,770
15,476
15,676
15,370
15,822
15,900
15,663
16,303
15,969
16,156
16,211
16,762
16,968
17,111
17,344

Composite Index, ba

sed on a $10,000 investment

FT/S&P Actuaries World:

R (€ S 2 2 T O O O O B 2 T ©2 i €2 i O € € {2 O 2 2 2 2 e 2 (2 € € R 2 O O IR 2 R 2k R R R Ol

Energy 50% / Basic Industries 50%

Composite Index
10,000
10,114
10,247
10,553
10,698
10,298
10,079
10,937
10,710
10,961
10,774
11,276
11,869
11,489
11,209
10,547
10,297
11,287
11,083
11,812
11,021
10,082
10,669
10,360
10,419
10,397
11,592
11,174
11,391
11,435
10,847
11,388
11,278
11,586
11,828
11,009
11,468
11,242
10,982
10,584
11,099
11,627
11,098
11,038
11,260
11,164
10,600
10,512
10,616
10,679
11,122
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03/31/93
04/30/93
05/31/93
06/30/93
07/31/93
08/31/93
09/30/93
10/31/93
11/30/93
12/31/93
01/31/94
02/28/94
03/31/94
04/30/94
05/31/94
06/30/94
07/31/94
08/31/94
09/30/94
10/31/94
11/30/94
12/31/94
01/31/95
02/28/95
03/31/95
04/30/95
05/31/95
06/30/95
07/31/95
08/31/95
09/30/95
10/31/95
11/30/95
12/31/95
1/31/96
2/29/96
3/31/96
4/30/96
5/31/96
6/30/96
7/31/96
8/31/96
9/30/96
10/31/96
11/30/96
12/31/96
1/31/97
2/28/97
3/31/97
4/30/97
5/31/97
6/30/97
7/31/97
8/31/97
9/30/97
10/31/97
11/30/97
12/31/97

GRAPHIC MATERIAL

$11,343
$12,108
$13,658
$13,737
$14,957
$13,823
$12,689
$13,887
$13,769
$15,471
$15,578
$14,925
$15,096
$14,390
$14,861
$14,559
$14,839
$15,495
$16,508
$15,915
$14,645
$15,172
$13,385
$13,988
$15,291
$15,442
$15,334
$15,319
$15,815
$15,716
$15,782
$14,018
$15,242
$15,529
518,098
$18,231
$18,319
$18,418
$19,124
$16,862
$16,512
$17,144
$16,184
$16,297
$16,150
$16,150
$15,347
$17,099
$15,314
$14,466
$15,359
514,771
$14,828
$15,104
$16,113
$14,817
$13,154
$13,085

(5)

000NN

17,710
17,281
17,742
17,794
17,723
18,394
18,253
18,631
18,454
18,677
19,312
18,789
17,969
18,199
18,498
18,045
18,637
19,401
18,927
19,353
18,649
18,925
19,415
20,172
20,767
21,378
22,233
22,748
23,504
23,563
24,557
24,468
25,543
26,036
26,921
27,171
27,432
27,835
28,553
28,662
27,395
27,973
29,548
30,363
32,659
32,012
34,013
34,278
32,870
34,832
36,953
38,609
41,682
39,348
41,504
40,118
41,975
42,697

R 2 {2 T O B o B 2 2 2 € {2 ¢ ¢ S 2 V2 2 B (€ O 2 I O B2 2 V2 e (2 e () B ) B ¢ R R R O O R

11,834
12,523
12,796
12,490
12,800
13,277
13,010
13,234
12,481
13,048
14,054
13,836
13,351
14,044
14,085
14,034
14,571
14,964
14,687
15,332
14,452
14,449
14,268
14,381
15,135
15,775
15,759
15,427
16,178
15,699
15,872
15,540
16,082
16,682
16,992
17,108
17,820
18,299
18,222
18,169
17,562
17,893
18,444
18,835
19,505
19,408
19,509
19,358
19,629
19,631
20,768
21,499
22,271
21,240
22,136
20,815
20,063
19,688

The following line graph hypothetically compares the performance of the Small
Cap Fund to that of the S&P 500 and Russell 2500 Index, based on a $10,000

investment from 11/1/95 to 12/31/97.

11/1/95
11/30/95
12/31/95
1/31/96
2/29/96
3/31/96
4/30/96
5/31/96
6/30/96
7/31/96
8/31/96
9/30/96
10/31/96
11/30/96
12/31/96
1/31/97
2/28/97
3/31/97
4/30/97
5/31/97

Small Cap Fund
$10,000
$ 9,700
$10,230
$10,370
$10,850
$11,140
$12,250
$12,760
$12,154
$11,054
$12,114
$12,654
$12,404
$12,964
$13,204
$13,494
$12,864
$11,954
$12,034
$13,744

S&P500
$10,000
$10,439
$10, 640
$11,002
$11,105
$11,211
$11,376
$11,669
$11,714
$11,196
$11,432
$12,076
$12,409
$13,347
$13,083
$13,901
$14,009
$13,433
$14,235
$15,102

Russell 2500
$10,000
$10,427
$10,605
$10,681
$11,002
$11,227
$11,745
$12,063
$11,693
$10,837
$11,460
$11,957
$11,878
$12,451
$12,622
$12,970
$12,777
$12,198
$12,353
$13,491
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6/30/97 $14,269 $15,779 $14,043

7/31/97 $15,175 $17,035 $14,866
8/31/97 $15,330 $16,081 $15,072
9/30/97 $16,813 $16,962 $16,058
10/31/97 $16,103 $16,396 $15,337
11/30/97 $15,721 $17,155 $15,406
12/31/97 $15,504 $17,450 $15,697

GRAPHIC MATERIAL (6)

This chart shows in pie format the Templeton Developing Market Equity Fund's
geographic distribution on December 31, 1997, based on total net assets.

Asia 37.3%
Latin America 36.8%
Europe 10.5%
Mid-East/Africa 5.3%
Short-Term & Other Net Assets 10.1%

GRAPHIC MATERIAL (7)

The following line graph hypothetically compares the performance of the
Templeton Developing Markets Equity Fund to that of the MSCI World Index and IFC
Investable Composite Index, based on a $10,000 investment from 3/15/94 to
12/31/97.

FVF Templeton

Developing IFC Investable
Markets Equity MSCI World Composite

Portfolio Index Index
INCEPT $10,000 $10,000 $10,000
Mar-94 $10,000 $ 9,774 $ 9,452
Apr-94 $10,060 $10,078 $ 9,272
May-94 $10,040 $10,105 $ 9,491
Jun-94 $ 9,990 $10,079 $ 9,154
Jul-94 $10,250 $10,272 $ 9,811
Aug-94 $10,530 $10,583 $11,073
Sep-94 $10,520 $10,307 $11,347
Oct-94 $10,410 $10,602 $10,972
Nov-94 $10,000 $10,144 $10,551
Dec-94 $ 9,560 $10,245 $ 9,434
Jan-95 $ 8,910 $10,0093 $ 8,173
Feb-95 $ 8,780 $10,242 S 8,067
Mar-95 $ 9,150 $10,737 $ 8,052
Apr-95 $ 9,540 $11,114 S 8,385
May-95 $ 9,800 $11,211 $ 8,698
Jun-95 $ 9,855 $11,210 S 8,749
Jul-95 $10,438 $11,773 $ 9,028
Aug-95 $10,167 $11,513 S 8,786
Sep-95 $10,096 $11,850 S 8,722
Oct-95 $ 9,735 $11,666 $ 8,391
Nov-95 $ 9,664 $12,073 $ 8,349
Dec-95 $ 9,825 $12,428 $ 8,639
Jan-96 $10,880 $12,655 $ 9,375
Feb-96 $10,659 $12,734 $ 9,156
Mar-96 $10,860 $12,949 $ 9,290
Apr-96 $11,222 $13,255 $ 9,662
May-96 $11,382 $13,269 $ 9,580
Jun-96 $11,390 $13,339 $ 9,692
Jul-96 $10,782 $12,870 $ 9,056
Aug-96 $10,957 $13,021 $ 9,336
Sep-96 $11,194 $13,533 $ 9,474
Oct-96 $11,184 $13,629 $ 9,271
Nov-96 $11,617 $14,396 $ 9,408
Dec-96 $11,947 $14,168 $ 9,449
Jan-97 $12,833 $14,340 $10,117
Feb-97 $13,214 $14,508 $10,611
Mar-97 $12,957 $14,224 $10,350
Apr-97 $13,101 $14,691 $10,174
May-97 $13,730 $15,601 $10,519
Jun-97 $14,275 $16,381 $10,974
Jul-97 514,826 $17,138 $11,084
Aug-97 $13,449 $15,994 $ 9,669
Sep-97 $14,243 $16,865 $ 9,985
Oct-97 $11,573 $15,980 $ 8,343
Nov-97 $10,958 $16,266 $ 7,943
Dec-97 $10,905 $16,466 S 8,047

GRAPHIC MATERIAL (8)

This chart shows in pie format the Templeton Global Growth Fund's geographic
distribution on December 31, 1997, based on total net assets.

Europe 39.1%
North America 25.3%
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GRAPHIC MATERIAL (9)

The following line graph hypothetically compares the performance of the
Templeton Global Growth Fund to that of the MSCI World Index, based on a $10,000
investment from 3/15/94 to 12/31/97.

Templeton Global Growth Fund MSCI World Index
3/15/94 $10,000 $10,000
3/31/94 $10,030 $ 9,774
4/30/94 $10,079 $10,077
5/31/94 $10,118 $10,105
6/30/94 $10,020 $10,079
7/31/94 $10,295 $10,272
8/31/94 $10,551 $10,583
9/30/94 $10,482 $10,307
10/31/94 $10,492 $10,602
11/30/94 $10,285 $10,144
12/31/94 $10, 315 $10,245
1/31/95 $10,226 $10,093
2/28/95 $10,335 $10,242
3/31/95 $10,335 $10,737
4/30/95 $10,630 $11,114
5/31/95 $10,896 $11,211
6/30/95 $11,053 $11,209
7/31/95 $11,498 $11,773
8/31/95 $11,399 $11,512
9/30/95 $11,617 $11,850
10/31/95 $11,231 $11,666
11/30/95 $11,310 $12,073
12/31/95 $11,627 $12,428
1/31/96 $12,132 $12,655
2/29/96 $12,181 $12,734
3/31/96 $12,379 $12,949
4/30/96 $12,706 $13,255
5/31/96 $12,894 $13,269
6/30/96 $12,886 $13,339
7/31/96 $12,416 $12,870
8/31/96 $12,814 $13,021
9/30/96 $12,988 $13,533
10/31/96 $13,080 $13,629
11/30/96 $13,672 $14,396
12/31/96 $14,102 $14,168
1/31/97 $14,510 $14,340
2/28/97 $14,592 $14,508
3/31/97 $14,561 $14,224
4/30/97 $14,623 $14,691
5/31/97 $15,287 $15,601
6/30/97 $16,058 $16,381
7/31/97 $16,684 $17,138
8/31/97 $16,246 $15,994
9/30/97 $17,164 $16,865
10/31/97 $15,891 $15,980
11/30/97 $15,839 $16,265
12/31/97 $16,006 $16,466

GRAPHIC MATERIAL (10)

This chart shows in pie format the Templeton International Equity Fund's
geographic distribution on December 31, 1997, based on total net assets.

Europe 56.8%
Latin America 10.8%
Australia/New Zealand 4.0%
North America 3.6%
Asia 3.4%
Mid-East/Africa 0.8%
Short-Term & Other Net Assets 20.6%

GRAPHIC MATERIAL (11)

The following line graph hypothetically compares the performance of the
Templeton International Equity Fund to that of the MSCI EAFE Index and MSCI All
Country World ex-U.S. Free Index, based on a $10,000 investment from 1/27/92 to
12/31/97.

Templeton International MSCI EAFE MSCI AC World
Equity Fund Index ex-U.S. Free Index
1/27/92 $10,000 $10,000 $10,000
1/31/92 $10,000 $10,183 $9,837
2/29/92 $10,000 $9,821 $9,535
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3/31/92 $10,000 $9,176 $8,958

4/30/92 $10,010 $9,221 $8,988

5/31/92 $10,270 $9,841 $9,534

6/30/92 $10,040 $9,378 $9,074

7/31/92 $9,760 $9,141 $8,880

8/31/92 $9,860 $9,717 $9,354

9/30/92 $9,740 $9,529 $9,162

10/31/92 $9,570 $9,032 $8,760

11/30/92 $9,670 $9,119 $8,808

12/31/92 $9,760 $9,169 $8,882

1/31/93 $9, 630 $9,171 $8,881

2/28/93 $9,770 $9,451 $9,153

3/31/93 $9,930 $10,277 $9,906

4/30/93 $10,200 $11,255 $10,781
5/31/93 $10,410 $11,496 $11,021
6/30/93 $10,218 $11,319 $10,889
7/31/93 $10,419 $11,718 $11,251
8/31/93 $11,132 $12,353 $11,855
9/30/93 $11,042 $12,078 $11,611
10/31/93 $11,694 $12,453 $12,031
11/30/93 $11,403 $11,367 $11,115
12/31/93 $12,547 $12,190 $11,982
1/31/94 $13,461 $13,224 $12,967
2/28/94 $13,230 $13,190 $12,869
3/31/94 $12,748 $12,624 $12,280
4/30/94 $12,868 $13,163 $12,696
5/31/94 $12,939 $13,090 $12,701
6/30/94 $12,601 $13,278 $12,791
7/31/94 $13,117 $13,409 $12,999
8/31/94 $13,512 $13,729 $13,436
9/30/94 $13,249 $13,299 $13,104
10/31/94 $13,461 $13,746 $13,456
11/30/94 $12,885 $13,088 $12,807
12/31/94 $12,652 $13,173 $12,777
1/31/95 $12,389 $12,670 $12,197
2/28/95 $12,571 $12,637 $12,131
3/31/95 $12,531 $13,429 $12,816
4/30/95 $13,087 $13,937 $13,316
5/31/95 $13,330 $13,775 $13,257
6/30/95 $13,624 $13,537 $13,074
7/31/95 $14,202 $14,383 $13,816
8/31/95 $13,897 $13,838 $13,337
9/30/95 $14,202 $14,112 $13,565
10/31/95 $13,792 $13,736 $13,202
11/30/95 $13,824 $14,122 $13,512
12/31/95 $13,992 $14,695 $14,046
1/31/96 $14,464 $14,759 $14,239
2/29/96 $14,801 $14,812 $14,240
3/31/96 $15,032 $15,130 $14,505
4/30/96 $15,473 $15,574 $14,945
5/31/96 $15,693 $15,291 $14,721
6/30/96 $15,714 $15,381 $14,795
7/31/96 $15,235 $14,935 $14,303
8/31/96 $15,692 $14,972 $14,519
9/30/96 $15,848 $15,373 $14,745
10/31/96 $16,137 $15,220 $14,597
11/30/96 $16,750 $15,829 $15,160
12/31/96 $17,207 $15,629 $14,985
1/31/97 $17,507 $15,086 $14,709
2/28/97 $17,786 $15,336 $14,979
3/31/97 $18,042 $15,395 $14,948
4/30/97 $17,886 $15,481 $15,074
5/31/97 $18,565 $16,492 $16,005
6/30/97 $19,587 $17,406 $16,888
7/31/97 $20,100 $17, 690 $17,230
8/31/97 $19,683 $16,373 $15,874
9/30/97 $21,077 $17,294 $16,733
10/31/97 $19,659 $15,968 $15,308
11/30/97 $19,194 $15,809 $15,117
12/31/97 $19,218 $15,951 $15,291

GRAPHIC MATERIAL (12)

This chart shows in pie format the Templeton International Smaller Companies
Fund's geographic distribution on December 31, 1997, based on total net assets.

Europe 49.0%
Asia 18.3%
Latin America 8.8%
North America 5.6%
Mid-East/Africa 5.3%
Australia/New Zealand 4.6%
Short-Term & Other Net Assets 8.4%

GRAPHIC MATERIAL (13)
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The following line graph hypothetically compares the performance of the
Templeton International Smaller Companies Fund to that of the MSCI EAFE Index
and Salomon World ex-U.S. Extended Market Index, based on a $10,000 investment
from 5/1/96 to 12/31/97.

Templeton International Smaller Companies Fund Sal. World ex-US EMI
INCEPT $10,000 $10,000
May-96 $10,150 $9,922
Jun-96 $10,330 $9,923
Jul-96 $10,210 $9,548
Aug-96 $10,330 $9,644
Sep-96 $10,410 $9,698
Oct-96 $10,690 $9,660
Nov-96 $10,890 $9,819
Dec-96 $11,250 $9,638
Jan-97 $11,330 $9,430
Feb-97 $11,450 $9,588
Mar-97 $11,490 $9,461
Apr-97 $11,440 $9,320
May-97 $11,670 $9,917
Jun-97 $11,936 $10,141
Jul-97 $12,026 $9,988
Aug-97 $12,117 $9,562
Sep-97 $12,569 $9,732
Oct-97 $11,574 $9,347
Nov-97 $11,232 $8,930
Dec-97 $11,081 $8,733

GRAPHIC MATERIAL (14)

The following line graph hypothetically compares the performance of the
Templeton Pacific Growth Fund to that of the MSCI Pacific Index, based on a
$10,000 investment from 1/27/92 to 12/31/97.

Templeton Pacific Growth MSCI Pacific
Fund Index
1/27/92 $10,000 $10,000
1/31/92 $10,000 $9,949
2/29/92 $10,000 $9,253
3/31/92 $10,000 $8,375
4/30/92 $10,010 $7,993
5/31/92 $10,210 $8,618
6/30/92 $10,450 $7,942
7/31/92 $9,900 $7,834
8/31/92 $9,570 $8,908
9/30/92 $9,790 $8,706
10/31/92 $10,230 $8,401
11/30/92 $10,110 $8,561
12/31/92 $9,880 $8,465
1/31/93 $9,980 $8,450
2/28/93 $10,330 $8,862
3/31/93 $10,270 $9,935
4/30/93 $10,920 $11,519
5/31/93 $11,290 $11,856
6/30/93 $11,100 $11, 664
7/31/93 $11,230 $12,355
8/31/93 $11,770 $12,723
9/30/93 $11,840 $12,249
10/31/93 $13,110 $12,522
11/30/93 $12,970 $10,757
12/31/93 $14,610 $11,509
1/31/94 $14,720 $12,843
2/28/94 $14,300 $13,177
3/31/94 $13,330 $12,451
4/30/94 $13,520 $12,991
5/31/94 $14,080 $13,302
6/30/94 $13,704 $13,739
7/31/94 $13,956 $13,446
8/31/94 $14,549 $13,682
9/30/94 $14,006 $13,342
10/31/94 $14,097 $13,681
11/30/94 $13,191 $12,920
12/31/94 $13,322 $13,009
1/31/95 $12,356 $12,189
2/28/95 $12,869 $11,889
3/31/95 $13,191 $12,804
4/30/95 $13,372 $13,351
5/31/95 $13,895 $12,820
6/30/95 $13,639 $12,279
7/31/95 $14,166 $13,166
8/31/95 $14,001 $12,672
9/30/95 $14,259 $12,792
10/31/95 $13,691 $12,172
11/30/95 $13,763 $12,772
12/31/95 $14,384 $13,398
1/31/96 $15,552 $13,423
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2/29/96 $15,500 $13,273

3/31/96 $15,531 $13,683
4/30/96 $16,224 $14,381
5/31/96 $16,276 $13,759
6/30/96 $16,132 $13,764
7/31/96 $15,255 $13,134
8/31/96 $15,634 $12,790
9/30/96 $15,862 $13,210
10/31/96 $15,353 $12,599
11/30/96 $16,176 $12,943
12/31/96 $15,981 $12,272
1/31/97 $15,732 $11,241
2/28/97 $15,797 $11,477
3/31/97 $15,201 $11,059
4/30/97 $15,299 $11,291
5/31/97 $16,165 $12,397
6/30/97 $16,457 $13,167
7/31/97 $16,733 $12,854
8/31/97 $14,030 $11,581
9/30/97 $14,350 $11,538
10/31/97 $11,714 $10,139
11/30/97 $10,688 $9,582

12/31/97 $10,236 $9,163

GRAPHIC MATERIAL (15)

The following line graph hypothetically compares the performance of the Growth
and Income Fund to that of the S&P 500 and Consumer Price Index, based on a
$10,000 investment from 1/24/89 to 12/31/97.

Growth & Income Fund S&P 500 CPI
1/24/89 $10,000 S 10,000 $ 10,000
1/31/89 $10,020 S 10,165 $ 10,011
2/28/89 $10,080 $ 9,912 $ 10,052
3/31/89 $10,150 S 10,143 $ 10,111
4/30/89 $10,210 S 10,670 $ 10,176
5/31/89 $10,280 S 11,102 $ 10,234
6/30/89 $9,990 S 11,038 $ 10,259
7/31/89 $10,530 S 12,035 $ 10,284
8/31/89 $11,020 S 12,271 $ 10,300
9/30/89 $10,680 $ 12,221 $ 10,333
10/31/89 $10,040 S 11,937 $ 10,383
11/30/89 $10,110 S 12,181 $ 10,407
12/31/89 $10,290 S 12,473 $ 10,424
1/31/90 $9,760 S 11,636 $ 10,531
2/28/90 $9,920 S 11,786 $ 10,581
3/31/90 $10,159 S 12,099 $ 10,639
4/30/90 $9,958 S 11,797 $ 10,656
5/31/90 $10,824 S 12,948 $ 10,681
6/30/90 $10,693 S 12,861 $ 10,738
7/31/90 $10,623 S 12,820 $ 10,779
8/31/90 $9,736 S 11,661 $ 10,878
9/30/90 $9,343 S 11,093 $ 10,970
10/31/90 $9,242 S 11,045 $ 11,036
11/30/90 $9,776 S 11,759 $ 11,060
12/31/90 $10,048 S 12,087 $ 11,060
1/31/91 $10,683 S 12,614 $ 11,126
2/28/91 $11,127 S 13,516 $ 11,143
3/31/91 $11,147 S 13,843 $ 11,160
4/30/91 $11,177 S 13,876 $ 11,176
5/31/91 $11,600 S 14,474 $ 11,210
6/30/91 $10,853 S 13,811 $ 11,242
7/31/91 $11,243 S 14,455 $ 11,259
8/31/91 $11,623 S 14,797 $ 11,292
9/30/91 $11,541 S 14,550 $ 11,342
10/31/91 $11, 664 S 14,745 $ 11,359
11/30/91 $11,161 S 14,151 $ 11,392
12/31/91 $12,054 S 15,770 $ 11,400
1/31/92 $12,577 S 15,476 $ 11,417
2/29/92 $12,587 S 15,676 $ 11,458
3/31/92 $12,125 S 15,370 $ 11,516
4/30/92 $12,146 S 15,822 $ 11,532
5/31/92 $12,218 S 15,900 $ 11,548
6/30/92 $11,943 S 15,663 $ 11,590
7/31/92 $12,295 S 16,303 $ 11,614
8/31/92 $12,119 S 15,969 $ 11,647
9/30/92 $12,420 S 16,156 $ 11,679
10/31/92 $12,658 S 16,211 $ 11,720
11/30/92 $13,135 S 16,762 $ 11,737
12/31/92 $13,259 S 16,968 $ 11,729
1/31/93 $13,363 $ 17,111 $ 11,786
2/28/93 $13,280 S 17,344 $ 11,827
3/31/93 $13,653 S 17,710 $ 11,869
4/30/93 $13,477 S 17,281 $ 11,902
5/31/93 $13,840 S 17,742 $ 11,919
6/30/93 $13,676 S 17,794 $ 11,935
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7/31/93 $13,477 $ 17,723 $ 11,935
8/31/93 $13,979 $ 18,394 $ 11,969
9/30/93 $13,896 $ 18,253 $ 11,994
10/31/93 $14,105 $ 18,631 $ 12,043
11/30/93 $13,990 $ 18,454 $ 12,051
12/31/93 $14,627 $ 18,6717 $ 12,051
1/31/94 $15,453 $ 19,312 $ 12,084
2/28/94 $15,255 $ 18,789 $ 12,125
3/31/94 $14,345 $ 17,969 $ 12,166
4/30/94 $14,429 $ 18,199 $ 12,183
5/31/94 $14,471 $ 18,498 $ 12,192
6/30/94 $13,815 s 18,045 $ 12,233
7/31/94 $14,215 $ 18,637 $ 12,266
8/31/94 $14,689 $ 19,401 $ 12,315
9/30/94 $14,257 $ 18,927 $ 12,349
10/31/94 $14,457 $ 19,353 $ 12,357
11/30/94 $13,920 $ 18,649 $ 12,373
12/31/94 $14,131 $ 18,925 $ 12,373
1/31/95 $14,246 $ 19,415 $ 12,423
2/28/95 $14,815 $ 20,172 $ 12,472
3/31/95 $15,236 $ 20,767 $ 12,514
4/30/95 $15,689 $ 21,378 $ 12,555
5/31/95 $16,173 $ 22,233 $ 12,580
6/30/95 $16,273 $ 22,748 $ 12,605
7/31/95 $16,547 $ 23,504 $ 12,605
8/31/95 $16,744 $ 23,563 $ 12,638
9/30/95 $17,467 $ 24,557 $ 12,663
10/31/95 $17,335 $ 24,468 $ 12,705
11/30/95 $18,014 $ 25,543 $ 12,696
12/31/95 $18,770 $ 26,036 $ 12,687
1/31/96 $19,153 $ 26,921 $ 12,762
2/29/96 $18,956 $ 27,171 $ 12,803
3/31/96 $19,153 $ 27,432 $ 12,870
4/30/96 $19,252 $ 27,835 $ 12,920
5/31/96 $19,449 $ 28,553 $ 12,944
6/30/96 $19,810 $ 28,662 $ 12,952
7/31/96 $19,077 $ 27,395 $ 12,977
8/31/96 $19,346 $ 27,973 $ 13,001
9/30/96 $19,859 $ 29,548 $ 13,043
10/31/96 $20, 445 $ 30,363 $ 13,085
11/30/96 $21,422 $ 32,659 $ 13,110
12/31/96 $21,434 $ 32,012 $ 13,110
1/31/97 $22,045 $ 34,013 $ 13,151
2/28/97 $22,558 $ 34,278 $ 13,192
3/31/97 $22,069 $ 32,870 $ 13,225
4/30/97 $22,362 $ 34,832 $ 13,241
5/31/97 $23,547 $ 36,953 $ 13,233
6/30/97 $24,227 $ 38,609 $ 13,249
7/31/97 $25,478 $ 41,682 $ 13,265
8/31/97 $24,970 $ 39,348 $ 13,290
9/30/97 $26,364 $ 41,504 $ 13,323
10/31/97 $25,595 $ 40,118 $ 13,357
11/30/97 526,742 $ 41,975 $ 13,349
12/31/97 $27,381 $ 42,697 $ 13,333

GRAPHIC MATERIAL (16)

The following line graph hypothetically compares the performance of the Income
Securities Fund to that of the Lehman Brothers Government/Corporate Bond Index,
the S&P 500 and the Lipper Income Average, based on a $10,000 investment from
1/24/89 to 12/31/97.

Income LB Gov't/Corp. Bond Lipper Income

Securities Fund Index S&P500 Average
1/24/89 $10,000 $10,000 $10,000 $10,000
3/31/89 $10,150 $10,007 $10,143 $10,244
6/30/89 $10,280 $10,811 $11,039 $10,809
9/30/89 $10,460 $10,913 $12,221 $11,240
12/31/89 $10,900 $11,307 $12,473 $11,395
3/31/90 $10,693 $11,178 $12,097 $11,190
6/30/90 $11,030 $11,580 $12,858 $11,528
9/30/90 $10,101 $11,650 $11,092 $10,903
12/31/90 $10,091 $12,244 $12,085 $11,387
3/31/91 $11,754 $12,573 $13,841 $12,374
6/30/91 $12,452 $12,763 $13,809 $12,595
9/30/91 $13,448 $13,497 $14,548 $13,461
12/31/91 $13,999 $14,216 $15,767 $14,203
3/31/92 $14,935 $14,003 $15,369 $14,352
6/30/92 $15,515 $14,572 $15,661 $14,777
9/30/92 $15,855 $15,283 $16,154 $15,300
12/31/92 $15,983 $15,293 $16,966 $15,597
3/31/93 $16,979 $16,006 $17,708 $16,395
6/30/93 $17,671 $16,488 $17,795 $16,763
9/30/93 $18,367 $17,035 $18,254 $17,306
12/31/93 $18,954 $16,986 $18,677 $17,486
3/31/94 $18,151 $16,451 $17,969 $16,949
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6/30/94 $17,816 $16,247 $18,045 $16,879

9/30/94 $18,175 $16,328 $18,927 $17,224
12/31/94 $17,729 $16,388 $18,923 $16,988
3/31/95 $18,460 $17,204 $20,767 $17,934
6/30/95 $19,869 $18,319 $22,750 $19,012
9/30/95 $20,804 $18,669 $24,558 $19,907
12/31/95 $21,700 $19,539 $26,037 $20,801
3/31/96 $21,938 $19,082 $27,435 $21,200
6/30/96 $22,576 $19,172 $28,667 $21,586
9/30/96 $22,955 $19,511 $29,553 $22,009
12/31/96 $24,148 $20,108 $32,017 $23,048
3/31/97 $24,344 $19,935 $32,875 $23,037
6/30/97 $25,750 $20,661 $38,615 $24,847
9/30/97 $27,089 $21,384 541,508 $26,343
12/31/97 $28,275 $22,070 $42,697 $26,799

GRAPHIC MATERIAL (17)

The following line graph hypothetically compares the performance of the Mutual
Shares Securities Fund to that of the S&P 500 and the Lipper Growth & Income
Average, based on a $10,000 investment from 11/8/96 to 12/31/97.

Mutual Shares Lipper Growth

Securities Fund S&P500 & Income Average
11/8/96 $10,000 $10,000 $10,000
11/30/96 $10,120 $10,554 $10,477
12/31/96 $10, 350 $10,345 $10,367
1/31/97 $10,620 $10,992 $10,813
2/28/97 $10,730 $11,078 $10,869
3/31/97 $10,420 $10,622 $10,481
4/30/97 $10,510 $11,257 $10,858
5/31/97 $10,890 $11,942 $11,538
6/30/97 $11,145 $12,477 $11,982
7/31/97 $11,685 $13,470 $12,864
8/31/97 $11,625 $12,716 $12,434
9/30/97 $12,115 $13,413 $13,064
10/31/97 $11,805 $12,965 $12,606
11/30/97 $11,915 $13,565 $12,944
12/31/97 $12,185 $13,798 $13,160

GRAPHIC MATERIAL (18)

The following line graph hypothetically compares the performance of the Real
Estate Securities Fund to that of the S&P 500 and the Wilshire Real Estate
Securities Index, based on a $10,000 investment from 1/24/89 to 12/31/97.

Real Estate Securities Fund S&P 500 Wilshire Real Estate
Securities Index
1/24/89 $10,000 S 10,000 $ 10,000
1/31/89 $10,020 S 10,165 $ 10,037
2/28/89 $10,080 B 9,912 $ 10,063
3/31/89 $10,150 $ 10,143 $ 10,133
4/30/89 $10,220 $ 10,670 $ 10,318
5/31/89 $10,290 $ 11,102 $ 10,495
6/30/89 $10,540 S 11,038 $ 10,613
7/31/89 $10,850 S 12,035 $ 10,948
8/31/89 $10,990 S 12,271 $ 10,832
9/30/89 $10,750 S 12,221 $ 10,808
10/31/89 $10,450 $ 11,937 $ 10,268
11/30/89 $10,490 S 12,181 $ 10,115
12/31/89 $10,480 S 12,473 $ 10,111
1/31/90 $10,170 S 11,636 $ 9,634
2/28/90 $10,150 $ 11,786 $ 9,631
3/31/90 $10,249 $ 12,099 $ 9,608
4/30/90 $10,107 $ 11,797 $ 9,422
5/31/90 $10,178 $ 12,948 $ 9,381
6/30/90 $10,259 S 12,861 $ 9,398
7/31/90 $10,137 S 12,820 $ 9,038
8/31/90 $9,427 S 11,661 $ 7,983
9/30/90 $8,808 $ 11,093 $ 7,058
10/31/90 $8,564 $ 11,045 $ 6,549
11/30/90 $9,102 $ 11,759 $ 6,816
12/31/90 $9,224 S 12,087 $ 6,728
1/31/91 $10,158 S 12,614 $ 7,383
2/28/91 $10,381 S 13,516 $ 7,817
3/31/91 $11,081 $ 13,843 $ 8,513
4/30/91 $11,274 $ 13,876 $ 8,444
5/31/91 $11,406 S 14,474 $ 8,575
6/30/91 $11,096 S 13,811 $ 8,152
7/31/91 $11,233 S 14,455 $ 8,118
8/31/91 $11,191 S 14,797 $ 8,020
9/30/91 $11,413 $ 14,550 $ 7,928
10/31/91 $11,265 $ 14,745 $ 7,750
11/30/91 $11,180 S 14,151 $ 7,493
12/31/91 $11,909 S 15,770 $ 8,076
1/31/92 $12,987 $ 15,476 $ 8,456

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

2/29/92 $12,628 $ 15,676 $ 8,435
3/31/92 $12,396 $ 15,370 $ 8,253
4/30/92 $12,216 S 15,822 $ 8,116
5/31/92 $12,501 E 15,900 $ 8,148
6/30/92 $12,390 $ 15,663 $ 7,903
7/31/92 $12,886 $ 16,303 $ 7,932
8/31/92 $12,746 $ 15,969 $ 7,812
9/30/92 $12,929 S 16,156 $ 8,109
10/31/92 $13,135 S 16,211 $ 8,196
11/30/92 $13,286 B 16,762 $ 8,267
12/31/92 $13,804 $ 16,968 $ 8,673
1/31/93 $14,365 $ 17,111 $ 9,276
2/28/93 $14,883 $ 17,344 $ 9,725
3/31/93 $15,854 $ 17,710 $ 10,378
4/30/93 $15,228 B 17,281 $ 9,789
5/31/93 $15,099 S 17,742 $ 9,635
6/30/93 $15,619 $ 17,794 $ 9,888
7/31/93 $15,925 $ 17,723 $ 10,089
8/31/93 $16,351 $ 18,394 $ 10,298
9/30/93 $17,192 $ 18,253 $ 10,765
10/31/93 $17,072 $ 18,631 $ 10,463
11/30/93 $16,013 B 18,454 $ 10,006
12/31/93 $16,428 $ 18,677 $ 9,994
1/31/94 $16,723 $ 19,312 $ 10,294
2/28/94 $17,411 $ 18,789 $ 10,715
3/31/94 $16,799 $ 17,969 $ 10,219
4/30/94 $17,072 B 18,199 $ 10,334
5/31/94 $17,334 S 18,498 $ 10,548
6/30/94 $17,010 $ 18,045 $ 10,341
7/31/94 $16,976 $ 18,637 $ 10,364
8/31/94 $16,921 $ 19,401 $ 10,357
9/30/94 516,644 S 18,927 $ 10,184
10/31/94 $16,047 $ 19,353 $ 9,811
11/30/94 $15,471 S 18,649 $ 9,428
12/31/94 $16,943 $ 18,925 $ 10,159
1/31/95 $16,323 $ 19,415 $ 9,830
2/28/95 $16,611 $ 20,172 $ 10,138
3/31/95 $16,733 S 20,767 $ 10,197
4/30/95 $16,689 B 21,378 $ 10,123
5/31/95 $17,364 $ 22,233 $ 10,459
6/30/95 $17,658 $ 22,748 $ 10,641
7/31/95 $18,024 $ 23,504 $ 10,812
8/31/95 $18,413 $ 23,563 $ 10,944
9/30/95 $18,940 S 24,557 $ 11,145
10/31/95 $18,551 B 24,468 $ 10,800
11/30/95 $18,860 $ 25,543 $ 10,912
12/31/95 $19,912 S 26,036 $ 11,545
1/31/96 $20,359 $ 26,921 $ 11,704
2/29/96 $20,622 $ 27,171 $ 11,936
3/31/96 $20,645 S 27,432 $ 12,033
4/30/96 $20,702 B 27,835 $ 12,087
5/31/96 $21,114 $ 28,553 $ 12,356
6/30/96 $21,341 $ 28,662 $ 12,603
7/31/96 $21,174 $ 27,395 $ 12,491
8/31/96 $22,188 $ 27,973 $ 13,022
9/30/96 $22,889 S 29,548 $ 13,348
10/31/96 $23,343 S 30,363 $ 13,709
11/30/96 $24,107 $ 32,659 $ 14,278
12/31/96 $26,447 $ 32,012 $ 15,802
1/31/97 $26,782 $ 34,013 $ 16,028
2/28/97 $26,746 $ 34,278 $ 16,037
3/31/97 $26,949 S 32,870 $ 16,092
4/30/97 $26,256 B 34,832 $ 15,572
5/31/97 $27,212 $ 36,953 $ 16,036
6/30/97 $28,455 $ 38,609 $ 16,832
7/31/97 $29,228 $ 41,682 $ 17,385
8/31/97 $29,191 $ 39,348 $ 17,257
9/30/97 $32,034 B 41,504 $ 18,958
10/31/97 $30,837 B 40,118 $ 18,152
11/30/97 $31,386 $ 41,975 $ 18,517
12/31/97 $31,922 $ 42,697 $ 18,930

GRAPHIC MATERIAL (19)

The following line graph hypothetically compares the performance of the Rising
Dividends Fund to that of the Wilshire MidCap Growth Index, based on a $10,000
investment from 1/27/92 to 12/31/97.

Rising Dividends Fund Wilshire MidCap Growth Index
1/27/92 $10,000 S 10,000
1/31/92 $10,000 $ 10,039
2/29/92 $10,000 $ 10,208
3/31/92 $ 9,930 $ 9,801
4/30/92 $ 9,980 $ 9,568
5/31/92 $10,130 S 9,448
6/30/92 $ 9,990 S 9,019
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7/31/92 $10, 350 $ 9,513
8/31/92 $10,240 $ 9,315
9/30/92 $10,410 $ 9,478
10/31/92 $10,540 $ 9,864
11/30/92 $10, 860 $ 10,620
12/31/92 $10, 980 s 10,945
1/31/93 $10, 860 s 11,192
2/28/93 $10, 670 $ 10,815
3/31/93 $10, 760 s 11,147
4/30/93 $10,390 $ 10,681
5/31/93 $10,530 $ 11,290
6/30/93 $10,418 s 11,364
7/31/93 $10,418 s 11,263
8/31/93 $10,588 $ 11,834
9/30/93 $10,588 s 12,131
10/31/93 $10,749 s 12,196
11/30/93 $10,478 $ 12,005
12/31/93 $10,598 s 12,669
1/31/94 $10,739 s 13,116
2/28/94 $10,378 s 13,186
3/31/94 $ 9,916 s 12,401
4/30/94 $ 9,936 s 12,451
5/31/94 $10,077 s 12,261
6/30/94 $10,054 s 11,643
7/31/94 $10,156 s 11,927
8/31/94 $10,584 s 12,948
9/30/94 $10,340 s 12,845
10/31/94 $10,309 $ 13,159
11/30/94 $10,064 s 12,576
12/31/94 $10,166 s 12,785
1/31/95 $10,442 s 12,787
2/28/95 $10,748 $ 13,554
3/31/95 $10, 982 $ 14,055
4/30/95 511,064 s 14,264
5/31/95 $11,441 s 14,498
6/30/95 $11,565 $ 15,410
7/31/95 $11,815 s 16,704
8/31/95 $12,013 s 16,960
9/30/95 $12,409 s 17,433
10/31/95 512,304 $ 16,819
11/30/95 $12,940 s 17,702
12/31/95 $13,190 s 17,766
1/31/96 $13,451 s 18,073
2/29/96 $13,648 s 18,749
3/31/96 $13,648 $ 18,976
4/30/96 513,617 $ 20,102
5/31/96 $13,992 s 20,703
6/30/96 $14,146 $ 19,574
7/31/96 $13,731 s 17,899
8/31/96 $14,008 $ 19,204
9/30/96 514,731 s 20,112
10/31/96 $15,167 $ 19,543
11/30/96 $16,220 $ 20,643
12/31/96 $16,379 s 20,370
1/31/97 $16,709 $ 20,961
2/28/97 $17,177 $ 20,565
3/31/97 $16, 645 $ 19,300
4/30/97 517,071 $ 19,969
5/31/97 518,390 s 21,620
6/30/97 $19,055 s 22,371
7/31/97 $20,671 s 23,952
8/31/97 $20,250 s 23,768
9/30/97 $21,313 $ 25,332
10/31/97 $20,793 s 24,123
11/30/97 $21,291 s 24,266
12/31/97 $21,789 s 24,472

GRAPHIC MATERIAL (20)

This chart shows in pie format the Templeton Global Asset Allocation Fund's
asset allocation on December 31, 1997, based on total net assets.

Equity Securities 56.2%
Fixed-Income Securities 31.0%
Short-Term & Other Net Assets 12.8%

GRAPHIC MATERIAL (21)

The following line graph hypothetically compares the performance of the
Templeton Global Asset Allocation Fund to that of the MSCI World Index and the
JP Morgan Global Government Bond Index, based on a $10,000 investment from
5/1/95 to 12/31/97.

TempletonGlobal Asset MSCI World JP Morgan Global
Allocation Index Government Bond Index
5/01/95 $10,000 $10,000 $10,000
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5/31/95
6/30/95
7/31/95
8/31/95
9/30/95
10/31/95
11/30/95
12/31/95
1/31/96
2/29/96
3/31/96
4/30/96
5/31/96
6/30/96
7/31/96
8/31/96
9/30/96
10/31/96
11/30/96
12/31/96
1/31/97
2/28/97
3/31/97
4/30/97
5/31/97
6/30/97
7/31/97
8/31/97
9/30/97
10/31/97
11/30/97
12/31/97

GRAPHIC MATERIAL

(22)

$10,060
$10,120
$10,330
$10,280
$10,380
$10, 310
$10,420
$10, 690
$11,066
$11,137
$11,208
$11,411
$11,513
$11,569
$11,396
$11, 640
$11,915
$12,047
$12,587
$12,810
$13,024
$13,136
$13,055
$13,085
$13,502
$14,009
$14,760
$14, 655
$15,396
$14,342
$14,228
$14,311

$10,088
$10,086
$10,593
$10,359
$10,663
$10,497
$10,863
$11,183
$11,387
$11,458
$11,651
$11,927
$11,940
$12,002
$11,581
$11,716
$12,177
$12,264
$12,953
$12,748
$12,904
$13,054
$12,799
$13,219
$14,038
$14,739
$15,421
$14,392
$15,175
$14,379
$14,636
$14,816

$10,279
$10,343
$10,392
$10,103
$10,331
$10,432
$10,548
$10,679
$10,569
$10,508
$10,491
$10,453
$10,463
$10,555
$10,749
$10,794
$10,853
$11,069
$11,227
$11,148
$10,870
$10,794
$10,712
$10, 652
$10,903
$11,027
$10,987
$10,973
$11,217
$11,455
$11,317
$11,305

The following line graph hypothetically compares the performance of the Utility

Equity Fund to that of the S&P 500,
Actuaries World Utilities Index,

12/31/97.

Utility

Equity Fund

1/24/89 $10,000
1/31/89 $10,020
2/28/89 $10,080
3/31/89 $10,150
4/30/89 $10,210
5/31/89 $10,610
6/30/89 $10,730
7/31/89 $11,260
8/31/89 $11,100
9/30/89 $11,160
10/31/89 $11,260
11/30/89 $11,500
12/31/89 $12,140
1/31/90 $11,680
2/28/90 $11,750
3/31/90 $11,668
4/30/90 $11,153
5/31/90 $11,607
6/30/90 $11,678
7/31/90 $11,839
8/31/90 $11,103
9/30/90 $11,113
10/31/90 $11,899
11/30/90 $12,192
12/31/90 $12,363
1/31/91 $12,232
2/28/91 $12,676
3/31/91 $12,888
4/30/91 $12,989
5/31/91 $12,968
6/30/91 $12,871
7/31/91 $13,379
8/31/91 $13,742
9/30/91 $14,218
10/31/91 $14,426
11/30/91 $14,706
12/31/91 $15,276
1/31/92 $14,757
2/29/92 $14,726
3/31/92 $14,633
4/30/92 $15,068
5/31/92 $15,358
6/30/92 $15,541
7/31/92 $16,377

LAy A Oy

the Consumer Price Index and the FT/S&P

based on a $10,000 investment from 1/24/89 to

S&P500
10,000
10,165

9,912
10,143
10,670
11,102
11,038
12,035
12,271
12,221
11,937
12,181
12,473
11,636
11,786
12,099
11,797
12,948
12,861
12,820
11,661
11,093
11,045
11,759
12,087
12,614
13,516
13,843
13,876
14,474
13,811
14,455
14,797
14,550
14,745
14,151
15,770
15,476
15,676
15,370
15,822
15,900
15,663
16,303

CPI
10,000
10,011
10,052
10,111
10,176
10,234
10,259
10,284
10,300
10,333
10,383
10,407
10,424
10,531
10,581
10,639
10,656
10, 681
10,738
10,779
10,878
10,970
11,036
11,060
11,060
11,126
11,143
11,160
11,176
11,210
11,242
11,259
11,292
11,342
11,359
11,392
11,400
11,417
11,458
11,516
11,532
11,548
11,590
11,614
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FT/S&P Actuaries World
Utilities Index
$10,000
$10,076
$ 9,731
$ 9,424
$ 9,821
$ 9,842
$ 9,718
$10,818
$10,348
$10,740
$10,587
$11,178
$11,720
$10,829
$10,524
$10,021
$ 9,769
$10,744
$10,436
$10,377
$ 9,566
$ 9,095
$10,159
$10,152
$10,362
$10,563
$11,060
$10,830
$10,925
$11,016
$10,552
$11,140
$11,331
$11,720
$11,884
$11,694
$12,515
$11,978
$11,830
$11,451
$11,838
$12,128
$11,985
$12,447
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8/31/92 $16,314 $ 15,969 S 11,647 $12,752
9/30/92 $16,388 $ 16,156 S 11,679 $12,519
10/31/92 $16,282 $ 16,211 $ 11,720 $12,260
11/30/92 $16,303 $ 16,762 $ 11,737 $12,512
12/31/92 $16,737 $ 16,968 $ 11,729 $12,831
1/31/93 $17,001 $ 17,111 $ 11,786 $13,004
2/28/93 $17,922 S 17,344 $ 11,827 $13,661
3/31/93 $18,081 $ 17,710 S 11,869 $14,447
4/30/93 $18,091 $ 17,281 $ 11,902 $14,726
5/31/93 $18,017 $ 17,742 $ 11,919 $14,983
6/30/93 $18,457 $ 17,794 $ 11,935 $15,273
7/31/93 $18,824 $ 17,723 $ 11,935 $15,647
8/31/93 $19,343 $ 18,394 $ 11,969 $16,312
9/30/93 $19,245 $ 18,253 S 11,994 $16,063
10/31/93 $19,127 $ 18,631 $ 12,043 $16,349
11/30/93 $18,220 $ 18,454 $ 12,051 $15,497
12/31/93 $18,501 $ 18,677 $ 12,051 $15,982
1/31/94 $18,123 $ 19,312 $ 12,084 $16,533
2/28/94 $17,205 $ 18,789 $ 12,125 $15,846
3/31/94 $16,601 $ 17,969 S 12,166 $15,231
4/30/94 $16,989 $ 18,199 $ 12,183 $15,507
5/31/94 $16,104 $ 18,498 $ 12,192 $15,254
6/30/94 $15,353 $ 18,045 $ 12,233 $14,912
7/31/94 $16,141 $ 18,637 S 12,266 $15,303
8/31/94 $16,298 $ 19,401 S 12,315 $15,643
9/30/94 $15,893 $ 18,927 $ 12,349 $15,209
10/31/94 $16,197 $ 19,353 $ 12,357 $15,431
11/30/94 $16,287 $ 18,649 $ 12,373 $14,803
12/31/94 $16,219 $ 18,925 $ 12,373 $14,698
1/31/95 $17,164 $ 19,415 S 12,423 $14,817
2/28/95 $17,232 $ 20,172 S 12,472 $14,838
3/31/95 $16,984 $ 20,767 S 12,514 $15,255
4/30/95 $17,344 $ 21,378 $ 12,555 $15,792
5/31/95 $18,300 $ 22,233 $ 12,580 $16,005
6/30/95 $18,282 $ 22,748 $ 12,605 $16,095
7/31/95 $18,317 $ 23,504 $ 12,605 $16,557
8/31/95 $18,496 $ 23,563 $ 12,638 $16,504
9/30/95 $19,543 S 24,557 S 12,663 $17,296
10/31/95 $19,984 S 24,468 $ 12,705 $17,135
11/30/95 $20,317 $ 25,543 $ 12,696 $17,356
12/31/95 $21,305 $ 26,036 $ 12,687 $17,943
1/31/96 $21,686 $ 26,921 S 12,762 $18,194
2/29/96 $21,293 $ 27,171 S 12,803 $17,995
3/31/96 $21,281 $ 27,432 S 12,870 $17,826
4/30/96 $20,841 $ 27,835 $ 12,920 $18,304
5/31/96 $21,305 $ 28,553 $ 12,944 $18,147
6/30/96 $22,247 $ 28,662 $ 12,952 $18,381
7/31/96 $21,080 $ 27,395 S 12,977 $17,486
8/31/96 $21,531 $ 27,973 S 13,001 $17,494
9/30/96 $21,657 $ 29,548 $ 13,043 $17,718
10/31/96 $22,360 $ 30,363 $ 13,085 $18,147
11/30/96 $22,761 $ 32,659 $ 13,110 $19,034
12/31/96 $22,811 $ 32,012 $ 13,110 $19,457
1/31/97 $23,301 $ 34,013 S 13,151 $19,611
2/28/97 $23,276 S 34,278 S 13,192 $19,719
3/31/97 $22,510 $ 32,870 S 13,225 $19,161
4/30/97 $22,297 S 34,832 $ 13,241 $19,440
5/31/97 $23,715 $ 36,953 $ 13,233 $20,725
6/30/97 $24,493 $ 38,609 $ 13,249 $21,683
7/31/97 $25,076 $ 41,682 $ 13,265 $21,988
8/31/97 $24,223 $ 39,348 S 13,290 $20,920
9/30/97 $25,489 S 41,504 $ 13,323 $22,326
10/31/97 $25,062 $ 40,118 $ 13,357 $22,002
11/30/97 $26,726 $ 41,975 $ 13,349 $23,542
12/31/97 $28,918 $ 42,697 $ 13,333 $24,521

GRAPHIC MATERIAL (23)

The following line graph hypothetically compares the performance of the High
Income Fund to that of the CS First Boston High Yield Index and the Consumer
Price Index, based on a $10,000 investment from 1/24/89 to 12/31/97.

High Income Fund CS First Boston High Yield CPI
1/24/89 $10,000 $ 10,000 S 10,000
1/31/89 $10,020 S 10,045 S 10,011
2/28/89 $10,080 $ 10,092 $ 10,052
3/31/89 $10,150 S 10,019 S 10,111
4/30/89 $10,220 S 9,995 S 10,176
5/31/89 $10,290 S 10,233 S 10,234
6/30/89 $10,300 $ 10,380 S 10,259
7/31/89 $10,330 S 10,403 $ 10,284
8/31/89 $10,370 $ 10,402 $ 10,300
9/30/89 $10,300 S 10,166 S 10,333
10/31/89 $10,070 S 9,912 S 10,383
11/30/89 $10,050 S 9,931 S 10,407
12/31/89 $10,130 $ 9,887 S 10,424
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1/31/90 $9,920 $ 9,539 $ 10,531
2/28/90 $9,770 $ 9,362 $ 10,581
3/31/90 $9,924 $ 9,632 $ 10,639
4/30/90 $9,831 S 9,672 $ 10,656
5/31/90 $9,893 $ 9,874 $ 10,681
6/30/90 $10,152 $ 10,185 $ 10,738
7/31/90 $10,379 $ 10,514 $ 10,779
8/31/90 $9,893 $ 10,028 $ 10,878
9/30/90 $9,251 $ 9,263 $ 10,970
10/31/90 $8,879 $ 9,030 $ 11,036
11/30/90 $9,076 $ 9,212 $ 11,060
12/31/90 $9,251 $ 9,256 $ 11,060
1/31/91 $9,345 $ 9,510 $ 11,126
2/28/91 $9,934 $ 10,330 $ 11,143
3/31/91 $10,286 $ 10,971 $ 11,160
4/30/91 $10,566 S 11,426 $ 11,176
5/31/91 $10, 659 $ 11,483 $ 11,210
6/30/91 $10,907 $ 11,784 $ 11,242
7/31/91 $11,168 $ 12,182 $ 11,259
8/31/91 $11,372 $ 12,404 $ 11,292
9/30/91 $11,519 $ 12,686 $ 11,342
10/31/91 $11,803 $ 13,105 $ 11,359
11/30/91 $11,939 $ 13,210 $ 11,392
12/31/91 $12,007 $ 13,307 $ 11,400
1/31/92 $12,392 $ 13,848 $ 11,417
2/29/92 $12,608 $ 14,185 $ 11,458
3/31/92 $12,778 $ 14,396 $ 11,516
4/30/92 $12,857 $ 14,408 $ 11,532
5/31/92 $13,038 $ 14,604 $ 11,548
6/30/92 $13,161 $ 14,748 $ 11,590
7/31/92 $13,411 $ 14,975 $ 11,614
8/31/92 $13,637 $ 15,182 $ 11,647
9/30/92 $13,744 $ 15,281 $ 11,679
10/31/92 $13,577 $ 15,122 $ 11,720
11/30/92 $13,839 $ 15,349 $ 11,737
12/31/92 $13,993 $ 15,522 $ 11,729
1/31/93 $14,255 $ 15,946 $ 11,786
2/28/93 $14,481 $ 16,261 $ 11,827
3/31/93 $14,695 $ 16,605 $ 11,869
4/30/93 $14,754 $ 16,699 $ 11,902
5/31/93 $14,897 $ 16,943 $ 11,919
6/30/93 $15,206 $ 17,250 $ 11,935
7/31/93 $15,317 $ 17,429 $ 11,935
8/31/93 $15,403 $ 17,577 $ 11,969
9/30/93 $15,403 $ 17,677 $ 11,994
10/31/93 $15,921 $ 18,001 $ 12,043
11/30/93 $16,020 $ 18,228 $ 12,051
12/31/93 $16,192 $ 18,457 $ 12,051
1/31/94 $16,537 $ 18,786 $ 12,084
2/28/94 $16,414 $ 18,814 $ 12,125
3/31/94 $15, 637 s 18,261 $ 12,166
4/30/94 $15,415 S 18,016 $ 12,183
5/31/94 $15,465 $ 18,119 $ 12,192
6/30/94 $15,619 $ 17,998 $ 12,233
7/31/94 $15,593 $ 18,082 $ 12,266
8/31/94 $15,710 $ 18,212 $ 12,315
9/30/94 $15,762 $ 18,285 $ 12,349
10/31/94 $15,788 $ 18,298 $ 12,357
11/30/94 $15, 684 $ 18,086 $ 12,373
12/31/94 $15,853 $ 18,278 $ 12,373
1/31/95 $16,112 $ 18,469 $ 12,423
2/28/95 $16,735 $ 18,924 $ 12,472
3/31/95 $16,904 $ 19,138 $ 12,514
4/30/95 $17,398 $ 19,562 $ 12,555
5/31/95 $17,878 $ 20,114 $ 12,580
6/30/95 $17,971 $ 20,247 $ 12,605
7/31/95 $18,221 $ 20,561 $ 12,605
8/31/95 $18,277 $ 20,618 $ 12,638
9/30/95 $18,471 $ 20,855 $ 12,663
10/31/95 $18,721 $ 21,087 $ 12,705
11/30/95 $18,666 $ 21,186 $ 12,696
12/31/95 $18,985 $ 21,455 $ 12,687
1/31/96 $19,347 $ 21,863 $ 12,762
2/29/96 $19,541 $ 21,979 $ 12,803
3/31/96 $19,402 $ 21,919 $ 12,870
4/30/96 $19,500 $ 22,038 $ 12,920
5/31/96 $19,652 $ 22,216 $ 12,944
6/30/96 $19,701 $ 22,265 $ 12,952
7/31/96 $19,899 $ 22,465 $ 12,977
8/31/96 $20,250 $ 22,710 $ 13,001
9/30/96 $20,739 $ 23,101 $ 13,043
10/31/96 $20,938 $ 23,295 $ 13,085
11/30/96 $21,319 $ 23,658 $ 13,110
12/31/96 $21,625 $ 24,120 $ 13,110
1/31/97 $21,762 $ 24,296 $ 13,151
2/28/97 $22,144 $ 24,752 $ 13,192
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3/31/97 $21,594 $ 24,475 S 13,225
4/30/97 $21,854 S 24,693 $ 13,241
5/31/97 $22,358 S 25,189 $ 13,233
6/30/97 $22,671 S 25,532 $ 13,249
7/31/97 $23,271 $ 26,073 $ 13,265
8/31/97 $23,321 $ 26,214 S 13,290
9/30/97 $23,788 $ 26,733 $ 13,323
10/31/97 $23,605 S 26,730 $ 13,357
11/30/97 $23,888 S 26,920 S 13,349
12/31/97 $24,105 S 27,165 $ 13,333

GRAPHIC MATERIAL (24)

This chart shows in pie format the Templeton Global Income Securities Fund's
geographic distribution on December 31, 1997, based on total net assets.

North America 36.7%
Europe 32.1%
Latin America 21.3%
Australia/New Zealand 5.9%
Short-Term & Other Net Assets 4.0%

GRAPHIC MATERIAL (25)

The following line graph hypothetically compares the performance of the
Templeton Global Income Securities Fund to that of the JP Morgan Global
Government Bond Index and the Consumer Price Index, based on a $10,000
investment from 1/24/89 to 12/31/97.

Templeton Global Income JP Morgan Global

Securities Fund Gov. Bond Index CPI
1/24/89 $10,000 $10,000 $10,000
1/31/89 $10,020 $ 9,977 $10,012
2/28/89 $10,080 $ 9,961 $10,052
3/31/89 $10,150 $ 9,877 $10,110
4/30/89 $10,220 $10,039 $10,176
5/31/89 $10,290 $ 9,931 $10,234
6/30/89 $10,330 $10,157 $10,259
7/31/89 $10,510 $10,561 $10,285
8/31/89 $10,610 $10,249 $10,301
9/30/89 $10,600 $10,411 $10,333
10/31/89 $10,570 $10,545 $10,384
11/30/89 $10,760 $10,639 $10,408
12/31/89 $10, 930 $10,763 $10,424
1/31/90 $10,920 $10,602 $10,531
2/28/90 $10,850 $10,488 $10,581
3/31/90 $10,965 $10,423 $10,639
4/30/90 $10,944 $10,382 $10, 656
5/31/90 $11,138 $10,714 $10,681
6/30/90 $11,454 $10,908 $10,738
7/31/90 $11,729 $11,229 $10,779
8/31/90 $11,627 $11,141 $10,878
9/30/90 $11,617 $11,245 $10,969
10/31/90 $11,688 $11,690 $11,035
11/30/90 $11,882 $11,896 $11,060
12/31/90 $12,004 $12,028 $11,060
1/31/91 $12,147 $12,301 $11,126
2/28/91 $12,412 $12,313 $11,143
3/31/91 $12,147 $11,928 $11,159
4/30/91 $12,320 $12,072 $11,175
5/31/91 $12,463 $12,082 $11,208
6/30/91 $12,359 $11,921 $11,242
7/31/91 $12,605 $12,173 $11,258
8/31/91 $12,648 $12,426 $11,291
9/30/91 $12,982 $12,879 $11,341
10/31/91 $13,154 $13,006 $11,357
11/30/91 $13,132 $13,218 $11,390
12/31/91 $13,486 $13,886 $11,399
1/31/92 $13,454 $13,614 $11,415
2/29/92 $13,464 $13,575 $11,457
3/31/92 $13,475 $13,449 $11,515
4/30/92 $13,604 $13,561 $11,531
5/31/92 $13,871 $13,946 $11,547
6/30/92 $13,868 $14,327 $11,589
7/31/92 $14,014 $14,642 $11,614
8/31/92 $13,846 $15,032 $11, 646
9/30/92 $13,197 $15,017 $11,679
10/31/92 $13,477 $14,642 $11,721
11/30/92 $13,253 $14,383 $11,737
12/31/92 $13,432 $14,519 $11,729
1/31/93 $13,533 $14,765 $11,787
2/28/93 $13,734 $15,003 $11,828
3/31/93 $14,148 $15,233 $11,870
4/30/93 $14,574 $15,511 $11,903
5/31/93 $14,809 $15,609 $11,919
6/30/93 $14,778 $15,622 $11,936
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7/31/93 $14,825 $15,628 $11,935

8/31/93 $15,155 $16,091 $11,969
9/30/93 $15,107 $16,261 $11,993
10/31/93 $15,461 $16,253 $12,044
11/30/93 $15,155 $16,134 $12,052
12/31/93 $15,673 $16,299 $12,051
1/31/94 $15,967 $16,453 $12,085
2/28/94 $15,602 $16,272 $12,127
3/31/94 $15,131 $16,198 $12,168
4/30/94 $15,119 $16,185 $12,185
5/31/94 $15,178 $16,051 $12,192
6/30/94 $14,440 $16,242 $12,233
7/31/94 $14,670 $16,395 $12,266
8/31/94 $14,792 $16,353 $12,317
9/30/94 $14,779 $16,433 $12,349
10/31/94 $14,864 $16,679 $12,358
11/30/94 $14,864 $16,469 $12,374
12/31/94 $14,755 $16,508 $12,374
1/31/95 $14,658 516,841 $12,423
2/28/95 $14,888 $17,276 $12,473
3/31/95 $15,155 $18,155 $12,514
4/30/95 $15,494 $18,444 $12,555
5/31/95 $15,869 $18,958 $12,580
6/30/95 $15,940 $19,077 $12,605
7/31/95 $16,041 $19,167 $12,605
8/31/95 $15,839 $18,635 $12,639
9/30/95 $16,191 $19,054 $12,662
10/31/95 $16,455 $19,241 $12,704
11/30/95 $16,594 $19,455 $12,695
12/31/95 $16,921 $19,696 $12,687
1/31/96 $16,845 $19,494 $12,761
2/29/96 $16,644 $19,380 $12,803
3/31/96 $16,694 $19,350 $12,869
4/30/96 $16,820 $19,279 $12,918
5/31/96 $16,908 $19,298 $12,943
6/30/96 $17,135 $19,467 $12,951
7/31/96 $17,204 $19,825 $12,976
8/31/96 $17,421 $19,908 $13,001
9/30/96 $17,694 $20,017 $13,042
10/31/96 $18,048 $20,415 $13,083
11/30/96 $18,484 $20,706 $13,108
12/31/96 $18,552 $20,562 $13,108
1/31/97 $18,320 $20,048 $13,149
2/28/97 $18,239 $19,909 $13,189
3/31/97 $18,171 $19,758 $13,222
4/30/97 $18,266 $19,647 $13,237
5/31/97 $18,416 $20,110 $13,229
6/30/97 $18,615 $20,339 $13,245
7/31/97 $18,747 $20,264 $13,261
8/31/97 $18,689 $20,239 $13,286
9/30/97 $19,040 $20,688 $13,320
10/31/97 $18,806 $21,127 $13,353
11/30/97 $18,879 $20,873 $13,345
12/31/97 $19,011 $20,850 $13,333

GRAPHIC MATERIAL (26)

The following line graph hypothetically compares the performance of the U.S.
Government Securities Fund to that of the Lehman Brothers Intermediate
Government Bond Index and the Consumer Price Index, based on a $10,000
investment from 3/14/89 to 12/31/97.

U.S. Government

Securities Fund LB Interm Gov't Bond Index CPI
3/14/89 $10,000 S 10,000 S 10,000
3/31/89 $10,000 S 10,026 S 10,032
4/30/89 $10,000 S 10,228 S 10,097
5/31/89 $10,000 S 10,426 S 10,155
6/30/89 $10,050 S 10,692 S 10,179
7/31/89 $10,190 S 10,909 $ 10,203
8/31/89 $10,080 S 10,761 S 10,220
9/30/89 $10,140 S 10,813 S 10,252
10/31/89 $10,370 S 11,040 S 10,302
11/30/89 $10,470 S 11,149 S 10,326
12/31/89 $10,540 S 11,182 S 10,343
1/31/90 $10,420 $ 11,112 $ 10,449
2/28/90 $10,480 S 11,153 S 10,498
3/31/90 $10,510 S 11,167 S 10,556
4/30/90 $10,398 S 11,130 S 10,573
5/31/90 $10,671 S 11,368 S 10,597
6/30/90 $10,793 S 11,518 S 10, 655
7/31/90 $10,964 $ 11,680 $ 10,695
8/31/90 $10,894 S 11,637 S 10,794
9/30/90 $10,974 S 11,741 S 10,884
10/31/90 $11,096 S 11,904 S 10,950
11/30/90 $11,318 S 12,084 S 10,974
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12/31/90 $11,480 $ 12,251 $ 10,974
1/31/91 $11,652 S 12,377 $ 11,039
2/28/91 $11,753 S 12,452 S 11,056
3/31/91 $11,813 S 12,521 S 11,073
4/30/91 $11,904 $ 12,650 $ 11,089
5/31/91 $11,995 $ 12,721 $ 11,122
6/30/91 $12,011 $ 12,731 $ 11,155
7/31/91 $12,178 S 12,868 $ 11,171
8/31/91 $12,398 S 13,113 S 11,204
9/30/91 $12,649 S 13,336 S 11,253
10/31/91 $12,806 $ 13,488 $ 11,270
11/30/91 $12,890 $ 13,646 $ 11,303
12/31/91 $13,235 $ 13,977 $ 11,311
1/31/92 $13,046 $ 13,843 $ 11,328
2/29/92 $13,162 S 13,886 $ 11,368
3/31/92 $13,067 S 13,830 $ 11,426
4/30/92 $13,172 S 13,955 S 11,442
5/31/92 $13,465 $ 14,163 $ 11,458
6/30/92 $13,672 $ 14,367 $ 11,500
7/31/92 $13,953 $ 14,643 $ 11,524
8/31/92 $14,116 S 14,792 S 11,556
9/30/92 $14,278 S 14,996 $ 11,588
10/31/92 $14,040 S 14,816 S 11,629
11/30/92 $14,072 S 14,755 $ 11,645
12/31/92 $14,332 $ 14,946 $ 11,637
1/31/93 $14,635 $ 15,224 $ 11,694
2/28/93 $14,895 S 15,448 S 11,735
3/31/93 $14,971 S 15,505 $ 11,776
4/30/93 $15,057 S 15,626 S 11,809
5/31/93 $15,101 $ 15,583 $ 11,826
6/30/93 $15,374 $ 15,809 $ 11,842
7/31/93 $15,476 S 15,841 $ 11,842
8/31/93 $15,702 S 16,077 S 11,875
9/30/93 $15,702 S 16,143 $ 11,900
10/31/93 $15,781 S 16,182 S 11,949
11/30/93 $15,577 S 16,102 S 11,957
12/31/93 $15,724 $ 16,168 $ 11,957
1/31/94 $15,928 S 16,328 $ 11,990
2/28/94 $15,611 S 16,105 S 12,030
3/31/94 $15,058 $ 15,870 S 12,071
4/30/94 $14,911 S 15,767 S 12,088
5/31/94 $14,934 $ 15,778 S 12,097
6/30/94 $14,761 S 15,781 $ 12,138
7/31/94 $15,129 $ 15,987 S 12,171
8/31/94 $15,118 $ 16,034 $ 12,219
9/30/94 $14,809 $ 15,901 S 12,252
10/31/94 $14,738 S 15,904 S 12,261
11/30/94 $14,738 S 15,834 S 12,277
12/31/94 $14,928 $ 15,886 S 12,277
1/31/95 $15,260 $ 16,145 $ 12,326
2/28/95 $15,676 S 16,457 S 12,375
3/31/95 $15,759 $ 16,547 S 12,416
4/30/95 $15,996 S 16,739 S 12,457
5/31/95 $16,697 S 17,211 S 12,482
6/30/95 516,788 $ 17,321 $ 12,507
7/31/95 $16,737 $ 17,330 $ 12,507
8/31/95 $16,953 $ 17,472 S 12,539
9/30/95 $17,132 $ 17,589 $ 12,565
10/31/95 $17,361 S 17,783 S 12,606
11/30/95 $17,590 S 18,000 S 12,597
12/31/95 $17,832 $ 18,178 $ 12,588
1/31/96 $17,947 $ 18,331 $ 12,663
2/29/96 $17,641 S 18,136 S 12,703
3/31/96 $17,514 S 18,053 $ 12,769
4/30/96 $17,399 S 18,000 S 12,819
5/31/96 $17,323 S 17,991 S 12,843
6/30/96 $17,571 $ 18,175 $ 12,851
7/31/96 $17,613 S 18,231 S 12,875
8/31/96 $17,585 S 18,251 S 12,900
9/30/96 $17,928 $ 18,487 S 12,941
10/31/96 $18,312 S 18,790 S 12,983
11/30/96 $18,587 S 19,017 S 13,007
12/31/96 518,477 $ 18,915 $ 13,007
1/31/97 $18,559 S 18,987 S 13,049
2/28/97 $18,600 S 19,017 S 13,089
3/31/97 $18,504 $ 18,908 $ 13,122
4/30/97 $18,779 S 19,122 S 13,138
5/31/97 $18,957 S 19,271 $ 13,130
6/30/97 $19,167 $ 19,437 $ 13,146
7/31/97 $19,588 $ 19,795 $ 13,161
8/31/97 $19,457 S 19,719 S 13,186
9/30/97 $19,718 $ 19,934 $ 13,219
10/31/97 $19,950 S 20,168 S 13,253
11/30/97 $20,008 S 20,212 S 13,245
12/31/97 $20,197 $ 20,376 $ 13,229
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GRAPHIC MATERIAL

(27)

The following line graph hypothetically compares the performance of the Zero
Coupon 2000 Fund to that of the Merrill Lynch 5-Year Zero Index and the Consumer
Price Index, based on a $10,000 investment from 3/14/89 to 12/31/97.
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Yr Zero Index CPI
10,000 $ 10,000
10,040 $ 10,032
10,257 $ 10,097
10,571 $ 10,155
10,951 $ 10,179
11,344 $ 10,203
11,021 $ 10,220
11,066 $ 10,252
11,389 $ 10,302
11,534 $ 10,326
11,543 $ 10,343
11,346 $ 10,449
11,357 S 10,498
11,356 $ 10,556
11,240 $ 10,573
11,582 $ 10,597
11,771 $ 10,655
11,979 $ 10,695
11,822 $ 10,794
11,935 $ 10,884
12,179 $ 10,950
12,504 $ 10,974
12,721 $ 10,974
12,850 $ 11,039
12,895 $ 11,056
12,943 $ 11,073
13,149 $ 11,089
13,190 $ 11,122
13,162 $ 11,155
13,350 $ 11,171
13,748 $ 11,204
14,100 $ 11,253
14,321 $ 11,270
14,566 $ 11,303
14,914 $ 11,311
14,668 $ 11,328
14,693 $ 11,368
14,546 $ 11,426
14,670 S 11,442
15,035 $ 11,458
15,363 $ 11,500
15,802 $ 11,524
16,060 $ 11,556
16,410 $ 11,588
16,049 $ 11,629
15,869 $ 11,645
16,164 $ 11,637
16,659 $ 11,694
17,051 $ 11,735
17,124 $ 11,776
17,328 $ 11,809
17,239 $ 11,826
17,631 $ 11,842
17, 645 $ 11,842
18,059 $ 11,875
18,148 $ 11,900
18,157 $ 11,949
17,974 $ 11,957
18,069 $ 11,957
18,324 $ 11,990
17,895 $ 12,030
17,433 $ 12,071
17,220 $ 12,088
17,233 $ 12,097
17,196 $ 12,138
17,513 $ 12,171
17,571 $ 12,219
17,272 s 12,252
17,236 s 12,261
17,101 s 12,277
17,255 $ 12,277
17,422 $ 12,326
17,924 $ 12,375
17,998 $ 12,416
18,278 $ 12,457
19,149 $ 12,482
19,306 $ 12,507
19,211 $ 12,507
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8/31/95 $18,998 $ 19,395 $ 12,539
9/30/95 $19,138 $ 19,543 $ 12,565
10/31/95 $19,482 $ 19,850 S 12,606
11/30/95 $19,814 $ 20,219 $ 12,597
12/31/95 $20,056 S 20,474 $ 12,588
1/31/96 $20,286 $ 20,697 $ 12,663
2/29/96 $19,890 $ 20,303 $ 12,703
3/31/96 $19,648 $ 20,046 S 12,769
4/30/96 $19,495 $ 19,819 $ 12,819
5/31/96 $19,406 $ 19,722 $ 12,843
6/30/96 $19,637 $ 20,012 $ 12,851
7/31/96 $19,691 $ 19,694 $ 12,875
8/31/96 $19,664 $ 19,962 $ 12,900
9/30/96 $19,988 $ 20,331 S 12,941
10/31/96 $20,435 $ 20,853 S 12,983
11/30/96 $20,746 $ 21,214 $ 13,007
12/31/96 $20,543 $ 20,940 $ 13,007
1/31/97 $20,610 $ 20,982 S 13,049
2/28/97 $20,610 $ 20,963 S 13,089
3/31/97 $20,448 $ 20,716 S 13,122
4/30/97 $20,678 $ 21,019 $ 13,138
5/31/97 $20,854 $ 21,212 $ 13,130
6/30/97 $21,029 $ 21,443 S 13,146
7/31/97 $21,465 $ 22,091 $ 13,161
8/31/97 $21,348 $ 21,817 $ 13,186
9/30/97 $21,581 $ 22,170 S 13,219
10/31/97 $21,828 $ 22,552 $ 13,253
11/30/97 $21,843 $ 22,556 $ 13,245
12/31/97 $22,002 $ 22,842 S 13,229

GRAPHIC MATERIAL (28)

The following line graph hypothetically compares the performance of the Zero
Coupon 2005 Fund to that of the Merrill Lynch 10-Year Zero Index and the
Consumer Price Index, based on a $10,000 investment from 3/14/89 to 12/31/97.

Zero Coupon

2005 Fund ML 10-Yr Zero Index CPI
3/14/89 $10,000 $ 10,000 S 10,000
3/31/89 $10,000 $ 10,064 $ 10,032
4/30/89 $10,000 $ 10,339 $ 10,097
5/31/89 $10,070 $ 10,762 $ 10,155
6/30/89 $11,310 $ 11,405 S 10,179
7/31/89 $11,290 $ 11,714 S 10,203
8/31/89 $10,850 $ 11,360 S 10,220
9/30/89 $10,870 $ 11,408 $ 10,252
10/31/89 $11,500 $ 11,874 $ 10,302
11/30/89 $11,580 $ 11,973 $ 10,326
12/31/89 $11,530 $ 11,972 S 10,343
1/31/90 $10,630 $ 11,486 S 10,449
2/28/90 $10, 640 $ 11,460 S 10,498
3/31/90 $10,598 $ 11,451 $ 10,556
4/30/90 $10,024 $ 11,131 $ 10,573
5/31/90 $10,746 $ 11,663 $ 10,597
6/30/90 $11,065 $ 11,939 S 10,655
7/31/90 $11,171 $ 12,069 S 10,695
8/31/90 $10,290 $ 11,498 $ 10,794
9/30/90 $10,502 $ 11,629 $ 10,884
10/31/90 $10, 746 $ 12,005 $ 10,950
11/30/90 $11,521 $ 12,527 $ 10,974
12/31/90 $11,840 $ 12,809 S 10,974
1/31/91 $11,978 $ 12,938 S 11,039
2/28/91 $11,978 $ 12,955 £ 11,056
3/31/91 $11,893 $ 13,047 S 11,073
4/30/91 $12,127 $ 13,260 $ 11,089
5/31/91 $11,999 $ 13,244 $ 11,122
6/30/91 $11,857 $ 13,151 S 11,155
7/31/91 $12,066 $ 13,383 S 11,171
8/31/91 $12,663 $ 13,914 S 11,204
9/30/91 $13,292 $ 14,393 $ 11,253
10/31/91 $13,237 $ 14,462 $ 11,270
11/30/91 $13,303 S 14,666 $ 11,303
12/31/91 $14,065 $ 15,468 S 11,311
1/31/92 $13,579 $ 14,821 $ 11,328
2/29/92 $13,612 $ 14,910 $ 11,368
3/31/92 $13,513 $ 14,718 $ 11,426
4/30/92 $13,480 $ 14,658 $ 11,442
5/31/92 $13,976 $ 15,084 $ 11,458
6/30/92 $14,216 $ 15,437 S 11,500
7/31/92 $15,016 $ 16,152 $ 11,524
8/31/92 $15,132 $ 16,334 $ 11,556
9/30/92 $15,711 $ 16,792 $ 11,588
10/31/92 $15,143 $ 16,303 $ 11,629
11/30/92 $15,271 $ 16,288 $ 11,645
12/31/92 $15,793 $ 16,852 S 11,637
1/31/93 $16,291 $ 17,524 $ 11,694
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2/28/93 $17,196 $ 18,210 $ 11,735
3/31/93 $17,358 $ 18,261 S 11,776
4/30/93 $17,346 $ 18,516 S 11,809
5/31/93 $17,346 $ 18,414 $ 11,826
6/30/93 $18,520 $ 19,425 $ 11,842
7/31/93 $18,724 $ 19,585 $ 11,842
8/31/93 $19,360 $ 20,333 $ 11,875
9/30/93 $19,564 $ 20,575 S 11,900
10/31/93 $19,840 $ 20,661 $ 11,949
11/30/93 $19,084 $ 19,973 $ 11,957
12/31/93 $19,300 $ 20,149 $ 11,957
1/31/94 $19,864 $ 20,737 $ 11,990
2/28/94 $18,748 $ 19,748 S 12,030
3/31/94 $17,728 $ 18,733 S 12,071
4/30/94 $17,452 $ 18,439 S 12,088
5/31/94 $17,416 $ 18,347 $ 12,097
6/30/94 $17,163 $ 18,209 $ 12,138
7/31/94 $17,691 $ 18,732 $ 12,171
8/31/94 $17,641 $ 18,764 S 12,219
9/30/94 $16,999 $ 18,088 S 12,252
10/31/94 $16,899 $ 17,956 S 12,261
11/30/94 $16,999 $ 18,042 $ 12,277
12/31/94 $17,314 $ 18,356 $ 12,277
1/31/95 $17,704 $ 18,841 $ 12,326
2/28/95 $18,295 $ 19,566 S 12,375
3/31/95 $18,446 $ 19,701 S 12,416
4/30/95 $18,862 $ 20,085 $ 12,457
5/31/95 $20,497 $ 21,768 $ 12,482
6/30/95 $20,647 $ 22,056 $ 12,507
7/31/95 $20,279 $ 21,692 $ 12,507
8/31/95 $20,712 $ 22,121 S 12,539
9/30/95 $21,080 S 22,486 S 12,565
10/31/95 $21,657 $ 23,055 S 12,606
11/30/95 $22,248 $ 23,761 $ 12,597
12/31/95 $22,812 $ 24,341 $ 12,588
1/31/96 $22,891 $ 24,392 $ 12,663
2/29/96 $21,802 $ 23,233 S 12,703
3/31/96 $21,461 S 22,787 S 12,769
4/30/96 $21,067 $ 22,251 $ 12,819
5/31/96 $20,830 $ 22,109 $ 12,843
6/30/96 $21,295 $ 22,604 $ 12,851
7/31/96 $21,295 $ 22,598 $ 12,875
8/31/96 $21,101 $ 22,353 S 12,900
9/30/96 $21,670 $ 23,017 S 12,941
10/31/96 $22,531 $ 23,959 S 12,983
11/30/96 $23,197 $ 24,776 $ 13,007
12/31/96 $22,698 $ 24,129 $ 13,007
1/31/97 $22,614 $ 24,037 $ 13,049
2/28/97 $22,587 $ 24,016 S 13,089
3/31/97 $22,115 $ 23,355 S 13,122
4/30/97 $22,614 $ 23,960 S 13,138
5/31/97 $22,850 S 24,257 $ 13,130
6/30/97 $23,188 $ 24,716 $ 13,146
7/31/97 $24,285 $ 26,075 S 13,161
8/31/97 $23,737 $ 25,314 S 13,186
9/30/97 $24,285 S 26,040 S 13,219
10/31/97 $24,893 $ 26,827 $ 13,253
11/30/97 $24,923 $ 26,990 $ 13,245
12/31/97 $25,279 $ 27,519 $ 13,229

GRAPHIC MATERIAL (29)

The following line graph hypothetically compares the performance of the Zero
Coupon 2010 Fund to that of the Merrill Lynch 20-Year Zero Index, the Merrill
Lynch 10-Year Zero Index and the Consumer Price Index, based on a $10,000
investment from 3/14/89 to 12/31/97.

Zero Coupon ML 20-Yr

2010 Fund ML 10-Yr Zero Index Zero Index CPI
3/14/89 $10,000 $ 10,000 $ 10,000 $ 10,000
3/31/89 $10,000 $ 10,064 $ 10,109 $ 10,032
4/30/89 $10,000 $ 10,339 S 10,494 $ 10,097
5/31/89 $10,000 S 10,762 $ 11,218 $ 10,155
6/30/89 $11,290 $ 11,405 S 12,388 $ 10,179
7/31/89 $11,250 $ 11,714 $ 12,458 $ 10,203
8/31/89 $10,790 $ 11,360 $ 11,840 $ 10,220
9/30/89 $10,860 $ 11,408 $ 11,945 $ 10,252
10/31/89 $11,630 $ 11,874 $ 12,745 $ 10,302
11/30/89 $11,720 S 11,973 $ 12,972 $ 10,326
12/31/89 $11,610 $ 11,972 $ 12,904 $ 10,343
1/31/90 $10,580 $ 11,486 S 11,934 $ 10,449
2/28/90 $10,530 $ 11,460 $ 11,668 $ 10,498
3/31/90 $10,400 $ 11,451 $ 11,557 $ 10,556
4/30/90 $9,652 $ 11,131 $ 10,869 $ 10,573
5/31/90 $10,617 S 11,663 $ 11,932 $ 10,597
6/30/90 $11,064 S 11,939 $ 12,425 $ 10,655

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

7/31/90 $11,136 s 12,069 $ 12,374 $ 10,695
8/31/90 $9,912 s 11,498 $ 11,011 S 10,794
9/30/90 $10,150 $ 11,629 $ 11,240 $ 10,884
10/31/90 $10,358 $ 12,005 $ 11,566 $ 10,950
11/30/90 $11,271 $ 12,527 $ 12,608 $ 10,974
12/31/90 $11,676 $ 12,809 3 12,940 $ 10,974
1/31/91 $11,853 s 12,938 $ 13,206 $ 11,039
2/28/91 $11,811 s 12,955 $ 13,087 $ 11,056
3/31/91 $11, 666 $ 13,047 3 13,182 $ 11,073
4/30/91 511,946 $ 13,260 $ 13,421 $ 11,089
5/31/91 $11, 686 $ 13,244 $ 13,267 ¢ 11,122
6/30/91 511,412 $ 13,151 $ 13,000 $ 11,155
7/31/91 $11,619 s 13,383 $ 13,273 ¢ 11,171
8/31/91 $12,362 s 13,914 $ 14,056 $ 11,204
9/30/91 $13,061 $ 14,393 $ 14,781 $ 11,253
10/31/91 512,864 $ 14,462 3 14,549 $ 11,270
11/30/91 512,744 $ 14,666 3 14,670 $ 11,303
12/31/91 $13,749 $ 15,468 $ 15,854 ¢ 11,311
1/31/92 $13,246 s 14,821 $ 15,164 $ 11,328
2/29/92 $13,290 s 14,910 $ 15,233 $ 11,368
3/31/92 $13,235 $ 14,718 $ 14,986 $ 11,426
4/30/92 $13,050 $ 14,658 $ 14,715 $ 11,442
5/31/92 513,759 $ 15,084 3 15,337 ¢ 11,458
6/30/92 $13,776 $ 15,437 $ 15,380 $ 11,500
7/31/92 514,598 s 16,152 $ 16,413 S 11,524
8/31/92 $14,679 s 16,334 $ 16,359 $ 11,556
9/30/92 $14,923 $ 16,792 $ 16,307 ¢ 11,588
10/31/92 514,378 $ 16,303 $ 15,968 $ 11,629
11/30/92 514,772 $ 16,288 3 16,341 $ 11,645
12/31/92 515,467 $ 16,852 $ 17,034 $ 11,637
1/31/93 515,792 $ 17,524 $ 17,595 S 11,694
2/28/93 $16,707 $ 18,210 $ 18,677 ¢ 11,735
3/31/93 $17,054 $ 18,261 $ 18,546 $ 11,776
4/30/93 $16,881 $ 18,516 $ 18,774 $ 11,809
5/31/93 516,985 $ 18,414 3 18,956 $ 11,826
6/30/93 518,058 $ 19,425 $ 20,442 5 11,842
7/31/93 $18, 664 s 19,585 $ 21,338 $ 11,842
8/31/93 $19,617 $ 20,333 $ 22,712 $ 11,875
9/30/93 $19,778 $ 20,575 $ 22,639 $ 11,900
10/31/93 $20,162 $ 20,661 $ 23,054 $ 11,949
11/30/93 519,332 $ 19,973 $ 22,125 $ 11,957
12/31/93 519,407 $ 20,149 $ 22,047 $ 11,957
1/31/94 $20,186 s 20,737 $ 22,929 $ 11,990
2/28/94 $18,788 $ 19,748 $ 21,356 $ 12,030
3/31/94 $17, 662 $ 18,733 $ 20,013 $ 12,071
4/30/94 $17, 365 $ 18,439 $ 19,496 $ 12,088
5/31/94 517,092 $ 18,347 3 18,900 $ 12,097
6/30/94 516,534 $ 18,209 $ 18,599 ¢ 12,138
7/31/94 $17,392 s 18,732 $ 19,779 ¢ 12,171
8/31/94 $17,041 $ 18,764 $ 19,179 ¢ 12,219
9/30/94 $16,248 $ 18,088 $ 18,101 $ 12,252
10/31/94 $16,131 $ 17,956 $ 17,996 $ 12,261
11/30/94 516,417 $ 18,042 3 18,436 $ 12,277
12/31/94 516,924 $ 18,356 $ 19,119 ¢ 12,277
1/31/95 $17,366 s 18,841 $ 19,856 $ 12,326
2/28/95 $17,886 s 19,566 $ 20,479 $ 12,375
3/31/95 $18,068 $ 19,701 $ 20,733 $ 12,416
4/30/95 $18,561 $ 20,085 $ 21,191 $ 12,457
5/31/95 $20, 862 $ 21,768 $ 24,264 5 12,482
6/30/95 $20, 964 $ 22,056 $ 24,591 $ 12,507
7/31/95 $20,415 s 21,692 $ 23,898 $ 12,507
8/31/95 $21,018 s 22,121 $ 24,842 S 12,539
9/30/95 $21,527 s 22,486 $ 25,562 $ 12,565
10/31/95 $22,532 $ 23,055 $ 26,984 $ 12,606
11/30/95 $23,295 $ 23,761 $ 27,998 $ 12,597
12/31/95 524,166 $ 24,341 $ 29,297 $ 12,588
1/31/96 $24,112 s 24,392 $ 29,016 $ 12,663
2/29/96 $22,264 $ 23,233 $ 26,341 $ 12,703
3/31/96 $21,728 $ 22,787 $ 25,335 $ 12,769
4/30/96 $21,152 $ 22,251 $ 24,417 5 12,819
5/31/96 $20, 951 $ 22,109 3 24,420 5 12,843
6/30/96 $21,596 $ 22,604 $ 25,270 $ 12,851
7/31/96 $21,553 s 22,598 $ 25,204 $ 12,875
8/31/96 $21,077 $ 22,353 $ 24,370 $ 12,900
9/30/96 $21,928 $ 23,017 $ 25,583 § 12,941
10/31/96 $23,155 $ 23,959 $ 27,321 $ 12,983
11/30/96 524,224 $ 24,776 $ 28,946 $ 13,007
12/31/96 $23,516 $ 24,129 3 27,644 5 13,007
1/31/97 $23,170 s 24,037 $ 27,138 $ 13,049
2/28/97 $23,127 $ 24,016 $ 27,016 $ 13,089
3/31/97 $22,434 $ 23,355 $ 25,803 $ 13,122
4/30/97 $23,155 $ 23,960 $ 26,775 % 13,138
5/31/97 523,444 $ 24,257 3 27,164 $ 13,130
6/30/97 $23,954 $ 24,716 $ 28,204 $ 13,146
7/31/97 $25,798 s 26,075 $ 31,275 $ 13,161
8/31/97 524,738 $ 25,314 $ 29,496 $ 13,186
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9/30/97 $25, 645 s 26,040 $ 31,083 $ 13,219
10/31/97 $26, 644 s 26,827 $ 32,851 $ 13,253
11/30/97 $26,859 s 26,990 $ 33,879 $ 13,245
12/31/97 $27,413 $ 27,519 $ 34,747 $ 13,229
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