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U.S. Securities and Exchange Commission
450 Fifth Street N.W.

Washington, DC 20549

Re: Consolidated Amended Complaint 0CT 2 2 ZGM

Ladies and Gentlemen;

Enclosed for filing, pursuant to Section 33 (a) of the 1940 Act, is a copy of the
Consolidated Amended Class Acuoni Complaint recently filed in the Multidistrict
Litigation known as In re Mutual Funds Investment Litigation. For your reference, this
Complaint consolidates the following class action lawsuits we previously reported to
your office:

e Lum v. Franklin Resources, Inc., e ai., Case No. C 04 0583 JSW, filed on
February 11, 2004 in the United States District Court for the Northern District of
California;

e Jaffe v. Franklin AGE High Income Fund, et al., Case No. CV-S-04- 0146-
PMP-RJJ, filed on February 6, 2004 in the iUnited States District Court for the
District of Nevada;

e D'Alliessi v. Franklin AGE High Izcome Fund, et al., Case No. C 04 0865 SC,
filed on March 3, 2004 in the United States District Court for the Northern
District of California;

¢ Dukes v. Franklin AGE High Incoirze Fund, et al., Case No. C 04 0598 MJJ,
filed on February 12, 2004, in the Umied States District Court for the Northern
District of California;

e Fischbein v. Franklin AGE Eigh Incorae Fund, et al., Case No. C 04 0584
JSW, filed on February 11, 2004 in tle United States District Court for the
Northern District of California;

e Sharkey IRA/RO v. Franklin Resources, Inc., et al., Case No. 04 CV 1330,
filed on February 18, 2004 in the United States [)1str1ct Court for the Souther
District of New yYork rt@R@FF° ED
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U.S. Securities and Exchange Commission
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Alexander v. Franklin AGE High Inéomé'Fund, et al., Case No. C 04 0639
SC, filed on February 17, 2004 in the United States District Court for the
Northern District of California;

Beer v. Franklin AGE High Income Fund, et al., Case No. §:04-CV-249-T-26
MAP, filed on February 11, 2004 in the United States District Court for the
Middle District of Florida; '

Bennett v. Franklin Resources, Inc., et al., Case No. CV-5-04-0154-HDM-RJ]J,
filed on February 12, 2004 in the United States District Court for the District of
Nevada; _

Cullen v. Templeton Growth Fund, Inc., et al., Case No. 03-859 MJR, filed on
December 16, 2003 in the United States District Court for the Southern District of
Illinois and transferred to the United States District court for the Southern District
of Florida on March 29, 2004;

Kenerley v. Templeton Growth and Templeton Global Advisors, Ltd., Case
No. 03-770 GPM, filed on November 19, 2003 in the United States District Court
for the Southern District of Illinois. ‘

Please acknowledge receipt of this filing by date-stamping the enclosed copy of this letter
and returning it in the envelope provided. '

If you have any questions, please contact me at{650) 312-4843,

Sincerel}{,

Aliya S. Gordon
Associate Corporate Counse]

Enclosure

cc: Barbara J. Green, Esq. (w/o enclosure)
Murray L. Simpson, Esq. (w/o enclosure). -
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Franklin Resources, Inc.
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October 19, 2004

Filing Desk

U.S. Securities and Exchange Commission
450 Fifth Street N.W.

Washington, DC 20549

Re: Consolidated Amended Complaint

Ladies and Gentlemen:

Enclosed for filing, pursuant to Section 33 (a) of the 1940 Act, is a copy of the
Consolidated Amended Class Action Complaint recently filed in the Multidistrict
Litigation known as In re Mutual Funds Investment Litigation. For your reference, this
Complaint consolidates the following class action lawsuits we previously reported to
your office:

16739-1

Lum v. Franklin Resources, Inc., et al., Case No. C 04 0583 JSW, filed on
February 11, 2004 in the United States District Court for the Northern District of
California;

Jaffe v. Franklin AGE High Income Fund, et al., Case No. CV-S-04- 0146—
PMP-RJJ, filed on February 6, 2004 in the United States District Court for the
District of Nevada;

D'Alliessi v. Franklin AGE High Income Fund, et al., Case No. C 04 0865 SC,
filed on March 3, 2004 in the United States District Court for the Northern
District of California;

Dukes v. Franklin AGE High Income Fund, et al., Case No. C 04 0598 MJJ,
filed on February 12, 2004, in the Umted States DlStl’lCt Court for the Northern
District of California;

Fischbein v. Franklin AGE High Income Fund, et al., Case No. C 04 0584
JSW, filed on February 11, 2004 in the United States District Court for the
Northern District of California; '

Sharkey IRA/RO v. Franklin Resources, Inc., et al., Case No. 04 CV 1330,
filed on February 18, 2004 in the United States Dlstrlct Court for the Southern
District of New York; o
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Alexander v. Franklin AGE High Income Fund, et al., Case No. C 04 0639
SC, filed on February 17, 2004 in the United States District Court for the
Northern District of California; ‘

Beer v. Franklin AGE High Income Fund, et al., Case No. 8:04-CV-249-T-26
MAP, filed on February 11, 2004 in the 'Unité:d States District Court for the
Middle District of Florida,

Bennett v. Franklin Resources, Inc., et al ‘Case No. CV-S-04-0154-HDM-RIJ,
filed on February 12, 2004 in the Umted States District Court for the District of
Nevada;

Cullen v. Templeton Growth Fund, Inc., et al., Case No. 03 859 MJR, filed on
December 16, 2003 in the United States DlStI‘lCt Court for the Southern District of
Illinois and transferred to the United States District court for the Southern District
of Florida on March 29, 2004; C

Kenerley v. Templeton Growth and Templeton Global Advisors, Ltd., Case
No. 03-770 GPM, filed on November 19, 2003 in the United States District Court
for the Southern District of Illinois.

Please acknowledge receipt of this filing by date;stélﬁping the enclosed copy of this letter
and returning it in the envelope provided.

If you have any questions, please contact me at(650) 312-4843.

SincerelyR

w g ; %/U\\/&_\ .
Aliya S. Gordon
Associate Corporate Counsel

Enclosure

cc: Barbara J. Green, Esq. (w/o enclosure) -
Murray L. Simpson, Esq. (w/o enclosure). - -
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IN THE UNITED STATES DISTRICT COURT
FOR THE DISTRICT OF MARYLAND

IN RE MUTUAL FUNDS INVESTMENT , MDL 1586
LITIGATION
IN RE ALLIANCE, FRANKLIN/TEMPLETON, Case No. 04-md-15862
BANK OF AMERICA/NATIONS FUNDS, (Judge Davis)
and PILGRIM BAXTER
o CONSOLIDATED AMENDED
[Franklin Templeton Track] o CLASS ACTION COMPLAINT
JURY TRIAL DEMANDED

The Court-appointed Lead Plaintiff, the Deferred Compensation Plan for Employees of
Nassau County, individually and on behalf of all others similarly situated, by its attorneys,
alleges the following upon information and belief, based on the investigation of its counsel,
except as to allegations specifically pertaini;';g to the Lead Plaintiff and its counsel, which are
based upon personal knowledge. The iﬁvestiygatién by Lead Plaintiff’s counsel included, among
other things, a review of public announcements made by defendants, including statements made
in press releases and on company websites, as well as in Securities and Exchange Commission
(“SEC”) filings; media reports regarding defendaiits; analyst reports; various informational
databases; court filings, including the Administrative Complaint and exhibits thereto filed in the

Commonwealth of Massachusetts by the Enforcement Section of the Massachusetts Securities
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Division of the Office of the Secretary of 'tﬁé-fcgr'rﬁlrr;lonwealth (“Massachusetts™), Docket No. E-
2004-007 (“Massachusetts Administrative Complaint” or “MAC”), dated February 4, 2004, the
Franklin Respondents’ Answer to the Massachuéétts Administrative Complaint, filed on
February 17, 2004, the Consent Order entered in't‘ojby Massachusetts and certain Fraﬁklin entities
with respect to the MAC on September 20, 2004 (the.“Massachusetts Consent Order”); the
Complaint for Violations of the Federal Securities Laws filed by the SEC in SEC v. Daniel
Calugar and Security Brokerage, Inc., Case No. CV;S-O3-1600-RCJ-RJ J (D. Nev.), on or about
December 23, 2003, the complaint filed by thé: l\fe\;v York State Attorney General in the Supreme
Court of the State of New York in State of New York v. Canary Capital Partners, LLC, et al.,
dated September 3, 2003, and the amended comp‘l‘aint'in‘ SEC v. Druffner, et al., Civ. Action No.
03-12154-NMG (D. Mass.), the SEC’s Order Instituting Administrative and Cease-and-Desist
Proceedings Pursuant to Sections 203(e) and 203(k) of the Investment Advisers Act of 1940 and |
Sections 9(b) and 9(f) of the Investment Company Act of 1940, Making Findings, and Imposing
Remedial Sanctions and a Cease-and-Desist Qrdér,"in In the Matter of Franklin Advisers, Inc.,
dated August 2, 2004 (“SEC Consent Orcier”); céﬁain internal corporate documents; as well as
interviews of former employees of Franklin Templeton, and persons who had direct or indirect
knowledge and familiarity with market timing and/or late trading within the mutual fund industry
generally, and specifically as it pertained to F‘ryanklin"Té"mpleton, and consultants.

NATURE OF THE ACTION

1. This is a class action brought on behalf of a class (the “Class™) consisting of all
persons and entities who purchased and/or held shares in any mutual fund in the Franklin

Templeton fund family harmed or adversely affected by market timing and/or late trading, which
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funds and/or their registrants/issuers were advised by defendant Franklin Advisers, Inc. or any of
its affiliated investment adviser companies (the “Funds” or “FT Funds”), during the period
February 6, 1999 through February 4, 2004 (the “*Class Period”). Excluded from the Class are
defendants, members of their immediate families and their legal representatives, parents,
affiliates, heirs, successors or assigns and any entity in which defendants have or had a
controlling interest, all trustees and portfolio managers of the Funds, and any other person who
engaged in the wrongful conduct alleged herein '(the “Excluded Persons”). Also excluded from
the Class are any officers, directors, or trustees of the Excluded Persons. Lead Plaintiff seeks
remedies under the Securities Act of 1933 (the‘ “Seéurities Act”), the Securities Exchange Act of
1934 (the “Exchange Act”), the Investment Company Act of 1940 (the “Investment Company
Act”), and state and common law.

2. This class action arises from a series of wrongful trading practices, commonly
referred to as “market timing,” that permeated the mutual fund industry and cost investors in
mutual funds generally in the billions of dollars,’and in the FT Funds specifically, potentially
hundreds of millions of dollars. The harm to investors in FT Funds and other mutual funds took
the form of: (1) dilution of profits and exaggér’atiﬁri of losses from their investments; (ii) payment
of excessive fees by investors as a result of the Wro‘ﬁgfu} conduct; (iil) negative tax
consequences; and (iv) improper management of their investments. The FT-affiliated defendants
(“FT” is defined below) permitted rampant market timing activity in FT Funds throughout the
Class Period, to maximize fees and profits associated with such transactions and based on the
amount of assets under management in the FT Fiin'd%, to the detriment of the Class members.

The FT-affiliated defendants not only permitted, but actively facilitated this wrongful conduct
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through, among other things, entering inte negotiated agreements with preferred investors to
permit timing activity for the purpose of securing potentially hundreds of millions of dollars in
advisory, management and distribution fees, all to the detriment of ordinary investors in the
Funds. Various other parties actively participated in, and aided and abetted, the FT-affiliated
defendants’ unlawful scheme and breaches of fiduciary duty, including: (i) the parties who
engaged in the wrongful trading activities themselves, for their own economic benefit; (ii)
various broker-dealers who served as distribution outlets for the Funds, and who accepted
unlawful commissions and other payments in exchange for bringing the market timers’ business
into the Funds where FT affiliates and their elhplolyees benefitted financially from the permitted
wrongful trading activity; and (iii) various financial institutions that acted as clearing platforms
for market timing and late trading.

3. The various FT prospectuses covering the ‘issuance of shares of the Funds, as
detailed below, misled investors into believing that the Funds prevented the wrongful trading
practices described above through the imposition: of various trading restrictions and redemption
fees. In reality, however, the FT-affiliated defendants not only permitted, but in many cases
actively encouraged, the wrongful activity. FT affiliates and employees permitted and
encouraged market timing for, among other reasons, the‘jSurpose of increasing the amount of
assets under management, thereby increasing the fees payable to the investment advisors, who
were captive entities within the FT Fund family structuré, by potentially hundreds of millions of
dollars.

4. The Trustees of the Funds failéd fo prevent the wrongful conduct because of

fundamental conflicts of interest inherent in the corporate governance structure of the FT Fund
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complex. As detailed below, the interests of £hevFund investors were entrusted to Trustees who
were appointed and compensated by defendagts F;anklin Resources and/or FAI (both defined
below) or their affiliates. Many of these Trustees sery;:d on Boards of scores of Funds within FT
—up to 141 — collecting hundreds of thousands of dollars in annual salary from purportedly
monitoring the FT entities that collected fees .for unde;writing and serving as investment advisers
to the Funds, which fees were directly or indirectly used to pay the Trustees their salaries.

5. Specifically, the FT-affiliated defendants negotiated to give market timers,
including but not limited to, renowned m'arkej timer (and FT client) Daniel G. Calugar, market
timing capacity to trade FT Funds in exchange for leaving millions of dollars in FT hedge funds
on a long-term basis. This “sticky asset”’/quid pro guo arrangement was never disclosed to
mutual fund investors and is in direct violation of the Fund’s prospectuses issued during the
Class Period. Thus, for example, in 2001, certain‘of the FT-affiliated defendants have admitted
that defendant William Post, a senior FT executive, negotiated a special market timing
arrangement with Calugar in direct contravention of the FT prospectuses. The market timing
capacity agreement provided that in order for Calugar to gain privileges to market time $45
million in FT Funds he would be required to invest $10 million in a FT hedge fund.

6. In addition to the market timing arrangements with Calugar, the SEC Consent
Order found that FAI acted contrary to public disclisiires and in violation of fiduciary duties
when it allowed certain other parties to market timé Funds it advised. This misconduct falls into
various categories: (i) during at least 1996-2001, FAIfollowed an undisclosed practice under
which it approved requests to conduct rn'afk’é‘i"tiiﬁing in a manner that conflicted with certain

guidelines in the Fund prospectuses; (ii) during 1998-2000, FAI allowed a representative of a
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broker-dealer to market time a Fund that prohibited investments by market timers; (iii) FAI
failed to disclose that over 30 identified market timers were allowed to freely market time for
several months in 2000, contrary to prospectus language that indicated market timing would be
monitored and restricted; and (iv) after certain other identified timers were told to stop their
activities in September 2000, FAI gave at least one favored timer permission to continue to time
$75 million in assets with unlimited trades for several more months.

7. Defendant Franklin Resources has admitted, on its own Website, that, through its
internal investigation thus far, “we have identified various instances of frequent trading [in FT
Funds],” and has also admitted, in its annual Form*10-K for the fiscal year ended September 30,
2003, filed with the SEC on or about December 22,‘ 2003; as well as on its website, that, as a
result of its internal investigation, “[t]o date, the:Company has identified some instances of
frequent trading in shares of certain funds by a few current or former employees in their personal
401(k) plan accounts.” The Company has stated that-these individuals “include one trader and
one officer of the funds,” and that “[t]hese two individuals have been placed on administrative
leave and the officer has resigned from his positions with the funds.”

8. Substantial other evidence exists of the FT-affiliated defendants permitting and/or
acquiescing in large-scale market timing in FF Funds?For example, six brokers from Prudential
Securities, Inc. alone coordinated over $87 milliér‘itbf ‘market timing trading in FT Funds during
the January 1, 2001 to September 2003 time frame. -The FT-affiliated defendants’ courting of,
and receptiveness to, market timing assets, due to the fees and profits they generated for the FT
entity complex, continued from the begiminé, uniil the very end, of the Class Period.

9. As a result of their adnﬁtted:&fohgfal conduct, certain of the FT-affiliated
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defendants, to date, have paid government rggulgtors $55 million, almost half of which was in
penalties, to settle actions against them. Thls litigation is brought on behalf of the Class to
recover the many millions of dollars in additignal damag«;s to its members which remain
unrecompensed.

JURISDICTION AND VENUE

10.  The claims herein arise under and pursuant to Sections 11, 12(a)(2) and 15 of the
Securities Act (15 U.S.C. §§ 77(k), 77(1)(2) and 77(0)); Sections 10(b) and 20(a) of the
Exchange Act (15 U.S.C. §§ 78j(b)'and 78t(d)), and SEC Rule 10b-5 promulgated thereunder (17
C.F.R. § 240.10b-5); Sections 34(b), 36(a), 36(b).and 48(a) of the Investment Company Act (15
U.S.C. §§ 80a-33(b), 80a-35(a), 80a-35(b), and 80a-47(1)); and under state and common law.

11. This Court has jurisdiction over the subject matter of this action pursuant to
Section 22 of the Securities Act (15 U.S.C. § 77v);-Section 27 of the Exchange Act (15 U.S.C. §
78aa); Sections 34(b), 36(b)(5) and 44 of the Investment Company Act (15 U.S.C. §§ 80a-33(b),
80a-35(b)(5), 80a-43); 28 U.S.C. § 1331 and 1337; and principles of supplemental jurisdiction
under 28 U.S.C. § 1367.

12. Venue is proper within this District;'a‘:s, pursuant to the multi-district provisions of
28 U.S.C. § 1407, this action, along with nurerdus otlier actions arising out of substantially
similar alleged conduct in the mutual fund industry, has been transferred to, and localized in, this
District, by order of the Judicial Panel for Multidistrict Litigation, on February 20, 2004, after
full hearing and consideration of all factors, inclUdiﬁg'fnétters of convenience, and defendants
have not contested such transfer. Venue is fu‘rthér proper in this District pursuant to §§ 36(b)(5)

and 44 of the Investment Company Act (15 Us.C. §§ 80a-35(b)(5), 80a-43), as defendants

]
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transact business in this District, and many.Class members reside within this Diétrict, and, for the
same reasons, is proper as well in the Southern District of New York transferor court.

13.  In connection with the acts alleged in this Complaint, defendants, directly or
indirectly, used the means and instrumentalities of interstate commerce, including, but not
limited to, the mails, interstate telephone communications and the facilities of the national
securities markets.

PARTIES
A. Plaintiff

14.  The Court-appointed Lead Plaintiff; the Deferred Compensation Plan for
Employees of Nassau County, State of New ‘York (fhé “Nassau Coqnty Plan” or the “Plan”), is
an investment vehicle established under Section 457 of the United States Internal Revenue Code,
26 U.S.C. § 457, that operates for the benefit of currént and retired employees of Nassau County,
New York. The Plan enables employees of the County, who elect to participate, to contribute a
portion of their salary, on a tax deferred ba.s'iws,v to fhe Plan for investment in certain investment
options, including mutual funds, among them, the Franklin/Templeton mutual funds. All County
employees and elected officials may participate 1n the'Plan. As of December 31, 2003, the Plan
had 9,510 total participants. Over, at least, the lés£ ‘ﬂijé"years, the Nassau County Plan has -
purchased and held shares of Franklin/Templetdn mutualfunds with a present dollar value of
approximately $33 million, and has been dalnaged'by l‘defe.ndants’ alleged wrongful conduct. A
significant portion of the Plan’s funds were invéétedvduring the Class Period (as defined herein)
in the Small Cap Growth Fund (n/k/a the Slnall-Mid Cap Growth Fund), which has been

specifically implicated by regulators as being negatively affected by the alleged improper market

Doci#: 144038 L8




timing practices that are the subject of this lawsuit. Specifically, the Plan invested hundreds of
thousands of dollars in the Small-Mid Cap Grc.)vsi/'th‘Fund during the Class Period and has had
substantial investments in this Fund throughout the élass Period. The Plan also purchased, held
during the Class Period, and presently holds, shares in a number of other FT Funds. The
Deferred Compensation Committee of Nassau Céunty (the “Committee”) is, with certain limited
exceptions, responsible for the operation and adminiétration of the Plan, and, pursuant to the
Plan Document, has general authority under the Plaﬁ, including the power and the duty to take
all actions and make all decisions necéssary-o‘r_ proper to carry out its responsibilities under the
Plan, and to pursue legal claims on behalf of thev i’la‘ri ‘and its participants.

B. Defendants

Structure and Organization of the FT Fund Family: An Overview

15.  FT Funds consist of a series of primarily ‘open-end mutual funds in which
investors contribute cash for the purpose of creating a pool of assets with which to invest and
purchase securities. In return for their deposits, F T Fund investors receive shares in the Funds in
an amount directly proportionate to the amount of their investment (i.e., the larger the amount
invested, the more shares the investor receives in a'specific Fund). This cash is then used to
purchase stocks or other securities, consistent;wifh the investment goals and objectives of the
Fund. FT Fund shares are issued to FT Fund investors pursuant to registration statements and
prospectuses that must comply with the Securities Act and the Investment Company Act.

16.  The FT Funds hold no assets apaft-‘froﬁi the deposits of their investors, nor do
they conduct any operating or investment activitiés on their own. Instead, the FT Funds are part

of a labyrinthine structure, commonly known as a “complex,” in which separate legal entities,
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which are nonetheless related to the Funds,} ‘ar'ld captive to corporate parent, defendant Franklin
Resources, Inc. (“Franklin Resources” or the “Compapy”), and/or its investment advisers
(generally Franklin Advisers, Inc., hereinafte;, F rapklin Advisers” or “FAI”), perform and
control all necessary activities related to the sale and redemption of securities, as well as the
management of investments. Indeed, as discussed below, these related entities not only appoint
their own representatives to the Board of Trustees charged with the fiduciary duty of protecting
the interests of investors in each individual Eund, but also control the appointment of the
purportedly “independent” members of these’~Boqrds. These same related entities within the
fund complex receive substantial fees for the performance of these services, which are calculated
as a percentage of the value of the total deposits under management, as set forth below. Thus,
the larger the amount of deposits under manageméﬁf, the more that these related entities stand to
collect in fees from mutual fund investors. This méans'that, even in the case in which a FT Fund
loses money on its investments, the related FT enitities can still increase the fees they earn by
simply steering more investor deposits into the FT Funds.

17.  The entities that comprise the FT Fund complex are described below. Each of
these entities is controlled not by investors in the individual FT Funds, but by separate
corporations owned or controlled by a singlé*éofpbrate ‘parent, Franklin Resources. Franklin
Resources operates these subsidiaries, which in turn are responsible for the operations of the
individual FT Funds, for their own benefit rathei than thé benefit of FT Fund investors. These
key subsidiaries, whose roles in the FT Fund cofnplex are explained below, include the
following: (i) Investment Adviser; (i1) Administrator; (ii1) Registrant/Issuer; and (iv)

Underwriter/Distributor. ‘
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a. The Investment Adviser

1. The Investment Adviser, which for most FT Funds was Franklin Advisers
(FAI), is responsible both for the creation of the.fT Fund (including the determination of its
investment goals and strategy), as well as for managing the day-to-day activities and individual
investments of the Fund. The FT investment advisers, including FAI, have entered into
investment advisory contracts, known as “Management Agreements,” with the
Registrants/Issuers of the FT Funds, on behalf of the individual FT Funds. Pursuant to the
Management Agreements, the investment advisers, including FAI, provide research, advice and
supervision with respect to investment matters. ‘Additionally, FAI and other FT investment
advisers, or their subsidiaries or affiliates, areiesﬁoriéible for performing virtually all critical
functions of the FT Funds, including: (i) determining which securities to purchase and sell and
what portion of the FT Funds’ assets to invest; (ii) hiring and employing portfolio managers; (iii)
selling shares in the Funds to the public; (iv) perifbnning and/or facilitating all “back-office”
operations; (v) determining the net asset value (“NAV”) of the Funds on a daily basis; (vi)
directing and controlling the investments in the Funds; (vii) ensuring that the investment policies
of the Funds are observed; (viii) enforcing the potl‘i'éAié's of the Funds, including restrictions on
trading and other activities that could be detrimental t6 shareholders of the F unds; (ix) otherwise
managing the day-to-day activities of the Funds; (x) repdfting on a regular basis to the Board of
Trustees of the Registrants of the Funds; and (xi) rﬁaking their officers and employees available
to the Board of Trustees of the Funds’ Regist’rar‘ité‘fdr’ consultation and discussions regarding the
administration and management of the Funds and their investment activities. As detailed herein,

FAI is a single investment adviser responsiblbe‘ forthe management and day-to-day operations for

Doc#: 144038 i S



most of the Funds within the FT Fuﬂd compiex.' '

1i. As set forth herein, the Investment Adviser (and through it, Fraﬂklin
Resources) is paid for its services pursuant té -Managéméﬁt Agreements negotiated between the
Investment Adviser and the Trustees of the Regi‘svtr‘am/I's'sf{ier, on behalf of the individual Funds
themselves. Management Agreements within the FT ‘FAu‘nd family provide for the Funds to pay
the Investment Adviser as much as 2.50% annueilly‘ bf their average NAV, calculated on a daily
basis and payable monthly or quarterly, in return for its investment advisory services. Thus, if a
Fund has an NAV of $1 billion over the course of the year, it will pay the Investment Adviser as
much as $25 million annually from investors’ deposifs, for its investment advisory services.

b.  The Administrator RE

1 Franklin Templeton Serviceé, LLC. (“FT Services”), an indirect, wholly
owned subsidiary of Franklin Resources and an affiliate of FAI and other defendants named
below, is the Administrator for most of the F'f Fl;ﬁds, and is responsible for performing the
day-to-day administrative functions associated with the business of each individual Fund. These
tasks include: (i) performing back-office operations; (ii) calculating the NAV of the individual
Funds within the FT Fund complex oﬁ a daily basis; (_iii)'inaintaining books and records for the
individual Funds; and (iv) monitoring regulatory compliance. Like its corporate affiliates, FT
Services is a single corporate subsidiary responS“ibl’é for'administering the business of numerous
funds within the entire FT Fund complex.

ii. Similar to FAI, the Ih\)ést'ttl‘\lent Adviser, FT Services, as Administrator
(and through it ultimately, the corpdrate par§nt, Franklin Resources), is generally paid for its

services pursuant to a contract (the “Administration Agreement”) negotiated with the Investment
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Adviser (FAI) and the Trustees, on behalf of each individual Fund itself. FT Services also
receives fees based on the Funds’ assets under management. During fiscal years 1999-2003, for
example, FT Services received monthly fees attributable to the Franklin Small-Mid Cap Fund,
equal to an annual rate of: 0.15% of the Fund’s average daily net assets up to $200 million;
0.135% of average daily net assets over $200 million up to $700 million; 0.10% of average daily
net assets over $700 million up to $1.2 billion; and 0.075% of average daily net assets over $1.2
billion. During fiscal years 1999-2003 (ended April 30), FT Services received the following
administration fees attributable to the Small-Mid: Cap-Fund: for fiscal year 2003, $5,685,375;
for fiscal year 2002, $7,861,452; for fiscal year 2001, $10,578,704; for fiscal year 2000,
$7,115,279; for fiscal year 1999, $3,971,753.

c. The Registrant/Issuer is an affiliate of the Investment Adviser under §2(a)(3) of

the Investment Company Act (15 U.S.C. § 80a-(2)(a)(3)), and is the legal issuer of each Fund’s
shares. As the legal issuer for its constituent Funds, the Registrant may only issue shares in such
Funds to the public pursuant to a registration Statement and prospectus that complies with
Section 10 of the Securities Act, and is absolutel‘y"yli"lable to purchasers of the shares for any
material misstatement and omission in the 'p'rb"-specuis' under the Securities Act. Similar to the
other FT-affiliated entities, Registrants/Issuers éf the Funds, such as defendant Franklin Strategic
Series, serve as the Registrants/Issuers for mﬁltipfe FT Funds.

d. The Underwriter/Distributor, defendant Franklin/Templeton Distributors, Inc.

(“Franklin/Templeton Distributors” or “FTDI”), is a subsidiary of Franklin Resources, and is
responsible for the underwriting and rétailiﬁé“of Fund shares to the public pursuant to a

registration statement and prospectus. FTDI serves as the Underwriter/Distributor for most of
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the FT Funds. FTD], as Underwriter/Distributor, is strictly liable for any material misstatements
or omissions contained in the registration statement and prospectus of a Fund under the
Securities Act.

The Corporate Parent and Investment Adviser Defendants

18. Defendant Franklin Resources, a Delaware corporation, is the direct or indirect
parent company of the Franklin entities described in this Complaint. The primary offices of
Franklin Resources are located at One Franklin Parkway, San Mateo, California 94403,
Franklin Resources has operating subsidiaries and affiliates engaged in the United States mutual
fund business under the trade name Franklin Teinplet‘on Investments (collectively referred to
herein as “FT”). Some of these subsidiaries and affiliates include mutual fund retailers,
broker-dealers, and investment advisers that offer and-sell FT mutual funds to investors which
include institutions and individuals. In addition, some of these subsidiaries and affiliates also
structure and advise private investments, including hedge funds and limited partnerships, sold to
investors. Through its subsidiaries, as of Decémber 31, 2003, Franklin Resources had
approximately $336.7 billion in assets under managé‘fnent. As Franklin Resources stated in its
most recent annual report on Form 10-K filed with the SEC for fiscal year ended September 30,
2003 (“2003 Form 10-K”), “We derive substantially all-of our revenues from providing
investment advisory, investment management, distrib{ftion and administrative services to our
various family of funds, high net-worth clients, institutional accounts and separate accounts. Our
revenues depend to a large extent on the amount of assets under management. Underwriting and
distribution revenues, also a large source of féVeﬁue, consist of sales charges and commissions

derived from sales of our sponsored investment products and distribution and service fees.”
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19. Defendant Franklin Advisers (or ;;%AI”), a registered investment adviser under
the Investment Advisers Act of 1940 (“Inve-‘st1ln(=,l‘1.1.t Ad§§\sers Act”), is the investment adviser and
manager, and provides administrative service“s, ttovmarvly of the Funds and/or their registrants,
including defendant Franklin Strategic Series, Wthh iﬁcludes the Franklin Small-Mid Cap
Growth Fund. FAI has an NASD Central Registration Depository (“CRD”) number of 104517
and 1s registered with the SEC. FAL a Caiifornia corporation, is a wholly owned subsidiary of
Franklin Resources, and earns inve;tment management fee revenues for itself and its corporate
parent, Franklin Resources, by providing in\./estm%rit‘i:advyisory and management services pursuant
to investment management agreements with éacﬁ F und énd/or its Registrant. As a Fund
manager, FAI provides investment research and:portfolio‘vmanagement services. It also selects
the securities for each Fund to buy, hold or sell, ostensibly “under the supervision and oversight
of the [Flunds’ board of trustees, directors Qr‘adininis‘trative managers.” (2003 Form 10-K.) The
investment adviser also takes all necessary steps to implement such decisions, including
selecting brokers and dealers, executing and settling the Funds’ portfolio transactions, in
accordance with detailed criteria set forth in the'management agreement for each Fund and
internal policies, and provides periodic reports to eaéhiFﬁnd’s board of trustees, which reviews
and supervises FAI’s investment activities. As Fund manager, FAl is responsible for managing
the day-to-day activities and individual investments of thé Funds, and performs virtually all
critical functions of the Funds (such as those discussed in § 17(a)(i) above), including hiring and
employing portfolio managers, selling shares in the Fund to the public, performing “back-office”
operations, directing and controlling investments'in the Funds, ensuring that investment policies

of the Fund are observed, enforcing the policies of theFunds, including restrictions on trading
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and other activities that could be detrimental to the Funds’ shareholders, and otherwise managing
the day-to-day activities of the Funds.

20. FAl receives management fees fr;)ln the Fuhds that it manages. According to
FAI’s May 2003 Form ADV filed with the SEC, FAI is ébmpensated for its investment advisory
services by a percentage of assets under its manageinent, and performance-based fees.
According to the registration statements and prospectuses covering, among other Funds, the
Franklin Small-Mid Cap Growth Fund during the Class Period, specifically, the Form N-1A
Registration Statement and Prospectus filed by the Franklin Strategic Series with the SEC on or
about September 1, 2003 (the “September 1, 2003 F rénklin Strategic Series Form N-1A and
Prospectus™), the Small-Mid Cap Growth Fund pays the manager a fee equal to an annual rate of:
0.625 of 1% of the value of average daily net assets of the Fund up to and including $100
million; 0.50 of 1% of the value of average da’ily:ﬁét assets over $100 million up to and
including $250 million; 0.45 of 1% of the value of average daily net assets over $250 million up
to and including $10 billion; 0.44 of 1% of the value of average daily net assets over $10 billion
up to and including $12.5 billion; 0.42 of 1% of the value of average daily net assets over $12.5
billion up to and including $15 billion; and 0.40 6f 1% of the value of average daily net assets
over $15 billion. During the Class Period, suchélnariagemént fees paid by the Small-Mid Cap
Fund to FAI for fiscal years ended April 30, were, for fiscal year 2003, $30,464,349; for fiscal
year 2002, $43,954,653; for fiscal year 2001, $59,688,107; for fiscal year 2000, $39,226,727;
and for fiscal year 1999, $20,630,510."

21. Along with the Registrant Defendatif - Franklin Strategic Series (defined below)

— FAI, as Fund manager, participated in the ﬁreparétiéﬁ*of the Franklin Strategic Series
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registration statements and prospectuses during the Class Period. Indeed, the “Management
Agreement” between Franklin Strategic Series and FAI in effect during the Class Period
provides:
The Manager [FAI], its officers and employees will make available and provide
accounting and statistical information required by the Funds in the preparation of
registration statements, reports and other documents required by Federal and state
securities laws and with such information as the Funds may reasonably request
for use in the preparation of such documents or of other materials necessary or
helpful for the underwriting and distribution of the Funds’ shares.
The Management Agreement also provided that “[t]he Manager shall make its officers and
employees available to the Board of Trustees and officers of the Trust for consultation and
discussions regarding the administration and management of the Funds and its investment
activities.” The Management Agreement between the Franklin Strategic Series and FAI was
signed, on behalf of Franklin Strategic Series, by defendant Charles B. Johnson, and on behalf of
FAI, by his brother, defendant Rupert Johnson, who is also Trustee and President of the Franklin

Strategic Series (including the Franklin Small-Mid Cap Growth Fund).

The Registrant Defendant ’

22.  Atall relevant times hereto, de;fenda‘n‘t ‘Franklin Strategic Series (“Franklin
Strategic Series” or the “Trust”) was the Registrant for the Franklin Small-Mid Cap Growth
Fund (ticker symbol FRSGX), previously known‘dufin‘g the Class Period as the Small Cap
Growth Fund and the Small Cap Growth Fund I The principal executive offices of the Franklin
Strategic Series are located at One Franklif; [?‘a}rlfway, San Mateo, California, 94403-1906.
During the relevant period, Franklin Strategic Series was also the registrant, at various times, for
the following funds which appeared together on the same prospectus, along with the Franklin

Small-Mid Cap Growth fund (or its predeceSs'OfS)‘fi"ﬁhe Franklin Aggressive Growth Fund (1999-
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2003), the Flex Cap Growth Fund (f/k/a the’c'éﬁfomié Growth Fund) (1999-2003), the Small
Cap Growth Fund II (2000-2003), the Blue Chi};~ Gfdi&th Fund (1999), the Large Cap Growth
Fund (1999-2002), and the Mid Cap Growth Fund (1999).

23.  The Franklin Strategic Series is a Delaware Statutory Trust, which, according to
its September 1, 2003 Form N-1A Registration Statement filed with the SEC, includes the
following Funds as of that date: Frénklin Aggressive Growth Fund, Franklin Biotechnology
Discovery Fund, Franklin Blue Chip Fund, Franklin Flex Cap Growth Fund, Franklin Global
Communications Fund, Franklin Global Health V‘Care‘vF.u'nd, Franklin Natural Resources Fund,
Franklin Small-Mid Cap Growth Fund, F ranklin"Smaﬁ ‘Cédp Growth Fund II, Franklin Strategic
Income Fund, Franklin Technology Fund, Frank‘ltin‘U.‘S. ‘Long-Short Fund. According to the
Franklin Strategic Series Form N-1As and prospéétﬁses filed during the Class Period, Franklin
Resources is the parent company of the Trust’s adviser, defendant FAI, and the Trust’s
distributor and principal underwriter, defendant Franklin Templeton Distributors, Inc.

24.  According to the September 1, 20037 ‘Franklin Strategic Series Form N-1A and
Prospectus filed by the Company, “Franklin S‘traté“gi"c‘fS"e‘:ries (Trust) has a board of trustees....
The board is responsible for the overall management of the [Franklin Strategic Series] Trust,
including general supervision and review of each Fund's investment activities. The board, in
turn, elects the officers of the Trust who are responsible for administering the Trust’s day-to-day
operations. The board also monitors each Fund to ensure no material conflicts exist among share
classes.”

The Trustee Defendants

25. Defendant Charles B. Johnson (“C-h'a'rle’s-zB'. Johnson”) has, at all relevant times
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hereto, been Trustee and Chairman of the BOérd of thé Franklin Strategic Series Funds, including
the Franklin Small-Mid Cap Growth Fund. At ail relevant times hereto, Charles B. Johnson was
also Chairman of the Board, Chief Executive Ofﬁcér (uhtil January 1, 2004), and a Member of
the Office of the Chairman and Director of Franklm Resources; Vice President, Franklin
Templeton Distributors, Inc.; Director, Fiduciary Trust Company International (a subsidiary of
Franklin Resources); and officer and/or director or trustee of certain of the other subsidiaries of
Franklin Resources and of 46 of the investment comi)anies in FT Investments. According to the
September 1, 2003 Franklin Strategic Series F ormN-lA énd Prospectus, Charles B. Johnson
oversees a total of 140 Franklin-Templeton F uﬂds.' ‘Charles B. Johnson is the brother of Rupert
H. Johnson, Jr., and the father of (i) Charles E. (“Chuck”) Johnson, formerly a director and co-
President of Franklin Resources until his leave of absence therefrom in October 2002, (ii)
Gregory Johnson, who was, inter alia, formerly co-President of Franklin Resources and, as of
January 1, 2004, is the co-Chief Executive Officer of Franklin Resources, and (iii) Jennifer Bolt,
Senior Vice President and Chief Information-Officer of Franklin Resources since May 2003, and
an officer and/or director of other Franklin Reso'lirllcyes‘ subsidiaries since June 1994. Charles B.
Johnson also is the brother-in-law of Peter SacerdOfé,’a'Director of Franklin Resources. During
the Class Period, Charles B. Johnson owned, directly or indirectly, approximately 17.74% of the
voting securities of Franklin Resources (or apprbﬁ{imately 46 million shares, see. e.g., Franklin
Resources’ Definitive Proxy Statement filed'with the SEC, dated December 23, 2002). In certain
SEC filings during the Class Period, for example-,‘in"vav Schedule 13G dated as of December 31,
2003, filed by Franklin Resources, Charles B! Johnso.ﬁrj and Rupert H. Johnson, Jr. with respect to

their holdings in Agere Systems, Inc., filed as “control persons” of Franklin Resources.
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26. Defendant Rupert H. Johnson, Jr. (“Rupert Johnson”) has, at all relevant times
hereto, been Trustee and President of the Franklin Strategic Series funds, including the Franklin
Small-Mid Cap Growth Fund, and has also been Chief Executive Officer-Investment
Management thereof since 2002. Rupert Johnson is also Vice Chairman and a Member of the
Office of the Chairman and Director of Franklin Resources; Vice President and Director,
Franklin Templeton Distributors, Inc.; Director, FAI and Franklin Investment Advisory
Services, Inc.; Senior Vice President, Franklin Advisory-Services, LLC; officer and/or director
or trustee, of certain of the other subsidiaries of Frankiin Resources; and officer of 49 of the
investment companies in FT Investments. Acco'r'dfﬁg'tb;the September 1, 2003 Franklin
Strategic Series Form N-1A and Prospectus, Rup‘éft ‘Johnson oversees a total of 123 Franklin-
Templeton Funds. During the Class Period, Rupért Johnson owned, directly or indirectly,
approximately 14.77% of the voting securities of Franklin (or approximately 38 million shares,
see, e.g., Franklin Resources’ Definitive Proxy Statement filed with the SEC, dated December
23, 2002). Rupert Johnson is the brother of Charles B: Johnson; the uncle of Gregory E.
Johnson, Chuck Johnson and Jennifer Bolt; and the brother-in-law of Franklin Resources
Director, Peter Sacerdote.

27. Defendant Harris J. Ashton _(“Ashfb:ﬁ’:’)'has, at all relevant times hereto, been a
Trustee of the Franklin Strategic Series Funds, including the Franklin Small-Mid Cap Growth
Fund. According to the September 1, 2003 Franklin Strategic Series Form N-1A and Prospectus,

Ashton is a Trustee for a total of 140 Franklin-Templéton Funds.! According to the same

st

'"The number of portfolios overseen by the above-noted officers and/or trustees in the FT
Fund family is set forth in the September 1, 2003 Franklin Strategic Series Form N-1A and
Prospectus. That document notes that Franklin “base[s] the number of portfolios on each
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document, Ashton received $21,783 for the ﬁsca] year ended April 30, 2003 in connection with
his sitting on the Board of the Franklin Strategic Series Trust and/or attending meetings of said
Board, and a total of $372,100 for calendar yeari'2'002 for serving as a director or trustee of other
Funds in the FT complex.

28. Defendant Gordon S. Macklin (“Macklin”) has, at all relevant times hereto, been
a Trustee of the Franklin Strategic Series Funds, including the Franklin Small-Mid Cap Growth
Fund. According to the September 1, 2003 Franklin Strategic Series Form N-1A and Prospectus,
Macklin is a Trustee for a total of 140 F ranklin-Templet'oﬁFunds. According to the same
document, Macklin received $20,583 for the fiscal-year ended April 30, 2003 in connection with
his sitting on the Board of the Franklin Strategic -S“'e'riAes‘ Trust and/or attending meetings of said
Board, and a total of $363,512 for calendar year 2002 for serving as a director or trustee of other
Funds in the FT complex.

29. As Trustees, defendants Charles B. "John's'on, Rupert Johnson, Ashton and
Macklin signed the Form N-1A registration statements and prospectuses for the Franklin
Strategic Series, including the Small-Mid Cap G}Owth'Fﬁ’hd (and/or amendments thereto) during
the Class Period.

a. The Failure of the Inter‘estéd.’ahd'-j“Independent” Trustees

30. Throughout the Class Period, both the interested and the "independent" Trustee
defendants breached their fiduciary duties and failed to adequately protect the interests of FT

shareholders, including shareholders of the Small-Mid Cap Growth Fund, to whom they owed

separate series of the U.S. registered investment'‘companies within the Franklin Templeton
Investments fund complex. These portfolios have a common investment adviser or affiliated
investment advisers.”
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duties of care, candor, and loyalty throughout théjélas_é;ﬁérviod. All of the wrongful activity
alleged herein that harmed FT Fund investors was permitted to occur notwithstanding the
presence of a Board of Trustees of the Frankl"in é%rétegic Series that consisted of three, who were
interested Trustees, and six “outside” or “independent” Trustees charged with protecting the
interests of the FT Fund shareholders. The “interested” Trustee defendants failed to fulfill their
duties as Trustees of FT Funds, including the Fr;nklin Strategic Series, by facilitating and/or
acquiescing in market timing, to the detriment of FlT Fund shareholders, and by favoring their
own interests and those of other FT entities with-&ﬁo’in they were affiliated, without due
consideration for the interests of the shareholders of the Funds, including the Small-Mid Cap
Growth Fund. The “independent” Trustée de.fendéﬁts also failed to fulfill their duties by failing
to detect and put an end to the unlawful practices and dealings that pervaded the FT Fund
complex, including the Small-Mid Cap Growth Fund, as well as the mutual fund industry, over
the Class Period. e

31.  The Investment Company Act, 15 VU‘S.C.\ §80a—1 et seq., requires individual
mutual funds, such as the FT Funds, to be governed by Q‘Board of Trustees (“Board”), and
further requires, in most cases, that a majority of the members of the Board be independent from,
and unaffiliated with, the investment adviser, or its parents, subsidiaries or affiliates. The
purpose of this independence requirement is to ensure that the management of the mutual funds
is not dominated by the investment adviser and that; instead, the fund is managed in the best
interests of its shareholders. This responsibility not only includes retaining and monitoring the
performance of the investment adviser, the undervy;iter/distributor, and administrator, but

negotiating contracts with these parties and ensuring that the fees paid are reasonable in relation
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to the services performed.

32, In reality, the Boards of the FT Funds were dominated by the Investment Adviser,
FAI, and its affiliates, who not only effectively controlled the Trustee nomination and
appointment process, but also the fees that the purportedly “independent” or “outside” Trustees
earn from serving on the Fund Boards. Further, the purportedly “independent” trustees, who
fulfill this role in addition to their full-time occupations, serve on the boards of scores, and in
some cases well over a hundred, of individual FT Funds within the FT Fund complex, rendering
it difficult to oversee the activities of the Funds consistent with their fiduciary duties. For
example, according to SEC filings, the Franklin ‘Stratégic Series’ “independent” trustees Ashton,
Macklin, S. Joseph Fortunato, and Frank Lahaye, ‘all serve on the Boards of, at least, 140
Franklin Templeton Funds. These “independeént™ directors are well-compensated for their
service, often earning hundreds of thousands of dollars in fees, as alleged herein. In fact, the
“independent” directors earned approximately 8 to' 18 times the compensation they received as
Trustees of the Franklin Strategic Series, from serving on'Boards of other FT Funds, that were
nevertheless advised by FAI or other FT investment advisers. Although these fees are
purportedly set by the compensation committee of theé Board of each individual Fund, the
compensation levels are usually based upon the recommendations of the Investment Adviser.
The fees, however, are paid from investmervx‘ts"iri the FT Funds themselves.

33.  As aresult of the foregoing, both: fhe-“independent” Trustees and those nominated
as representatives of the Investment Adviser are beholden to the Adviser and its affiliates, and
therefore suffer from disabling conflicts of interests ’Ehat*ﬁtévent them from discharging their

fiduciary duties. For example, despite instances in’ which certain FT Funds have performed
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poorly and lagged their peers in economic return, no Board of any FT Fund has ever replaced its
Investment Adviser with an advisor that is bart of a;lo.ther mutual fund complex. Instead, the
Boards have renewed their agreements with the Investment Advisers regardless of the Fund’s
performance, usually without even seeking competitive bids from other investment advisers.

Trust Officer/Signatory Defendants

34, Defendant Martin L. Flanagan (“Flénagan”) is Vice President of the Franklin
Strategic Series of Funds, including the Franklin thalLMid Cap Growth Fund. At all relevant
times hereto, Flanagan was also President of Frankiiﬁ»késources; Senior Vice President and

_Chief Financial Officer of Franklin Mutualv‘AdViser‘s, LLC; Executive Vice President, Chief
Financial Officer and Director, Tempieton Worldwide, Inc.; Executive Vice President and Chief
Operating Officer, Templeton Investment Counsel, LLC; President and Director, FAI; Executive
Vice President, Franklin Investment Advisory Sér‘\'/ices,‘ Inc. and Franklin Templeton Investor
Services, LLC; Chief Financial Officer, Franklin AHVisory Services, LLC; Chairman, Franklin
Templeton Services, L1.C; and an officer and/or director or trustee, of certain of the other
subsidiaries of Franklin Resources and of 49 of th‘e"iﬂ\‘/é‘sfment companies in FT Investments.
On January 1, 2004, Flanagan became co-Chief Executive Officer of Franklin Resources, along
with Gregory Johnson. Flanagan signed the Form N-1A registration statements and prospectuses
for the Franklin Strategic Series, including the Small-Mid Cap Fund (and/or amendments
thereto), as Principal Financial Officer, during 2002, 2001, 2000 and 1999.

35. As officers, directors and/or trustees of th¢ Franklin Strategic Series Funds,
including the Franklin Small-Mid Cap Growth Fund, each of the foregoing individual defendants

had a duty of loyalty, candor and fair dealing to the ‘shareholders of the respective Funds
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comprising the Franklin Strategic Series, and the; duty, ét a minimurm, to treat all shareholders
equally and not permit certain preferred investors to market time the Funds, including the
Franklin Small-Mid Cap Growth Fund, at the expense of Lead Plaintiff and the other members of
the Class, inter alia, in order to obtain for the FT-affiliated defendants “sticky assets” parked in
other FT Funds, or for additional fees, excess compensation, or other payments for services,
whether for themselves or their control or affiliated persons.

Additional Officer Defendants

36.  Defendant Gregory E. Johnson (“Greg Johnson™), the son of Franklin Resources
Chairman Charles B. Johnson, during the relevaﬁt period, was co-President of Franklin
Resources (prior to which he was Vice Presiﬂent of Franklin Resources), President of
Templeton/Franklin Investment Services, Inc.; and Chairman of Franklin Templeton
Distributors, Inc., Franklin’s sales organization and-the distributor and principal underwriter of
shares of the Franklin Strategic Series, including the Smail-Mid Cap Growth Fund. Greg
Johnson is an officer of many other subsidiaries of AFrank‘lin Resources and in two investment
companies of FT Investments. He was appointed to serve as Co-Chief Executive Officer of
Franklin Resources effective January 1, 2004, He is also the nephew of Rupert Johnson, and
Franklin Resources Director, Peter Sacerdt)f"e" th"hO is the brother-in-law of Charles B. Johnson
and Rupert Johnson); and the brother of Jennifer Bkﬁlf(Senior Vice President and Chief
Information Officer of Franklin Resources since'May 2003, and an officer and/or director of
other Franklin Resources subsidiaries since June 1994),-and of Charles E. Johnson.

The Underwriter/Distributor Defendant

37. Defendant Franklin/Templeton Distributors (a/k/a “FTDI”), a New York
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corporation with offices at One Franklin Parkway, San Mateo, CA, is a wholly owned subsidiary
of Franklin Resources that, according to Franklin’s Form 10-K for the fiscal year ended
September 30, 2003, “acts as the principal underwriter and distributor of shares of most of our
U.S.-registered open-end mutual funds.” Franklin/Templeton Distributors is primarily in the
business of selling mutual funds, is the Funds’ principal distributor and, according to the
Franklin Strategic Series registration statements and prospectuses throughout the Class Period,
“acts as the principal underwriter in the continuous public offering of each Fund's shares,”
including the Small-Mid Cap Growth Fund. /(Se¢, e:g., Form N-1A Registratién Statement and
Prospectus for the Franklin Strategic Series filed with the SEC on or about August 29, 2002.)
Franklin/Templeton Distributors has an NASD Individual Central Registration Depository
(“CRD”) number of 332, and is registered with the SEC and NASD.

38. Franklin/Templeton Distributors earns inderwriting and distribution fees
primarily by distributing the Funds pursuant to distribution agreements it has with the Funds.
The sales charges and distribution and service fee structure, for various share classes of FT's
U.S.-registered retail Funds, include (i) sales charges of up to 5.75% for equities on Class A
shares, and 4.25% for Class A fixed-income shares, (ii) Contingent Deferred Sales Charges
(CDSC) of up to 4% for Class B shares, (iii)A"R'uflé‘ 12b-1 fees (described below) of between
0.35% for Class A shares and 1.00% for Class B and‘C é'quity shares, and up to 0.65% on Class
B and C fixed-income shares.

39. FTDI, as distributor, also pays certain feés or commissions in certain
circumstances to broker/dealers, including Franklin Templeton affiliates. Such fees and

commissions include (i) dealer commissions of up.to 5.00% at time of sale on equities and up to
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4.00% on fixed income shares, (ii) and Rﬁl'e 123;;i1 fees of between 0.25% on Class A equity
shares and 1.00% for Class B and C sharés; and up to 0.65% on Class B and C fixed income
shares. These 12b-1 fees depend on the amountué)f assets under management. For example, (i)
with respect to Class B equity shares, FTDI rece.ivesy va 12b-1 fee equal to 0.75% and pays 0.25%
to the broker/dealer on the daily average assets in the account, (ii) with respect to Class B
fixed-income shares, FTDI receives a fee equal fo 0.50% Kand pays 0.15% to the broker/dealer on
the daily average assets in the account, (iii) with f'e'sp‘ié‘c‘tl to Class C equities, FTDI retains a fee
equal to 0.75% and pays 0.25% to the bfokér/de&l‘er on the average assets in the account for the
first 12 months following the sale, after Wh‘iCh: the full 12b-1 fee is paid to the broker/dealer, and
(iv) with respect to Class C fixed-income sharesv,"FTDI retains a fee equal to 0.50% and pays
0.15% to the broker/dealer on the assets in the aécdunt for the first 12 months following the sale,
after which it is paid to the broker/dealer. (2003 Form 10-K.)

40.  FTDI, as underwriter/distributor, is paid for its services pursuant to Distribution
Agreements and Distributions Plans executed betlv\:/e'e.ﬁ.‘F TDI and the Registrant/Issuer of a
particular Fund, on behalf of such Fund. FTD‘I zﬁso enters into Dealer Agreements governing its
relationship and payment structure with respect to dealers.

41.  FTDI, as underwriter, receives undeeriting commissions in connection with its
continuous offering of the Funds' shares. During fiscal years 1999-2003 (ended April 30), EDTI
received the following underwriting commissions from the offering of the Small-Mid Cap
Growth Fund alone: for fiscal year 2003, $3,181"_,330 (retaining $368,628 after allowances to
dealers, and gaining from redemptions and repurchases an additional $131,905); for fiscal year

2002, $4,864,221 (retaining $550,763 after allov&énces to dealers, and gaining from redemptions
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and repurchases an additional $228,771); f(;r_ fiscal year 2001, $8,678,476 (retaining $939,178
after allowances to dealers, and gaining from redemptions and repurchases an additional
$332,450); for fiscal year 2000, $17,085,408 (retaining $1,949,930 after allowances to dealers,
and gaining from redemptions and repurchases an additional $319,296); and for fiscal year 1999,
$15,233,910 (retaining $1,589,079 after allowances to dealers, and gaining from redemptions
and repurchases an additional $828,220).

Hedge Fund Related Defendants - -

42, Defendant Daniel G. Calugar (*Calugar™) is an individual with his primary place
of business located at 3960 Howard Huighes Parkway, Suite 700, Las Vegas, Nevada 89109. At
all times relevant hereto, Calugar was the 95% owner and President of Security Brokerage, Inc.
(defined below). Calugar and Security Brokerage, In¢: were the subject of an SEC complaint
filed on December 23, 2003. That complaint charges Calugar and Security Brokerage, Inc. with
late trading, market timing and entering into “sticky asset” arrangements with mutual fund firms.
Specifically, the SEC complaint alleges that Calugar made investments in the private hedge
funds operated by a mutual fund company in return for the ability to market time their public
mutual funds beyond what the prospectus allowed for each such fund. The claims in the SEC’s
complaint were sustained in the District of Nevada Péde’fal Court on or about August 9, 2004.

43. Defendant Security BrokerageA, Inc: ("‘SBI”) was an NASD registered
broker-dealer with a CRD number of 45989, locatéd at 3960 Howard Hughes Parkway, Suite
700, Las Vegas, Nevada, 89109. SBI was a registered broker-dealer from July 1996 through
November 18, 2003. On September 19, 2003, S{Bi"ﬁled a Form BDW with the SEC seeking to

withdraw its broker-dealer registration.
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44,  Defendant DCIP, Limited Partnership (“DCIP”), is a limited partnership formed
in accordance with the laws of the State of Nevada. The purpose of the partnership is to “engage
in the business of acquiring, owning, holding, tra'ding,,.disposing of and otherwise dealing with
Securities.” (Paragraph 2.05 of Article 2 of the Fourth'Amended and Restated Limited
Partnership Agreement of DCIP, Limited Partnership.) Calugar is the General Partner of DCIP.
Kelley Holdings LLC is the Class A Limited Partner. Nick Calugar, Jr. is the Class B Limited
Partner. Calugar is the Class C Limited Partner,f' MAS Trust is the Class D Limited Partner.

45. Defendant Franklin Templeton Alternative Strategies, Inc. (“Franklin Templeton
Alternative Strategies” or “FTAS”) (f/k/a Franklin Templeton Asset Strategies, LLC and
Franklin Templeton Alternative Strategies, LLC);-a Delaware corporation, with offices located at
500 E. Broward Blvd., Suite 2100 Ft. Lauderdale; F1:33394-3091, is an investment adviser
subsidiary of Franklin Resources. FTAS is a registered investment adviser under the Investment
Advisers rAct and a registered Commaodity Pool Operator under the Commodity Exchange Act,
and provides investment advisory, portfolio-managément and administrative services to certain
of Franklin Resources’ investment products with mandates in alternative investments, including
hedge funds. FTAS was the General Partner of the FT Hedge Fund (defined below), and the
investment adviser thereto during the Class Period. Auda Adviser Associates, LLC was the
Special Limited Partner, and sub-advisor theretd, and Calugar was one of its limited partners.
From July 2001 to December 2003, defendant William Post was Vice President of Franklin
Templeton Alternative Strategies.

46.  Defendant William Post (“Post”)'was an employee of Franklin Resources and its

affiliates from June 2000 to December 2003, during which time he held the following positions:
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registered as a broker with Franklin’/vTempletovn Distributors (June 2000 to December 2003)
(CRD No. 2483880); Senior Vice Président of Frgnklin Templeton Trust Company (September
2000 to December 2003); Vice President of Franklin Tefl_,npleton Alternative Strategies (July
2001 to December 2003); President/CEQ of the quthern California Region of
Templeton/Franklin Investment Services, Inc. (March 2002 to December 2003); Officer of High
Net Worth Investment Management, Fiduciary Trust Company International (a Franklin
subsidiary) (January 2003 to December 2003) and President/CEO Northern Region, Fiduciary
Trust International of California (July 2001 tq December 2003). According to documents filed
with the NASD, Post was placed on administrative leave on December 15, 2003 “because of
questions concerning the completeness of his cooperation in an internal investigation regarding
market timing,” and resigned as Vice Chairman, F‘idﬁciary Trust International of California, a
subsidiary of Franklin Resources, on December 25; 2003.‘-' -
Aiders and Abettors of the FT-Affiliated Deféendants’ Breaches of Fiduciary Duty

47.  The following defendants are alleged to have aided and abetted the FT-affiliated
defendants’ breaches of fiduciary duty, at the expense of the FT Funds’ public shareholders, and
for their own profit, as set forth herein.

Market Timing Defendants

48. In addition to Calugar, SBI and DCIP:"th‘e following defendants, among others,
engaged in the wrongful market timing of FT Fu'ﬁ'ds,- wifﬁ the knowledge or acquiescence of the
FT-affiliated defendants, and aided and abetted the FT-affiliated defendants’ breaches of the
fiduciary duties of care, candor and loyalty to FT'Ffmd shareholders by, among other things,

entering into the transactions with the FT Funds that caused the FT-affiliated defendants to
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violate the terms of the prospectuses in ofdef to generate fees and other benefits for themselves,
at the expense of FT Fund investors.

49, Defendant Edward J. Stern (“Stern"’), tfle Managing Principal of defendants
Canary Capital Partners, LLC, Canary Investtﬁent Maﬂagexnent, LLC, and Canary Capital
Partners, Ltd. (referred to collectively herein as “Canary”), was a knowing participant in the
wrongful conduct alleged herein. Defendants Canary Capital Partners, LLC and Canary
Investment LLC are New Jersey limited li‘abilbity ‘cvompanies that maintain their corporate
headquarters at 400 Plaza Drive, Secaucus, New Jersey. Defendant Canary Capital Partners,
Ltd., is a Bermuda limited liability company. quing the Class Period, Canary timed FT Funds,
including the Franklin Small-Mid Cap Growth Fund (FRSGX), Templeton Pacific Growth Fund
(FKPGX), and Franklin Real Estate Securities F untc‘l"(F REEX), at the expense of ordinary
investors in FT Funds to the detriment of Lead Plaintiff and the Class and to the benefit of the
FT-affiliated defendants.

50. Defendant Prudential Secufiﬁés, inc. (“Prudential’”) was, prior to July 1, 2003, a
wholly-owned broker-dealer subsidiary of Prudential Financial, Inc. On July 1, 2003, its
ownership was transferred to Wachovia Securities, LLC, a joint venture subsidiary of Wachovia
Corporation and Prudential Financial, Inc. D‘uring" the Class Period, preferred clients of
Prudential, with Prudential’s substantial assistance;“engagéd in substantial market timing of FT
Funds, as set forth below, to the detriment of Lead Plaintiff and the Class, but to the benefit of
the FT-affiliated defendants who reaped aglditionﬂl_ fées, for example, from the added assets in
the Funds due to the substantial market timing through, and with the assistance of, Prudential.

Prudential is sued as a Market Timing Defe'ﬁdant and as a Clearing Defendant as described
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below.

51. Defendant Headstart Advisers Ltd. (‘““Headstart”) is a hedge fund based in the
United Kingdom, and was a client of Prudential 'si_nce' at least July 1999. Defendant Chronos
Asset Management (“Chronos™), is a hedge fund based in Cambridge, Massachusetts, and was a
client of Prudential since at least January 2000. Defendant Pentagon Asset Management
("Pentagon") is a hedge fund based in the United Kingdom, and was a client of Prudential since
at least March 2000. Defendant Ritchie Capital Management, Inc. ("Ritchie") is a hedge fund
based in Geneva, Illinois, and was a client of Prudential since at least December 2000.
Defendant Jemmco Advisers (“Jemmco”) is a hedge fund based in New York, and was a client
of Prudential since at least April 2002. Deferidaﬁt Global Analytical Capital (“Global™), based in
Salem, Massachusetts, acted as an investment adviser for hedge funds based in the Netherlands
Antilles, and was a client of Prudential since at least May 1998. Defendants Headstart, Chronos,
Pentagon, Ritchie, Jemmco and Global each éngaged‘i’n a substantial amount of market timing of
FT Funds, through Prudential, as set forth bélow, to the detriment of Lead Plaintiff and the Class.

52. Market timer John Does 1-100-are additional Market Timing Defendants whose
identities have yet to be ascertained. Lead Plaintiff will seek to amend this Complaint to state
the true names and capacities of said defendants when "théy have been ascertained.

53. Defendants Calugar, SBI, DCIP, Prudential; Stern, Canary, Headstart, Chronos,
Pentagon, Ritchie, Jemmco and Global, and the market timers named as John Does 1-100, are
sometimes hereinafter referred to collectively as the “Market Timing Defendants.”

The Clearing Defendants

54.  Defendant Bear Stearns Securiti¢s Corporation, a Delaware corporation with its
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principal business address at One Metrotech C'ente‘r North, Brooklyn, NY 11201, is a registered
broker-dealer that cleared the securities transactions of its affiliate, defendant Bear Stearns & Co.
Inc. and its customers during the Class Period. Bear Stearns & Co. Inc., a Delaware corporation
with its principal business address at 383 Madison Avenue, New York, NY 10179, is also a
registered broker-dealer. Defendants Bear Stearns Securities Corporation and Bear Stearns &
Co. Inc. are referred to collectively herein as "Bear Stearns."

55. Defendants Bear Stearns and Clearing Defendant John Does 1-10, and Prudential
(hereinafter, the "Clearing Defendants") participated in and enabled the fraudulent scheme and
breaches of fiduciary duties alleged herein by kriowingly or recklessly allowing market timers to
engage in timing and/or late trading via their clearing platforms. Clearing is the procedure by
which an organization acts as a middleman for parties in“stock, bond or mutual fund transactions.
The clearing divisions of the Clearing Defendants are-utilized by hundreds of smaller brokerages
— known as "correspondents.” For examplé; at all relevant times, defendant Kaplan (defined
below) was a correspondent of defendant Bear Stearns.

56.  The active participation in and facilitation of market timing and/or late trading by
financial institutions acting as clearing platforrﬁé for tarket timing and/or late trading was
central to the success of the fraudulent scheme and breaches of fiduciary duties alleged herein.
The Clearing Defendants serviced both brokers who speéyi'élized in timing (including brokers
from within the ranks of the Clearing Defendants, who often earned as much as $15 million a
year in commissions from timing activitié'slfaIOné;)" and timers directly.

57. The Clearing Defendants rééklessly and/or knowingly disregarded the excessive

mutual fund trades being transacted through their trading systems, or "platforms,” by the market
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timers and substantially assisted and par“ticipated‘i‘ri such excessive trading. Moreover, the
Clearing Defendants specifically engineered tradin.g‘ si[rategies that catered exclusively to timers
and late traders. For instance, Prudential develop.e.'cllj a:';shotgun" system that allowed a market
timer to scatter trades across various mutual fun&s .to enébie the timers to successfully execute
larger and more frequent trades by hedging against the risk that "capacity" would be taken before
they placed their orders, were they to have placed’their order in only one or a few fund families.
Other Clearing Defendants, such as ‘Bear Steérns, actually installed special equipment for timers
and their brokers to allow them to execute markét" timing and late trading transactions at their
whim, while the Clearing Defendants captured the reéiilting fees and commissions.

Broker Defendants John Does 1-25

58.  Plaintiff’s counsel’s investigation‘based upon, inter alia, confidential witnesses
who had direct knowledge and familiarity with market timing within the mutual fund industry
generally, and specifically as it pertained to Franlklin Templeton, revealed that certain broker-
dealers acted as intermediaries to shop market timing “capacity” (described below) at mutual
fund companies, including Franklin Templeton. - These broker-dealers acted as middlemen to
bring together market timers desirous of market ‘tilnirig 'éapacity, and mutual fund companies,
including FT, who would provide it, and accept such timérs. These broker-dealers profited
substantially from their role as intermediaries, as the Franklin-affiliated defendants would pay
them commissions and fees, including a portion of Rule 12b-1 fees, in return for bringing the
market timer’s assets into the FT Funds, and the market timers would pay them as well,
frequently as a percentage of the market tiﬁiiiig capacity the broker-dealers obtained from FT for

the timers. The true names and capacities of these broker-dealers (who, along with defendant
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Kaplan, are collectively referred to as the “Broker Defendants”), sued herein as Broker
Defendant John Does 1-25, who were active participants: with the FT-affiliated defendants and/or
their employees in the widespread wrongful conduct alleged herein, have yet to be ascertained.
Lead Plaintiff will seek to amend this Complaint to state the true names and capacities of said
defendants when they have been ascertained.

59. Defendant Kaplan & Company Securities, Inc. ("Kaplan") is a registered
broker-dealer based in Boca Raton, Florida. Kaplan, which as noted, is a correspondent for Bear
Stearns, and is located in the Bear Stearns buildiﬁg' i Boca Raton, is also implicated in N.Y.
Attorney General Eliot Spitzer’s investigation and ¢omplaint against defendant Canary as
facilitating Canary’s improper trading during the relevant period. According to a witness
directly familiar with market timing in the mutual fund industry in general and FT in particular,
Kaplan participated in and enabled the wrongdojng described herein by, among other things,
facilitating various market timers’ frequent, short-term trading of FT Funds. In fact, a written
agreement that defendant Canary had with Kapla’ﬁ:?states Kaplan was to act as broker and
defendant Bear Stearns was to act as the clearing ‘firm for market timing trades involving Canary
and Kaplan. The agreement, appended as an exhibit to the New York State Attorney General’s
complaint in State of New York v. Canary Capital Partriers, LLC, et al., states: “Kaplan & Co.
will function as the broker in regards to arranging, on'a best-efforts basis, market-timing
agreements with Bear Stearns and/or Mutual-Fund companies.”

CERTAIN RELEVANT NON-PARTIES

60. Frank H. Abbott, I1I (“Abbott”), S. Joseph Fortunato (“Fortunato”), Edith E.

Holiday (“Holiday”), and Frank W.T. Lahaye (“Laliaye™), have, at all relevant times hereto, been
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Trustees of the Franklin Strategic Series Fupds,including the Franklin Small-Mid Cap Growth
Fund. According to the September 1, 2003 Franklin Strategic Series Form N-1A and Prospectus,
Abbott is a Trustee for a total of 113 FT Funds, Fortunato is a Trustee for a total of 141 FT
Funds, Holiday is a Trustee for 90 FT Funds, and Lahaye is a Trustee for 113 FT Funds.

61.  According to the September 1, 2003 Franklin Strategic Series Form N-1A and
Prospectus, “The Trust pays noninterested board members $2,025 for each of the Trust's eight
regularly scheduled meetings plus $1,350 per meeﬁng attended. Board members who serve on
the Audit Committee of the Trust and other funds'in'Franklin Templeton Investments receive a
flat fee‘of $2,000 per committee meeting attended; d portion of which is allocated to the Trust.”
According to the same document, Abbott earned $20,019 for fiscal 2003 in connection sitting on
the Board of the Franklin Strategic Series Trust and/or attending meetings of said Board, and a
total of $164,214 for calendar year 2002 's"er{/ingS as a director or trustee of other Funds in the FT
complex; Fortunato earned $20,524 for fiscal 2003 from sitting on the Franklin Strategic Series
Trust Board and/or attending meetings of said Board, and a total of $372,941 for calendar year
2002 serving as a director or trustee of other FT Fiinds: Holiday earned $27,150 for fiscal 2003
from sitting on the Franklin Strategic Series Trust Board and/or attending meetings of said
Board, and a total of $273,635 for calendar year"‘20‘02' ‘sé'rving as a director or trustee of other FT
Funds; and LaHaye earned $20,019 for fiscal 2003 from sitting on the Franklin Strategic Series
Trust Board and/or attending meetings of said B"‘o‘ard, and a total of $164,214 for calendar year
2002 serving as a director or truste¢ of other FT Funds.

62. Harmon E. Burns (“Burns”) has,"ét; all relevant times hereto, been a Trustee and

Vice President of the Franklin Strategic Series Fhﬁdéi;‘iﬁéluding the Franklin Small-Mid Cap

e
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Growth Fund. Burmns also holds these positi();ﬁs for atotal of 31 Franklin-Templeton Funds.
According to the September 1, 2063 Franklin St»r:atveg.ic Series Form N-1A and Prospectus, Burns
is Vice Chairman and a Member of the Office of £h<;, Chéirman of Franklin Resources, and,
during the relevant period, was Executive Vice Presi:aent and director of the Company. Burms is
also Vice President and Director, Franklin Templeton Distributors; Executive Vice President,
FAI; Director, Franklin Investment Advisory.Services, Inc.; and an officer and/or director or
trustee, of certain of the other subsidiaries of F réﬁ:klir:l Resources and of 49 of the investment
compantes in FT Investments. Burns, as Tru%t‘e‘e, sigﬁedithe Form N-1A registration statements
and prospectuses for the Funds in the Franklin S'}(z;tegic Series, including the Small-Mid Cap
Fund (and/or amendments thereto).

63. David P. Goss (“Goss”) has been Vi‘cé President of the Franklin Strategic Series
Funds, including the Franklin Small-Mid Cap Growth Fund, since 2000. According to the
September 1, 2003 Franklin Strategic Series FOrm N-1A and Prospectus, Goss is Associate
General Counsel, Franklin Resources; an ofﬁcef and director of one of the subsidiaries of
Franklin Resources; an officer of 51 of the iniz'es’cmeﬁt“bpihpanies in FT Investments; and
formerly President, Chief Executive Officer and Director. of the Franklin Select Realty Trust
(until 2000). Goss signed the Franklin Strategic. Series Form N-1A registration statements and
prospectuses during 2003, 2002, 2001 and 2000, -

64. Kimberley H. Monasterio (“Monasterio’’) was Treasurer of the Franklin Strategic
Series Funds, including the Franklin Small-M‘id"Cap Growth Fund, since 2000, and Chief
Financial Officer thereof since 2002. Monasterh was also Senior Vice President, Franklin

Templeton Services, LLC (the principal Administrator-for FT Funds); and officer of 51 of the
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investment companies in FT Investments. Monasterio signed the Franklin Strategic Series Form
N-1A registration statements and prospectuses, as Chief Financial Officer and/or Principal
Accounting Officer, during 2003, 2002, 2001 and 2000.

65.  Charles E. (“Chuck”) Johnson, was, during the relevant period until his leave of
absence beginniﬁg in October 2002, co-President of Franklin Resources, and a member of the
Board of Directors thereof since 1993, and in charge of portfolio management and international
operations for Franklin Resources. Chuck Johnson was formerly Senior Vice President of
Franklin Resources, and, prior to his leave of absence, ah officer and/or director of many other
Company subsidiaries, and an officer and/or director or thistee in 33 investment companies of
FT Investments. Chuck Johnson is the eldest son of Franklin Chairman Charles B. Johnson; the
brother of Greg Johnson, and Franklin Resources Senior Vice President and Chief Information
Officer, Jennifer Bolt; and nephew of Rupert Johnson and Franklin Resources Director, Peter
Sacerdote.

66.  Edward B. Jamieson (“Jamieson™) has been Vice President of the Franklin
Strategic Series Funds, including the Franklin Sihéil‘iiMiH Cap Growth Fund, since 2000, and has
been the lead Portfolio Manager of the Franklin‘Srhall-Mid Cap Growth Fund since 1992.
According to the September 1, 2003 Franklin Strategic Series Form N-1A and Prospectus,
Jamieson is also Executive Vice President afid Portfolio Manager, FAI; an officer of other
subsidiaries of Franklin Resources; and an 'ofﬁcer and trustee of five of the investment
companies in FT Investments.

67. Franklin Templeton Strategic ’Ger'tﬁ?Fﬁrid, L.P. (“FT Hedge Fund”), is a

Delaware limited partnership that sold limited partnersh1p units to qualified purchasers in a
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non-public offering. Defendant Franklin Telnpletog-,Altémative Strategies is the General Partner
of the FT Hedge Fund; Auda Adviser Associates; LLC is the Special Limited Partner of the FT
Hedge Fund, and defendant Calugar was one of the limited partners in the FT Hedge Fund. The
purpose of the FT Hedge Fund was to “invest and trade in securities and other financial
instruments and assets for or incidental to investment purposes through direct investment,
investment in limited partnerships and other entities and retention of investment managers.”
(Paragraph 1.03 of Article 1 of the Limited Partnership Agreement of Franklin Templeton
Strategic Growth Fund, L.P.) The FT Hedge' Fuiid was & fund of hedge funds with each of the
underlying hedge funds requiring a minimum investment of $1 million. Calugar’s $10 million
investment in the FT Hedge Fund comprised 80% 6f such Fund’s total assets at the time it was
made.

FACTUAL BACKGROUND

Market Timing Practices

Backeround Information and the Forward-Pricing Rule

68.  The domination of FT Funds by thé'Irivestment Advisers, along with the inherent
conflicts of interest described herein, have led to the wrongful market timing practices
complained of herein. These practices have providléd" a means for the FT Funds complex,
including parent company Franklin Resourc‘e's, tf)r i’ﬁcrease deposits in the FT Funds dramatically
by permitting short-term traders to engage in conduct prohibited by the terms of many Fund
prospectuses, and highly detrimental to other investors in the Funds. Since FAI, as investment
adviser, Franklin/Templeton Distributors, did FT adininistrators are paid a fee as a percentage of

the value of the assets under management, the increased deposits resulting from market timing
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has served to increase their fees, and the re?élme_g to ‘Eranklin Resources, substantially.

69.  Market timing opportunities stem from inetlﬁéiencies in the manner in which
shares of individual mutual funds are priced. Shareé.of open-end mutual funds, including FT
Funds, are priced daily, based on the Funds’ NAYV at the time of the valuation. Unlike equity or
debt securities that are valued and traded on stock exchanges, open-end mutual funds
continuously issue new shares as new investlﬁents are received, and redeem shares as investors
withdraw assets. The value of these shares is“cal‘culavt‘ed‘ at 4:00 p.m. each day (the close of
trading on the New York Stock Exchange), by dé‘t,érin‘ihih‘g the NAV of the fund (the value of
assets less liabilities), and then dividing that ambﬁnt’ by the number of shares outstanding. For
exémple, if a mutual fund with 100,000 shares outs’ta_r'xding holds total assets with an NAV of $1
million, then it will be priced at $10 per $hare. Thus, an investor seeking to invest $1,000 in this
fund would receive 100 newly issued shares, valued at $10 per share.

70. Since mutual fund shares, including FT Fund shares, are only priced once per day
(at 4:00 p.m. New York time), the potential éxists for an investor to purchase shares at a “stale”
price that does not incorporate the latest information anid fthereby make a quick profit. For
example, if an investor were able to purchase sharés of 4n'FT Fund at the NAV calculated before
his purchase, with knowledge that the investments held within the Fund had risen in value before
the next NAV calculation, he could make a ri:skifree profit by simply buying the shares and then
selling them the next day at the new, higher NAV.

71.  To prevent this arbitrage opportlinity, the SEC enacted Rule 22¢-1 under the
[nvestment Company Act, which provides:

No registered investment company issuing ahy redeemable security, no person
designated in such issuer's prospectus as authorized to consummate transactions
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in any such security, and no principal underwriter of, or dealer in, any such
security shall sell, redeem, or repurchase any such security except at a price based
on the current net asset value of such security which is next computed after
receipt of a tender of such security for redemption or of an order to purchase or
sell such security ... [Emphasis added.]

72. Under Rule 22¢-1 (also known as the "forward-pricing rule"), FT Fund investors
who place orders to purchase Fund shares during trading hours do not know the exact price at
which their orders will be executed; instead, these orders are executed at the NAV calculated
after the order is received, at the 4:00 p.m. close of trading on the New York Stock Exchange.
Thus, all FT Funds’ investors should have the’ same 6pp9rtunity to digest "pre-4:00 p.m.
information" before they buy or sell, and no invésltor‘ §‘hbgld have the benefit of "post-4:00
information" prior to making an investment decisbibc;;; “'Fu;»rther, an FT Funds’ investor who can
avoid forward pricing and buy at the prior NAV has a significant trading advantage, since he can
wait until after the market closes for significant news such as a positive earnings announcement
to come out, and then buy the Fund at the old, low NAV which does not yet reflect the positiv¢
news, at essentially no risk.

Subverting the Forward-Pricing Rule Through Market Timing

73. The forward-pricing rule alone, hqweyer;’fdoes not eliminate the arbitrage
opportunity for frequent traders in mutual fur‘lds"‘..‘ This is due to the fact that the NAV of the
Funds, as calculated after investors purchase their shares, still might not incorporate all public
information. A typical example is a U.S. mutual fund that holds Japanese shares. Due to time
zone differences, the Japanese market may close'at=2:'00 a.m. New York time. If the U.S. mutual
fund manager uses the closing prices of the J apanésle Shﬁares in his fund to calculate an NAV at

4:00 p.m. in New York, he is relying on market-information that is fourteen hours old. Any
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positive market moves during the New York trading day. that will likely cause the Japanese
market to rise when it later opens, will not be reflected in the "stale" Japanese prices, and thus
the overall fund's NAV will be artificially low. g

74. "Market Timing" is the practice of trying to take advantage of this information
delay in the pricing of mutual funds. Specifically, a market timer who purchases the Japanese
fund described in the preceding paragraph at the "stale" price is virtually assured of a profit that
can be realized the next day by selling. Taking advantage of this kind of short-term arbitrage
repeatedly in a single mutual fund is called "timing'' the fund.

75. Market Timing opportunities are not-limited to mutual funds holding foreign
investments, but instead also arise in mutual funds containing illiquid securities such as
high-yield bonds, or small capitalization stocks, such as the Franklin Small-Mid Cap Growth
Fund. In such cases, the fact that some of the fiind's securities may not have traded for hours
before the New York closing time can render the find's NAV stale, and thus open to being
timed. Indeed, one of the major market timers who has profited by timing funds of numerous
fund families in this MDL 1586 litigation, incluﬁ'ing the Franklin Small-Mid Cap Growth Fund,
and certain other FT Funds, has asserted that most funds may be timed, and it is mainly a
question of degrees of arbitrage opportunities: e

76.  The availability of timing opportunities can become scarce, as some fund families
prevent timing and the families like FT, that pr.o‘s'p"er from it, tend to seek to control timing.
According to one major market timer, it is known within the investment community that market
timing activity is so disruptive to a fund's management and so deleterious to a fund's investment

performance that only a certain amount of Inarkéf‘tiiniﬁg“'b”an be sustained over the long term
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within any one mutual fund without completely undermining the performance of the mutual
fund.

77.  According to the same witness, ailbwing completely unrestricted timing would
generally result in very poor fund performance and therefore typically drive away the ordinary
investors whose investments in the funds were needed to bear the hefty transaction costs and
other liabilities that the timing activity generated. “Also, investment advisers who allow timing,
understanding that the ability to time a fund is a.limitéd and valuable commodity to a market
timer, place some limits on timing that maximizé;‘tﬁ'e‘ 'adeiéér’s gains from the activity in light of
the considerations discussed above.

78. This finite "space" within'a fund ihat could be used for timing assets is commonly
referred to as market timing "capacity,” and there was fierce competition among both timers and
certain intermediaries who brokered timing "capacity," to secure such capacity and profit from it.

79.  As opposed to typical mutual furid ithSfofs, market timers are not concerned
with the performance of the funds in which they iﬁ%}és‘t and they are generally unconcemed about
advisory and management fees, because they'ao:géf remain invested in the funds long enough to
make money based on the funds’ long-term perforrﬁance or pay for management fees.
Accordingly, by allowing timers into FT Funds, ithé FT Fund complex signaled that it was
perfectly willing to cater to a species of iﬁvegfor — the market timer — who did not care about the
performance of FT Fund managers or Fund returnis and would continue to inflate the assets under
management at FT. The tension between tHe“ini}é:Stfrié'lit- objectives of ordinary FT Fund
investors, the market timers, and the F T-afﬁliatéé:‘dé:féndants who were compensated based on

E;

transaction fees and the amount of assets undér management, rather than the Funds' investment

t -~
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performance (and who constitute all of the FT-affiliated defendants named herein), therefore
created a serious conflict of interest within the FT Funds complex. This conflict also violated
Investment Company Act §1(b)(2), which states, in pertinent part, that "the national public
interest and the interest of investors are advéﬁely affected ... when investment companies are
organized, operated, [or] managed in the interest of directors, officers, investment advisers,
depositors, or other affiliated persons thereof,y... undefwriters, brokers, or dealers, special classes
of their security holders, or in the interest of other investmént companies or persons engaged in
other lines of business, rather than in the interest of all'¢lasses of such companies' security
holders."

Harm of Market Timing to Mutual Fund Investors

80.  Market Timing causes signiﬂcant'harm to typical FT Fund investors in a variety
of ways. For example, market timing causes "dilﬁtioﬁ"‘,'by not only depriving non-timer FT
Fund investors of gains they would otherwise ‘realize:c-)ri their investments, but also by forcing
them to incur a disproportionate share of the losses on da':y‘s that the NAV declines. The timer
steps in at the last minute and takes part of the buy-and-hold investors' upside when the market
goes up; and as a result the next day's NAV, as céléu:lated on a per share basis, is less than it
would have been had the timer not invested in the Fund. Conversely, if the timer sells shares on
days that market prices are falling below thé calculated NAV, the arbitrage has the effect of
making the next day's NAV, as calculated on a p‘er"' share basis, lower than it would otherwise
have been, thus magnifying the losses that are experieiiced by other investors in the fund.

81.  The harm to FT Fund investors from' mark;et timing extends beyond dilution. For

example, market timing requires frequent trading of mutual fund shares with significant amounts
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of cash which, in turn dramatically increases tragsaptiof_; costs, such as commissions, on the
long-term investors that eat away at returns. Trades necessitated by timer redemptions can also
lead to realization of taxable capital gains at.an undesirable time, or may result in managers
having to sell stock into a falling market which impose costs on the Funds’ long term investors.

82. Market Timing also harms other Fund investors by forcing Fund managers to
invest heavily in highly liquid, short-term investments that carry a lower rate of return than other
securities, to ensure their ability to redeem shares sold by market timers. Fund managers are
therefore forced to enter into special investments as-an attempt to “hedge" against timing activity
(instead of simply refusing to allow it), thus deviating altogether from the ostensible, publicly
stated investment strategy of their funds, and incurring further transaction costs. Such action
also rendered misleading FT’s representations — such as in the Franklin Small-Mid Cap Growth
Fund prospectus — that the Fund managers may ifiérease their positions in cash or cash
equivalents “in a temporary defensive manner” “[w]hen the manager believes market or
economic conditions are unfavorable for inve"stOB,‘”‘ or “while looking for suitable investment
opportunities or to maintain liquidity.” e

83.  In general, experts estimate that riwitual fund investors, including FT Fund
shareholders, have lost billions of dollars annually as a result of market timing. Indeed, one
recent study estimated that U.S. mutual funds lose:$4-$5 billion per year to timers. Eric
Zitzewitz, Who Cares About Shareholders? ArbitrageAProoﬁng Mutual Funds (October 2002)
35, http://faculty-gsb.stanford.edu/zitzewitz/ Research/arbitrage1002.pdf.; Money, October 2003,

"The Great Fund Rip-Off" at p. 52. University of South Carolina law professor John Freeman

has similarly estimated that market timing trades may have drained more than $5 billion a year
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from long-term fund shareholders. N

Purported Efforts of Mutual Fund Complexes to Prevent Market Timing

84. The FT-affiliated defendants were aware of the harm caused by market timing to
their Funds as early as 1998, and as a manifestation thereof, the various registration statements
and prospectuses covering the FT Funds, including the Small-Mid Cap Growth Fund, expressly
recognized the negative effect market timing has on long term mutual fund investors and
contained assurances that misled investors into believing that the investment advisers took steps
to protect investors against the negative affect of market timing.

85. The registration statements‘and prospectuses at issue purported to both prohibit
market timing and lessen substantially the ability to profit from market timing activity, by the
following: (i) limiting the number of exchanges investors are permitted to make in and out of the
fund over the course of a specific period; (if) imposing significant redemption fees for exchanges
made in close time proximity; and (iii) reserving the right to disallow any proposed transaction
found not to be in the best interest of fund investors as'a whole. The following is typical of the
representations made in various FT Fund prospectuses:

The Fund may restrict or refuse pﬁ-‘rcﬁése:'sv’br exchanges by Market Timers. You

may be considered a Market Timer if you (1) requested an exchange out of any of

the funds within two weeks of an earlier exchange request of any fund, or (2)

exchanged shares out of the funds more than twice within a rolling 90 day period,

or (3) otherwise seem to follow a market'timing pattern that may adversely affect

the funds. Market Timers who redeem or exchange their shares of the Fund

within 90 days of purchase will be assessed a fee of 2% of redemption proceeds.
[Emphasis added.]

Other language typically found in FT Fund prospectuses states:

The Flex Cap Fund and Small-Mid Cap Fund do not allow investments by Market
Timers and may restrict or refuse purchaSes or exchanges by a shareholder who
fails to comply with the restrictions set forth below. You may be considered a
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Market Timer if you have (i) requested an. QxChange or redemption out of any of
the Franklin Templeton funds within two weeks of an earlier purchase or
exchange request out of any fund; or (ii) exchanged or redeemed shares out of any
of the Franklin Templeton funds more than twice within a rolling 90 day period.
Accounts under common ownership or control with an account that is covered by
(1) or (i1) also are subject to these lim"ilts.:

Anyone, including the shareholder or the shareholder's agent, who is considered
to be a Market Timer by the Fund, its manager or shareholder services agent, will
be issued a written notice of their status and the Fund's policies. Identified
Market Timers will be required to register with the market timing desk of
Franklin Templeton Investor Services, LLC, and to place all purchase, exchange
and redemption trade requests through the'desk.- Identified Market Timers who
redeem or exchange their shares of the Small Cap Fund II or Small-Mid Cap Fund
within 90 days of purchase will be assessed a-fee of 2% of redemption proceeds.
[Emphasis added.] St

Active Participation of th¢ FT-Afﬁliatewc.l. Defendants in Market Timing

86. In reality, the FT-affiliated déféndants not only failed to discourage market
timing, but in many instances were aware of, and‘acr'tbivély encouraged and facilitated, or entered
into negotiated agreements, to permit timing ailct;Vittyh,;iFo;the detriment of other FT Fund
investors. During at least 1999 to 2003, FT-affiliated defendants directly, or through brokers and
other middlemen, entered into secret agreements w1th yarious hedge funds or other preferred
investors, allowing them to time many djfferent'f%’Funds, and acquiesced in a massive amount
of additional market timing in FT Funds,-wh’i‘ch they chose not to stop due to the increased
revenues and profits therefrom to the FT-affiliated defendants. In the case of negotiated
agreements, the FT-affiliated defendants agreed&zﬁthl _hedge funds or their intermediaries on a
predetermined amount of money to run in and ou‘t'*c‘)‘_f ‘p'red"etermined target funds to be timed
which would exempt the market timers from sho"'r't}tenn’r’édemption fees, or would waive those

fees. In return, the market timers agreed to move money among those funds, and another “static

fund, such as a money market or similar fund, in'theé FT family, or “park” a large sum of money
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(known as “sticky assets”), in an amount, and in a FT fuﬁd, specified by the FT affiliate or its
employees. As in at least one instance at FT, the fund where the “sticky assets” were to be
parked would be an FT Fund that was new or otﬁerwise needed a capital infusion. By keeping
their money — often millions of dollars — in the FT Fund complex, the hedge funds and other
market timers assured the FT-affiliated defendants that they would receive management and
other fees on the amount, whether it was in one of the target Funds, or the “sticky asset” Fund.
Notably, by waiving applicable early redemption fees, the FT-affiliated defendants would
directly deprive the Fund of money that would ha’y’é partially reimbursed the Fund for the impact
of the permitted market timing. An example of such a negotiated relationship with one of the
most renowned market timers, defendant Calugar;1s set forth in detail below.

Unlawful Profits and Activities Stemmihg From Market Timing

a. Excessive Investment Advisory and Administrative Fees

87. Franklin Resources, FAL, and the other affiliated entities within the FT Fund
complex, had powerful incentives to facilitate the 'wfongful and improper market timing activity
detailed herein. As described above, the‘Invéstlhént'Adviser, Underwriter/Distributor, and the
Administrator, among other captive entities within the FT Fund complex, earned substantial
advisory, underwriting, distribution, and mahéig’ément fees based on a percentage of the amount
of net assets under management in the FT F unds;:(f:’él&iil:éit\ed on a daily basis. Thus, the large
infusions of cash provided by market timers,v--whilé--’(’ie'trfrﬁental to other investors in the Funds
themselves, were a source of large profits to the investment adviser and its affiliates by
dramatically increasing the amount of assets under mahagement and thereby increasing the

dollar amount of fees payable from thosé’éé'setsjf‘7‘»'A”s detailed herein below, none of the
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defendants or their affiliates ever disclosed their: préctice of permitting and facilitating market
timing, much less the fact that they earned millions of dollars in management and advisory fees
as a result of permitting this wrongful activity. -

88. By facilitating market timing, the F T-affiliated entities were also able to profit
substantially from the receipt of increased fees under Rule 12b-1, promulgated by the SEC under
the Investment Company Act, based upon the inclusion of the timers’ cash infusions in the
calculation of assets under management. At times, the FT-affiliated defendants then used a
portion of these 12b-1 fees to make payments'to outside brokerage firms and other
intermediaries, in exchange for their bringing in market timing assets to the FT Funds.

b. Profits Derived From "Sticky Assets"

89.  Asan additional inducement for fébilitafing market timing, the FT-affiliated
defendants sometimes received “sticky assets” asag_u_lg pro quo. These were typically
long-term investments made not in the FT Fund in which the timing activity was permitted, but
in one of FT’s other financial vehicles that assured a steady flow of fees to the FT-affiliated
entities, but added no value to FT’s publi'é :"s'ﬁiai‘ré‘ﬁéilrders. Often the sticky assets would be placed,
and sit quietly, in low-risk money-rﬁarketZorifgovernment bond funds; but sometimes, as in the
case of at least one instance detailed herein, the&-Wéhld end up in a hedge fund run by FT-
affiliated entities with a higher fee structure than the'typical mutual fund, generating huge fees
for the investment advisers and their affiliated FT ‘é‘ﬁtftieé.

SUBSTANTIVE ALLEGATIONS OF WRONGDOING AT FRANKLIN TEMPLETON

Overview

90. During the Class Period, defendants unlawfully acted to enrich themselves and
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their hedge fund clients and other favored investors at the expense of other mutual fund
shareholders. As detailed herein, senior FT executives had knowledge of, and furthered, this
activity and would not pass up the profits generated by courting multi-million dollar hedge fund
clients, and other market timers, putting profits over fhe’i’f fiduciary duties to act in the best
interests of FT’s long-term shareholder clients. Indeed, defendant FAI was recently the subject
of an Order Instituting Administrative and Cease-and-Desist Proceedings Pursuant to Sections
203(e) and 203(k) of the Investment Advisers Act of 1940 and Sections 9(b) and 9(f) of the
Investment Company Act of 1940, Making Findiﬁgs, and Imposing Remedial Sanctions and a
Cease-and-Desist Order, dated August 2, 2004 (the “SEC Consent Order”). Pursuant to the SEC
Consent Order, defendant FAI agreed to a total E’a}"frhent of $50 million, consisting of
disgorgement in the amount of $30 million and C‘iVil ifiofiey penalties in the amount of $20
million. The findings of fact by the SEC in the SEC Consent Order against defendant FAI, a
subsidiary of the Company, allege that FAI knowingly permitted market timing by third parties
in the Funds occurring, at least, from 1996 up to and dufiﬁg 2001.

91.  In addition, defendants F AI‘, Frankiin Resources, Franklin/Templeton
Distributors, and certain other FT entities aré the subject of an Administrative Complaint filed by
the Enforcement Section of the Massachusetts Sééﬁrities Division of the Office of the Secretary
of the Commonwealth, on February 4, 2004 “’Thé Massachusetts Administrative Complaint
charges FAI, Franklin Resources, Franklin/Temp‘l'e“ton Distributors, Inc. and other FT entities
with fraud in a scheme that allowed a large investor and'his affiliated entities to market time tens
of millions of dollars in FT Funds in exchange fofr a'$10 million investment in a FT hedge fund,

notwithstanding that such investor was well-known inside FT and mutual fund circles as a
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market timer.

92. On September 20, 2004, defeﬁdants FAT and Franklin Templeton Alternative
Strategies entered into the Massachusetts Consent“O.rder with Massachusetts, settling, for an
administrative fine of $5 million, only those claims m ‘th'e Massachusetts Administrative
Complaint, as to those defendants. The Massachusetts Consent Order states, at p.1, that,

“[s]olely for the purpose of settlement, the Respondents admit to the [Massachusetts Securities]

Division’s Statement of Facts set out in the Offer aﬁd consent to the entry of this Order,” and
that on that basis, the Division was setting forth its facts and legal conclusions, as further stated
in the Consent Order. (Emphasis added.) .

93. While the admitted findings of fé‘ct made in connection with the regulatory
proceedings were, indeed, shocking, the regulatory seﬁlements outlined above recovered only a
fraction of the total damages inflicted on FT Fund shareholders throughout the Class Period,
and/or the monies and profits made from wrongfhl‘in‘a"rke’t timing activity by the FT affiliates and
the market timers, at the expense of non-timer F T'F und investors. Moreover, as stated above,
nearly half of the monies paid by the FT entities to the regulators were in the form of penalties
which were not to be used to compensate non-tier FT Fund investors.

94.  Additionally, the FT-affiliated defendants have admitted that, through FT’s own
internal investigation thus far, “we have identified vdfifdus instances of frequent trading [in FT
Funds].”

95.  The wrongdoing alleged herein involves the complicity of Franklin Templeton
management, whereby FT executives and mutual fund managers agreed, and in fact negotiated,

to give market timers, including, but not limited to, renowned market timer Daniel G. Calugar
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(“Calugar”), market timing capacity.to trade FT mutual funds in exchange for leaving millions of
dollars in FT hedge funds on a long-term basis. This “sticky asset”/quid pro quo arrangement
was never disclosed to mutual fund investors and is in direct violation of FT’s prospectuses
issued during the Class Period. Misleading prospectus disclosures further assured investors that
FT Fund managers discouraged and worked to prevent excessive trading in mutual funds.
Nevertheless, Calugar and other market timers were allowed to time FT Funds in flagrant
violation of the prospectuses.

96. Thus, for example, in 2001, defendant William Post, a senior FT executive based
in FT’s San Mateo corporate headquarters, who, among other senior positions, was Vice
President of defendant Franklin Templeton Alternative Strategies, negotiated a special market
timing arrangement in direct contravention of the 'F-Tflirlo'spectuses with Calugar, a wealthy
private client and known market timer, who has also been implicated in, inter alia, the Alliance
Capital and MFS mutual fund scandals. The market timing capacity agreement provided that in
order for the client to gain privileges to market time $45 million in FT Funds, he would be
required to invest $10 million in a FT hedgefund. Specifically, management understood that the
client’s substantial investment in the FT hedge fund was contingent upon the client’s being
allowed to market time the Franklin Small-Mid‘Ca}'ﬁ”G‘ro‘Wth Fund (during the Class Period, prior
to September 2001, the Franklin Small-Mid CapGrowth Fund was known as the Franklin Small
Cap Growth Fund, and the Small Cap Growth Fund I).‘ In addition to permitting market timing

privileges in contravention of prospectus disclosure, the arrangement further allowed the client

Ch
N
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to circumvent FT market timing controls, utilize Fund/SERV? to place trades as late in the day as
possible, and to avoid a 2% redemption fee. As a result, Calugar systematically transferred
assets in and out of the mutual fund in exchange for parking assets in the FT Hedge Fund for at
least one year.

97. By entering into this special arrangement with Calugar, Post and Franklin
Templeton management put their own interests in seeking profits ahead of Fund shareholders.
FAI and certain other defendants (detailed herein), were willing to violate the Franklin Small-
Mid Cap Growth Fund prospectus in order to‘obtain a substantial hedge fund investlneﬁt.
Calugar’s substantial contribution was integral to'the FT Hedge Fund’s survival. Without
Calugar’s financing, it would have been a disaster for this hedge fund. However, the Company’s
benefits came at the expense of long-term shareholders, as detailed herein.

98.  In addition to the market timing arrangements with Calugar, the SEC Consent
Order found that FAI acted contrary to public disclosures and in violation of fiduciary duties
when it allowed certain parties to market time Fii'ridé it advised. This misconduct falls into
various categories: (i) during at leaéf 1996-2001; FAI followed an undisclosed practice under
which it approved requests to conduct market timing in a manner that conflicted with certain
guidelines in the Fund prospectuses; (ii) during 19982000, FAI allowed a representative of a
broker-dealer to market time a Fund that prohibitéa investments by market timers; (1ii) FAI
failed to disclose that over 30 identified market tirfigrs Wéte allowed to freely market time for

several months in 2000, contrary to prospectus 1a‘ng‘i1age that indicated market timing would be

’Fund/SERV, a service offering of National Securities Clearing Corporation (“NSCC”),
is a clearing system for the processing and settling of mutual fund trades, offering 29 processing
cycles over 22 hours, giving trading partners access to a single automated trading platform.
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monitored and restricted; and (iv) aftef cerfaiﬁ oiher‘identiﬁed tinﬁers were told to stop their
activities in September 2000, FAI gave, at least, one favored timer permission to continue to
time $75 million in assets with unlimited traaes for .s‘e\;e‘rél more months.

99. The Company has also admitted, in its annual Form 10-K for the fiscal year ended
September 30, 2003, filed with the SEC on or about December 22, 2003, as well as on its
website, that, as a result of its internal investigatién, “[t]o date, the Company has identified some
instances of frequent trading in shares of certain funds by a few current or former employees in
their personal 401(k) plan accounts.” The Co?npﬁhy has stated that these individuals “include
one trader and one officer of the funds,” and that ;“[t}hgse two individuals have been placed on
administrative leave and the officer has resigﬁed fromi ‘his‘positions with the funds.”

The Franklin Templeton Prospectuses Pirohibit Market Timing

100.  Franklin Templeton is required to provide all prospective mutual fund customers
with copies of mutual fund prospectuses. ‘Such p'rospectuses must contain all information that a
prospective investor would find relevant in n;gking an educated decision to purchase shares of
the Funds.

101.  As found by the SEC in the SEC Consent Order, since at least 1996, prospectuses
for FT Funds have generally contained languﬁge éd'clfessing market timing activity. The
language has varied from fund to fund and over time, but the prospectuses have typically stated
that a shareholder who engages in more than two round-trips (a purchase into a fund followed by
sale out of the fund) in a calendar quarter “will bé” considered a market timer, or “may be”
considered a market timer. Prospectuses have also indicated that shareholders who buy or sell in

amounts equal to at least $5 million, or more than 1% of the fund’s net assets, “may be” or “will
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be” considered market timers. As the SEC found, “although language has varied, the
prospectuses have created a clear impression that market timing in FT funds was discouraged
and would be closely monitored and restricted with reference to the round-trip and transaction
amount limitations stated in the prospectuses.” SEC Consent Order, 96.

102.  The prospectuses for the Small Cap: Fund (subsequently known during the Class
Period as the Small Cap Fund I, and the Small-Mid Cap Fund), were contained during the Class
Period within the registration statement and prospectus for defendant Franklin Strategic Series,
the trust which acted as the registrant for a series of funds, including the Franklin Small Cap
Fund (FRSGX).

103.  The June 28, 1999 prospectus (')n“"ré"g’i"s"t:ration statement Form N1-A for the
FRSGX Fund contains the following language spéc’:iﬁcally:prohibiting market timing in said
Fund:

MARKET TIMERS The Aggressive’Gr’éw’th Fund, Blue Chip Fund, Large Cap

Fund and MidCap Fund may restrict or refuse exchanges by market timers. If

accepted, each exchange by a market timer will be charged $5 by

Franklin/Templeton Investor Services, Inc., the fund's transfer agent. The

California Fund and Small Cap Fund do not allow investments by market

timers. You will be considered a market timer if you have (i) requested an

exchange out of the fund within two weeks of an earlier exchange request, or

(i) exchanged shares out of the fund more.than twice in a calendar quarter, or

(1) exchanged shares equal to at least $5 million, 6r more than 1% of the fund's

net assets, or (iv) otherwise seem to follow a timing pattern. Shares under

common ownership or control are combiried for these limits. [Emphasis added.]
Manifesting that the FT-affiliated defendants knew ‘well that the frequent trading of market
timers harms other Fund shareholders, the 1999 prospectus underscored: “Frequent exchanges

can interfere with fund management or opefafions and drive up costs for all shareholders. To

protect shareholders, there are limits on the number and amount of exchanges you may make,”

(V] -
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and referring the reader to the above-cited prohil;)i:tfifoﬁé on market timers.

104. The September 2000 prospéctqs for ‘.thé gFf‘anklin Small Cap Fund I (FRSGX), the
successor to the Franklin Small Cap Fund, contains the fbllowing language with regard to market
timers:

MARKET TIMERS The Aggressive Growth Fund, Large Cap Fund and Small

Cap Fund II may restrict or refuse purchases or exchanges by Market Timers.

The California Fund and Small Cap Fund I do not allow investments by Market

Timers. You may be considered a Market Timer if you have (i) requested an

exchange out of any of the Franklin Templeton funds within two weeks of an

earlier exchange request out of any fund, or (ii) exchanged shares out of the

Franklin Templeton funds more than twice within a rolling 90 day period, or

(ii1) otherwise seem to follow a market timing pattern that may adversely affect

the funds. Accounts under common owriership or'control with an account that is
covered by (1), (ii) or (iii) are also subject to these limits. [Emphasis added.]

105. Thus, to the reader of the Septeml;ér 2000 brospectus, FT was making
unequivocally clear, as it had in the June 1999 pro.spectus, that it specifically and categorically
did not allow market timers in the Small Ca}; Fund I As found in the Massachusetts Consent
Order, “[t]he FRSGX prospectus stated thélt’»'it‘?djd’ not allow investments by Market Timers.” Id.,
9 31. Asin the 1999 prospectus, the 2000 prosp¢¢tﬁsi.‘pfopeeded to warn investors that they may
be deemed “market timers” (and thus barrea fromtheSmall Cap Fund I) if they traded as
infrequently as two exchanges out of any of ;[Lie FTFunds A\}vithin two weeks of any earlier
exchange request out of any Fund, or exchange ‘Sﬁéiré's’b’ﬁt‘ of FT Funds more than twice within a
rolling 90 day period (in 1999, within a calendar quarter), and added in 2000 that shareholders
may be deemed market timers even if they did not fall within these criteria if they nevertheless
“seem to follow a market timing pattern thaf;megy adyersely affect the funds.” The clear message

conveyed therein to investors was that market ti'ﬁﬁ’ng was strictly forbidden, and that FT would

apply an “in terrorem” definition of market timizig‘4—‘"hgir'sher perhaps even than the conventional
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understanding of market timing as rapid in-and-(;ﬁ;-t}révd‘{ng — to bar market timers from the
specified Funds, including the Small Cap F und l :

106. However, in reality, and unbekndjv':vnst to fhe investing public, FT was aware of,
and had allowed, market timing activity in its Fund‘s.up‘ fb, and including, 2000. For this reason,
FT altered the language of its 2000 prospectus, sllghtly, imperceptibly to the average investor.
While to the reader of the 2000 prospectus, the language prohibiting market timing appears clear
and In terrorem as set forth above, FT fweaked ‘phé wording of the 2000 prospectus to state that
“You may be considered a Market Timer if ydu‘};é§é”"fequested an exchange out of any FT
Funds within two weeks of an earlier exchaﬁg‘e request 6ﬁt of any Fund, or exchanged shares out
of FT Funds more than twice within a rolling 9va‘day‘p‘e'ri;)d. This reflects the FT-affiliated
defendants’ knowledge that the Funds were experienc’iﬁg’ increasing market timing activity, and
the alteration in prospectus language was-a calcuiétéd attempt to create for themselves room to
argue that FT management had some discretion whether to deem a trader a “market timer” or not
if regulators caught market timing activity occufring in the Funds. However, this minuscule
difference in language could only be observed, 1f at all,by -comparing the 2000 prospectus
language with the 1999 prospectus language. A’ 'r‘bea‘s‘o’nable shareholder acquiring FRSGX shares
pursuant to the 2000 prospectus (or a subsequeni[ prospectus), of course, could not be expected,
and would have no reason, to locate and scour avédpydf‘the 1999 prospectus to discern any
possible difference in such vague linguistic g;yniﬁ‘aétics, especially where the new language still
clearly prohibited market timing in FRSGX Fund shares.

107.  The September 2001 prospectus for the Franklin Small Mid-Cap Growth Fund

(FRSGX), the successor to the Franklin Smalt C’ép:F unél"I, contains the following language with
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regard to market timers:

MARKET TIMERS The Aggressive Growth Fund, Large Cap Fund and Small
Cap Fund Il may restrict or refuse purchases or exchanges by Market Timers.
The California Fund and Small-Mid-Cap [Growth] Fund do not allow
investments by Market Timers. You may be considered a Market Timer if you
have (i) requested an exchange out of any of the Franklin Templeton funds
within two weeks of an earlier exchange request out of any fund, or (ii)
exchanged shares out of the Franklin Templeton funds more than twice within a
rolling 90 day period, or (iii) otherwise seem to follow a market timing pattern
that may adversely affect the funds. Accounts under common ownership or
control with an account that is covered by (1), (it) or (iii) are also subject to these
limits. o

Anyone, including the shareholder or the shareholder’s agent, who is considered

to be a Market Timer by the Fund, its managers or shareholder services agent,

will be issued a written notice of their status and the Fund's policies. Identified

Market Timers who redeem or exchange their shares of the Fund within 90 days

of purchase will be assessed a fee of 2% of redémption proceeds. This

redemption fee does not apply to 401(k) participant accounts, accounts not held

individually through Franklin Templeton Investor Services, LLC, and funds under

the automatic dividend reinvestment program and the systematic withdrawal

program. Some funds do not allow investments by Market Timers. [Emphasis

added.] N

108. The relevant language in the 2001 prospectus, which is substantially similar to the
language of the 2000 prospectus, also contains the added language that any identified market
timers will be assessed a 2% fee of redemption p;rcﬁequ,f further apparently adding teeth to the
prohibition on market timing, which, in any e‘yeﬁt‘,{ was absolute as to the FRSGX Fund. As
found in the Massachusetts Consent Order, “[t]hfi F RSQX‘prospectus stated that market timing
trades would be assessed a 2% short terr"ri"fr""zi‘ain‘:g'f’féé‘.” Id., §32.

109. In addition to the foregoing language pertaining to market timers, both the
September 2000 and September 2001 prospeétliées' contain the following language with respect

to excessive trading:

Because excessive trading can hurt fund performance, operations, and
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shareholders, the Funds reserve the right.to revise or terminate the exchange
privilege, limit the amount or number of exchanges, reject any exchange, or
restrict or refuse purchases if (1) a Fund or its manager believes the Fund would
be harmed or unable to invest effectively, or (ii) a Fund receives or anticipates
simultaneous orders that may significantly affect the Fund. [Emphasis added.]

110. The September 2002 prospectus for the Small-Mid Cap Growth Fund (FRSGX)
contains the following language regarding market timers:

MARKET TIMERS The Aggressive Growth Fund, Large Cap Fund and Small
Cap Fund II may restrict or refuse purchases or exchanges by Market Timers. The
Flex Cap Fund and Small-Mid Cap Fund do not allow investments by Market
Timers and may restrict or refuse purchases or exchanges by a shareholder who
fails to comply with the restrictions set forth beélow. You may be considered a
Market Timer if you have (i) requested an exchange or redemption out of any
of the Franklin Templeton funds within two weeks of an earlier purchase or
exchange request out of any fund, or (11) exchanged or redeemed shares out of
any of the Franklin Templeton funds more than twice within a rolling 90 day
period. Accounts under common ownership or control with an account that is
covered by (i) or (ii) also are subject to these limits.

Anyone, including the shareholder or the shareholder's agent, who is considered
to be a Market Timer by the Fund, its manager or shareholder services agent, will
be issued a written notice of their status and the Fund's policies. Identified
Market Timers will be required to register with the market timing desk of
Franklin Templeton Investor Services, LLC; and to place all purchase, exchange
and redemption trade requests through the desk. identified Market Timers who
redeem or exchange their shares of the Sinall Cap Fund II or Small-Mid Cap
Fund within 90 days of purchase will b€ assessed a fee of 2% of redemption
proceeds. This redemption fee does not apply t6,401(k) participant accounts,
accounts not held individually through Franklin Templeton Investor Services,
LLC, and funds under the automatic dividend reinvestment program and the
systematic withdrawal program. [Emphasis added.]

111.  The language regarding market timing in the 2002 prospectus is similar to that in
the 2001 prospectus, except that the 2002 prospe’ctus eliminated the clause stating that FT may
also consider traders to be a market timers if they otherw1se seem to follow a market timing

pattern that may adversely affect the fund,” and"-gc_lgle_‘c_lv language underscoring that FT “may

restrict or refuse purchases or exchanges by a sharelioldér who fails to comply with the

Doc#:144038 59 o



restrictions set forth below.” (Elﬁphasis added.), E'Ihfeithéf case, the 2002 prospectus’ prohibition
on market timing in the Small-Mid Cap Fund reiriained“éf)éolute: “The Flex Cap Fund and
Small-Mid Cap Fund do not allow investments’byv M:irket Timers....” The language added
thereafter, ““... and may restrict or refuse pui'cliaéég idr' exchanges by a shareholder who fails to
comply with the restrictions set forth below,” only serves to reinforce, for illustrative purposes,
what actions FT could be expected to take to enforce this absolute prohibition, and to underscore
that FT considered even trading amounting to redues}éd‘ éxchanges or redemptions out of any of
the FT Funds within two weeks of an earlier ‘}’jurc.ﬁés'é'f'ér éxchange request out of any Fund, or
exchanges or redemptions out of any FT Funds more than twice within a rolling 90 day period,
to be timing activity which investors were forewafﬁéd Wwbuld be subject to active enforcement
and adverse consequences. Here again, while the léﬁguage in the 2002 prospectus, if anything,
appeared to have greater teeth to the‘averdge investor than in prior years, the FT-affiliated
defendants, conscious of increasing market ;[ilnihg"activity it was permitting in its Funds, slightly
altered nuances in the language in order potentidlly t(?- create for themselves room to argue that
they had some discretion as to when to prohibit iiijéfklé:‘t‘ txmmg if regulators caught market timing
activity occurring in FT Funds, while in fact the‘ i)rahiBiEiSn, at a minimum as to the FRSGX
Fund, remained absolute, and clearly was portra"y"'é;cii"‘t‘ha't:‘v;véy to the investing public.

112.  The 2002 prospectus also stated tﬁat identified market timers would be required to
register with FT’s market timing desk, operated’by Franklin’s transfer agent subsidiary, Franklin
Templeton Investor Services, LL.C, and placé all tfades through that desk, and that redemption
fees would be imposed on identified market ti1néré"ifi0‘lating the prospectus.

113.  The 2002 prospectus for F RSGX doritained virtually the identical language

TR T
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regarding the fact that “excessive trading” was pdlicéd bécause it “can hurt fund performance,
operations, and shareholders, ” as the language c‘d.ritvained in the prospectuses for 2000 and 2001,
set forth above. |

114, The September 2003 prospecfus for the Small-Mid Cap Growth Fund (FRSGX)
contains the following language regarding market timers:

MARKET TIMERS The Aggressive Growth Find and Small Cap Fund II may
restrict or refuse purchases or exchanges.by. Market Timers. The Flex Cap Fund
and Small-Mid Cap Fund do not allow investments by Market Timers and
may restrict or refuse purchases or exchanges by a shareholder who fails to
comply with the restrictions set forth below. -Y-ou may be considered a Market
Timer if you have (i) requested an exchange or redemption out of any of the
Franklin Templeton funds within two weeks of an earlier purchase or
exchange request out of any fund, or (ii) exchanged or redeemed shares out of
any of the Franklin Templeton funds more than twice within a rolling 90 day
period. Accounts under common ownership or control with an account that is
covered by (i) or (i1) also are subject to these limits.

Anyone, including the shareholder or the sharéholder's agent, who is considered
to be a Market Timer by the Fund, its manager or shareholder services agent, will
be issued a written notice of their status arid the ‘Fund's policies. Identified
Market Timers will be required to register ‘with the market timing desk of
Franklin Templeton Investor Services, LLC; aiid to‘place all purchase, exchange
and redemption trade requests through the:desk.i Identified Market Timers who
redeem or exchange their shares of the SmallCaip' Fund II or Small-Mid Cap Fund
within 90 days of purchase will be assesséd"a fee'of 2% of redemption proceeds.
This redemption fee does not apply to 40l(k) participant accounts, accounts not
held individually through Franklin Templeton Investor Services, LLC, and funds
under the automatic dividend reinvestment program and the systematic
withdrawal program. [Emphasis added.]

115.  The language in the 2003 prospectus with respect to market timers is substantially

similar to that in the 2002 prospectus.

116. The 2003 prospectus for F RSGXcontamed virtually the identical language
regarding the fact that “excessive trading” was policed because it “can hurt fund performance,

operations, and shareholders, ” as the language c Hitdined in the prospectuses for 2000, 2001, and
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2002, and substantially similar to the prospectusu Vf;ry~»]~'9’99, set forth above.

117.  Thus, from the foregoing, it is‘evvi.d‘e‘r‘if[ that the language of the Fund prospectuses
clearly indicates that investors cannot make more than two (2) exchanges per quarter (or 90 day
rolling period) without being considered a rﬁ;;k;:t timer by the FT Fund complex. In addition,
the language of the prospectuses indicates that defendants were aware of the harm that
“excessive trading” can cause and would take steps to curb any such activify. Furthermore,
certain Funds, including FRSGX, clearly would_pfohibit ﬁdarket timers altogether.

118. In addition, as referenced in the Efaﬁkiifﬁ“’Strategic Series registration statements
and prospectuses during the Class Period, "EachFund, its manager and principal underwriter
have each adopted a code of ethics, as req’uirgd by federal securities laws.... The code of ethics
is on file with, and available from, the Securities and Exchange Commission (SEC)." That Code
of Ethics, which was in effect during the Class Period; and was expressly incorporated by
reference and attached to, the registration statemér‘i‘ts,aﬁa‘prospectuses during the Class Period,
in pertinent part states: e

CODE OF ETHICS RN

Franklin Resources, Inc. and all f:c")‘tv"‘:itflsf-l"s/,iill'vbsidiaries, and the funds in the

Franklin Templeton Group of Funds (the "Funds") (collectively, "Franklin

Templeton Investments") will follow'this Code of Ethics (the "Code") and Policy

Statement on Insider Trading (the "Insider Trading Policy"), including any

supplemental memoranda. Additionally, the subsidiaries listed in Appendix C of

this Code, together with Franklin Resources, Inc., the Funds, the Fund's

investment advisers and principal underwriter; have adopted the Code and Insider
Trading Policy. o
PART 1 - STATEMENT OF PRINCIPLES :

Franklin Templeton Investments’ policy is that the interests of
shareholders and clients are paramount and come before the interests of any
director, officer or employee of Franklin Templeton Investments.
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See, e.g., September 1, 2003 Franklin Strategic éof’ies‘ Form N-1A and Prospectus, Part C, Item
23(n), & Ex.-99(p)(i) (emphasis added). o

119. However, as exemplified below, ‘numerous favored investors were permitted to
engage in such prohibited transactions without p‘enalty, including FT’s own employees, among
them a trader and an officer of the Funds, as well as a number of other third parties, including at
least one wealthy private client who was given atl agreement allowing him to make such
transactions without penalty in exchange for a sign_iﬁcant hedge fund investment in violation of

the FT Code of Ethics set forth in the relevant prospectuses and registration statements.

Franklin Templeton Followed an Undisclosed Practice Under Which it Allowed
Market Timers to Trade in a Manner That Conflicted with the Fund Prospectuses

120.  During at least 1996-2001, Franklin Templeton entertained requests to conduct
market timing trading under a standard different from that expressed in the prospectuses. At
times, parties would seek advance approval to conduct market timing in FT Funds. Such

requests were forwarded to FT portfolio managers Although as set forth above, the

prospectuses contained numerical guidelines regardmg the frequency and dollar amounts of
IR IET S N

timing trades that would be allowed by the Fundé;'the" SEC found in its Consent Order that:

sadov 1 TR

Franklin [FAI] actually decided whether to grant the requests based solely on
whether the portfolio managers thought the proposed trading would be disruptive
to the fund involved. Contrary to what the public would have understood from
reading the FT prospectuses, the prospectus guidelines were irrelevant to
Franklin’s decisions. Franklin approved timing agreements inconsistent with the
prospectus guidelines. None of the FT prospectuses disclosed this practice nor
did Franklin disclose the practice to the fund boards or to fund shareholders.
Franklin eamned fees on the assets used in the tlmmg it permitted under its
undisclosed practice. [Id.atq7.]

121.  While FAI was following the aforémo‘ntjo‘oed practice, it participated in annual

reviews of the prospectuses, which were inootpofatod in registration statements filed by the
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registered investment companies that operated FT Funds. During the reviews, FAI could suggest
changes in the prospectus language, yet Franklin never caused the language to be changed to
reflect its undisclosed practice.

During July 1998 Through September 2000, Franklin Templeton
Permitted Timing in at Least One Fund That Firmly Prohibited It

122, The SEC found in its Consent Order that, “[d]uring July 1998 through September
2000, Franklin allowed undisclosed market timinjg in a fund that flatly prohibited investments by
market timers.” |

123.  Specifically, the SEC fou_nQ that,mJuly 1998, a representative of a broker-dealer
sought permission to trade frequently on behalf éf two clients in an FT Fund. The
representative’s clients were partnerships thét’ ovft&‘a;r’; gngaged in market timing.

124.  The SEC Consent Order states tha';:u’:-* :

Consistent with Franklin’s practice, the répresentative’s request was forwarded to
the Franklin portfolio manager for the mutual fund. Without consulting the
fund’s prospectus, the portfolio manager concluded that allowing the
representative to make up to five round-trip trades per quarter of $5 million each
in the fund would not be disruptive, and Franklin then approved the
representative’s request. At that time, the prospectus for the fund stated in
general terms that the fund did not allowf“ir’f\iestments by market timers.” Six
weeks later, the prospectus language was changed to make clear that any
shareholder who made more than two round-trip exchanges per calendar quarter
would be considered a market timer and prohibited from trading in the fund.
After this change, the broker-dealer représentative continued to trade actively and
profitably under his arrangement until approi;imately September 2000, when FT
as a whole made efforts to stop most identified market timers. [Id., §11.]

Franklin Templeton Failed to Disclose Thﬁat_'Identified
Timers Were Allowed to Freely Time FT Funds During 2000

125. Inthe SEC Consent Order, the SEC found that, while, starting in late 1999 and

continuing through September 2000, FT generally i‘nade efforts to better detect unauthorized
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market timing activity in its Funds, nonethe]ess,- “[f]or several months during this period,
1dentified timers were allowed to continue their timing activities largely without limitation.
Franklin failed to disclose that it was allowiﬁg certain timers to trade in a manner inconsistent
with prospectus language.” 1d., 9 12.

126. The SEC Consent Order states that, ‘in late 1999, FT staff began to collect
information on the activities of unauthorized market timers. The SEC found that, “[b]y early
2000, staff of FT’s broker-dealer and transfer age}lt.'éu‘tiéidiaries had identified 36 representatives
of third-party broker-dealers, investment advisers, and customers as ‘repeat offenders’ who had
market timed FT funds without permission, including funds advised by [FAI]. By April 2000,
the staff estimated that about $1 billion in unauthorized timing money was held in FT funds.
Because each timer moved money in and out of funcils"repeatedly, the $1 billion produced many
billions of dollars in timing trades, in the aggregate.” d;, 9 13.

127.  According to the SEC’s findings!'in April 2000, Franklin Resources’ broker-
dealer subsidiary (FTDI) approved a plan to smay iﬁa;l;ei timing as part of a long-term plan to
combat it. During the study period, the 36 timef§ were allowed to continue their timing activities
as they had before, but with certain limitations: (i) most of the timers were asked to place their
trades through the FT market timing desk bpéfafe'd by Franklin Resources’ transfer agent
subsidiary; (ii) the timers were asked not to put any riew:timing money into FT Funds; and (iii)
the timers could not time Funds with prospectuses th"a‘t"-:ﬂatly prohibited market timing. Also, if a
portfolio manager happened to notice and object to timing activity in his or her Fund, the market
timing desk would attempt to limit the activity. T he plant was ostensibly to study the timers’

activities during the period required for the Fiinds to adopt and implement revised prospectus
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- language that would enable FT to more effeéffi‘véél‘y{f:estrict and/or control timing at a later date.
However, as the SEC found, “notwithstanding the revision of the prospectus language, FT could
have immediately begun rejecting the identified ti;ners’ trades and thereby decreased their
activity.”

128. Moreover, as set forth below, the true pﬂrpose of the FT “market timing desk”
was not to stop market timing, but to control it. The market timing desk, acting on instructions
from FT senior officers, followed the FT policy of 1hé){imizing assets under management and
accompanying profits for FT from allowiﬁg 'r'r‘iar\kei timing, while minimizing potential lost
opportunities for FT from uncontrolléd market timing. Whether permitted market timing harmed
FT’s public investors was secondary to whether FT affiliates could profit from such trading
without risking regulatory detection or injuring Fund éerformance to such a degree that the fees
to FT were adversely impacted.

129.  According to the SEC’s findings in its C‘oﬁsent Order, “A senior executive of the
broker-dealer subsidiary told a Franklin officer that he d‘id not favor allowing the 36 timers to
continue timing freely and instead wanted Ato‘ ao"Whatever was possible to combat the timers
immediately. The Franklin officer disagreed“and overruled him.” Id.,  15.

130. FAI did not disclose that the id‘enﬁﬁ'ed timers were being allowed to continue
their timing. The SEC Consent Order concludes that,“Fund prospectuses, which gave investors
the impression that timing in FT funds would be éiosely monitored and restricted, were thereby
rendered misleading during the period of the free timing.”

131.  In September 2000, the free timiﬁ'g’périod ended, and the staff of the FT market

timing desk informed the identified timers that they could no longer time the FT Funds and
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ostensibly imposed stop codes on accountsv of on frades by certain registered representatives to
prevent timing. During the free timing peri(;a, th¢ 36 identified timers conducted extensive and
profitable trading in FT Funds all to the detrimeﬂt of Fund shareholders. At or around this time,
the FT Funds also implemented revised pros.b:éctus' 1aﬁéﬁage. However, thereafter, as set forth
below, market timing of FT Funds was not only permitted to continue and acquiesced in, but
expressly sought and negotiated, by FT. |

Even After September 2000, Franklin Allowed Market Timing to Continue

132.  Although the FT market tilning desk ostensibly cut off a number of the identified
timers in September 2000, the SEC foﬁnd t.hatl“ll*franklin [FAI] gave permission for an
investment management firm (“the IMF”) to contiﬁue to market time through the end of the year.
In an undisclosed arrangement, Franklin hadrbeen’al'lévving the IMF to time two tax-free bond
funds for several years.” SEC Consent Order, q18. -

133.  According to the SEC’s findings, the IMF’s market timing trading began in
approximately 1996. The IMF’s founderwis:.an ééQUaintance of a senior executive of FT. The
senior executive asked an FAI officer to iht'rpduce the IMF’s founder to the portfolio managers
for FT’s bond funds. After the FAI officer did so, the IMF founder received approval from FAI
to make frequent trades in two of the bond funds. "SEC Consent Order, § 19.

134.  The IMF initially traded only $7 ‘1lii'i'1:‘fo‘n' in timing assets in and out of the two
bond Funds. By January 1998, however, the IMF’s timi’r‘i;g‘money in the Funds had increased to
at least $185 million. A supervisor in Franklin’s muhiéipial bond department (“the bond fund
supervisor”) wrote an e-mail complainingtﬁéf the ‘iﬁagnitude of the IMF’s trading was disrupting

the management of the Funds. Thebond fund supervisor proposed reducing the size of the
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timing assets and/or limiting the number of exchanges. He complained that having to keep the
IMF’s timing money in short-term securities rather than the Funds’ long-term bonds was making
it more difficult to maintain the Funds’ dividends. SEC. Consent Order, 4 20. He pointed out
that the IMF’s trading had exceeded activity levelsiset forth in market timing guidelines in the
prospectuses for the Funds. The SEC stated that, in March 1998, one of the bond funds
temporarily experienced inadequate cash as a by-product of processing adjustments that had to
be made on the IMF’s trades. Id.

135. Inresponse to the bond fund supervisor’s complaints, an FAI officer suggested
allowing the IMF to make 10 round-trips (a puréhasé‘into a Fund followed by sale out of the
Fund) per year with $140 million in timing assets. In July 1998, after a series of e-mail
exchanges, the bond fund supervisor said that he:':‘c‘(’)hl’d."“‘l‘iVe with’* the IMF’s money being
reduced to $50 million in one fund and $25 million in'the other fund, with no limit on the
frequency or size of round-trips. SEC Consent Order;§ 21. Franklin approved this arrangement,
giving the IMF six months to reduce the tifniﬁg assets to the agreed levels. The assets were not
reduced to those levels until the end of the six-month grace period. Thus, from the time when
the bond fund supervisor first complained about the excessive and problematic trading in early
1998 until the end of that year, the IMF waS'b'érhiit‘éé:ci5'td.itrade in excess of levels the bond fund
supervisor was comfortable with. Id. e

136. The SEC Consent Order states that"'“[t]ﬁev*'ﬂ\/IF continued to time the two bond
funds throughout 1999 and 2000. In particular, when the free timing period ended in September
2000, Franklin permitted the IMF to continue tifﬁin‘g until the end of the year. The trading

privileges granted to the IMF were never disclosed....” SEC Consent Order, 9 22. The Consent
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Order notes that, “[dJuring 1997-2000, the IMF traded extensively and profitably in the two bond
funds.” Id.

Background to the 'PoSt/Céluaar Agreement

137.  Inearly 2001, William Post and O‘tvher‘FT senior management executives were
responsible for structuring an array of new FT hédge funds. Outside financing was essential to
getting the hedge funds off the ground and new inveétors, such as DCIP, were actively sought
after by Post and others. As alleged above, Post‘: held many senior positions within FT, including
Vice President of defendant Franklin Alterﬁé’%ive"Strategies (“FTAS”), formerly known as, inter
alia, Franklin Templeton Asset Strategies.

138.  Since at least March, 2001, FTivse‘;nio‘r iﬁéﬁagemem courted an investment from
Calugar’s limited partnership, DCIP. In an inteliﬁal memorandum summarizing a meeting of the
Franklin Templeton Asset Strategies group (later known' as Franklin Templeton Alternative
Strategies) dated March 18, 2001 involving Maria'DeLucchi-Kahale (“Kahale”) (AML (Anti-
Money Laundering) Compliance Officer for'ﬁhe San Mateo Office during the relevant time
period), Post, Roberta Kameda, Harry G. '(‘;T'gb)‘/”) Mumford, Jr. (Senior Managing Director
Alternative Investments Distribution, Franklin Tenipieton Alternative Strategies, during the
relevant time period), Mary Sherlock, Bruce RoSéhbé‘f:g‘,;Shawn Wells, and Lavanya Shahani,
Kahale writes that she will be responsible for sending DCIP a “PPM” or Private Placement _
Memorandum for the FT Hedge Fund.

139.  On April 6, 2001, Calugar opéned-a $30 million profit sharing 401(k) account
under the name of his broker-dealer, Security Brokerage, Inc. Many FT employees, including,

but not limited to, Tom Johnson (“T. Johnsbﬁ"") (who worked in sales for FTDI during the
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relevant time period), Peter Jones (“Jones™) (i’resjdent of FTDI during the relevant time period),
Philip Bensen (“Bensen”) (Senior Vice President-and National Sales Manager of FTDI during
the relevant time period), Murray Cleaner (Vice President of Franklin for Institutional Sales, and
who worked for FTDI and Franklin/Templeton Investment Services during the relevant time
period), and Post were aware of the account, and were also aware that Calugar was a known
market timer.

140. A February 5, 2004 Boston Globe article reporting on the Massachusetts
Administrative Complaint states that FAI struck an arrangement that permitted Calugar to
conduct market timing “even though Calugar was well-known inside Franklin and mutual fund
circles as a market timer.” Indeed, in the “Answer to- Administrative Complaint,” filed on
February 17, 2004, by certain Franklin entities (including Franklin Resources, FAI and
Franklin/Templeton Distributors, and broker-dealér subsidiary Templeton Franklin Investment
Services, Inc.) in response to the Massachusetts Administrative Complaint, these defendants
state that “Franklin’s records show that, in or about December 2000, Calugar’s brokerage firm,
Security Brokerage, Inc. (‘SBI’), opened several accounts at Franklin. By mid-June 2001,
Franklin’s market-timing ‘police’ had coded SBI'as a'market timer and effectively barred
Calugar and SBI from investing in Franklin muﬁl‘al"fu‘r‘id'sﬁ.”

141. In fact, FT executives knew well before Juiie 2001 that Calugar was a renown
market timer. T. Johnson stated in an internal e-mail'dated April 20, 2001: “The client
[SBI/Calugar] is a b/d that is a timer. My buddy at MFS informed me the other day that Security
Brokerage dumped $11 million of timing money. They are new to us and MFS. Per Shannon’s

internal, they have permission to time.” The e-miail further stated that FT had accepted the plan
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and that Calugar had agreed to the two (2) round trips a quarter allowed by the prospectus.
Further, in the Massachusetts Consent Order, made based on the admissions of the Respondents,
FAI and FTAS, Massachusetts found that, “[c]eﬁain senior Franklin employees were aware that
Calugar was a known market timer.” (Massachusetts Consent Order, § 21.)

142.  As the sole participant in the aforementioned profit sharing 401(k) plan, Calugar
specifically sought to direct his market timing efforts through this type of plan in order to avoid
detection and fees.

143.  Jones expressed concern with this arrangement in an internal e-mail, stating, “1
feel uncomfortable with this plan. How are we m6hit0ring? Did we pay 1% or straight NAV?
What funds are being used?” FT did not pay 1% u‘pfroht; but 12b-1 fees were to begin
immediately. Toby Mumford wrote back in an intéral é-mail that, “[t]he 12b] payment
structure will not generate a loss to FT as most likely'a finders fee would. I wonder if taking this
type of business sends the wrong message into the world that Tom Johnson is trying to control.
What costs do we incur for the conversion and would we loose [sic] money if we converted and
then had to ask the account to leave after 6 mos.” "

144. T. Johnson further stated, in a“Ju‘riéz"4“,‘ 2001 ‘e-mail, that “my main concern is
regarding the finder's fees and timing. Since we'are Tiot paying a prepaid and we can monitor for
compliance I'm fine. My thoughts though are‘that it doesn't pass the smell test.” (Emphasis
added.) Notably, the foregoing exchange of e-mail¢ illustrates that the focus of the FT-affiliated
entities and their employees was to cont‘ro'l”a':nd/or monitor market timing, but not to prohibit it.

145.  Nonetheless, Jones flatly résponded, “Based on everything I've heard, lets

pass...we do not want timing money.” (Exnphééié added.) Indeed, the FT-affiliated
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Respondents to the Massachusetts Administrati\;e‘ Complaint acknowledge in their Answer
thereto that “Post subsequently informed [defendant] Greg Johnson that Peter Jones did not want
to allow Calugar to trade because of his past tradmg act1v1ty ” Answer to MAC, p. 3.

146.  Despite these clear concerns, FT and Post ultlmately could not pass up Calugar as
a lucrative hedge fund client and in return allowed Caiugar to violate the prospectus by market
timing FT Funds.

147.  As T. Johnson points out in'énlte-fnail dated August 9, 2001: “I learned from
Maria Delucchi-Kahale of Bill Post’s area that tné‘nliént we are going to allow to time is Dan
Calugar of Security Brokerage in Las Vegan; 'RThg séme“g'é:ntleman that was to be sole participant
in the below plan (SBI Profit Sharing Plan) and ~prleviously timed us through his own b/d.”
(Emphasis added.) | |

148.  After the $30 million profit sharing éicc"ount was established for Calugar, on
August 13, 2001, Post made a hedge fund pitch presentation on behalf of FTAS to Calugar/DCIP

in Las Vegas, complete with a detailed slide presentation. See also Massachusetts Consent

149.  On August 15,2001, T.J ohnson's_ent’an‘ ¢*mail to Kahale regarding the procedure
for processing SBI's “timing” account. In it he states that the SBI trades should be “entered as a
wrap — straight NAV with no prepay and no CDS‘C“ [Conditional Deferred Sales Charge]. Also
by prospectus, we don’t allow prepaid comrniSsiBhé on timing accounts.”

150. On August 28, 2001, Benson responded to Jones’ June 4, 2001 e-mail where

Jones states that he would “pass™ on Calugar’s tlmmg money’”:

Interesting development: We heard from the ‘»rep that this client somehow [sic]
got in touch with Chuck Johnson. While we don't know what was discussed
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completely, Chuck agreed to accept this clients money in various [sic] funds
and a hedge fund. [Emphasis added.] '

The “Chuck Johnson” referred to in this e-mail is Charieé E. Johnson, who, during the Class
Period, was co-President of Franklin Resources ;ci'nd lnélﬁb.er of the Board of Directors and in
charge of portfolio management and international opéraﬁons during the Class Period, and the
eldest son of Franklin Resources Chairman (émd Chairman of the Board of the Franklin Strategic
Series Funds, including the Small-Mid Caﬁ Growth Fund), defendant Charles B. Johnson, and
who, according to published reports, took a leavg Qf gbs;ence from the firm in October 2002.
Said e-mail confirms that this high level executi.\:fe.”};evl‘;;;nally approved the deal, overriding T.
J.ohnson and Jones. |

The “Sticky Asset” Agreement Bétween Post and Calugar

151.  On August 14, 2001, Calugar thanked Post via e-mail for the August 13, 2001
presentation regarding the Franklin hedge'furidé.' In addition, Calugar summarized the
discussions between himself and Post. He wrote:

[ want to confirm that, pursuant to our discussions we intend to place the
following new purchases in Franklm Templeton Hedge funds and Franklin
Templeton Mutual funds:

DCIP, LP (DCIP) will purchase $10 million in thé Franklin Templeton Strategic
Growth Fund, LP effective September 1. We will wire the funds for this
investment on August 20. During the balance of 2001, Security Brokerage, Inc.
(SBI) will make purchases of up to $45 mllhon in the Franklin Strategic Small
Cap Growth Fund (FRSGX). R

These positions will be invested using a market timing approach we discussed
and as described below. All positions will be held in the name of Security
Brokerage, Inc. and will be registered as Network Level 3 positions and
exchanged through NSCC Fund/SERV. I will e-mail the account number for the
mutual fund position as soon as the account i§'set up.

The aggregate number of round tri:p>éxﬁchanges between the Small Cap Growth
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Fund and the Franklin Money fund made by the market timing model will not
exceed four per month. I recognize that market timing is a privilege and not a
right, and should Franklin Templeton at any future time elect to terminate our
exchange privilege for this account (or assess exchange fees on the account), we
will promptly cease all exchange activity. As we discussed, should that decision
be made, we would appreciate your exercising discretion to permit DCIP the
option to redeem its hedge fund position. '

My intent is that DCIP will keep the hedge fund positions for at least as long
as Security Brokerage is permitted to have the timing allocation in Franklin

Templeton mutual funds.

I very much appreciate the privilege of making these investments, and the work
that you have done to make this possible.  [Emphasis added.]

152.  The agreement, as set forth in the f&f&:‘gmﬁg August 14, 2001 e-mail, states that an
investment of $10 million would be made in the‘:FTi Hedgé Fund. In return Calugar would be
permitted to invest $45 million in market timing mdnéy-*through his broker-dealer, SBI.

153. As stated in the August 14, 2‘001 .ev-'mail, and as found in the Massachusetts
Consent Order (at Y 33), the market timing agreement granted the following three privileges to
SBI/Calugar: o

L. Ability to use Fund/SERV‘ tgiﬁlagégthe market timing trades;
2. Ability to make four (4) ex?éﬁéﬁg‘es“or round trips per month;
3. Waiver of the 2% rederhp"vc‘i(.in‘féé”ffér any market timing trades.

154, Calugar sought to process his trades though the use of Fund/SERV to place trades
as late in the day as possible even though it was FT's policy that known market timers were
required to register and place trades through the: market timing desk so market timing could be
controlled by the desk.

155.  Unlike the prior arrangement that iilirlfféd‘Calugar to two (2) round trips a quarter

in the profit sharing plan, this new arrangement violated the prospectus disclosure by allowing
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four (4) round trips per month in a Fund thét prOhlblted :1n;(1rket timing outright, as found by the
Massachusetts Consent Order, § 35. o

156; As the Massachusetts Consent Ordé_f further specifically found, “[t]his
arrangement was contrary to prospectus disclos\ifé by “we.‘tiving a 2% redemption fee that would
normally be asserted on Calugar’s market timiné trades in FRSGX,” and “Calugar was a known
market timer who should not have been penﬁitted to trade in FRSGX in excess of the number of
exchanges permitted by the prospectus.” Id., 99 36-37.

157.  Calugar understood that timiné capac1tywas available at Franklin Templeton, as
at certain other mutual fund families, as long as étin&ér “pléyed the game”: one could market
time as long as the FT-affiliated defendants beli&ed the market timing activity was within their
control, and would increase assets under managefﬁéﬁt land otherwise bring FT profits, without
the risks of detection, or other disadvantages outweighing the financial benefits to FT associated
with the timing. Calugar and other savvy timers-did not wish to let FT believe their trading was
out of control and potentially at odds with F T"s financial interests, and thus Calugar was careful
to placate FT personnel and make them feel ET wouldbe in control of his timing.

158.  On August 14, 2001, Calugar on béhéilf of his limited partnership, DCIP, signed
the subscription agreement for the FT Hedge F uﬁ“d‘.‘ SRt

159. Calugar communicated his intentions to market time FT Funds to Post and other
Franklin employees, including Fund 1nané1"g',er$. Indeed, Calugar wrote Post an e-mail on August
17,2001 stating:

I would like to give Ed Jamieson a call and make sure that he feels comfortable

with the timing investment that we plan to make in the Franklin Small Cap Fund.

I know that you have discussed this issue‘with both Ed and Greg Johnson, but I
think it would be helpful for me to make a persor}gl call to the fund manager to
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give him the chance to ask any questlons he- mlght have and make sure that we are

all on the same page. I have done this in several other mutual funds in which

we are invested in both hedge fund and mutual fund products, and I think it

has been productive in creating a stronger relationship. I corresponded with Ed

by mail and e-mail earlier this year but [ have not spoken to him directly about the

arrangement we hope to pursue with Franklin Templeton. [Emphasis added.]
Ed Jamieson was the portfolio manager o‘f F RSGX ciuring the relevant time peri’od. Greg
Johnson was the President of Templeton Franklin Investment Services, Inc., another Franklin
Resources broker-dealer and investment adviser subsidiary, during the relevant time period, and
Chairman of Franklin Templeton Distributors, Fraek] 1ﬁ Resources principal sales and
underwriting organization, and 1s now Frankhn Resources co-chief executive officer. As noted,
Greg Johnson is also the son of defendant Charles B “J ohnson and brother of Chuck Johnson.

160. FT’s website acknowledges that Greg Johnson specifically “discussed Calugar’s
proposed investment with the Company executive to whom Franklin’s market-timing ‘police’
reported” (Franklin’s Answer indicates this was Peter Jones (at pp. 3, 6)), and that after this
discussion such executive “stated no objection to the proposed investment.”
http://www.franklintempleton.com/retail/] sp;cn;/hefﬁe/wsjaqs_regulators Jsp. In its Answer,
FT notes the two reasons Greg Johnson gave in ’s'eekif?lg "t_pspersuade Jones to permit Calugar’s
market timing activity, namely, “Johnson pointed out that Calugar was being open about his
intended trading, seeking Franklin’s permission on the' front end,” and “Johnson also told Jones
that Franklin could monitor Calugar’s trading and, if he exceeded the agreed upon exchange
limits, he would be cut off.” Answer to MAC, p: 3. Once again, this reflected FT’s policy and
practice with regard to market timing, which was thatv FT did not seek to prohibit or even

discourage it, in accordance with the best interests of the shareholders in FT Funds, but merely to

control it, so that FT could maximize its own profit from the activity and avoid detection by
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regulators.

161. In another, August 23, 2001, e-mail to Post, Calugar specifically seeks assurances
regarding his need to make four (4) exchanges per month and points out that the FRSGX
prospectus language does not permit it. Calugar states:

Just looking at the prospectus, I don't see a solution to theses issues that would

permit us to make the 4 round trip exchanges per month that we desire to place

for the assets invested in Franklin Small Cap Growth. As you know, there is a

one year lock up on funds invested in the Franklin Templeton Strategic Growth

Fund, so it is important to me that before we make a $10 million investment

in the hedge fund, we are able to make reasonably certain that we will be

able to make the Franklin Small Cap Growth F und investment in the

manner that we have presented to you : B

Because of the significance of this matter, I would like to be able to discuss any
proposed solution to these issues both with you and the persons on the mutual
fund side who monitor and enforce the market timing rules to make sure we are
all on the same page. It seems clear to me that movement of a $45 million
mutual fund position will net go unnoticed, and I want to determine, before
making the investment, what the response from the market timing reviewers will
be. [Emphasis added.] :

162, Clearly Calugar was adept at 1ﬂakihé}hes§ types of deals, having made the same
arrangements with other mutual fund compani‘es‘ suchasMF S and Alliance. Equally clear is that
he was not going to make the investment in the FT AI-jl_e__(.igev Fund without a quid pro quo: the
ability to make at least four (4) exchanges per monthm FRSGX. And that the parties knew that
the four exchanges per month were well‘ou'tjside"‘\;vfjlvat was stated in the FRSGX prospectus.

163.  On August 29, 2001, an e-r_r‘la\’izlbjyon behalf of Post was sent to Calugar reassuring
him of the terms of the agreement. The e-1ﬁail ;fates_in response to all of the statements made in
Calugar’s August 23, 2001 e-ﬁail: “Provided yoﬁffrqﬂes are limited to no more than four

(4) per month and you use Fund/SERV for the‘?s'lé'é)kjéh:anges, the 2% fee will not be

assessed.” (Emphasis added.) The e-mail further states:"
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We understand that your investment in our hedge funds is contingent on your
ability to invest in our mutual funds. However, we reserve the right to revoke
your right to make multiple monthly trades thereby subjecting you to the timing
penalty. Further, in the event we revoke your right to multiple monthly trading,
we would allow you to withdraw your funds from our hedge funds without
penalty notwithstanding the lockup requirement.

164.  On August 29, 2001, Calugar responded to the above e-mail by replying in an
e-mail to Ann Guss, a Franklin Private Client Group, Inc. and FTAS administrative assistant to
Post during the relevant time period, and Post, but raises.two additional concerns:

I very much appreciate the letter you e-mailed'me. It addresses each of the
concerns that I had expressed to Bill Post.

There are two clarifications that I would like to make just to assure that there is no
misunderstanding: DR

(1) I discussed with Mr. Post our desire to'make 4 "round trip" exchanges per
month. That is to say, we would not exceed more than 4 exchanges "from equity
to money market" during any calendar' month, and we will not make more than 4
exchanges "from money market back to equity” in any month. To make four
exchanges "out of equity" with a position'results in a total of eight exchanges
because there must be an exchange into equity for every exchange out of equity.

(2) Each of our exchanges is a full exdhangc of all shares owned from equity to
money market or from money market to éqﬁity. I don't think these two points are
inconsistent with your letter, but if that is not the case, I would appreciate your
letting me know. -
165.  On the same day, Guss sent an e-mail back to Calugar on behalf of Post. In it she
states:
I have spoken with Bill Post fegardiﬁg concerns stated below, and here is his
response: e
1. Four “round trip” exchanges are OK -
2. Yes, we understand that exchange 1s 4 full exchange.

166. On September 6, 2001, Calugar fbl—l‘o'wédvfhe instructions per the August 29th

e-mail on behalf of Post and wired the $10 milli_bn investmient to the Company for investment in
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the FT Hedgé Fund. In an e-mail to Post the same day, he also stated, in pertinent part:
Bill,
This morning, we wired $10 million to: |
The Chase Manhattan Bank
ABA # 021000021
For Further Credit to: DDA # 323- 3 15712
Ref: Dan Calugar subscription '
If you do not see this in the account by the afterhoon of September 6, please

contact me at 702 699-9911 and I will refer to [sic] the matter to the wire
department at Citibank.

DR

Today we intend to make a $20.3 million pﬁfchasg in the Franklin Money Fund

(FMFXX). Once this purchase clears we will invest it with the Franklin Small

Cap Growth Fund (FRSGX). This investment will be made by Security

Brokerage through NSCC Fund/SERV and will be assigned account number

5C80152507.

We expect to make an additional $24.7 million mutual fund investments [sic] in

FRSGX in the coming quarter. [ will advise you by e-mail when any additional

mutual fund investments are made.
Calugar thus became one of the FT Hedge Fund’s ﬁrst investors. As found in the Massachusetts
Consent Order, Calugar’s investment constltuted 80% of the FT Hedge Fund’s assets at the time
it was made (id., 49 10, 25), and, even when later mvestors were added, his investment
represented 59% of the total funds 1nvested in the FT Hedge Fund.

167. On September 9, 2001, SBI opened an additional account with FT for the sole
purpose of making prohibited market timir{g{ trades in the Franklin Small-Mid Cap Growth Fund.

168. On October 24, 2001, Calugar wrote an e-mail to Post with a copy to T. johnson:
“I plan to wire make [sic] a $25 million purchase ‘ilr‘i’l‘Efré{nklin Money Market on Friday, October

26, for later investment in Franklin Small Cap Growth. 1 Wwill advise you and Tom Johnson when

we make our first exchange into equity with these funds so that you can block any commission
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payment to Security Brokerage.”

169. In the same e-mail, Calugar inquired gboﬁt increasing his hedge fund investment
in return for a corresponding increase in his market timing allocation:

I also wanted to know whether you might be in a position to take an additional

$15 million hedge fund investment with an additional $65 million invested in the

Small Cap Growth Fund? That would bring my hedge fund investment to $25

million and my mutual fund investment to $110 million. I would need to get

funding from Citibank to do this, and it would probably take a month or two to

get the loan in place. There is no guarantee that I could get the funding from

Citibank, but if the positions are available I will see what Citibank can do.

170.  Post sent the above e-mail message to T. Johnson and Jones. In an e-mail string
on October 29, 2001 that discusses the additionalf‘iﬁvéstment by Calugar, T. Johnson states that
Calugar has done “three roundtrips” in FRSGX. He further states: “The moves are for 100% or
approx $20 million. I should have added that they have been in the Small Mid a total of 5 days —
two 2 day trips and one 1 day trip. Another $25‘" million was sent to the money market account
last Friday, and I'll make sure there is no prepaid coﬁimj'ssion when it eventually exchanges to
the Small Mid.”

171.  The SBI account made three (3) exchanges in approximately $20 million dollar
blocks of trades. Calugar, apparently for bus“i‘nels‘}s{ ?e’ésohs, decided to redeem $44.6 million out
of the account on November 9, 2001. He stated in an e-mail dated November 5, 2001 to Post:

I have decided against increasihg m};‘butétanding leverage with Citibank, and in

fact I have decided to repay my existing margin balance to Citibank. For this

reason, today I redeemed $44.6 million out-of Franklin Money Market.

1 intend to keep my Franklin Templeton Hédé’e{ Fund position, but I do not believe

that I will be in a position to add to my Hedge Fund position in the near future. 1

do have, however, as a long term goal, the desire to increase my investment in

your hedge fund, and to purchase back the mutual fund position, but I believe that
[ won't be in a position to do so for 6 months to-a year.
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Additional Investment Proposals .

172.  On April 2, 2002, Calugar sent a'letter to Post regarding an additional sticky asset
arrangement whereby Calugar would increase his investment in the FT Hedge Fund to $70
million and be permitted to market time $280 million in four additional Franklin Templeton
mutual funds. Calugar’s letter states that he "would anticipate making up to 12 round trip
exchanges per calendar quarter”" and he would make this mutual fund investment through a
401(k) account so that “my investment would appear te qualify for the exemption from the
2% redemption fee placed on ordinary funds that exchange more than twice in a 90 day period.
(Emphasis added.) The four additional FT Funds Calugar expressed an interest in timing were
all international funds, in which market timers most typically sought timing capacity, namely,
Templeton Foreign Fund/A (TEMFX), Templéfbﬁ' World/A (TEMWX), Templeton Institutional
Foreign Equity/P (TFEQX), and Templeton Dev"el'obing ‘Markets/A (TEDMX).

173.  On April 5, 2002, seeking to build’'on FT’s demonstrated receptiveness to market
timing trading, Calugar e-mailed Post regarding' future investments and specifically outlined his
trading strategy. The e-mail stated:

It was good speaking with you last ‘ri'i"g'ht:'f;"‘féih hopeful that we are able to work

out the matters we discussed in a way that is beneficial to all concerned. I would

like to give you an overview of how I trade international mutual fund positions so

that you are in a position to accurately represent our intentions to the people you

deal with. e

1. As [ indicated in my April 2 letter to yéu’,’?fny. trading model will make up to 12

“round trip” exchanges per calendar quarter. All of our exchanges are 100%

exchanges and all of our positions are'exchanged the same way. In other words,

we would at all times be either 100% “in _e;guityvfunids” or 100% “in money

market funds.” ‘

2. During the 24 month period from April‘ 1, 1999 to April 1, 2002, the trading
model I am using with international funds made a total of 80 “round trips”. This
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was an average of 10 round trips per calendar. quarter. One “round trip” would
consist of both an exchange from money: market into the equity fund and the
exchange back into money market. (We had 10 round trips in Q1 2002.) The
average holding period for exchanges into equity funds was slightly over 3 days.
The longest consecutive holding period for an exchange into equity was 16 days.
There were 26 exchanges into equity that were followed the next market day by
an exchange back into money market (a “‘back to back exchange”).

3. We make our trading decision right at the close of the NYSE trading day. It
would be my preference to clear our transactions through the NSCC Fund/SERV
system. If you would like, I would be happy to promptly send an e-mail
notification to you or any other designated person(s) advising of each exchange
made. c

If we get the go ahead from you, | will be moving $280 million from existing

investments to Franklin Templeton. Because most of these investments are

mutual fund positions that were purchased within the last 12 months, I will pay

over $2 million in contingent deferred sales charges in order to free up these

assets for investment at Franklin. Given the costs involved, I would want to be as

thorough as feasible to make sure that "th_eh_COurse of proceeding that we agree

upon will be one that can continue on a long term basis.

174. - In April of 2002, Post began to shdp 'a‘dditional timing capacity in other mutual
fund complexes on behalf of Calugar. Post requésted new account documents on behalf of
SBI/Calugar from Capital Research and Manageﬁiéht (“CRM”), the investment adviser to the
American Funds fund family. o

175.  On April 10, 2002, Susan Lindgreén (“Lindgren™), Vice President of the Client
Service Division of CRM, sent Post the new account information for Security Brokerage Profit
Sharing Trust to open a 401(k) account with the' American Funds fund family. Separately, on
April 10, 2002, Lindgren, on behalf of Jeff Pdvstér;f%m' émployee of Capital Guardian Trust
Company, an investment adviser affiliate of CRM; ‘serit prospectuses and a new account

application for Calugar and SBI.

176.  On April 23, 2002, Post sent a let;;er tloj Plaster in which he outlined the investment
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strategy of Calugar and SBI and asks whether the “proposed trading activities” were “acceptable
to the American Funds.” |

177. In a memorandum dated May ‘1.3, 2002 from Calugar to Post, Calugar stated that
he 1s “no longer interested in trying to obtain perrﬁission to make 2 round trips per quarter
between your money market and equity mutual funds.” However, he states that he may be
interested in structuring a leveraged position in FT hédge funds. In response, Post arranged to
meet Calugar on June 18, 2002.

178.  On June 20, 2002, Calugar wrotét(;ongt regarding Citibank’s terms regarding
loans secured by the hedge fund positions. |

179.  On June 26, 2002, Calugar Stét'ed in an e-mail to Post that although he believed
that he could structure a loan through Citibank to hake'a leveraged purchase of additional
interests in the FT Hedge Fund, he will not do so because the Fund has not been performing well
enough to “justify the risk of making a leveraged purchase.”

180. In the Summer 2002, Calugar decided to redeem his $10 million investment from
the FT Hedge Fund. On August 1, 2002, Cal‘ugaf‘ wrote a letter to Post, with a copy to Kahale,
requesting a redemption of “100% of DCIP, LP in the Franklin Templeton Strategic Growth
Fund, LP as of September 30, 2002,” and aéking that the proceeds be wired to his Citibank
account in San Francisco.

181. Calugar’s redemption would cause the furid of hedge funds to fail without further
financing since the total amount was spread between 14-individual hedge fund managers and
each hedge fund required a minimum investment ‘0f*$1 million and more than half the money had

been invested by him.
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182. Clearly, Calugar’s $10 million dollar investment was integral to the survival of
the hedge funds structured by Post, FTAS, FAI and the Company. In an internal FT
memorandum addressed to, among others, the “bfﬁce of the President,” as well as the head of
FTAS and the chief investment officer of FTAS, ‘dvatéd‘August 15, 2002 and co-authored by Post,
it is noted that Calugar’s redemption will lower the FT Hedge Fund's asset total to $7.1 million
dollars and investments in each underlying hedge fund will fall below the $1 million dollar
threshold, as a result becoming a “disaster for the funds.”* The August 15, 2002 memorandum
noted that Post had discussed the matter With;‘Gf}é‘gLJ 6hnson, and that, as a result, FTAS was
asking Franklin Resources, the corporate parent, for a capital infusion of, at a minimum, $10.2
million into the FT Hedge Fund, to avert this “d‘i‘s—é:s’ter,” and that upon further investor
subscriptions, FTAS would return the capital to Franklin Resources, and further pleading that the
FT Hedge Fund had outperformed the S&P 500 Index by nearly 14% during “hostile market
conditions,” and, owing to its profitable perforrﬁance,‘ shéﬁld be saved.

183.  FT management was aware of, but acquiesced in, Post’s business procedures for
funding the FT Hedge Fund and expressed "ri’:(')'"‘cbiri'c“efns regarding such procedures until a
regulatory inquiry commenced in October 2003.

184. Inresponse to a subpoena viss‘uehdib‘y regulators, Post denied authorizing or having
knowledge of the above-cited August 29, 2001 e-mail 'éﬁd letter sent on his behalf by Guss to
Calugar described above. However, as stated in thé'Massachusetts Administrative Complaint,
“Post's assertions that he did not authorize and had no knowledge of the response to Calugar are
belied by facts that clearly show that Post was aware'of the response as he was copied on the

correspondence by Guss, additional e-mails indicate that Post voice mailed T. Johnson
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concerning the arrangement, Guss spoke to 156st;;'éibout Calugar's request for further clarification
and Calugar ultimately follows the wire instfﬁctions set out in the August 29th email.” MAC, §
71 (referencing above-cited e-mails).

185. As Massachusetts pointed ouf n theMAC, “[a]lthough Calugar sent Post’s
response letter back unopened, it is dated prior to .‘the original correspondence taking place and in
the second paragraph indicates the $10 million dollar wire is set to go forward into the FT Hedge
Fund.” 1d., 4 72. |

186.  As indicated by his negoti.ations With FT, Calugar would not go forward with the
hedge fund investment without a correspondiﬁg market timing allocation in FT Funds. Wiring
the $10 million effectively consummated the deal.

187.  Post’s Uniform Termination N‘oticé of‘ Securities Industry Registration form
(“U-5" form), required to be filed with the NASD whén d brokerage firm terminates the
employment of a broker, and submitted on December 23,2003, states that he was “placed on
administrative leave on 12/15/03 because Qf quest?o\ns;cé‘ncerning the completeness of his
cooperation in an internal investigation regardiﬂg market timing.” The U-5 form listed Greg
Johnson as Post’s “supervisor.”

188.  On December 25, 2003, Post tendered his resignation as Vice Chairman,
Fiduciary Trust International of California. l |

189.  On or about December 23, 2003, the SEC'filed a Complaint for Violations of the
Federal Securities Laws in the District of Nevada Court,-SEC v. Daniel Calugar and Security
Brokerage, Inc., Case No. CV-§-03-1600-RCJ-RJT(D. Nev.). The SEC complaint contained

four pages of allegations against Calugar and SBI for scheming to defraud mutual fund
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shareholders through market timing and/or late trading.

190.  Although the SEC complaint against Calugar did not reference Franklin
Templeton by name, in its 2003 Form 10-K, filed with the SEC on or about December 22, 2003,
the Company disclosed that it had been the subject of investigation by regulators for market
timing and reported that:

To date, the Company has identified some instances of frequent trading in shares

of certain Funds by a few current or former employees in their personal 401(k)

plan accounts. These individuals include one trader and one officer of the Funds.

These two individuals have been placed on administrative leave and the officer

has resigned from his positions with the Funds.

The Company indicated in addition that:

we have identified various instances of frequent trading where we have questions

about the propriety of what occurred and what responsibility, if any, the Company

may bear. Pending completion of the fact-finding'process, one officer of a

subsidiary of the Company has been placed on administrative leave.

That officer was William Post.

191.  On February 4, 2004, the Enforcement 'Section of the Massachusetts Securities
Division of the Office of the Secretary of the Commonwealth filed the aforementioned
Administrative Complaint in the Commonwealth of Massachusetts, Docket No. E-2004-007.
The Massachusetts Administrative Complaint focused on the quid pro quo market timing
arrangements of FT senior management with Célugar, as set forth above.

192. Massachusetts Secretary of the Commonwealth, William F. Galvin, who headed
the Massachusetts investigation, stated in a press release on February 4, 2004, “This case is
another example of a mutual fund having one stgindard' for the ordinary investor and an entirely

different one for someone able to move millions and millions of dollars through it in market

timing trades.... The clear language of the prospectus, on which an investor is expected to rely,
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meant nothing when a high roller came to play.”

193. A February 5, 2004 article -in‘éﬁlle'Bbs'ton Globe reporting on an interview given
by Secretary Galvin, stated, “Franklin, which has fﬁies prohibiting market timing knew what the
broker was doing, ‘and they solicited him for ;1 legéi :Bribe, if you will’...”, quoting Galvin. The
February 5, 2004 Boston Globe article added that:

Franklin faces more trouble as the Securities and Exchange Commission has
determined that the San Mateo, Calif. company had arrangements with other
investors to market-time its funds, an official involved in the SEC probe said,
terming it “a significant case.” [Emphasis added.]

194, Secretary Galvin, who spearheaded the investigations of Franklin as well as other

mutual funds, was quoted in a February 5, 2004 article in the Boston Herald as stating that the
Franklin case was the “most blatant” case of iinprope‘rtrading in mutual funds he had seen:

... Galvin charged Franklin Resources Inc. with civil fraud yesterday in
what he called the ‘most blatant’ case of improper trading in mutual funds since
he launched his high-profile industry probes last year.

Galvin accused Franklin Resourcés of allowing a Las Vegas investor to
market-time $45 million in a Franklin‘miitual fund in exchange for him plunking
$10 million in Franklin hedge funds — hedge funds Galvin said would have
collapsed without the investor’s timely cash.

In an interview, Galvin called the‘alleged quid pro quo arrangement —
which he said some of the very top managers as Franklin “clearly knew” about — a
“legal bribe.’ R

They knew it was wrong,” said Gaf'i/in; whose office began investigating
the San Mateo, Calif.-based Franklin last year as part of his probe into alleged
improper trading at a Boston office of Prudential Securities.

Galvin said Franklin, whose trading activities are also being probed by
Massachusetts U.S. Attorney Michael Sullivan’s office, broke its fiduciary trust
with investors because it specifically said'in a prospectus that market-timing in its
fund was not allowed.

195. A February 5, 2004 San Francisco Chronicle article noted that:
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As recently as November, Franklin é?{écﬁtives denied allowing any market timing

deals at all. “We’ve done our own investigations around portfolio managers to

make sure we don’t have any excessive trading behavior,” [Greg] Johnson said in

an interview with The Chronicle. At this stage, we’re pretty confident that we

don’t.”

The article indicated that Greg Johnson continued to maiﬁtain that Franklin Resources refused to
accept deals from investors interested in rapid trading in exchange for investing large amounts of
money in other funds, insisting that “our boliéy ;ilvsﬂnot to accept those (deals), and we’re turned
away lots of business.” This same Greg Johnson, however, had personally supervised the
approval of Calugar’s $45 million quid pro g@ fﬁarket timing arrangement, as set forth above.

196. The wrongful market timing arrangements with Calugar by no means constituted
the only market timing in FT Funds during the Class Period. Indeed, Calugar selected FT,
among certain other fund families such as Alliance and MFS, after carefully determining which
fund families’ managers and executives were the most teceptive to his improper market timing
trading. In fact, as set forth above, and as"a'l‘r"eady foﬁnd by the SEC, FT has permitted market
timing by third parties during the Class Period before its relationship with Calugar, and, as set
forth herein below, has continued to permit, and bé’reéeptive to, large-scale market timing
thereafter, throughout the Class Period. ‘

197. FT Funds were also timed by other renowned market timers, including the well-
publicized Canary Capital Partners LLC hedge fund. “The Broker Defendants participated in
and/or aided and abetted the market timing trading’in FT Funds, facilitating such timing activity
by acting as middlemen between the timers and the FT-affiliated defendants in bringing market

timing assets to FT and its Funds. These Broker Defendants profited substantially from, inter

alia, (i) fees collected from the FT-affiliated enti'tie'”s: in'return for bringing the market timing
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assets to FT Funds; or (ii) collecting “Wrap;"c;f other fees from the timers, typically as a
percentage of the “timing capacity” they obtained for the market timers in FT Funds.

198.  In addition, the Company has further admitted that certain of its employees —
including a trader and an officer of the Funds — had engaged in market timing of certain of the
Funds. In the “Frequently Asked Questions” section of its website, the Company stated the
following:

What are the findings of the Company's internal review of personal mutual

fund trading activity by employees?:

To date, the Company has identified some instances of frequent trading in shares

of certain funds by a few current or former employees in their personal 401 (k)

plan accounts. These individuals include one trader and one officer of the funds.

These two individuals have been placed on administrative leave and the officer

has resigned from his positions with the funds:

199.  While the Company stated that its'internal‘investigation is incomplete, it has
admitted, in its communications posted on its website, that “we have identified various
instances of frequent trading.” (Emphasis added.)

200. On August 2, 2004, the SEC_C_}onsent Order was announced and issued. Pursuant

to the SEC’s findings, in the SEC Consent Ordetr“,‘,défendant FAI agreed to settle with the SEC

ok

for total payments and fines of $50 million.

201. On September 20, 2004, defengiaht‘é‘-.F‘fv\.\'I':érlld FTAS entered into the
Massachusetts Consent Order with Massachusetts, 'settlihg; for an administrative fine of $5
million, the claims in the Massachusetts Adminis'trative:Complaint, as to those defendants,
pursuant to findings made by Massachusetts'in the Massachusetts Consent Order.

202. The foregoing regulato\ry»éét‘_cll_ements recouped only a fraction of the total

damages inflicted on FT Fund shareholders by thé él}‘eged wrongful market timing activity in FT
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Funds throughout the Class Period, and/or the unlawful profits from such activity to FT
affiliates, the market timers, the Broker Defendants, and others, at the expense of non-timer FT
Fund investors, as alleged herein.

Additional Examples of the FT-Affiliated Defendants Permitting Large-Scale
Market Timing in FT Funds

203.  As alleged above, and as set forth in the SEC’s findings in its Consent Order, in
addition to specific agreements permitting certain\favored investors such as Calugar to market
time its Funds, the FT-affiliated defendants klie\ivl that FT Funds were being market-timed on a
large scale by numerous other market timers. o

204. The findings in the SEC Coﬁsent‘éfa;;;.%or example, described (i) FAD’s
undisclosed practice to allow market timers to C?Pﬁimﬁ to time FT Funds, notwithstanding the
language of the FT prospectuses, including the Prospectus for the Franklin Small-Mid Cap
Growth Fund; (i1) that FAI was able to identi_fy market timers, and how, beginning in late 1999

FAI “began to collect information on the activities of unauthorized market timers as part of an

effort to better control them” (SEC Consent 'Ordgr? 1[ 13; emphasis added) — as opposed to
stopping such market timing activity altogether;. (iii) ‘ghgt F Al approved plans to study and
monitor market timing which it had not expressly;p‘el':‘n'ni‘tted by agreement — although it
continued to allow “free timing” during this period (id., 4[] 14-16); and (iv) that FAT had a
“market timing desk” operated by FT’s transfer agent subsidiary, through which certain known
market timers were asked to place their trades, and which monitored market timing.

205.  Accordingly, through, inter-alia, the FT “market timing desk,” operated by
individuals experienced in observing and disé’érﬁipg trading patterns and the identity of the

traders, and through highly sophisticated tracking eqliipment, the FT-affiliated defendants were
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readily able to, and did, identify market timers and market timing trades. This was particularly
so where such trades were made through account:s,kno_wn to be affiliated with market timers, or
in suspicious lots, suspicious volumes, or in Funds »k‘no‘win,to be the target of timing activity, or
simply where the same account could be observed trading in and then out of a Fund within a
short period of time.

206.  According to one witness directly familiar with market timing in general, and in
FT Funds specifically, market timing was also easily recognizable by FT Funds for, inter alia,
the following reasons: (i) the frequency of trading activity (i.e., transaction volume) would
generally be concentrated in Funds most typically. the subject of market timing activity, such as
international funds, bond funds, and small-mid cap funds(where timers sought to take advantage
of time zone arbitrage, and liquidity inefficiencies, as'alleged above); (ii) in addition to the fact
that FT Funds’ management and “market timing desk” could observe that a large percentage of
the Funds’ transaction volume was concentrated in Funds most likely to be timed, they could
also readily observe that most of the asset flow or transaction volume in that subset of Funds was
attributable to a small subset of traders (Le., thefnér‘két timers); (iii) the data concerning
transaction volume or “turnover” or “churn rate’ir specific FT Funds was readily accessible at
FT, and FT could easily track the accounts or brokers r‘esijdnsible for a large percentage of the
Fund’s transaction volume; (iv) FT’s management aiid' “market timing desk” could easily
observe which accounts or brokers are resp()nsiblé for an abnormally large volume of
transactions on “good market timing day's,';” e.g., days where there were substantial time zone
arbitrage opportunities, due to moves in the U.S. ot overseas markets (and a corresponding

market move after the time zone lag); (v) even where trades in FT Funds were done in
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holder, FT Funds could easily have asked the broker-dealer to identify the underlying account(s)
of any suspicious trading activity, where, for example, trading in “omnibus” accounts surged at
suspicious times (e.g., inflection points in the market).

207. For instance, during the year 2000, the assets in the following FT Funds turned
over the following amount of times: the assets in the Templeton Foreign Small Companies Fund
(FINEX) turned over approximately 6.15 times, Templeton Global Small Companies Fund
(TEMGX) turned over 4.80 times, Templeton Global‘Opportunities Fund (TEGOX) turned over
3.70 times; Templeton Developing Markets Fund (TEDMX) turned over 1.75 times; Franklin
Short-Intermediate U.S. Government Fund (FRGV X) turned over 1.77 times, Templeton Foreign
Fund (TEMFX) turned over 1.42 times, Templeton World Funds (TEMWX) turned over 1.09
times, Franklin Convertible Securities Fund (FISCX) turned over 1.06 times, and Franklin Small
Cap Growth Fund (FRSGX) turned over .070 times.

208.  Such abnormally high turnover rafés," as exemplified above, are strongly
indicative of timing activity and should haVé"’beééhiﬂéégéd by FT’s market timing desk.
Moreover, notably, the highest turnover rates 1nFTFunds were consistently in international
funds, bond funds, or small-to-mid cap funds, pre01sely the types of funds known by mutual fund
industry insiders to be most typically the subject‘tﬁf market timing activity. In light of such data,
the FT-affiliated defendants knew or should havéknown of the improper trading in FT Funds
detailed herein but recklessly disregarded such warning signs.

209. According to a witness directly fa‘ifﬁiliﬁr with market timing in the mutual fund

industry, FT Funds were specifically known for’li'b"éiﬁfg‘%‘idehtiﬁed as being easy to profitably time

Dac#: 144038 . 92 e




by market timers, particularly into 2000, and were thgrgfpre in high demand. FT Funds were
also especially attractive because FT had a large number of international funds, especially
susceptible to timing. The function of FT’s established "market timing desk” was to control,
rather than stop, market timing, and promote, and then leverage, competition for timing capacity
in FT Funds by both controlling capacity by excluding certain timers and selling the right to time
FT Funds through preferred channels to preferred timers.

Rampant Timing Through Third Party Brokers — E.g., Prudential

210. A further example of the wide-scale timing of FT Funds is provided in recent
allegations in an SEC complaint filed in the Distri¢t 'of Massachusetts against five former
brokers, Martin J. Druffner (“Druffner”), Justin F. Fricken (“Fricken™), Skifter Ajro (“Ajro™),
John S. Peffer (“Peffer”), and Marc J. Bilotti (“Bilbtfi’-’),' and one branch manager, Robert
Shannon (“Shannon™), of the Boston branch office 'of Prudential Securities Incorporated
(“Prudential™), in connection with their market timing trades in dozens of mutual funds (the
“SEC v. Druffner Complaint”) (Druffner, Frickenﬁ-.Ajro, Peffer, Bilotti and Shannon are
collectively referred to herein as the “Prudential Bfékéfé"’). The SEC filed an initial complaint
against the Prudential Brokers on November 4, .2‘00‘3',"and an amended complaint against them on
July 14, 2004.

21 1 In its amended complaint, the SEClﬁilege"s that, from at least January 2001
through September 2003, the Prudential Brokeréé'pl‘aced thousands of market timing trades worth
more than $1.3 billion for seven hedge funds'in the funds of more than fifty mutual fund
companies. These seven hedge funds (the “Sevén ‘Hédge Funds”) were clients in either

Druffner’s or Peffer’s group of brokers (th‘e}*QDfﬁffnéf’GfOup” was comprised of Druffner,
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Fricken and Ajro, and the “Peffer Group” was combmsed of Peffer and Bilotti). Hedge fund
Headstart Advisers Ltd. (“Headstart™), based in the United Kingdom, opened its first account
with Druffner in July 1999; Chronos Asset Management (“Chronos”), based in Cambridge,
Massachusetts, opened its first account with Druffne; in January 2000; Pentagon Asset
Management (‘“Pentagon”), based in the United Kingdom, opened its first account with Druffner
in March 2000; Ritchie Capital (“Ritchie”), bgsed in Illinois, opened its first account with
Druffner in December 2000, and Jemmco Advisgrs; g“J emmco”), based in New York, opened its
first account with Druffner in April 2002. Th¢ Peffer Gfoup had two principal clients. The first,
Global Analytical Capital (“Global”), based in Salem; Massachusetts, opened its first account
with Peffer in May 1998. Global acted as an invéstineht adviser for hedge funds based in the
Netherlands Antilles. The second, Summa Capital (“Summa”), also based in Salem,
Massachusetts, opened its first accounts with Peffer in February 2003. Summa acted as an
investment adviser for a hedge fund based in‘the Cayman Islands.

212.  According to the SEC’s amended complaint, the second-highest dollar amount of
mutual fund shares purchased in connection with tli"é;"mdrk'et timing scheme of the Prudential

Brokers was in Franklin Templeton Funds — ovér $87 million ($87,333,379), behind only

AlM/Invesco.

213.  The SEC v. Druffner Complaint alleges that the Prudential Brokers knew that the
mutual fund companies monitored and attérﬁp‘tecll"to control excessive trading in their funds. To
evade this attempted control, the Prudential Brokers disguised their identities by establishing
numerous broker identification numbers (known at'Prudential as “FA [financial advisor]

numbers”) and sought to disguise their customers’/cliénts’ identities by opening approximately
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two hundred customer accounts under various n:alr‘l;esﬂf(;r: the Seven Hedge Funds seeking timing
capacity in more than 52 mutual fund companies. | Q at49 2, 17, 32. The brokers processed
their clients’ trades through dozens of customer accounts; using fictitious names and multiple FA
numbers. |

214. According to the SEC v. Druffnef Complaint, in spite of the brokers’ attempts to
disguise their trades, due to, inter alia, the sheer Volumes and frequency of the brokers’ trades,
the mutual fund companies, including the Frankﬁh fempleton entities, were able to identify
many account and FA numbers which were é:r"lgagirig‘ iffmarket timing. Indeed, according to the
SEC’s amended complaint, during the January 2001 and September 2003 time frame, the mutual
fund companies often issued letters and e-mails to defendant Prudential imposing blocks on these
brokers’ market timing activities.

215.  Although the SEC notes, in‘an exhibit to the SEC v. Druffner Complaint, that FT
sent some 50 letters and e-mails to Prudential indicating that it was restricting trading, and that
“[i]n most” such instances, FT imposed a 2% redelﬁbtibn- fee if the account owner redeemed or
exchanged fund shares within ninety days éf vburchzis.é"‘,;ﬁbtably (1) this confirms that FT was
highly aware of the market timing activity, and (if) the fact that it imposed a redemption fee in
“most” of the instances wherein it ultimately deC:iH:ed‘:t‘O‘ send an e-mail or warning letter (a) only
means that FT imposed a redemption fee in more tﬁan half (e.g., as low as 50.01%) of the cases
where it sent such correspondence, and (b) does not take into account how many times the FT
market timing desk saw the violations, but did n‘dt"sgnd any letter or warning. Significantly, at
best, this indicates that FT would in certain instéh‘cés’ decide to enforce its stated policies of

policing market timing, and at times it wouldnot." -~ "
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216. Moreover, according to the SE:,C,"Franklin Templeton did not send one warning
letter to Prudential concerning market timing by the Seven Hedge Fund clients of the Druffner
and Peffer Groups, which suggests the 2% redemption fee was not imposed on the substantial
market timing done by these clients, although Franklin Templeton placed restrictions on a small
fraction of the trades. During the relevant period, as previously stated, Druffner and Peffer’s
Seven Hedge Fund clients purchased $87,333,379 worth of shares in FT Funds. Druffner’s
client Headstart alone purchased $31,107,000, while Peffer’s client Global made purchases
totaling $26,560,452. The specific purchases made bygthe Seven Hedge Fund clients in FT
Funds are set forth in Exhibit A annexed hereto. © - -+ "+

217. Notwithstanding occasional warnings*tb‘certain market timers FT did not consider

desirable, FT continued to accept market timing trades, despite the fact that its market timing
desk could readily detect such trades. While at times FT indicated it would restrict such further
trading, it rarely did so. This was in keeping with FT’s practice and policy, which was not to

stop market timing altogether, since such activity'yieldéd substantial fees and profits to FT-

affiliated defendants (by, inter alia, increasing trarisaction-based fees, and fees based on amount
of aésets under management), but to control it, arid‘restfi"ét it to individuals, institutions, or
situations which FT felt it could control — whethef for the purpose of maximizing FT’s profits, or
to avoid regulatory detection, or, restrict market timing only if it would, in certain FT officers’
subjective view, “disrupt” a fund (d'espite‘ the fact that such a policy was contrary to the
prospectuses, as found by the SEC in its Consent Order). The primary function of the “market
timing desk” was thus to strike a balance beiWeéﬁ' “desirable” (and thus permitted) market timing

which increased the profits of the FT-affiliated éht‘it'ie‘sv,” and “undesirable” market timing, which
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could rise to the level where it threatened to do FT r‘rho‘r‘é harm than good.

218.  Had the FT-affiliated defendants truly wanted to spend the time and resources,
they could have stopped such market timing by fefusing’ to allow such timers — most of whom
they could readily identify — to conduct their trades, and enforcing such prohibitions consistently
and even-handedly, in accordance with the Funds’ prospectuses, but they did not. The FT-
affiliated defendants could have enforced such prohibitions by, inter alia, strictly imposing
redemption fees — uniformly — consistent with thé language in the FT prospectuses, but they
failed to do so.

219.  Franklin Resources, FAI and their affiliates were either reckless in permitting
timing on such a wide scale as occurred in the F T.“Funds,"or acted knowingly. These defendants
either acquiesced, or conspired in, the rampaﬁt mdrket timing activity, consistent with their
overall permissive policies and practices with respect to market timing, as evidenced by the
above-described agreements to permit market tiniing in exchange for receiving “sticky assets,”
such as those with Calugar. T e

220. FT affiliates and their employééé téurther kn‘ew of, negotiated, and/or acquiesced
in third-party broker-dealers” arrangements to briﬁg"rﬁérlget timing assets into FT Funds, in
exchange for these brokers being paid by FT entitié'sf,} and/or the market timers, for facilitating
the timing arrangements. |

Additional Evidence of Knowledg'é'”and:Receptiveness to Market Timing at
Franklin Templeton

221.  In addition to the market timing activity occurring in FT Funds detailed in the
SEC and Massachusetts complaints and consent orders, the market timing noted by FT in its own

public statements, the market timing by FT employees in their own 401-k accounts
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acknowledged by the Company, the above-described ;n_arket timing agreements and transactions
between Calugar and the FT-affiliated defendanté, and by other third party broker-dealers and
market timers, Franklin Templeton was receptive, up until the very end of the Class Period, to
providing further timing capacity in return for sticky assets. By way of further example,
witnesses have stated they had entered into negotiations for substantial additional timing

1Y 65

capacity in certain FT Funds, in return for “parking” “sticky assets” in various FT Funds. These

negotiations were ongoing over the spring and suvmnv_lér 0f 2003, and were only aborted after
New York State Attorney General Eliot Spitzer issued subpoenas to numerous mutual funds,
during the summer of 2003. s

222.  For instance, by mid-May-of 2003; certain witnesses representing large investors
had contacted Franklin Templeton to convey their interest in a market timing arrangement
wherein a large investor would be permitted, at a minimum, tens of millions in market timing
capacity., in return for substantial “sticky assets""**parked’ *in the Funds of FT’s choice.

223,  Witness “X” stated that he cold-called FT’s offices, identified himself as a person
representing large investors and, in particular; a iarge, serious investor with many millions to
invest, and asked whom he should speak to in that regard. During the middle of the first full
week of May 2003, Witness X spoke, inter ‘alia ‘with'a gentleman in FT’s institutional sales, who
promised to forward Witness X’s request through the appropriate “channels.” Witness X was
quickly connected to high level FT sales personrel.-

224.  Specifically, Witness X was put in'touch with two FT Vice Presidents in the Sales
area (one a Senior Vice President and another a Vic"evPré‘S'ident). During May 2003, Witness X

had multiple conversations with both FT Vice P'r:é'si‘&"ieﬁts"‘,“\;vherein he explained that he
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represented a large hedge fund investor who was looking for large amounts of timing capacity, in
return for which such investor would be willing to park a substantial amount of sticky assets in
other FT Funds, as FT desired.

225.  Witness X sent the FT Vice Presidents a brochure outlining his business
objectives, which made unequivocally clear that he was seeking substantial amounts of market
timing capacity in certain types of preferred Funds in a mutual fund family, in return for parking
sticky assets for the benefit of other Funds within the mutual fund family. The brochure, among
other things, touted the benefits of a prearranged, controlled market timing agreement — such as
that done by FT with Calugar — as being purportedly‘for the mutual benefit of both the mutual
fund family, and the market timer, as opposed t(; ﬁn'authorized timing, which the mutual fund
companies including FT knew occurred, reédily observed occurring, and often acquiesced in due
to the benefits to FT in fees; however, the mutual -fund families had found many such timers
more difficult to control. The brochure listed eight types of Funds most sought after for timing
capacity, and stressed that the permitted frequenés;idf trading was more sought after than
capacity levels.

226. During May 2003, Witness X and/or h:is"ryépresentatives conveyed to FT their
desired Funds, trading frequency, and capééity I;;/els. Witness X and/or his representatives
conveyed an interest in particular in timing capacity in the international Funds, the Franklin
AGE High Income A (AGEFX) high yield bond fund, as well as the Small-Mid Cap Growth
Fund (FRSGX). Specifically, they conveyed a desite;for at least approximately $50 million in
timing capacity between the high yield bond ‘fur'i& ‘4id the Small-Mid Cap Fund, and a preference

to trade about once a month in the Small-Mid Cap Fund, and once every two months in the high
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yield fund, with two-thirds of their assets allocated ;towét'rd‘the high yield and small cap Funds,
and at a minimum an additional one-third in assets (i.e., approximately $25 million) allocated
toward international Funds, which they also sought to trade approximately once per month, with
an expressed desire to obtain up to $1 billion in timing capacity in international Funds.

227. After several telephone conversations with the two FT Vice Presidents during
May 2003, the FT Vice Presidents indicated FT would be amenable to such an agreement along
the parameters described by Witness X and stated they would come up with a proposal for
Witness X.

228. Based on the detailed and positive conversations with the FT Vice Presidents
from May through early July, 2003, and relevanf'(‘l‘ompany data, Witness X estimated that FT
was prepared to provide his large hedge fund client timing capacity of approximately $87
million, with approximately $25 million capacity'in-an International fund (the Templeton
Foreign Fund was specified); $4 million in capacity in Emerging Markets Funds (the Templeton
Developing Markets Fund was specified); $16 million in cdpacity in one Global fund (the
Templeton World Fund was specified), and $33 m‘i'llio'hj'iﬁ another Global fund (the Templeton
Growth Fund was specified); $18 million in capacity-in the Franklin Small-Mid Cap Growth
Fund; and $7 million in a high yield fund, 'Li, thév':‘Franklin AGE High Income Fund. Witness X
stated he was told specifically that the large'hédge fund investor he represented would be granted
approximately $7 million in capacity to time the Frariklin AGE High Income Fund, with the FT
Vice President explaining that FT had “more strict critéria” on their high yield fund and a lower
cash position; with respect to the rest of the abof)é;ﬁafned Funds, Witness X stated he was only

told the asset class for which FT would grant timihé 'éapécity to his large hedge fund client. All
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discussions contemplated the desired parameters ékéréEéé'd by Witness X and/or his
representatives as to the frequency of trading reqﬁeétéd by their large hedge fund client. The FT
Vice Presidents stated they would present a ﬁnal,‘ formal agreement proposal, and a call was
scheduled in the first half of July 2003 to di.s‘cﬁss the detailed final terms of the proposal.

229.  After some delay, when the scheduled call finally did take place, in approximately
the first half of August 2003, for the first time, a FT compliance department employee joined the
two FT Vice Presidents on the conference call. Signiﬁcaﬁtly, this call occurred after the
issuance of a flurry of subpoenas to numerous mutual fund companies, publicly reported to have
occurred in July 2003. To the shock of Witness jX;"and the other non FT-affiliated persons on
the call, the FT proposal was radically changed from that specifically discussed and
contemplated over the course of the prior few months, drastically cutting the number of trades
permitted. Since this was completely contrary to‘the entire purpose of the negotiations by
Witness X with the FT Vice Presidents over‘tixe pﬁor"f'ew" months, the deal did not occur, and all
negotiations terminated abruptly. Witness X has'stated tﬁat, given the clear indications of
receptiveness to the market timing and sticky asset agreements conveyed by the FT Vice
Presidents that were discussed in detail, with‘a clear understanding of the nature of the activities
contemplated and described among Witness X and/or his representatives on the one hand, and
the FT Vice Presidents on the other hand, along with the clear portrayal of the market timing
capacity/sticky assets business model outlinéd in his brochure and proposals and negotiations, he
has no doubt that the final proposal was aborted diie‘to alarm bells sounded by the mass of
subpoenas directed to the mutual fund industry issiéd by New York Attorney General Spitzer,

Massachusetts and others prior to this August 2003 conference call.

Doc#:144038 N 101



The Clearing Defendants’ Participation in the Trading Scheme

230. The active participation in and facilitation of market timing and/or late trading by
financial institutions, acting as clearing platforms for market timing and late trading, was central
to the success of the market timers’, Broker defendants’, and fund complex defendants’ scheme,
as well as, the FT-affiliated defendants’ breaches of fiduciary duty. During the Class Period,
many of the largest financial firms in the country, including defendants Bear Stearns, Prudential,
and Clearing Defendant John Does 1-10 (the “Clearing Defendants”) acted as key conduits of the
market timing/late trading activities described herein.:The Clearing Defendants serviced both
brokers who specialized in timing (including Abrolkk'ers from within the ranks of the Clearing
Defendants, who often earned as much as $15' million a year in commissions from timing
activities alone) and timers directly.

231.  The Clearing Defendants recklessly and/or knowingly disregarded the
excessive mutual fund trades being transacted thr'ouéh their trading systems, or "platforms," by
the 1narket timers and substantially assisted and ‘parti‘c'ipa‘téd in such excessive trading.
Moreover, the Clearing Defendants speciﬁcally‘é:ﬁéiﬁé;éred trading strategies that catered
exclusively to timers and late traders. For ihs'tan"'ﬂ(ié, Prudential developed a “shotgun” system
that allowed a market timer to scatter trades across various mutual funds to enable the timers to
successfully execute larger and more frequent tr’édes by hedging against the risk that “capacity”
would be taken before they placed their orders were they to have placed their order in only one
or a few fund families. Other Clearing Defendanté; such-as Bear Stearns, actually installed
special equipment for timers and their brokers to allow them to execute market timing and late

trading transactions at their whim, while the cméﬁﬁgf Defendants captured the resulting fees and
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commissions.

232. The Clearing Defendants were 1n6tivated to engage in such conduct by the many
sources of income offered by opening their eﬁecution systems to market timers and late traders,
including the fees and commissions (including ct)‘nti.nvgent deferred sales charges, or “CDSC’s™)
they received for processing the market timer 'and late tréding transactions. The Clearing
Defendants also benefitted from their role as the executors of market timing and late trading by
leveraging various quid pro quo benefits from m%rket tin&ers and timing brokers, including the
ability to cross-sell other products and services tiley‘ éfféred to the timers and brokers, including
financing and private client services. By collecting such fees and other benefits, the Clearing
Defendants directly benefitted from the rapi(i‘ in#'and-out trading by certain of the market timers,
as did the FT-affiliated defendants from the additio’ﬁail-»ais‘sets in the Funds from the market
timing which generated additional fees for them; while harming long-term fund investors who
bore the transaction costs and other harms, as described herein, of such excessive trading.

233. In addition, throughout the Class P’e‘ribd', defendant Bear Stearns facilitated
market timing throughout the mutual fund‘indUSiry:' Bear Stearns actively facilitated the
wrongful trading of mutual funds by knowiﬁgly permitting its affiliated broker-dealers to execute
market timing and late trades over its clearing'plathrm. Bear Stearns’ wrongful use of its
platform involved trading in several mutual fund "céh‘lp'lexes. Moreover, Bear Stearns'
employees expressly approved this trading. - Bear'Stearns also actively communicated with
various market timers and mutual fund firms to further the wrongful trading via the firm's
platform. In fact, according to a witness directly familiaf-with market timing in the mutual fund

industry, in the late 1990s through 2001; a 'Iafge‘ -portion of all timing brokers cleared their trades
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using Bear Stearns' platform.

234.  Bear Stearns knowingly facilitated wrongful trading through a network of
introducing broker-dealers, to whom Bear Stearris provided access to its clearing platform. Bear
Stearns' network of broker-dealers included in-house personnel and outsider firms such as
defendant Kaplan & Co. (with offices in Bears Stearns’ Boca Raton, Florida building), which
had core businesses of market timing mutual funds on behalf of hedge fund clients.

235.  In this connection, senior managers. at. Bear Stearns met with market timers and
timing brokers to assure them that it permitted market timing and late trading over its platform.
For example, according to a market-timing witness, in 2000, a representative of defendant
Canary, which timed FT Funds, met with a Beaf:-Sieams introducing broker-dealer (defendant
Kaplan) who had direct access to Bear Stearns' ¢learing platform. The meeting occurred in Boca
Raton, Florida in the vicinity of the Bear Steaii’ns*bﬁildin'g, in which the broker-dealer also
maintained its office. In addition to the introducitig broker and the Canary representative, the
meeting was attended by a Mr. Acosta, Bear Stedrns’ compliance officer for the Boca Raton
office. According to the aforementioned Witﬁ”es‘s:‘directly familiar with market timing in the
mutual fund industry, Mr. Acosta "knew eia‘c’tly" what Canary was looking for from Bear
Stearns (i.e., the ability to market time using its platform), and he approved Canary's use of Bear
Stearns’ trading platform for its wrongful tfading a(:‘t‘i‘\)li;tyf ‘

236. Additionally, Bear Stearns provided financing to certain market timers to further
facilitate their wrongful trading.

237.  Throughout the Class Period, Bear Steatis profited from its participation in

market timing. Primarily, Bear Stearns profited from the commissions and fees generated from
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timers trading over the firm's platform. Moreover, Bear Stearns also profited from the various
other arrangements it extended to timers, ihcluding financing of the wrongful activities.

CLASS ACTION ALLEGATIONS

238.  Lead Plaintiff brings this action on its:’own behalf and as a class action pursuant to
Rule 23 of the Federal Rules of Civil Procedure, on behalf of a Class consisting of all persons
who purchased (the “Purchasers™) and/or held (the “Holders”) shares in any mutual fund in the
Franklin Templeton fund family harmed or adversely affected by market timing and/or late
trading, which funds and/or their registraﬁts/issuers were advised by defendant Franklin
Advisers, Inc., or any of its affiliated investment adviser companies (the “Funds”), during the
period February 6, 1999 through February 4, 20(54?(‘&16’ “Class Period”). Excluded from the
Class are defendants, members of their immeédiate families and their legal representatives,
parents, affiliates, heirs, successors or assigns and 'éiﬁ‘y entity in which defendants have or had a
controlling interest, all trustees and portfolio managers-of the Funds, and any other person who
engaged in the unlawful conduct alleged herein (th‘é’f:“Ex{:luded Persons”). Also excluded from
the Class are any officers, directors, or trustéés of the Excluded Persons.

239.  Members of the Class are so fimerous that joinder of all members is
impracticable. FT Funds are actively traded 1ndméiﬂf\1hds, and the Franklin Small-Mid Cap
Growth Fund shares in particular are actively traded mutual fund shares under the ticker symbol
“FRSGX.” While the exact number of Class membéré is unknown to the Lead Plaintiff at this
time and only can be ascertained through approﬁr'iat‘é discovery, Lead Plaintiff believes there are
tens or hundreds of thousands of Class members who pUrchased or held shares of the Franklin

Small-Mid Cap Growth Fund alone pursuant to the prospectuses and registration statements
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therefor during the Class Period, and were dalhaéed by defendants’ wrongful conduct described
herein. As of October 31, 2003, the F ranklirl; Small-Mid Cap Growth Fund had net assets of
approximately $8.1 billion, held by many thouseindé Sf holders of record. Record owners and
other members of the Class may be identiﬁed from fe:c'o'r:(is maintained by the FT-affiliated
defendants and may be notified of the pendency of this action by mail, using the form of notice
similar to that customarily used in securities clas; actions.

240. Common questions of law and‘faéi;'e:i.ist as to all Class members and predominate
over any questions affecting only individual members of the Class. Among the common
questions of law and fact are: |

(a) Whether certain defendantsi'\’/iol'éted Section 11 of the Securities Act;

(b) Whether certain defendants\5Viélaiéd Section 12(a)(2) of the Securities Act,
and whether certain defendants were control persons who are further liable for violations of
Section 11 and 12(a)(2) by their controlled persons under Section 15 of the Securities Act;

(©) Whether certain defehdaﬂt’slvyiolated Sections 10(b) of the Exchange Act,
and SEC Rule 10b-5 promulgated thereunder, and whether certain defendants were control
persons who are further liable for violations of Sectiqn 10(b) by their controlled persons under
Section 20(a) of the Exchange Act;

(d) Whether certain defendants violatéd Section 34(b) of the Investment
Company Act;

(e) Whether certain defendants violdted Section 36(a) of the Investment
Company Act; =

i) Whether certain defendants violated Section 36(b) of the Investment

Doc#:144038 166, .




Company Act, and whether certain .defendaqts were control persons who are further liable for
violations of Sections 34(b), and 36(a) and (b) by their controlled persons under Section 48(a) of
the Investment Company Act;

(g) Whether the prospectuses at issue omitted and/or misrepresented material
facts about the Funds, including the Franklin Smail-Mid Cap Growth Fund,

(h) Whether defendants breached their fiduciary duties to Lead Plaintiff and
the other Class members;

(1) Whether defendants were unjustly enriched to the detriment of Lead
Plaintiff and the Holders through defendants’ conduct as alleged herein;

)] Whether defendants participated in the course of conduct complained of
herein;

(k)  Whether Lead Plaintiff and the 6ther members of the Class sustained
damages because of defendants’ conduct, and the appropriate measure of damages; and

) Whether defendants acted in an intentional, willful or wanton manner
justifying an award of punitive damages. |

241. Lead Plaintiff’s claims are typical of the claims of the other members of the Class.
Lead Plaintiff and the other Class members héiv'é“silstainéd damages that arise from, and were
caused by, defendants’ unlawful activities alléged hérein, Lead Plaintiff does not have interests
antagonistic to, or in conflict with, the other rﬁem‘t})'er‘s‘ of the Class.
242. Lead Plaintiff will fairly and adeqﬁz’{%e‘l‘y fjfotect the interests of the other members

of the Class and has retained competent counsel experienced in class and securities litigation to

prosecute this action vigorously.
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243. A class action is superior to other available methods for the fair and efficient
adjudication of this controversy since a multiplicity of actions would likely result in an
unwarranted burden on the Court system and could create the possibility of inconsistent
adjudications. Lead Plaintiff knows of no difficulty to be encountered in the management of this
action that would preclude its maintenance as a class action. Furthermore, since the damages
suffered by individual members of the Class may be relatively small, the expense and burden of
individual litigation make it impracticable for the members of the Class to seek redress
individually for the wrongs they have suffered.

CAUSES OF ACTION

VIOLATIONS OF THE SECURITIES ACT
FIRST CLAIM FOR RELIEF
VIOLATION OF SECTION 11 OF THE SECURITIES ACT
[Against the Franklin Strategic Series, as Registrant, the Trustee/Signatory Defendants, the
Signatories to the Franklin Strategic Series Registration Statement and Prospectus; and
Franklin/Templeton Distributors, the Principal Underwriter Thereof]

244,  Lead Plaintiff hereby incorpdfétes by reference all of the allegations set forth
above as though fully set forth hereafter, except 'thét‘,'for purposes of this claim, Lead Plaintiff
expressly excludes and disclaims any allegation .that' could be construed as alleging fraud or
intentional or reckless misconduct.

245.  This claim is brought on behalf of all Purchasers pursuant to Section 11 of the
Securities Act, 15 U.S.C. § 77k, against Fran};lih Strategic Series, as Registrant for the

constituent Funds thereof, including the Small-Mid Cap Growth Fund; defendants Ashton,

Charles B. Johnson, Rupert Johnson, Mackliti and F lanagan, as signatories to the Franklin
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Strategic Series registration statementé and‘h}');osip'éc'mses filed with the SEC during the Class
Period (collectively, the “Trustee/Signatory D‘efgﬁdénts”); and Franklin/Templeton Distributors
as principal underwriter thereof (the “Section —1 1 Def;:ﬂd;nts”).

246. The Section 11 Defendants violated Svection 11 of the Securities Act in that the
prospectuses issued for the Fund shares within, inter alia, the Franklin Strategic Series, including
the Franklin Small-Mid Cap Growth Fund, contéinea misleading statements of material fact and
omitted to state material facts necessary in order to make the statements made, in light of the
circumstances in which they were made, nchKtt ihiél'éading. The Fund prospectuses failed to
disclose, and consequently made misleading statér’vriér’if‘s,'concerning, inter alia, the following
material and adverse facts: el

(a) that, contrary to the representation 'tha't‘i't"-_was the FT-affiliated defendants’ (and
the Funds’) policy and practice to monitor, detect; forbid and/or and take steps to prevent timed
trading because of its adverse effects on Fund‘iﬁvestors, in fact, such timed trading was taking
place and the policy was only enforced se]eptively, as detailed above;

(b) that certain defendants, detailéd égove;‘regularly allowed, and had entered into
agreements which allowed, certain investors to éhg'agé‘in<trades that were disruptive to the
efficient management of the Funds, including the F ranklih Small-Mid Cap Growth Fund, and/or
increased the Funds’ costs and thereby reduced such Funds’ actual performance; and

(c) that, pursuant to these unlawful agr‘eerﬁénts, defendants benefitted financially at
the expense of the Funds’ investors. =~ """ "~

247. The Section 11 Defendants issued, caused to be issued, and participated in the

issuance of the materially misleading written stat€ments and/or omissions of material facts that
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were contained in the prospectuses.

248. The Section 11 Defendants, and each of them, had the duty of investigating the
information contained in the prospectuses before their dissemination to the Funds’ shareholders,
and failed to satisfy that duty. The Section 11 Defendants, and each of them, owed to the Funds’
shareholders, including Lead Plaintiff and the Purchasers, the duty to ensure that the statements
contained in the prospectuses were true and complete and that there was no omission to state
material facts required to be stated in order to-make the statements contained therein not
misleading. By virtue of the misrepresentations-and omissions contained in or omitted from the
prospectuses, as herein alleged, defendanfs, and-eachof thém, are liable to Lead Plaintiff and the
Purchasers. e

249.  Prior to purchasing and/or reinvestin gin the Funds’ shares, Lead Plaintiff and the
Purchasers were provided with the appropriate prospectises, without the knowledge of the
untruths and/or omissions contained herein: Lead Plaintiff and the Purchasers purchased and/or
reinvested in the shares of the Funds pursuant and/or traceable to the misleading prospectuses.

250.  As adirect and proximate result of’thé Section 11 Defendants’ misconduct and
material misstatements and omissions contai'ned"‘i'ri“'t‘ﬁé?bfbspectuses, Lead Plaintiff and the
Purchasers suffered substantial damages. The value of the Funds’ shares decreased substantially
subsequent, and due, to the Section 11 Defendant'é’i\;/'i.‘oiations, as set forth herein.

251. This claim was brought within the ébiﬁiicéble statute of limitations. At the time
they purchased and/or reinvested in the Funds’ shares pursuant and/or traceable to the defective
prospectuses, Lead Plaintiff and the Purchasérs were without knowledge of the facts concerning

the misleading statements and omissions alleged hetein and could not reasonably have possessed
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such knowledge.

252.  Any statutory safe harbor prov1ded for fbfv?ard looking statements under certain
circumstances does not apply to the Section 11 ﬁéfendaﬁté’ misleading statements and material
omissions alleged in this Complaint. The “safe haftl)l()f’; for forward looking statements is not
applicable since these defendants’ statements were c'c‘)‘ntained in prospectuses issued by them and
disseminated to Lead Plaintiff and the Purchasers, the Section 11 Defendants’ misleading
statements were not identified as forward looklng statements when made, they were not
accompanied by meaningful cautionary statemeﬁ‘.[s';'}identifying important factors which could
not forward looking statements within the meaning of the statute.

SECOND CLAIM FOR RELIEF
VIOLATION OF SECTION"lZ(éf)(Zj‘OF THE SECURITIES ACT

[Against Franklin Strategic Series, as Registrant for the Constituent Funds Thereof; and
Franklin/Templeton Distributors, as Underwriter]

253. Lead Plaintiff hereby incorporate; byﬂ_r‘e-feArence all of the allegations set forth
above as though fully set forth hereafter, except :‘[~hat~,“f;)-;:purposes of this claim, Lead Plaintiff
expressly excludes and disclaims any allegation ;t:ha.tAcét"ﬂ}d be construed as alleging fraud or
intentional or reckless misconduct. o

254.  This claim is brought, on behglf of .avll Puféhasers, pursuant to Section 12(a)(2) of
the Securities Act, 15 U.S.C. § 77(1)(a)(2), agair;; Franklin Strategic Series, as Registrant for the
constituent Funds thereof, including the Small'-Mid Cap Growth Fund; and Franklin/Templeton
Distributors, as distributor, seller and principal uh’d¢rw;iter of the Funds in the Franklin Strategic

Series (the “Section 12(a)(2) Offeror/Seller Defendants”).

1
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255. Each of the Section 12(a)(2) Offe:r,(;r'/; Séller Defendants solicited and/or sold
shares of the Funds by means of prospectuééé reféffeé to above for the FT-affiliated defendants’
financial gain.

256.  The Section 12(a)(2) Offeror/Seller Defendants violated Section 12(a)(2) of the
Securities Act in that they offered and/or sold sharés of the Funds through the use of
prospectuses which contained misleading statements of material fact and omitted to state
material facts necessary in ordér to make the ;taféments made, in light of the circumstances in
which they were made, not misleading, as allege'd‘ héf;inv. The prospectuses failed to disclose
and misrepresented, inter alia, the following .matc'rvia-.lﬁﬁd adverse facts:

(a) that, contrary to the representatidh that it was the FT-affiliated defendants’ (and
the Funds’) policy and practice to monitor, detect, forbid; deter and/or and take steps to prevent
timed trading because of its adverse effect on Furid investors, in fact, such market timing was
taking place and the policy was only enforced selectively, as detailed above;

(b that the FT-affiliated defendants regularly allowed, and had entered into
agreements which allowed, certain investors to e"ri-gjqée-fih trades that were disruptive to the
efficient management of the Funds and/or inc‘rea“s'éd”“the‘ Funds’ costs and thereby reduced the
Funds’ actual performance; and |

(c) that, pursuant to these unlawful agreeméﬁts, defendants benefitted financially at
the expense of the Funds’ investors.

257. The Section 12(a)(2)‘0fferor/$eller Defendants cannot prove that they did not
know, or in the exercise of reasonable care, could not-have known of the misleading nature of the

statements or omissions described in the precedin‘g"jiéfagraph.
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258. The Section 12(a)(2) Offerqr/_S_cllér -]jcfcndants were responsible for the
preparation of the contents, and dissemination, of the prospectuses for the Funds, including the
Franklin Strategic Series, issued during the Clasg Period, and are liable under §12(a)(2) of the
Securities Act for the dissemination of these materially misleading public filings. The Section
12(a)(2) Offeror/Seller Defendants, and each of them, owed to shareholders of the Funds,
including Lead Plaintiff and the Purchasers, the »duty to make reasonable and diligent
investigation of the statements contained in the prospectuses and other offering materials to
ensure that such statements were materially c"omple'te ‘and that there were no omissions of
material facts required to be stated in order to make the statements contained therein not
misleading. None of the Section 12(a)(2) Offerof) Seller Defendants made a reasonable
investigation or possessed reasonable grounds for'thé belief that the statements contained in
these public filings were materially complete, without omissions of any material facts and were
not misleading. By virtue of the misleading Statements and omissions contained in, or material
facts omitted from, the prospectuses, as herein alleged; the Section 12(a)(2) Offeror/Seller
Defendants, and each of them, are liable to L"ead Plaintiff and the Purchasers.

259.  Franklin Strategic Series, as Regiétféﬁt for many of the Funds, including the
Small-Mid Cap Growth Fund, was responsible for thé preparation of the registration statements
and prospectuses thereon for the Franklin Strate;gié‘S‘é'r'iés during the Class Period, and failed to
 make a reasonable investigation or posséss' reasonable grounds for believing that the
representations contained in these public ﬁliﬁ’gs were not misleading and that they disclosed all
material facts.

260. Franklin/Templeton Distribu‘to"rs)ééte.d‘"?d{é;‘ distributor, seller and principal
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underwriter of the Funds in the Franklin Strétégi"c‘ S':'e'"rl’ié'sj,;including the Small-Mid Cap Growth
Fund. According to the Company’s public filings, lFranklin/Templeton Distributors is primarily
in the business of selling mutual Funds, is the priﬁéipa] distributor of the Funds in the Franklin
Strategic Series and, according to the Franklin Strateéic Series registration statements and
prospectuses throughout the Class Period, “acts as the principal underwriter in the continuous
public offering of each Fund’s shares.” Accéfding to these prospectuses, Franklin/Templeton
Distributors also “pays the expenses of the diétri&iﬁén of Fund shares, including advertising
expenses and the costs of printing sales mate:rwial‘-'ba‘nd'j;fb.‘épecmses used to offer shares to the
public.” Prior to offering and/or selling shares of 'Fhe Funds, including the Small-Mid Cap
Growth Fund, to the public, Franklin/Templeton‘DiStr’ibu'tors failed to make a reasonable
investigation or possess reasonable grounds: for 'beli'éVing that the representations contained in
these public filings were not misleading and that they disclosed all material facts.

261. Lead Plaintiff and other Purcﬁasérs‘purchased shares in the Funds pursuant to
these false and misleading prospectuses. Lead Pslv‘aintivff and the other Purchasers did not know,
and in the exercise of reasonable diligence, c.o.uldﬂric_).t"j iiavé known, of the untruths and omissions
contained in or made in connection with the p‘ros‘i‘)éctu'sé‘s;}’

262.  As a direct and proximate result of thé Section 12(a)(2) Offeror/Seller
Defendants’ misconduct and material miSléading “s‘faﬁements and omissions contained in the
prospectuses, Lead Plaintiff and the Purchasers suffered substantial damages. The value of the
Funds’ shares decreased substantially subsequeﬁt-, and due to these defendants’ violations.

263. By reason of the misconduct allé‘éed'hereih, the Section 12(a)(2) Offeror/Seller

Defendants violated Section 12(a)(2) of the Securities Act and Lead Plaintiff and the other
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Purchasers of shares in the FT Funds have the ri.ght’='f0 f'esﬁind and recover consideration paid for
those shares, together with interest thereon, and those whose shares have less value than at the
time these shares were purchased hereby elect to rescind and tender their shares to the Section
12(a)(2) Offeror/Seller Defendants. Lead Plaintiff and other Purchasers who have sold their
relevant Fund shares also are entitled to rescissory damages.

264. This claim was brought within the applicable statute of limitations. At the time
they purchased and/or reinvested in the Funds’ shares; ginCIuding applicable tracing, pursuant to
the defective prospectuses, Lead Plaintiff and the ‘Purchasers were without knowledge of the
facts concerning the misleading statements and omissions alleged herein and could not
reasonably have possessed such knowledge. . SREER

THIRD CLAIM FOR RELIEF
VIOLATION OF SECTICGN 15 OF THE SECURITIES ACT
[Against Franklin Advisers; Franklin Resources; and the Trustee/Signatory Defendants, as
Control Persons of the Section 11 Defendant_; an»d the Section 12(a)(2) Oﬁeror/Sellet
Defendants] N

265. Lead Plaintiff hereby incorporates il;j{)'l"ﬁ‘;f‘fcf‘erence: all of the allegations set forth
above as though fully set forth herein, except that; for pﬁrposes of this claim, Lead Plaintiff
expressly excludes and disclaims any allegation that c¢ould be construed as alleging fraud or
intentional or reckless misconduct.

266. This claim is brought,vdn behalf of all Purchasers, pursuant to Section 15 of the
Securities Act against Franklin Advisers, Frankl'iri%éé‘purces, and the Trustee/Signatory
Defendants, who were the Trustees and/or ofﬁcerq of the ‘F ranklin Strategic Series, with

authority to sign the registration statements and bfdépéculses complained of, as control persons
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of the Section 11 Defendants and the Section 12(5’)’(2) Offeror/Seller Defendants (collectively,
the “Section 15 Control Person Defendants”).  + = -

267. The Section 11 Defendants are ea{c‘h.li'able under Section 11 of the Securities Act,
and the Section 12(a)(2) Offeror/Seller Defenda‘n’ts are each liable‘under Section 12(a)(2) of the
Secufities Act, as set forth herein.

268. Each of the Section 15 Control Person Defendants was a “control person” of the
Section 11 Defendants, and the Section 12(a)(2) Offé‘rdr/Seller Defendants, within the meaning
of Section 15 of the Securities Act, by virtue of their position of operational coﬁtrol and/or
authority over such persons and/or entities. The Section 15 Control Person Defendants, directly
and indirectly, had the power and authority, and"éiércised the same, to cause the Section 11
Defendants, and the Section 12(a)(2) Offerb‘r/SeHef Defendants, to engage in the wrongful
conduct complained of herein. The Section 15 Control Person Defendants issued, caused to be
issued, and participated in the issuance of materially misleading statements in the prospectuses.

269. Pursuant to Section 15 of the Securities ‘Act, by reason of the foregoing, the
Section 15 Control Person Defendants are liable‘to‘L‘ead Plaintiff and the Purchasers to the same
extent as are each of the Section 11 Defendants, and the Section 12(a)(2)_0fferor/Seller
Defendants for their primary violations of Sectio’ﬁl '1-51",;‘and Section 12(2)(2), respectively, of the
Securities Act.

270. By virtue of the foregoing, Lead Plaintiff and the Purchasers are entitled to

damages against the Section 15 Control Person Défendants.
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VIOLATIONS OF THE EXCHANGE ACT
FOURTH CLAIM FOR RELIEF
VIOLATION OF SECTION IO(b) OF THE EXCHANGE ACT
AND SEC RULE 10b-5 PROMULGATED THEREUNDER

ON BEHALF OF PURCHASERS
[Against Franklin Strategic Series; Franklin/Templeton Distributors (FTDI); Franklin Advisers,
Franklin Templeton Alternative Strategies; Greg Johnson; William Post; Daniel G. Calugar;
Security Brokerage, Inc.; and DCIP, Limited Partnership]

271. Lead Plaintiff hereby incorporates by ‘r.efe‘rence all of the allegations set forth
above as though fully set forth hereafter, exceptifor claims brought pursuant to the Securities
Act.

272.  This claim is brought on bé_h%’i_lf ofall Purchasers pursuant to Section 10(b) of the
Exchange Act, 15 U.S.C. § 78j, and SEC Rule 10b-5 promulgated thereunder, against the
Franklin Strategic Series; Franklin/Templeton D.is':tvributors; Franklin Advisers; Franklin
Templeton Alternative Strategies; Greg John‘sox% ;‘m'd' William Post (the “FT Section 10(b)
Defendants”); Daniel G. Calugar; Security Brokerage: Inc.; and DCIP, Limited Partnership (the
“Calugar/SBI Section 10(b) Defendants™). The }FT‘ Section 10(b) Defendants and the
Calugar/SBI Section 10(b) Defendants are collecti‘vze'l"}"’/ ;r‘eferred to herein as the “Section 10(b)
Defendants.”

273.  During the Class Period,-ééchl of the Section 10(b) Defendants participated in a
plan, scheme and course of conduct which was 1ntended to and, throughout the Class Period, did
deceive the investing public, including Lead Plaintiff and other Purchasers, as alleged herein,

and caused Lead Plaintiff and other Purchasérs to ’f)ﬁfcha‘se the Funds’ shares or interests at

distorted prices that they would not have paid had: they known of the wrongful conduct alleged
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herein. In addition, in connection with the wrongful market timing purchases and sales of FT
Funds’ shares described above, Lead Plaintiff and the Purchasers suffered damages from, among
other things, the dilution of their investment in the FT Funds as set forth herein. In furtherance
of this unlawful scheme, plan and course of conduct, the Section 10(b) Defendants, and each of
them, took the actions set forth herein.

274. The Section 10(b) Defendants: (i) employed devices, schemes, and artifices to
defraud; (i) made misleading statements of material fact and omitted to state material facts
necessary to make the statements not misleading; and ’(iii)-éngaged in acts, practices, and a
course of business which operated as a fraud and deceit upon the Purchasers of the Funds’
securities during the Class Period, including LeaalPlaintiff and other Purchasers, in an effort to
enrich themselves through undisclosed manipulative trading tactics by which they wrongfully
appropriated the Funds’ assets and otherwise distorted the pricing of their securities in violation
of Section 10(b) of the Exchange Act and SEC Rulé10b-5. All defendants named in this claim
are sued as primary participants in the wrongﬁﬂ"’c‘b’r‘iduct and scheme charged herein.

275.  The Section 10(b) Defendants; indiVidualiy and in concert, directly and indirectly,
by the use, means or instrumentalities of interstate”c"dhﬁiﬁé‘rce and/or of the mails, engaged and
participated in the manipulative scheme, and/or ‘" continuous course of conduct to conceal
adverse material information about the Funds’ operations, as alleged herein.

276. The Section 10(b) Defendants employed devices, schemes and artifices to defraud
and a course of conduct and scheme as alleged hereifi to unlawfully manipulate and profit from
secretly timed trading in FT Funds and thereby éhgéged in‘transactions, practices and a course of

business which operated as a fraud and deceit upon‘L.éad Plaintiff and the Purchasers.
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277.  The Section 10(b) Defendants knB\‘Nri.r’lvgill;plarticipated in the manipulative scheme
alleged herein and/or had actual knowledge of thg ﬁﬁsieading statements and omissions of
material facts set forth herein, or acted with féckiéss disregard for the truth in that they failed to
ascertain and to disclose such facts, even th.(‘)‘ughk such facts were available to them. Such
defendants’ material misstatements and/or Qmissi‘ons Were done knowingly or recklessly and for
the purpose and effect of concealing the trl‘l'[h.‘

278.  As aresult of the manipulative scheme alléged herein and/or the FT Section 10(b)
Defendants’ dissemination of the materially miéie‘aa‘ifn‘g.‘ ‘iﬁfonnation and failure to disclose
material facts, as set forth above, the prices of tl’fé Fundé’ securities were distorted during the
Class Period such that they did not reflect the risks and costs of the continuing course of conduct
alleged herein. In ignorance of these facts fhét the prices of the Funds’ securities were distorted,
and relying directly or indirectly on the misleadih,g‘g'1 statements in the prospectuses, and/or on the
absence of material adverse information that was kﬁo‘wn to or recklessly disregarded by the
Section 10(b) Defendants but not disclosed in pﬁblic statements by defendants during the Class
Period, and the integrity of the market, Lead Plaintiff and-the other Purchasers were damaged by
acquiring the shares or interests in the Furids"alifinfg:' the Class Period at distorted prices, and by
the harm, including costs, imposed on thé Funds by market timing activity, as alleged above,
which were borne by the Funds’ non-timer shareholders, including the Purchasers, and the
profits effectively stolen from Lead Plaintiff and the Purchasers by the market timing allowed by
the Section 10(b) Defendants.

279. At the time of said misleading stéttfément‘s“éind omissions, Lead Plaintiff and other

Purchasers were ignorant of their falsity, and of the ornitted adverse facts, and believed such
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statements to be true and materially complete. Had Lead Plaintiff, the other Purchasers, and the
marketplace known of the truth concerning the Funds’ operations and market timing-related
activities, which were not disclosed by defendants, Lead Plaintiff and the other Purchasers would
not have purchased or otherwise acquired their shares or, if they had acquired such shares during
the Class Period, they would not have done so at the distorted prices which they paid.

280. By virtue of the foregoing, the Section 10(b) Defendants have violated Section
10(b) of the Exchange Act, and SEC Rule 10b-5 promulgated thereunder.

281.  As a direct and proximate result of the.Séction 10(b) Defendants’ wrongful
conduct, Lead Plaintiff and the other Purchasers suffered damages.

282.  Any statutory safe harbor provided for forward looking statements under certain
circumstances does not apply to the Section 10(b)Defendants’ misleading statements and
material omissions alleged in this Complaint.” The“safe harbor” for forward looking statements
is not applicable since these defendants’ statements were contained in prospectuses issued by
them and disseminated to Lead Plaintiff and the Purchasers, the Section 10(b) Defendants’
misleading statements were not identified as forwatrd looking statements when made, they were
not accompanied by meaningful cautionary 's‘fété:iﬁénts identifying important factors which could
cause actual results to differ materialiy frofn‘ those in forward looking statements, and they were

not forward looking statements within the meaning of the statute.
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FIFTH CLAIM FOR RELIEF
VIOLATION OF SECTION'IO(I')) OF THE EXCHANGE ACT
AND SEC RULE 10b-5 PROMULGATED THEREUNDER
ON BEHALF OF HOLDERS
[Against Franklin Strategic Series; F. ranklin/T: emp/eion Distributors (FTDI); Franklin Advisers;
Franklin Templeton Alternative Strategies; Greg Johnson, William Post; Daniel G. Calugar;

Security Brokerage, Inc.; and DCIP, Limited Parmership]

283. Lead Plaintiff hereby incorporates by reference all of the allegations set forth

R

above as though fully set forth hereafter, except fot'clairhs brought pursuant to the Securities
Act.

284.  This claim is brought pursuant’to Section 10(b) of the Exchange Act, 15 U.S.C. §
78j, and SEC Rule 10b-5 promulgated thereunder on behalf of all Holders, who were injured in
connection with the purchase and/or sale of FT Fundg ‘by market timers, as alleged herein,
against the Section 10(b) Defendants. | -

285.  During the Class Period, each of ‘thé'S‘eEtibﬁ 10(b) Defendants participated in a
plan, scheme and course of conduct which was mtended to and, throughout the Class Period, did
deceive the investing public, including Lead Plaiﬁtiff and other Holders, as alleged herein, and
caused Lead Plaintiff and other Holders to h}:j;l‘d'ihe Funds’ shares or interests which they would
not have, had they known of the wrongtul condti:é'f"alh‘l‘;éged herein. In addition, in connection
with the wrongful purchases and sales of FT Funds*"éﬁéres by the market timers as described
above, Lead Plaintiff and the Holders suffered daméges from, among other things, the dilution of
their investment in the FT Funds as set forth herein. In furtherance of this unlawful scheme, plan

and course of conduct, the Section 10(b) Defendah‘té;’ and each of them, took the actions set forth
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herein.

286. The Section 10(b) Defendants: (i) employed devices, schemes, and artifices to
defraud; (i1) made misleading statements of iﬁétéfial fact and omitted to state material facts
necessary to make the statements not misleading;'éna (ii1) engaged in acts, practices, and a
course of business which operated as a fraud and deceit upon the Holders of the Funds’ securities
during the Class Period, including Lead Plaintiff and the other Holders, in an effort to enrich
themselves through undisclosed manipulative trading‘t»ac.tics by which they wrongfully
appropriated the Funds’ assets and otherwisekdiéta;féd. the pricing of their securities in violation
of Section 10(b) of the Exchange Act and SEC Rule 10b-5. All defendants named in this claim
are sued as primary participants in the wrongful'chduct and scheme charged herein.

287. The Section 10(b) Defendants, iﬂaividually and in concert, directly and indirectly,
by the use, means or instrumentalities of interstate commerce and/or of the mails, engaged and
participated in the manipulative scheme, and/or a continuous course of conduct to conceal
adverse material information about the Funds’ opéra‘tibhs, as alleged herein.

288.  The Section 10(b) Defendants 'embi‘o‘yed devices, schemes and artifices to defraud
and a course of conduct and scheme as als]éged herein to unlawfully manipulate and profit from
secretly timed trading in FT Funds and thereby e'ﬁg'éged in transactions, practices and a course of
business which operated as a fraud and deceit upon L'gad Plaintiff and the Holders.

289. The Section 10(b) DefendantSkm‘)Wi'n’gl'y participated in the manipulative scheme
alleged herein and/or had actual knowledge of the misléading statements and omissions of
material facts set forth herein, or acted with recldl‘éss‘di‘sfegard for the truth in that they failed to

ascertain and to disclose such facts, eveﬁ*tﬁéugh'iéhch facts were available to them. Such
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defeﬁdants’ material misstatements and/or anissjoﬁs were done knowingly or recklessly and for
the purpose and effect of concealing the truth.

290. As a result of the manipulative scheme alleged herein and/or the FT Section 10(b)
Defendants’ dissemination of the materially misleading information and failure to disclose
material facts, as set forth above, the prices of the Funds’ securities were distorted during the
Class Period such that they did not reflect the risks and costs of the continuing course of conduct
alleged herein. In ignorance of these facts that the prices of the Funds’ securities were distorted,
and relying directly or indirectly on the misleadirig statements in the prospectuses, and/or on the
absence of material adverse information thaﬁ ‘was known to or recklessly disregarded by the
Section 10(b) Defendants but not disclosed in public'statements by defendants during the Class
Period, Lead Plaintiff and the other Holders hield-the:shares or interests in the FT Funds during
the Class Period, and were damaged thereby, due to, among other things, costs imposed on the
Funds by market timing activity, as alleged above; which were borne by the Funds’ non-timer
shareholders, including the Holders, and the profits éffectively stolen from Lead Plaintiff and the
Holders by the market timing allowed *by.thé‘:Seétion 10(b) Defendants.

291. At the time of said misleading statements and omissions, Lead Plaintiff and other
Holders were ignorant of their falsity, and of the'omitted adverse facts, and believed such
statements to be true and materially complete Had Léad Plaintiff, the other Holders, and the
marketplace known of the truth concerning the Funds’ operations and market timing-related
activities, which were not disclosed by defendants, Lead Plaintiff and other Holders would not
have held their shares during the Class Period. S

292. By virtue of the foregoing, the' Sééﬁon 10(b) Defendants have violated Section
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10(b) of the Exchange Act, and SEC Rule-10b-5‘promulgated thereunder.

293.  As adirect and proximate result of the Section 10(b) Defendants’ wrongful
conduct, Lead Plaintiff and the Holders suffered damages.

294.  Any statutory safe harbor provided for forward looking statements under certain
circumstances does not apply to the Section 10(b) Defendants’ misleading statements and
material omissions alleged in this Complaint. The “safe harbor” for forward looking statements
is not applicable since these defendants’ statements were contained in prospectuses issued by
them and disseminated to Lead Plaintiff and the'Holders, the Section 10(b) Defendants’
misleading statements were not identified as'forward looking statements when made, they were
not accompanied by meaningful cautionary statements identifying important factors which could
cause actual results to differ materially from those in ‘forward looking statements, and they were
not forward looking statements within the meaning of the statute.

SIXTH CLAIM FOR RELIEF
VIOLATICN OF SECTION 20(a) OF THE EXCHANGE ACT

[Against Franklin Advisers; Franklin Resoi&fées‘;ffranklin Templeton Alternative Strategies
(FTAS), the Trustee/Signatory Defendants; Greg Johnson; and Daniel Calugar]

295. Lead Plaintiff hereby incorporatesv by }r@ference all of the allegations set forth
above as though fully set forth hereafter, except ’-f\c;; '<‘:l1-ai‘mis brought pursuant to the Securities
Act. o

296. This claim is brought on behalf of_Class members pursuant to Section 20(a) of the
Exchange Act, 15 U.S.C. § 78t, against Franklig‘ Adv1sers, Franklin Resources, FTAS, and the
Trustee/Signatory Defendants, who were the Trulls“t}ee.svand/or officers of the Franklin Strategic

Series, with authority to sign the registration statements and prospectuses complained of, and
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Greg Johnson (collectively, the “FT Section 2:O(a) Control Person Defendants™), as control
persons of the FT Section 10(b) Defendants. |

297,  Franklin Resources, Franklin Ain;érs, thé» Trustee/Signatory Defendants, and
Greg Johnson acted as controlling persons of Franklin FA‘dvisers, Franklin/Templeton
Distributors, Franklin Strategic Series (including the Small-Mid Cap Growth Fund), Greg
Johnson, William Post, FTAS, and the Funds within the meaning of Section 20(a) of the
Exchange Act for the reasons alleged herein. By.i'_inue of their systematic involvement in the
fraudulent scheme alleged herein, and their operational and management control of the business
of the Funds and (i) with respect to Franklin Resources — Franklin Advisers, Franklin/Templeton
Distributors, Franklin Strategic Series, Greg J ohﬁSOﬁ:; William Post, and FTAS; (i) with respect
to Franklin Advisers — Franklin Strategic Series; (iii)-with respect to the Trustee/Signatory
Defendants — Franklin Strategic Series; and (iv) with respect to Greg Johnson — Franklin
Advisers, Franklin/Templeton Distributors, and William Post, defendants Franklin Resources,
Franklin Advisers, Greg Johnson and the Trustee/Signatory Defendants each had the power to
influence and control and did influence and control, directly or indirectly, the decision-making
and actions of (i) Franklin Advisers, Franklin Strategic Series, Franklin/Templeton Distributors,
Greg Johnson, William Post and FTAS; (ii) Frankiin Strategic Series; (iii) Franklin Strategic
Series; and (iv) Franklin Advisers, Franklin/TempléfOn Distributors, and William Post,
respectively, the FT Section 20(a) Control Person Defendants each had the power to influence
and control, and did influence and control, directly or indirectly, the decision making and actions
of the Funds and the just-described enti’tieé,’"incihding the content and dissemination of the

various statements which Lead Plaintiff contends are misleading. Franklin Resources, Franklin
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Advisers, Greg Johnson and the Trustee/Signatory Defendants had the ability to prevent the
issuance of the statements alleged to be misleading or cause such statements to be corrected.

298. In particular, (i) Franklin Resour‘c“évs'ha'd' direct and supervisory involvement in the
operations of Franklin Advisers, Franklin/Templeton Distributors, Franklin Strategic Series, and
Greg Johnson, William Post, FTAS, and the Funds; (it) Franklin Advisers had direct and
supervisory involvement in the operations of the Franklin Strategic Series and the Funds; (iii) the
Trustee/Signatory Defendants had direct and sup‘ef‘visory involvement in the operations of the
Franklin Strategic Series and the Funds; and'(iv) Greg Johnson had direct and supervisory
involvement in the operations of Franklin Advis’érs',‘“‘F ranklin/Templeton Distributors, the Funds,
and supervised and controlled William Post, and, therefore, are presumed to have had the power
to control or influence the particular transactions giving rise to the securities violations as
alleged herein, and exercised the same.

299.  As set forth above, Franklin Advifs:éfs";‘F‘r'ahklin Strategic Series,
Franklin/Templeton Distributors, Greg‘Johnson,y‘“ William Post and FTAS each violated Section
10(b) and SEC Rule 10b-5 by their .a'cts and missions as alleged in this Complaint. By virtue of
their positions as controlling persons, Franklin Résources, Franklin Advisers, Greg Johnson, and
the Trustee/Signatory Defendants are liable purshaﬁti?é Section 20(a) of the Exchange Act. Asa
direct and proximate result of defendants’ wrongfu.]ﬁ ébndu'ct, Lead Plamntiff and other members
of the Class suffered damages.

300. Greg Johnson acted as a control pérs‘o:ri of Franklin Advisers, Franklin/Templeton
Distributors and William Post within the meanir;g of Section 20(a) of the Exchange Act for the

reasons alleged herein. By virtue of his systematic involvement in the fraudulent scheme alleged
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herein, and his operational and managelnen.f control of FAL, FTDI and William Post, as
evidenced by Post’s seeking of Greg Johnson’s approval for, inter alia, the Calugar transaction as
described above, and his discussions with respeét to the éctivities, needs and status of FTAS,
including the nature of Calugar’s investment, as'v&}eil as the circumstances surrounding its
termination, Greg Johnson had the power to influence and control, and did influence and control,
directly or indirectly, the decision-making and actions of FAIL, FTDI and William Post, including
the scheme to permit the Calugar/SBI Section 10(b) Defendants to “park” “sticky assets” in
FTAS’s Franklin Strategic Growth Fund, LP

301.  In particular, Greg Johnson had direct and supervisory involvement in the
operations of FAL, FTDI and William Post (and; ﬁs‘ alleged above, is listed as Post’s direct
supervisor in the U-5 form filed with the NASD cénceming Post’s suspension), and, therefore, is
presumed to have had the power to control or influence the particular transactions giving rise to
the securities violations as alleged herein, and exéréised the same.

302.  As set forth above, FAL FTDI'and William Post each violated Section 10(b) and
SEC Rule 10b-5 by their acts and omissions as alleged in this Complaint. By virtue of his
positions as a controlling person, Greg Johnson ié)-l-liabl-é'pursuant to Section 20(a) of the
Exchange Act. As a direct and proximate result (;f defendant’s wrongful conduct, Lead Plaintiff
and other members of the Class suffered damages.

303. FTAS acted as a control person of -Wivlliain Post within the meaning of Section
20(a) of the Exchange Act for the reasons allégéd hérein. By virtue of its systematic
involvement in the fraudulent scheme alleged hefein, and its operational and management

control of William Post, a Vice President of FTAS from July 2001 to December 2003, FTAS had
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the power to influence and control, and did iﬁﬂﬁehc"e and control, directly or indirectly, the
decision-making and actions of William Post, inéluaiﬁg the scheme to permit the Calugar/SBI
Section 10(b) Defendants to “park” “sticky aésefs” m FTAS’S Franklin Strategic Growth Fund,
L.P.

304. In particular, FTAS had direct and 'super‘}isory oversight of the operational
activities of William Post, and, therefore, is presurﬁed to have had the power to control or
influence the particular transactions giving rise to the securities violations as alleged herein, and
exercised the same.

305.  As set forth above, William P'ost'-Vioylawtéd‘JSection 10(b) and SEC Rule 10b-5 by
his acts and omissions as alleged herein. By Virtﬁe of 1ts position as a control person, FTAS is
liable pursuant to S‘ection 20(a) of the Exchangé Act. Aé a direct and proximate result of
defendant’s wrongful conduct, Lead Plaintiff and otheér members of the Class suffered damages.

306. This claim is also brought pursuant to Section 20(a) of the Exchange Act, 15
U.S.C. § 78t, against defendant Calugar, aé control person of SBI and DCIP.

307. Defendant Calugar acted as a con’tr‘ﬂolling person of SBI and DCIP within the
meaning of Section 20(a) of the Exchange Act for fH.ér' 8asons alleged herein. By virtue of his
systematic involvement in the fraudulent scheme allé*g‘ed herein, and his operational and
management control of the business of SBI and DCIP, and his substantial ownership interest
therein, Calugar had the power to influence and control, and did influence and control, directly
or indirectly, the decision-rﬁaking and actions of $BI and DCIP, including the scheme to permit
the Calugar/SBI Section 10(b) Defendanté t’é*‘fpa’xrk” “sticky assets” in the Franklin Strategic

Growth Fund, L.P.
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308. In particular, Calugar had direct and supervisory involvement in the operations of
SBI and DCIP, and, therefore, is presumed to have had the power to control or influence the
particular transactions giving rise to the securities violations as alleged herein, and exercised the
same.

309. As set forth above, SBI and DCIP, along with Calugar, each violated Section
10(b) and SEC Rule 10b-5 by their acts and omissions as alleged in this Complaint. By virtue of
his position as controlling person, Calugar is liable pursuant to Section 20(a) of the Exchange
Act for the violations of Section 10(b) and SEC Rule 10b-5 by SBI and DCIP. As a direct and
proximate result of Calugar’s wrongful conduct, Lead Plaintiff and other members of the Class
suffered damages during the Class Period.

VIOLATIONS OF THE INVESTMENT COMPANY ACT OF 1940
| SEVENTH CLAIM FOR RELIEF
VIOLATION OF SECTION 34(b) OF THE INVESTMENT COMPANY ACT
[Against Franklin Strategic Series; FAL and the T rustee/Signatory Defendants]

310. Lead Plaintiff hereby incorporaté:sv'\vli'y"reference all of the allegations set forth
above as though fully set forth hereafter. e .

311.  This claim is brought on behalf of; éll Holders pursuant to Section 34(b) of the
Investment Company Act, 15 U.S.C. § 80a-33(b5,Légtains't'Franklin Strategic Series, as Registrant
for the constituent Funds thereof, including the Sr’riali"—Mid Cap Growth Fund, FAI, and the
Trustee/Signatory Defendants. |

312.  Under Section 34(b) of the IﬁVésﬁ‘nenr Company Act, it is unlawful for any

person to make any untrue statement of a material fact in any registration statement, application,
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report, account, record, or other document ﬂléd or t‘r'ar"isinitted pursuant to this title or the
keeping of which is required pursuant to Secﬁon ‘3 1(a) ‘of the Investment Company Act [15
U.S.C. § 80a -30(a)]. It is also unlawful for any person so filing, transmitting, or keeping any
such document, to omit to state therein any fact necesséry in order to prevent the statements
made therein, in the light of the circumstances under which they were made, from being
materially misleading.

313. Franklin Strategic Seriés, as Reg'istrant for the constituent Funds thereof,
including the Small-Mid Cap Growth Fund, FAI, ‘Whiéh participated in the preparation and filing
of the registration statements and prospectuses at iSsue; and the Trustee/Signatory Defendants
made misleading statements of material facts in the registration statements (and prospectuses
thereon), applications, reports, accounts, records, and/or other documents filed or transmitted
pursuant to this title, or the keeping of which:is required pursuant to Section 31(a) of the
Investment Company Act [15 U.S.C. § 80a—30(a)]. These defendants also omitted to state
material facts necessary in order to prevent the s“tavtements made therein, in light of the
circumstances under which they were made, froih b’é‘iﬁg materially misleading as set forth above.

314. Lead Plaintiff and other Holdérs have-been injured as a result of the Franklin
Strategic Series’, FAD’s and the Trustee/Signatory Deféndants’ misleading statements, material
omissions, conduct, and violations.

EIGHTH CLAIM FOR RELIEF

VIOLATION OF SECTION 36(a) OF THE INVESTMENT COMPANY ACT

[Against FAI, Greg Johnson, Rupert Johnson, Flanagan, and Franklin/Templeton Distributors]

315. Lead Plaintiff hereby incorporatés by reference all of the allegations set forth
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above as though fully set forth hereafter. =

316. This claim is brought on behalf of all Holders pursuant to Section 36(a) of the
Investment Company Act, 15 U.S.C. § 80a-35(a); against Franklin Advisers, Greg Johnson,
Rupert Johnson, and Flanagan and Franklin/Templeton Distributors (the “Section 36(a)
Defendants”).

317.  Under Section 36(a), the Section 36(a) Defendants are deemed to owe fiduciary
duties to Lead Plaintiff and other Holders and are, prohibited from engaging in misconduct with
respect to FT or the Funds.

318. The Section 36(a) Defendants devised and participated in a scheme to obtain
substantial fees and other income for themselves and their affiliates by allowing others to engage
in market timing of the Funds, including the F ranklin' Small-Mid Cap Growth Fund, throughout
the Class Period, solely for their own benefit, and to the detriment of Lead Plaintiff and the
Holders, in violation of their fiduciary duties to Lead Plaintiff and other Holders. The Section
36(a) Defendants further failed to reveal material facts concerning their conduct, such that Lead
Plaintiff and other Holders could have made informed decisions about the true value and
performance of the Funds.

319. Lead Plaintiff and other Holders have b:ee'n‘ injured as a result of the Section 36(a)
Defendants’ statements, material omissions, conduct, viclations, and excessive fees.

NINTH CLAIM FOR RELIEF

VIOLATION OF SECTION 36(b) OF THE INVESTMENT COMPANY ACT

[Against Franklin Advisers; and Franklin/T empiei‘bﬁ Distributors]

320. Lead Plaintiff hereby incorporates by teference all of the allegations set forth
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above as though fully set forth hereafter. - .--

321.  This claim is brought on behalf of all Holders pursuant to Section 36(b) of the
Investment Company Act, 15 U.S.C. § 80a-35(b)l,- ‘a’g'a‘inst Franklin Advisers, and
Franklin/Templeton Distributors (the “Section 36(b) 'D‘efendants”).

322.  Under Section 36(b) of the Investment Company Act, the Section 36(b)
Defendants are deemed to owe a fiduciary duty to Lead Plaintiff and other Holders with respect
to the receipt of fees and compensation that such-defendants receive for services of a material
nature.

323. The Section 36(b) Defendants devised énd implemented a scheme to obtain
substantial and improper fees and other income 'f;)r’ themselves and their affiliates by allowing
others to engage in timing of the Funds throughdﬁt the Class Period and in violation of their
fiduciary duties to their customers, i.e., Lead Plaintiff and other Holders. The Section 36(b)
Defendants failed to reveal material facts conicerning their conduct such that Lead Plaintiff and
other Holders were not able to make informed déc;i'Sibns about the true value and performance of
the Funds. Moreover, the management ag"reél'nents 'bef‘W‘een FAI and the Funds, and the
distribution agreements between F ranklinb/Templenton bis;tributors and the Funds, were not the
product of arm’s-length bargaining and the fees chafged under these agreements did not bear a
reasonable relationship to the services rendered under them, especially with respect to the
Section 36(b) Defendants’ role relating to the: market timing activities detailed above.

324. Lead Plaintiff and other Holdérs ‘have been injured as a result of the Section 36(b)
Defendants’ breaches of fiduciary duties, which é;;dé'e“OUt of their misleading statements,

material omissions, conduct, and receipt of improper fees.
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TENTH CLAIM FOR RELIEF
VIOLATION OF SECTION 48(a) OF THE INVESTMENT COMPANY ACT

[Against Franklin Resources; Franklin Advisers; Charles Johnson; Rupert Johnson,; Flanagan;
Ashton; Macklin; and Greg Johnson]

325. Lead Plaintiff hereby incorporates by reference all of the allegations set forth
above as though fully set forth hereafter. |

326. This claim is brought on behalf of all Holders pursuant to Section 48(a) of the
Investment Company Act, 15 U.S.C. §80a- 47 agalnst Franklm Resources, Franklin Advisers,
Charles Johnson, Rupert Johnson, Flanagan, Ashton Macklm and Greg Johnson (the “Section
48(a) Control Person Defendants”).

327.  Under Section 48(a) of the Investineﬁt Company Act, it is unlawful for any
defendant to do indirectly that which, under the Act, it could not do directly.

328. The Section 48(a) Control Person Defendants devised and implemented a scheme
to obtain substantial fees and other income for tﬁéihs‘el’ves and their affiliates by allowing others
to engage in market timing of the Funds throu_gho}j“t the Class Period and in violation of their
fiduciary duties to their customers, i.e., Lead Plaintiff a’ridf'o'ther Holders. Defendants failed to
reveal material facts concerning their conduct, sﬁélh Fhat Lead Plaintiff and other Holders were
unable to make informed decisions about the trug value and performance of the Funds.

329. Lead Plaintiff and other Holders have been injured as a result of defendants’ false
and misleading statements, material omisSioils, conduct, and improper fees, as set forth herein.

330. By virtue of Lead Plaintiff’s and thé’HSlders’ ownership of the Funds, the
representations that the Franklin Strategic Series and-the Trustee/Signatory Defendants made in

the prospectuses about market timing, and the obligations imposed by law, the FT-affiliated

Ce e
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defendants owed Lead Plaintiff and the Holdérsvﬁaﬁ’c'i;r‘y “duties of the highest good faith,
integrity and fair dealing. e

331. The defendants charged above wifh priihafy violations of the Investment
Company Act, and each of them, breachéd tylle‘ir‘,:f;ldﬁ‘ciary duties by engaging in the acts and
omissions detailed more fully above, inclﬁding but not limited to, treating certain mutual fund
investors differently than other mutual fund inveétors; failing to follow their disclosed policy and
procedures of preventing market timing; afﬁrmafivéiir éllowing certain investors to engage in
market timing in exchange for investing in the FT-afﬁhated defendants’ other Funds; and failing
to disclose their true practices and procedures tg Lead PAlAai‘ntiff and the Holders.

332. Each of the Section 48(a) Control Person Defendants knew that the other
defendants named above as primary violators‘ot; the lInvestment Company Act were breaching
their fiduciary duties to Lead Plaintiff and theé:Holders. Notwithstanding their knowledge, the
Section 48(a) Control Person Defendants and each-of-them, engaged in conduct, hereinbefore
described, which rendered substantial assistvaﬁ'ce‘t'c;, cauqed directly or indirectly, and/or
encouraged, the breaches of fiduciary duty. B

333.  Asaresult of the wrongful conduét.—df “‘th"é: defendants charged with primary
violations of the Investment Company Act and that of the Section 48(a) Control Person
Defendants, Lead Plaintiff and the Holders have suffered and will continue to suffer economic
losses and other general and specific damagéé-, all' in an amount to be determined according to

proof.
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VIOLATIONS OF STATE AND COMMON LAW
ELEVENTH CLAIM FOR RELIEF
BREACH OF FIDUCIARY DUTY/CONSTRUCTIVE FRAUD

[Against Franklin Resources; Franklin Advisers; Franklin Strategic Series; the
Trustee/Signatory Defendants; and Franklin/Templeton Distributors]

334. Lead Plaintiff hereby incorporates by reference all of the allegations set forth
above as though fully restated herein.

335. This claim is brought on behalif of ali Hokiiefrs against Franklin Resources,
Franklin Advisers, Franklin Strategic Series, theﬁ Trgs}_te\;g;@ignatory Defendants, and
Franklin/Templeton Distributors. N

336. These defendants owed ﬁduciary‘d’ﬁ‘ties to Lead Plaintiff and the Holders to use
reasonable care and skill in operating, administering, issuing, underwriting, distributing, and
managing the Funds. They also had the fiduciary duty of loyalty which prohibited them from
self-dealing for their own benefit at the expense of the Holders and the Funds. As a part of their
fiduciary duties to Lead Plaintiff and the Holders, the aforementioned defendants also owed a
duty to make a full and truthful disclosure of all:ma'te‘_fi‘al_facts, to ensure that their
representations regarding market timing were complete and accurate, and to ensure that actions
were taken to protect Holders of shares in the Funds from damage caused to their investments
from market timing.

337. Defendants named in this Claim intentionally or recklessly breached their
fiduciary duties by allowing favored investors to conduct timed trading in the Funds, by making
misleading statements and concealing the existencé of such market timing, and by placing their
own financial interests above those of Lead Plainfiff-éhd the Holders.

338. These defendants breached their ti"dﬁc"i‘ary‘duties to Lead Plaintiff and the

Doc#:144038 - 135




Holders, tended to deceive, violated public and R{iygtg»gopﬁdence, and injured public interests.

339. Lead Plaintiff and the Holders suffered injury as a result of these defendants’
conduct in the form of, inter alia, the following: mcreased transaction costs; deviation from
stated investment objectives and lost market opportunities because the FT family of funds had to
keep excessive cash on hand to pay out timers' redemptions; lower NAVs; reduced investment
performance; and increased management fees.

340. Defendants’ breaches of their fiduciary duties proximately caused the damages
suffered by Lead Plaintiff and the Holders. ST

TWELFTH CLAIM FOR RELIEF
AIDING AND ABETTING BREACH OF FIDUCIARY DUTY
[Against Franklin Resources; Franklin Advisers;, FTAS, Calugar; SBI; DCIP, Greg Johnson;
William Post; the Broker Defendants; Stern; Canary, the Market Timing Defendants; and the
Clearing Defendants] :

341. Lead Plaintiff hereby incorporates by reference all of the allegations set forth
above as though fully set forth hereafter.

342. This claim is brought on behalf of all Holders against Franklin Resources,
Franklin Advisers, FTAS, Greg Johnson, the BroKer ’Déféndants, Calugar, SBI, DCIP and the
other Market Timing Defendants, includi"ﬁ'gisiie"rﬁ and Canary, and the Clearing Defendants.

343.  As alleged above, the FT-affiliated defendants owed fiduciary duties to Lead
Plaintiff and the Holders. Those duties were bréééh‘ed when those defendants, among other
things, permitted favored investors to market time in‘the Funds, and made misleading statements
in, and omitted material facts from, the Funds’ ﬁi”débectuses and registration statements.

344, Defendants named in this Claim kﬁOWineg aided, encouraged, cooperated and/or

participated in, and substantially assisted the FT-affiliated defendants named in the Eleventh

Doc#:144038 . K L 136




Claim in breaching their fiduciary duties. e e

345.  As aresult of these defendants’ conduct, Lead Plaintiff and the Holders suffered
damages.

THIRTEENTH CLAIM FOR RELIEF
UNJUST ENRICHMENT
[Against All Defendants]

346. Lead Plaintiff hereby incorporates by reference all of the allegations set forth
above as though fully restated herein.

347.  This claim is brought on behalf of all Holders against all defendants.

348. Lead Plaintiff and the Holders EOriferred a benefit on the defendants. Defendants
derived management fees, profits, and other benefits and were otherwise unjustly enriched from
transactions connected with the FT family of funds, to'the detriment of Lead Plaintiff and the
Holders.

349. Defendants’ enrichment is directly and causally related to the detriment of Lead
Plaintiff and the other Holders.
be inequitable for it to be retained without paymént. As alleged above, many of the defendants,
inter alié, breached their fiduciary duties t&' Léad‘ Plaintiff and the Holders and/or aided and
abetted said breaches of fiduciary duty, and theréféfé"defendants are not justified to retain the
benefits conferred upon them.

351.  As aresult of all of the defendants’ conduct; Lead Plaintiff and the other Holders

suffered damages.
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PRAYER FOR RELIEF
WHEREFORE, Lead Plaintiff, on behalf ;ﬁjf"itself and the members of the Class, prays

for relief and judgment, as follows:

a. Determining that this ;étirorvl 1s a proper class action and appointing Lead
Plaintiff as a representative of the Class under Rl‘116’23 of the Federal Rules of Civil Procedure;

b. Awarding compensatofy damages in favor of Lead Plaintiff and members
of the Class against all defendants for all damages sustained as a result of defendants'
wrongdoing, in an amount to be proven at trial, inc¢luding interest thereon;

c. Awarding Lead Plaintiff a‘ﬁ'c-i‘:tllle Class members restitution, disgorgement
of the unjustly earned profits of defendants, and punitive damages;

d. An Order for equitable restitution and other appropriate equitable
monetary relief against the defendants; ’

e. Awarding Lead Plaintiff and the other Class members their reasonable
costs and expenses incurred in this action, inclu’di‘ng ‘cduns‘el fees and expert fees; and

f. Such other and further relief'as the Court may deem just and proper.

oL
Y
S
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JURY TRIAL DEMANDED
Lead Plaintiff hereby demands a trial by jury.

Dated: September 29, 2004 WOLF POPPER LLP
New York, New York ‘

By: /s/

Marian P. Rosner

Chet B. Waldman

Andrew E. Lencyk

Wolf Popper LLP

845 Third Avenue
+New York, NY 10022

Tel.:  (212) 759-4600

Fax: (212)486-2093

Attorneys for Lead Plaintiff, the Deferred
Compensation Plan for Employees of
Nassau County

Dated: September 29, 2004 TYDINGS & ROSENBERG LLP
Baltimore, MD .

By: /s/
.. .. Willtam C. Sammons, Fed Bar No. 02366
~* John B. Isbister, Fed Bar No. 00639
100 East Pratt Street, 26th Floor
Baltimore, MD 21202
Tel:  (410) 752-9700
Fax: (410) 727-5460

Liaison Counsel

Paul J. Napoli
Napoli, Kaiser & Bern, LLP
115 Broadway
Ngéj\iv‘York, NY 10006
. Tel: (212) 267-3700
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Kenneth G. Walsh

Straus & Boies, LLP

2 Depot Plaza, 2d Floor
Bedford Hills, NY 10507
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Exhibit A

Excerpts from “Exhibit A” to the Amended Complaint in
SEC v. Druffner, et al., Civ. Action No. 03-12154-NMG (D. Mass.),
filed on or about July 2004




EXHIBIT A

ALL PURCHASES (by Fund Company)

Date Client|Account # |Account Name FA#|Shares Fund Symbol |Price Cost Qpened
ACM/Alliance .

1/5/01] P |0BB-19959 |PENTAGON PERF. PARTNERS DF 23841.962|ALLNC BF FD US GOV/A  |ABUSX {7.34 $175,000] 3/13/00
1/10/01| H [0BB-96727 |HEADSTART B-P12 14 13717.421 |ALLNC BE FD US GOV/A  |ABUSX |7.29 $100,000| 12/18/00
1/10/01] H |0oBB-96732 |HEADSTART B-P14 14 13717.421{ALLNC BF FD US GOV/A  |ABUSX |7.29 $100,000{ 12/22/00
1/17/101] H |0BB-96640 |CIBC CAYMAN CP-2 MD 5502.063|ALLNC BF FD US GOV/IA  |ABUSX |7.27 $40,000| 4/14/00
1/18/01] C |0BB-96713 |CIBC CAYMAN XP-4 14 4846.686 [ALLIANCE TECHNO A ALTFX [101.10 $490,000f 12/6/00
1/25/01] H |0BB-96746 |HEADSTART B-P15 14 27624.309|ALLNC BF FD US GOV/A  |ABUSX {7.24 $200,000] 1/24/01
2/14/01| H |0BB-96749 |CIBC CAYMAN CP-8 MD 55172.414]ALLNC BF FD US GOV/A  |ABUSX |7.25 $400,000] 2/1/01
2/23/01] R |0BB-96717 |BLUE SPRUCE INC. 15 17316.017 |ALLIANCE INTRNTL A ALIFX  |11.55 $200,000| 12/8/00

3/6/01| H |0BB-96708 |CIBC CAYMAN CP-7 14 13717.421|ALLNC BF FD US GOV/A  |ABUSX |7.29 $100,000| 11/20/00

3/7/01] H [0BB-96640 |[CIBC CAYMAN CP-2 MD 7481.297 |ALLIANCE BAL SHS CLA  [CABNX |16.04 $120,000| 4/14/00

3/7/01|° H |0BB-96746 [HEADSTART B-P15 14 28702.641|ALLNC AMER ICM PTA AGAAY [8.71 $250,000| 1/24/01

3/9/01] H [041-96586 (ISIS 401 LIMITED 1 12570.71|ALLIANCE BAL SHS CLA  |CABNX [15.91 $200,000{ 2/15/01

3/9/01] H |041-96587 |MANDRAKE 401 LUIMITED 1 - 12570.71|ALLIANCE BAL SHS CLA  |CABNX [15.91 $200,000| 2/28/01
3/13/01] H |041-96587 |MANDRAKE 401 LIMITED1 - 28801.843|ALLNC AMER ICM PTA | |AGAAY |8.68 $250,000] 2/28/01

Lot [Taa/01] H O |041-96588 |ISIS 40VLIMITED 2 F YT 27322.404|ALLNC BF FD US GOV/A!  |ABUSKX [7.32 $200,000| 3/14/01
corr U [Eg16/01] H O [041-96589  |MANDRAKE 401 LIMITED 2 .- 20408.163|ALLNC BF FD US GOV/A, |ABUSX |7.35 $150,000( 3/15/01
74/5/01] H |041-86592 |CIBC CAYMANICP-97' - T 27510.316|ALLNC BFIFD US GOV/A!  |ABUSX |7.27 B $200,000| 4/5/01

“7aj0/01] H |041-96592 |CIBC CAYMAN!CP-9 20377.203|ALLNC AMER ICM PTA ' |AGAAY |8.51 $250,000|  4/5/01

ar10/01] H loa1-96586 |1SIS 401 LIMITED 1 29515.939|ALLNC AMER ICM PTA AGAAY |8.47 $250,000| 2/15/01

4/10/01] H |041-96590 |[ISIS 401 LIMITED 3 % 27624.309|ALLNC BF FD US GOV/A  |ABUSX |7.24 $200,000| 3/15/01

4/18/01] H |041-96591 |APOLLO 1 15772 871|ALLIANCE BAL SHS CLA  |CABNX [15.85 $250,000( 3/28/01

4/19/01] H {041-96595 [(APOLLO 2 34770.515|ALLNC BF FD US GOV/A  |ABUSX |7.19 $250,000] 4/18/01

4/25/01] H |ERS-95308 [AQUILLA 401 LIMITED 1 15862 944 |ALLIANCE BAL SHS CLA  [CABNX |15.76 $250,000| 4/25/01

4/25/01] R [0BB-96720 |PINE HILLS INC. 26315.789|ALLIANCE INTRNTL A ALIFX |11.40 $300,000| 12/8/00

4/25/011 R |0BB-96721 |ROCK HILL INC. 26315.789|ALLIANCE INTRNTL A ALIFX |11.40 $300,000] 12/8/00

4/27/01] H [041-96596 [MANDRAKE 401 LIMITED 3 15644 556 |ALLIANCE BAL SHS CLA  [CABNX [15.98 $250,000| 4/27/01

5/1/01] G |0BB-96760 |STRATEGIC INVESTORS 18198.643 |ALLIANCE NEW EURO A |[ANEAX [16.21 $295,000( 3/7/01

5/1/01] H |0BB-96694 [CIBC CAYMAN CP-6 1245.33|ALLIANCE BAL SHS CLA  |CABNX |16.06 $20,000} 9/13/00

5/9/01| H |0BB-96665 |CIBC CAYMAN CP-4 29691.211 |ALLNC AMER ICM PTA AGAAY (8.42 $250,000| 6€/15/00
5/11/01] H [041-96591 |APOLLO 1 30084.236 |ALLNC AMER ICM PTA AGAAY |8.31 $250,000| 3/28/01
5/11/01] H [041-96596 |MANDRAKE 401 LIMITED 3 30084.236 |ALLNC AMER ICM PTA AGAAY |8.31 $250,000| 4/27/01
5/14/01| G |0BB-96760 {STRATEGIC INVESTORS 24777.716|ALLIANCE NEW EURO A |ANEAX [15.41 $381,825| 3/7/01
5/24/01| G {0BB-96760 |STRATEGIC INVESTORS 24787.158 |ALLIANCE NEW EURO A |ANEAX {15.73 $389,902| 3/7/01
5/24/01| H |041-96589 |MANDRAKE 401 LIMITED 2 23876.404|ALLNC BF FD US GOV/A  |ABUSX |7.12 $170,000| 3/15/01




EXHIBIT A

ALL PURCHASES (by Fund Company)

Date Client|Account # |Account Name FA#|Shares Fund Symbol |Price Cost Opened
11/20/02] C [0BB-96658 |CIBC CAYMAN XP-2 MD 13774.105 |FPA NEW INCOME INC FPNIX {10.89 $150,000{ 6/7/00
12/4/02| C {0BB-96713 |CIBC CAYMAN XP-4 MD 6672.598 |FPA NEW INCOME INC FPNIX [11.24 $75,000{ 12/6/00
12/5/02] C |0BB-96657 |CIBC CAYMAN XP-1 MD 8399.646 |FPA NEW INCOME INC FPNIX 111.31 $95,000| 6/2/00
1/14/03| C {041-96626 |RODGARS ALS INC I DA 9124.088 |FPA NEW INCOME INC FPNIX 110.96 $100,000] 8/7/02
117/03] C 1|041-96625 |EVBOINC i 50 13673.655 |[FPA NEW INCOME INC FPNIX [10.97 $150,000| 8/7/02
1/17/03| C |ERS-95335 |HAVERS INC I 15 11394.713 [FPA NEW INCOME INC FPNIX 110.97 $125,000, 4/8/02
1/23/03] C [041-96606 |ABBY MILLS INC AD 10473.588 |FPA NEW INCOME INC FPNIX {10.98 $115,000{ 5/11/00
2/7/03| C |0BB-96803 |RODGARS ALS INC DA 12272.727 |[FPA NEW INCOME INC FPNIX |11 $135,000| 5/11/00
2/24/03) C |ERS-95354 |CIBC CAYMAN XP-7 B6 15880.218 |FPA NEW INCOME INC FPNIX 111.02 $175,000{ 2/5/03
2/25/03] C |041-96607 [BUCKHANNON INC AD 14519.056 |FPA NEW INCOME INC FPNIX [11.02 $160,000{ 5/11/00
2/27/03| C |0BB-96659 |CIBC CAYMAN XP-3 MD 15865.82|FPA NEW INCOME INC FPNIX 111.03 $175,000{ 6/7/00
3/12/03] C [ERS-95333 {OXBO INC. Il 50 9562.842 FPA NEW INCOME INC FPNIX [10.98 $105,000; 4/3/02
3/19/03] C -|041-96608 [HAVERS INC AF 13648.772 |[FPA NEW INCOME INC FPNIX [10.99 $150,000| 5/11/00
$2,959,995
Franklin Templeton - . . . Co Ao S L
- 1/8/04] - H 10BB-96694 [CIBC CAYMAN.CP-6- ... ...- 18355.36|FKLN CU FD.USG.SEC A |{EKUSX |6.81 $125,000} ...9/13/00
/8/01| - H |0BB-96708 - |CIBC.CAYMANICP-7J 2 17621.145|FKLN CU-ED:USG SEC A - |[FKUSX [6.81. . $120,000] 11/20/00
1774701 G |0BB-96705. |ANALYTICALINVESTORS # 12911.556|MUTUAL EUROPN FD CLA |TEMIX {15.49 - -$200,000| 11/3/00
1/18/01] G |0BB-96359 |GLOBAL ANALYTICAL:!™ . * 35561.878|TEMR'ASIAN GROWTHA |TFEFY |7.03 - $250,000{ 5/19/98
1/23/01] G |0BB-96359 |GLOBAL ANALYTICAL -7 27TT77.778 [ TEMP-ASIAN GROWTHA  |TFEFY 7.20 - $200,000] 5/19/98
1/29/01| P |0BB-96748 |PENTAGON PERF. PARTNERS DF 44117647 {FKLN CUFDUSG SECA  [FKUSX |6.80 $300,000{ 1/29/01
1/30/01f G |0BB-96680 jGACF, N.V. J3 64102.564 | TEMP ASIAN GROWTHA |TFEFY |7.02 $450,000{ 7/28/00
2/5/01] H |0BB-96746 |HEADSTART B-P15 14 42772.861|FKLN CUFDUSG SECA  |FKUSX |6.78 $290,000| 1/24/01
2/6/01| H [0BB-96677 {CIBC CAYMAN CP-5 MD 13293.944 |[FKLN CU FDUSG SEC A [FKUSX [6.77 $90,000{ 7/18/00
2/6/01] H |0BB-96708 |{CIBC CAYMAN CP-7 14 29542.097 \FKLN CU FDUSG SECA  |FKUSX |6.77 $200,000{ 11/20/00
2/8/01| H [0BB-96695 |HEADSTART B-P10 DF 22123.894 |FKLN CUFD USG SECA  |FKUSX |6.78 $150,000| 9/13/00
2/8/01] H |0BB-96709 |HEADSTART B-P11 14 22123.894 |FKLN CUFD USG SECA  FKUSX [6.78 $150,000| 11/22/00
2/8/01| H [0BB-96727 |HEADSTART B-P12 14 22123.894 |FKLN CUFDUSG SECA  [FKUSX [6.78 $150,000| 12/18/00
2/8/01| H |0BB-96732 |HEADSTART B-P14 14 22123.894|FKLN CUFDUSG SECA  [FKUSX |6.78 $150,000| 12/22/00
2/14/01f H |0BB-96694 |CIBC CAYMAN CP-6 MD 20120.724 [FKLN STRATG ICFD FRSTX (9.94 $200,000{ 9/13/00
2/14/01] H |0BB-96749 [CIBC CAYMAN CP-8 MD 73333.333|FKLN CU FD USG SECA  |FKUSX 16.75 $495,000] 2/1/01
2/16/01| H |041-96586 [ISIS 401 LIMITED 1 14 20161.29(FKLN STRATG ICFD FRSTX {9.92 $200,000{ 2/15/01|
2/22/01| H |0BB-96694 |CIBC CAYMAN CP-6 MD 59171.598|FKLN CU FD USG SECA  |FKUSX {6.76 $400,000| 9/13/00
2/23/01] H |0BB-96695 |HEADSTART B-P10 DF 7374.631|FKLN CUFD USG SECA  |FKUSX |6.78 $50,000{ 9/13/00
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EXHIBIT A
ALL PURCHASES (by Fund Company)

Date Client|/Account# |Account Name FA#|Shares Fund Symbol |Price Cost Opened
2/23/01| H |0BB-96708 |CIBC CAYMAN CP-7 . 14 18436.578|FKLN CUFD USG SECA  [FKUSX |6.78 $125,000] 11/20/00
2/23/01] H |0BB-96709 {HEADSTART B-P11 14 11061.947|FKLN CUFD USG SECA  [FKUSX |6.78 $75,000] 11/22/00
2/23/01] H |0BB-96749 |CIBC CAYMAN CP-8 MD 20498 525|FKLN CU FD USG SECA  {FKUSX |6.78 $200,000f 2/1/01
2/26/01] H |041-96586 |ISIS 401 LIMITED 1 14 14727 541 |FKLN CUFD USG SECA  |FKUSX [6.79 $100,000| 2/15/01
3/12/01] G |0BB-96750 |[INVESTMENT CONSULTANTS 49 45454 545|FRANKLN SHRT I/lUSG A {FRGVX |10.45 $475,000( 2/1/01
3/13/01] G |0BB-96705 |ANALYTICAL INVESTORS 41 17921.147 |[TEMP EUROFD EQTY TEMPY [13.95 $250,000 11/3/00
3/13/01] G |0BB-96705 |ANALYTICAL INVESTORS 41 12677.485|TEMP GLB GROWTH A TGGAY [19.72 $250,000| 11/3/00
3/14/01] H [041-96588 {ISIS 401 LIMITED 2 14 20449.898 [FKLN STRATG ICFD FRSTX {9.78 $200,000] 3/14/01
3/16/01] H [041-96589 [MANDRAKE 401 LIMITED 2 14 20533.881|FKLN STRATG ICFD FRSTX [9.74 $200,000| 3/15/01
3/19/01| H |041-96590 |ISIS 401 LIMITED 3 14 20554.985|FKLN STRATGICFD  |FRSTX [9.73 $200,000| 3/15/01
3/22/01] G |0BB-96696 |CAPITAL INVESTORS 49 32502.709 | TEMPLETON FOREIGN A |TEMFX [9.23 $300,000{ 9/21/00
3/22/01] G |0BB-96705 |ANALYTICAL INVESTORS 41 45778.23|TEMPLETON DEV MKTS A {TEDMX {9.83 $450,000{ 11/3/00
4/4/01] H 1041-96591 |APOLLO 1 14 13970.588 {FKLN CUFD USG SECA  |FKUSX [6.80 - $95,000| 3/28/01
4/5/01] H |041-96591 |APOLLO 1 14 16298.633|FKLN STRATG ICFD FRSTX |9.51 $155,000| 3/28/01
4/5/01] H ]041-96592 |CIBC CAYMAN CP-9 MD © 18409.426 |FKLN CU FD USG SEC A |FKUSX {6.79 $125,000]  4/5/01
} -4/9/01] H 1041-96592 |CIBC CAYMANCP-9. ~ .- - |MD*] -+ 13144.059|FKLN STRATGICFD __ ;  |FRSTX |9.51 $125,000f  4/5/01f .
g 7/10/01] P 1041-96593 |PENTAGON PERF. PARTNERS - - |15 7| = * 27982.327 |FKLN CU FDUSG SEC A""* |FKUSX |6.79 $190,000[- 4/6/01f= ¢
& a3 [Ta/10/01] P |0BB-96758 |PENTAGON MGMT::PARTNERS 7' {15 | 2. 44182.622|FKLN CUIFD USG SECA'  |FKUSX']6.79 * $300,000]: 2/28/01 ;
=0+ [Fanso1] oHo (041-96595 [APOLLO 2 <. @ { " 14 | 77 26205.451|FKLN STRATG ICFD.> ~ |FRSTX: [9.54 ~ $250,000] 4/18/01
SR ITAj1g/01] T G |0BB-96359 |GLOBAL ANALYTICAL 49 "32514.451 |TEMP EURGED EQTY’ TEMPY [13.84 -~ $450,000/- *5/19/98
SR 4/19/01) G |0BB-96680 [GACF N.VI + '*+ _ J3 32679.739 | TEMP EURQFD EQTY TEMPY [13.77 |~ $450,000{ *“7/28/00
2 4/19/01] G |0BB-96705 {ANALYTICAL INVESTORS ™ 41 33405.955|TEMP EUROFD EQTY TEMPY {1377 |~ $460,000{ " 11/3/00
4/23/01 H [041-96587 |MANDRAKE 401 LIMITED 1 14 44052.863|FKLN CUFD USG SECA  |FKUSX |6.81 $300,000] 2/28/01
4/23/01] P [041-96594 |PENTAGON MGMT. PARTNERS 15 36710.72|FKLN CU FD USG SECA  |FKUSX |6.81 $250,000|  4/6/01
4/25/017 C |0BB-96713 |CIBC CAYMAN XP-4 14 16675.931|TEMPLETON GROWTH A [TEPLX {17.99 $300,000! 12/6/00
412501 H |ERS-95308 |AQUILLA 401 LIMITED 1 14 26260.504 [FKLN STRATG ICFD FRSTX [9.52 $250,000{ 4/25/01
4127101 H |041-96596 |MANDRAKE 401 LIMITED 3 14 26123.302|FKLN STRATG ICFD FRSTX [9.57 $250,000] 4/27/01
5/25/01| H {041-96588 |IS!S 401 LIMITED 2 50 29733.728|FKLN CUFD USG SEC A  |FKUSX [6.76 $201,000| 3/14/01
6/1/01| P |041-96598 |PMP 4 15 39881.832{FKLN CUFD USG SECA  {FKUSX [6.77 $270,000| 5/24/01
6/5/01] G |0BB-96359 [GLOBAL ANALYTICAL 49 17500|TEMP ASIAN GROWTH A |TFEFY |6.80 $119,000] 5/19/98
6/5/01| H |0BB-96784 |OBERON 401 LIMITED 1 14 51399.116|FKLN CUFD USG SECA  |FKUSX [6.79 $349,000|  6/5/01
6/21/01| P |0BB-96785 |MANAGEMENT 5 15 51395.007 |FKLN CUFD USG SEC A [FKUSX |6.81 $350,000  6/7/01
6/25/01] H [041-96590 [ISIS 401 LIMITED 3 50 14787.701|[FKLN CUFDUSG SECA  |FKUSX |6.83 $101,000] 3/15/01
6/25/01] P (041-96597 |PPP 4 15 36603.221{FKLN CU FD USG SECA  |FKUSX |6.83 $250,000 5/24/01
7/6/01] H 1041-96600 [ISIS 401 LIMITED 4 50 36927 622|FKLN CUFD USG SECA  |FKUSX |6.77 $250,000|  7/2/01
7/6/011 H |0BB-96790 |OBERON 401 LIMITED 2 50 36927.622|FKLN CUFD USG SEC A jFKUSX {6.77 $250,000{ 7/2i01
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EXHIBIT A

ALL PURCHASES (by Fund Company)

Date |Client|/Account # |Account Name FA#|Shares Fund Symbol |Price Cost Opened
7/6/01] H |ERS-95310 |MERCUTIO 401 LIMITED 2 15 36927.622|FKLN CU FDUSG SECA  |FKUSX 16.77 $250,000|  7/2/01
7/6/01] H |ERS-95311 |AQUILLA 401 LIMITED 2 15 37666.174|[FKLN CU FDUSG SECA  |[FKUSX |6.77 $255,000) 7/2/01

7117/01] G |0BB-96772 |GLOBAL EQUITY CONSULTANTS J3 50052.029|{TEMPLETON FOREIGN A {TEMFX {9.61 $481,000] 5/14/01
7/17/01] G |0BB-96792 |GLOBAL STRATEGIES 49 49115.505|TEMPLETON FOREIGN A | TEMFX {9.61 $472,000| 7/5/01
7/25/01] G |0BB-96359 |GLOBAL ANALYTICAL 49 38034.865|TEMP ASIAN GROWTHA  |TFEFY 16.31 $240,000] 5/19/98
7/25/01] G [0BB-86772 |GLOBAL EQUITY CONSULTANTS J3 25052.192|TEMPLETON FOREIGN A |TEMFX [9.58 $240,000f 5/14/01
7/25/01] G |0BB-96772 |{GLOBAL EQUITY CONSULTANTS J3 17629.846  TEMPETON FRGN SM CO  [FINEX {13.67 $241,000| 5/14/01
7/25/01f G |0BB-96792 |GLOBAL STRATEGIES 49 25052.192|TEMPLETON FOREIGN A {TEMFX 19.58 $240,000|  7/5/01
7/25/01] ° G |0BB-96792 |GLOBAL STRATEGIES 49 17629.846 [ TEMPETON FRGN SM CO  [FINEX |13.67 $241,000] 7/5/01
7/25/01] R |0BB-96782 |PINE HILLS INC. H DF 41753 653|TEMPLETON FOREIGN A |TEMFX {9.58 $400,000| 6/4/01
8/10/01] G |0BB-96772 |GLOBAL EQUITY CONSULTANTS J3 25287.474| TEMPLETON FOREIGN A |TEMFX {9.74 $246,300| 5/14/01
8/10/01] G |0BB-96772 |GLOBAL EQUITY CONSULTANTS J3 17805.938 | TEMPETON FRGN SM CO |FINEX {13.81 $245,900| 5/14/01
8/10/01] G |0BB-96792 |GLOBAL STRATEGIES 49 25256.674 TEMPLETON FOREIGN A |TEMFX {9.74 $246,000]  7/5/01
! 8/16/01] G |0BB-96772 {GLOBAL EQUITY CONSULTANTS J3 . 24468.085|TEMPLETON FOREIGN A |[TEMFX {9.87 $241,500| 5/14/01
g 8/16/01| G |0BB-96792 |GLOBAL STRATEGIES 49 24457 953\ TEMPLETON FOREIGN A |TEMFX [9.87 $241,400| 7/5/01
8/16/01| G- |0BB-96792 |GLOBAL STRATEGIES - 49 17510.854 [ TEMPETON FRGN/SM CO _|FINEX |13.82 $242,000| -7/5/01
<8/22/01[-23G : |0BB-967.72 |GLOBAL EQUITY CONSULTANTS J3 il 20426.829 | TEMPLETON.FOREIGN'A |TEMFX [9.84 $201,000( -#5/14/01
=8/22/01} G ':|0BB-86792 |GLOBAL STRATEGIES «# 24146.341 |TEMPLETON FOREIGN;A |TEMFX {9.84.... - $237,600( .. 7/6/01]-
: 1| Gi~|0BB-96792 |GLOBAL'STRATEGIES 17461:595 | TEMPETON ERGN:SM:CO |[FINEX [13.67. $238,700] . °
G:|0BB-96359 |GLOBAL-ANALYTICAL 154112.554 | TEMP KOREAFD,AGC: |TKORY [2.31° -.$356,000] :
G’ |0BB-96359 |GLOBAL-ANALYTICAL 38819.876 | TEMP ASIANGROWTH A |TFEFY (6.44 '$250,000!
78/24/01] "G~ |0BB-96359 |GLOBAL ANALYTICAL 44827 586 | TEMPLETON JAPAN FDA _ |[TJPAY 7.25 $325,000| .
8/24/01] G |0BB-96772 |GLOBAL EQUITY CONSULTANTS J3 77298.851|TEMP THAILAND FD ACC  |TPTHY (3.48 $269,000{ 5/14/01
8/24/01| G |0BB-96792 |GLOBAL STRATEGIES 49 31345566 |TEMP ASIAN GROWTHA |TFEFY [6.54 $205,000]  7/5/01
8/31/01] G |0BB-96772 [GLOBAL EQUITY CONSULTANTS J3 24726.522|TEMPLETON FOREIGN A |TEMFX 19.69 $239,600| 5/14/01
8/31/01| G |0BB-96792 |GLOBAL STRATEGIES 49 24871.001|TEMPLETON FOREIGN A |TEMFX |9.69 $241,000 7/5/01
9/20/01] H |0BB-96708 |CIBC CAYMAN CP-7 MD 31217.482|FKLN TEMPL US GOV A TUSGY {9.61 $300,000| 11/20/00
9/24/01] G |0BB-96772 {GLOBAL EQUITY CONSULTANTS J3 46715.402|TEMPLTN PAC GR FD FKPGX |5.27 $246,190| .5/14/01
9/24/01] G {0BB-96772 [GLOBAL EQUITY CONSULTANTS J3 47248.577 | TEMPLTN PAC GRFD FKPGX |5.27 $249,000| 5/14/01
9/24/01] G [0BB-86772 |GLOBAL EQUITY CONSULTANTS J3 30097.087 |TEMPLETON FOREIGN A- |TEMFX [8.24 $248,000| 5/14/01
9/24/01| G |0BB-96792 {GLOBAL STRATEGIES 49 62061.076|TEMPLTN PAC GR FD FKPGX |5.27 $327,062| 7/5/01
9/24/01| G |0BB-96792 |GLOBAL STRATEGIES 49 47248.577 | TEMPLTN PAC GR FD FKPGX |5.27 $249,000] 7/5/01
9/25/01] G |0BB-96359 |GLOBAL ANALYTICAL 49 9337.861|TEMP ASIAN GROWTHA  |TFEFY ;5.89 $55,000f 5/19/98
0/25/01| G {0BB-96752 |INTERNATIONAL ADVISORS 49 1647.446 [TEMP ASIAN GROWTHA  |TFEFY |6.07 $10,000| 2/14/01
9/27/01| G |0BB-96772 |GLOBAL EQUITY CONSULTANTS J3 45708.955|TEMPLTN PAC GR FD FKPGX |5.36 $245,000] 5/14/01
9/27/01| G |0BB-96792 |GLOBAL STRATEGIES 49 29285.714|TEMPLETON FOREIGN A {TEMFX [8.40 $246,000] 7/5/01

60




EXHIBIT A
ALL PURCHASES (by Fund Company)

Date Client|Account # |Account Name FA#|Shares Fund Symbol |Price Cost Opened
10/2/01| G |0BB-96772 |GLOBAL EQUITY CONSULTANTS J3 42753.623|TEMPLTN PAC GRFD FKPGX |5.52 $236,000( 5/14/01
10/5/01| G |0BB-96792 |GLOBAL STRATEGIES 49 28228.571|TEMPLETON FOREIGN A |TEMFX [8.75 $247,000(  7/5/01

10/16/01| -G |0BB-96792 |GLOBAL STRATEGIES 49 42456.14|TEMPLTN PAC GR FD FKPGX |5.70 $242,000  7/5/01
10/19/01] G |0BB-96772 |GLOBAL EQUITY CONSULTANTS J3 42930.728|TEMPLTN PAC GR FD FKPGX [5.63 $241,700| 5/14/01
10/19/01| G |0BB-96772 |GLOBAL EQUITY CONSULTANTS J3 28260.398 | TEMPLETON FOREIGN A |TEMFX {8.54 $241,600( 5/14/01
10/19/01] G [0BB-96792 |GLOBAL STRATEGIES 49 43161.634|TEMPLTN PAC GR FD FKPGX (5.63 $243,000| 7/5/01
10/19/01] G |0BB-96792 |GLOBAL STRATEGIES 49 43055.062| TEMPLTN PAC GR FD FKPGX {5.63 $242,400| 7/5/M1
10/19/01| G |0BB-96792 |GLOBAL STRATEGIES 49 28430.913|TEMPLETON FOREIGN A |TEMFX (8.54 $242,800(  7/5/01
10/19/01| H |0BB-96708 |CIBC CAYMAN CP-7 MD 5175.983|FKLN TEMPL US GOV A  [TUSGY [9.66 $50,000] 11/20/00
10/25/01| G |0BB-96752 |INTERNATIONAL ADVISORS 49 117431.193 | TEMP KOREA FD ACC TKORY {2.18 $256,000| 2/14/01
10/25/01] G [0BB-96752 |[INTERNATIONAL ADVISORS 49 64912.281|TEMP THAILAND FD ACC |TPTHY |2.85 $185,000| 2/14/01
10/25/01] G |0BB-96761 |EQUITY INVESTORS 49 57894.737|TEMP THAILAND FD ACC |TPTHY [2.85 $165,000{ 3/7/01
11/1/01] G |0BB-96772 |GLOBAL EQUITY CONSULTANTS J3 42605.634| TEMPLTN PAC GR FD FKPGX |5.68 $242,000] 5/14/01
11/2/01| G |0BB-96761 :|[EQUITY INVESTORS 49 - 15570.934 [TEMP THAILAND FD ACC |TPTHY {2.89 $45,000{  3/7/01
1177101 H 041-96592 |CIBC CAYMAN CP-9 MD 30832.477|FKLN TEMPL US GOVA  |[TUSGY [9.73 - $300,000f  4/5/01

11/13/01] G -|0BB-96792 "|GLOBAL STRATEGIES .7 |49 | : 40549.828|TEMPLTN PACGRFD: . |FKPGX.[5.82 - $236,000] . 7/5/01 ‘L

SR 11/23/01] G |0BB-96772 “[GLOBAL EQUITY CONSULTANTSH . ¥ 39635.762|TEMPLTN PAC GR FDy. - - |[FKRGX.|6.04 -+ $239,400| B/4j01| - -

: = | 12729/01|+. G {0BB-96772 ;|GLOBALEQUITY CONSULTANTS : 19272582 | TEMPETON.FRGN' SMiCO - “|FINEX -[12.5617:| - $241100|::5/14/01] :-c?c o -
4 1429/01 =G [0BB-96792 |GLOBAL'STRATEGIES: = &% i 39866.444 | TEMPLTN'PAC GR FD= 7 #[FKPGX [5.99 - = & '$238,800 15104
* - 12/4/01{.C { {0BB96716 |CIBC CAYMANXP-6: + - Ta 18,436.58 |MUTUAL: BEACON.FD:CLA" |TEBIX |13.56 . $250,000| =42/7/00} 5
©LU1 I 12/4/01| G- {0BB-96772 |GLOBAL EQUITY CONSULTANTS £t 18895.899 | TEMPETON.FRGN SM:CO " [FINEX [12.68 '$239,600| 5/14/04]

1 1214701 G~ |0BB-96792 |GLOBAL STRATEGIES## . =7 =% 49 40166.113|TEMPLTN:PAC GRFDY °  [FKPGX [6.02 " $241,8000 - 7/5/01
1/2/02| H [041-96599 |[CIBC CAYMAN CP-10 M5 34282.7 FKLN TEMPL US GOV A |[TUSGY [9.48 $325,000| 6/15/01
1/4/02] H |041-96609 |[CIBC CAYMAN CP-11 MD 42000|FKLN TEMPL US GOV A  |TUSGY [9.50 $399,000| 8/17/01
1114/02! P |ERS-95323 |PENT. PERF.9 AF 14556.041|FKLN CUFDUSG SECA  |[FKUSX [6.87 $100,000{ 12/6/01
1/17/02| G |0BB-96705 |ANALYTICAL INVESTORS 41 333.333|TEMPLETON EMG MKTS A [TEMAY [12 $4,000{ 11/3/00
1/17/02] R |0BB-96812 |BLUE SPRUCE INC. Il 14 109890.11|TEMPLETON FOREIGN A [TEMFX [9.10 $1,000,000{ 10/2/01
1/23/02] G |0BB-96750 |INVESTMENT CONSULTANTS 41 36973.345| TEMPLETON EMG MKTS A |TEMAY [11.63 $430,000] 2/1/01
1/23/02] P [ERS-95313 |P7 15 14619.883|FKLN CU FD USG SECA  |FKUSX |6.84 $100,000{ 8/29/01
2/13/02] C [0BB-96802 |OXBO INC 50 15,515.90 |MUTUAL BEACON FD CLA |TEBIX [12.89 $200,000{ 5/11/00
2/13/02] G |0BB-36705 |ANALYTICAL INVESTORS 41 53106.383 | TEMPLETON EMG MKTS A |TEMAY [{11.75 $624,000f 11/3/00
2/43/02] G |0BB-96750 [INVESTMENT CONSULTANTS 41 " 62730.627 |TEMPLETON JAPAN FDA  |TJPAY [5.42 $340,000f 2/1/01
2/13/02] G [0BB-96750 [INVESTMENT CONSULTANTS 41 54093.567 | TEMP ASIAN GROWTH TFEFY |6.84 $370,000( 2/1/01
2119/02] P [ERS-95319 [MAN7 15 15118.79|FKLN STRATG ICFD FRSTX (9.26 $140,000| -10/16/01
2/20/02| R |0BB-96829 |WHITESPRUCE INC_1II 14 55493.896| TEMPLETON FOREIGN A [TEMFX [9.01 $500,000| 12/26/01
2/22/02] H 1041-96613 |CIBC CAYMAN CP-12 M5 10834.236 {FKLN STRATG ICFD FRSTX [9.23 $100,000| 10/9/01
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2/25/02| H {041-96611 {ISIS 401 LIMITED § 14084.507 [FKLN STRATG ICFD FRSTX {9.23 $130,000{ 9/5/01
2/28/02] P |ERS-95324 |PMP 401-8 14492.754|FKLN CU FD USG SEC A |FKUSX 6.90 $100,000{ 12/6/01

3/11/021 G |0BB-96825 {FOREIGN EQUITY CAPITAL 20893.372|TEMP ASIAN GROWTH TFEFY [6.94 $145,000| 12/24/01
3/1/02( G |0BB-96825 |FOREIGN EQUITY CAPITAL 53271.812|TEMPLETON EMG MKTS A ITEMAY 111.92 $635,000| 12/24/01
3M/02] P |ERS-95313 |P7 26590.198 |FKLN TEMPL US GOV A TUSGY |9.59 $255,000] 8/29/01
3/1/02| P [ERS-95323 [PENT.PERF.9 24296.142{FKLN TEMPL US GOV A TUSGY {9.59 $233,000] 12/6/01
3/4/02| G |0BB-96825 |FOREIGN EQUITY CAPITAL 66480.447 | TEMP ASIAN GROWTH TFEFY |7.16 $476,000| 12/24/01
3/7/02] P |ERS-95318 |PERF 8 24658.972|FKLN TEMPL US GOV A TUSGY |9.53 $235,000| 10/4/01
311/02] G |0BB-96825 |FOREIGN EQUITY CAPITAL 18174.475| TEMPLETON EMG MKTS A | TEMAY |12.38 $225,000] 12/24/01
3/13/02| P 04196610 |PP6 14727541 |[FKLNCU FD USG SEC A  {FKUSX 16.79 $100,000| 8/17/01
3/15/02] G {0BB-96826 |INT'L CAPITAL CONSULTANTS 46384.72|TEMP ASIAN GROWTH TFEFY |7.33 $340,000| 12/24/01
3/15/02] G |0BB-96826 |INT'L CAPITAL CONSULTANTS 34285.714 TEMPLETON EMG MKTS A FTEMAY }12.25 $420,000| 12/24/01
3/15/02| G |0BB-96826 |INT'L CAPITAL CONSULTANTS 52166.934 | TEMPLETON JAPAN FDA  |TJPAY [6.23 $325,000] 12/24/01
3/19/02| H [041-96599 [CIBC CAYMAN CP-10 18463.811{FKLN CUFD USG SEC A  |FKUSX {6.77 $125,000| 6/15/01
3/19/02| H |ERS-95326 |MANDRAKE 401 LIMITED 4 22156.573|FKLN CUFD USG SECA  |FKUSX [6.77 $150,000 1/7/02
3/20/02] P |ERS:95312 |[MP6 @ i 14792.899|FKLN CUFD USGSECA  |FKUSX |6.76 $100,000| 8/28/01
4/5/02| - ¢ |ERS95333 |OXBOINC. Il ¢ T : 45588.235|FKLN CU FD USG SEC A; ;. |FKUSX [6.80 $310,000} .. 4/3/02{:
> ~4/8/024-C ++|ERS:96334. ,_m._. PAN INC:: __ e s 47794118 |FKLN CU FD.USG SEC.A - |FKUSX 16.80 $325,000 ;... 4/3/02
4/9/02 H :+|041-86599: " 5274.262|FKLN TEMPE.US GOV, | TUSGY. 19.48 . -, $50,000[. 6/15/01,
{4/40/02] . G0BB6825 -+ 48322.148|TEMP ASIAN.GROWTH TFEFY {7.45 " $360,000] 12/24/01
i4116/02Y - G |0BBi96826 [INT'L CAPITAL Oozmc.. ANTS 35807.292 | TEMP ASIAN. GROWTH: ... . .|TFEFY |7.68 $275,000);.12/24/04,
“4116/02};*' G |0BB-96826 |INT'L CAPITAL CONSULTANTS' 32270.311|TEMPLETON.EMG MKTS A’ [TEMAY [13.17 $425,000(.12/24/01]
4/18/021 P [041-96593 |PENTAGON PERF. PARTNERS’ AF 26260.504|FKLN TEMPL US GOV A TUSGY |9.52 $250,000; 4/6/01
4/18/02] P |ERS-95336 |PMP 11 LIMITED AF - 14662.757 [FKLNCUFD USG SECA  |[FKUSX 16.82 $100,000| 4/17/02
4/19/02] J |0BB-22932 |SHERLOCK CAPITAL, LLC 50 29325513|FKLN CUFD USG SECA  |FKUSX |6.82 $200,000f 4/4/02
4/23/02f H |041-96613 |CIBC CAYMAN CP-12 M5 47169.811|FKLN TEMPL US GOV A TUSGY {9.54 $450,000{ 10/9/01
4/23/02| P |ERS-95337 |PERFORMANCE 401-11 AF 14619.883|[FKLN CU FD USG SECA  |FKUSX [6.84 $100,000] 4/17/02
4/26/02| C |0BB-96802 |OXBO INC 50 10204.082{FKLN CUFD USG SECA |FKUSX 16.86 $70,000| .5/11/00
4/26/02] H |ERS-85322 |MERCUTIO 401 LIMITED 3 AF 29154.519|FKLNCUFDUSG SECA  |FKUSX [6.86 $200,000] 12/5/01
5/8/02| G |0BB-96825 |FOREIGN EQUITY CAPITAL 86 78125|TEMP THAILAND FD ACC |TPTHY [4.16 $325,000| 12/24/01
5/8/02] H |041-96600 |ISIS 401 LIMITED 4 50 38541.667 |FKLN TEMPL US GOV A TUSGY {9.60 $370,000| 7/2/01
5/8/02] H |ERS-95330 [WINDSOR 401-1 LIMITED 50 21994.135|FKLN CU FD USG SECA  [FKUSX |6.82 $150,000] 2/5/02
5/13/02] H |[041-96603 |APOLLO 3 15 18301.611 |[FKLNCUFD USG SECA  |FKUSX |6.83 $125,000| 8/10/01
5/17/02] G |0BB-96826 |[INT'L CAPITAL CONSULTANTS 86 16899.441|TEMP EUROFD EQTY FGITEMPY |14.32 $242,000| 12/24/01
5/17/02] G |0BB-96826 |INT'L CAPITAL CONSULTANTS 86 19230.769{ TEMPLETON EMG MKTS A |TEMAY {13 $250,000| 12/24/01
5/21/02| H {0BB-96665 |CIBC CAYMAN CP-4 MD 28705.637 [FKLN TEMPL US GOV A TUSGY |9.58 $275,000| 6/15/00
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5/21/02] H |ERS-95322 [MERCUTIO 401 LIMITED 3 AF 18195.051|FKLN CUFD USG SEC A  |FKUSX [6.87 $125,000 12/5/01
5/22/02] G |0BB-96825 |FOREIGN EQUITY CAPITAL 86 8827.684 | TEMP EUROFD EQTY TEMPY |14.16 $125,000} 12/24/01
5/22/02] .G |0BB-96826 }INT'L CAPITAL CONSULTANTS 86 9331.26| TEMPLETON EMG MKTS A |TEMAY [12.86 $120,000| 12/24/01
5/23/02] J |ERS-95338 |CAMPBELL INTERNATIONAL, LTD |45 15641.293|TEMPLETON GLB GRW A |TGGAY [19.18 $300,000] 4/26/02
5/28/02] P |ERS-95336 |PMP 11 LIMITED 20855.057 |FKLN TEMPL US GOV A [TUSGY [9.59 $200,000| 4/17/02
5/29/02| C |0BB-96657 |CIBC CAYMAN XP-1 31250 |FKLN TEMPLUS GOV A |TUSGY [9.60 $300,000{ 6/2/00
5/29/02] C |0BB-96716 {CIBC CAYMAN XP-6 31250{FKLN TEMPLUS GOV A  [TUSGY [9.60 $300,000{ 12/7/00
5/31/02] H ]041-96617 |LEVI 401 LIMITED 4 20429.009|FRANKLIN CAP GR FDA {FKREX [9.79 $200,000|  3/4/02
5/31/02{ H |0BB-96798 |OBERON 3 21598.272|FKLN STRATG ICFD FRSTX [9.26 $200,000{ 8/10/01
5/31/02] H [|ERS-95314 |AQUILLA 401 LIMITED 3 29069.767|FKLN CUFD USG SECA  |FKUSX [6.88 $200,000}  9/5/01
5/31/02| H |ERS-95320 {LEVI 401 LIMITED 1 29069.767 |FKLN CU FD USG SEC A - |[FKUSX [6.88 $200,000{ 10/31/01
5/31/02{ H |ERS-95332 |MERCUTIO 401 LIMITED 4 90497.738|FRANKLIN INCOME A FKINX [2.21 $200,000|  3/4/02

6/4/02| H |ERS-95331 [WINDSOR401-2 LIMITED 14736.842[FRANKLIN CAP GRFDA  |FKREX [9.50 $140,000]  2/5/02
6/10/02] H |0BB-96653 |CIBC CAYMAN CP-3 5693582 |FRANKLN CA GR FD A FKCGX |28.98 $165,000(  5/9/00
16/10/02] H |0BB-96847 |WINDSOR 401-3 LIMITED 21167.883|FKLN CU FD USG SECA |FKUSX [6.85 $145,000]  3/5/02
1461102] H 1041-96589- |MANDRAKE 401 EIMITED 2 31315.24 FKLN'-TEMPL US GOV A  |TUSGY [9.58 $300,000{ 3/15/01
“6/12/02] ‘G [041:96620° |GACF NV~ B 8006!405 [TEMPLETON EMG MKTS A [TEMAY [12.49 ¢ $100,000{ 6/10/02

"v6/12/02| *G:-{041-96620" |GACFN.V ~ 6402.049 |MUTUAL;EUROPN FD CLA: [TEMIX :[15.62 $100,000( :6/10/02

6/12/02| “H> '|ERS95329 [APOLLO 4 i 21574.973[FRANKLN-CUS FDUTL A 7 [FKUTX>{9:27 '$200,000( :1/31/02{-
“6/13/02] ~“H °|041-66615 |LEVI'401 LIMITED 3 ” 21528.525 [FRANKEN €US FDUTL A" ¢ [FKUTX 1{9.29 $200,0001 € 1/7/02
6/14/02] -G IGACF N.V 8968.61|FKLN MUT EURO'A-ACC “2{FMEAY [11.15 $100,0001; *6/10/02
6/17/02{ ~G*"|041-06620° |GACF N.V T 19108.28| TEMP ASIAN GROGWTH  “|TFEFY [7.85 $150,000( “6/10/02
6/17/02]{ H |0BB-96653 |CIBC CAYMAN CP-3 41623.309|FKLN TEMPL USGOV A  |TUSGY |9.61 $400,000 '5/9/00
6/17/02] R [0BB-96720 [PINE HILLS INC. 103305.785 | TEMPLETON FOREIGN A  |[TEMFX [9.68 $1,000,000] 12/8/00
6/17/02] R |0BB-96834 [BLUE SPRUCE INC. Iil 103305.785| TEMPLETON FOREIGN A |[TEMFX [9.68 $1,000,000{  1/2/02
6/19/02{ H |0BB-96847 [WINDSOR 401-3 LIMITED 38900.415|FKLINTEMPLUS GOVA  |TUSGY [9.64 $375,000  3/5/02
6/20/02] H |041-96616 |OBERON 401 LIMITED 4 36231.884|FKLN CU FDUSG SECA  |FKUSX [6.90 $250,000{ 1/31/02
6/20/02] H |ERS-95330 |WINDSOR 401-1 LIMITED 21739.13|FKLN CU FD USG SECA  {FKUSX [6.90 $150,000  2/5/02
6/21/02) H [ERS-95309 |[MERCUTIO 401 LIMITED 1 28985.507{FKLN CU FD USG SECA  |FKUSX 6.90 $200,000|  6/5/01
6/21/02] P |ERS-95327 [M 10 14492.754 FKLN CU FD USG SECA  |FKUSX {6.90 $100,000( 1/10/02
6/25/02f G [041-96620 [GACF N.V 9143.407 [FRANKLN SHRT /USG A  |FRGVX [10.39 $95,000{ 6/10/02
6/27/02{ H |0BB-96582 [HEADSTART B-P6 25362.319|FKLN CUFD USG SECA  [FKUSX [6.90 $175,000{ 11/18/99
6/27/02| R |0BB-96813 |WHITESPRUCE INC. Il 105708.245|TEMPLETON FOREIGN A  |TEMFX [9.46 $1,000,000{ 10/2/01
7/2/02] H |0BB-96732 |HEADSTART B-P14 25906.736|FKLN TEMPL US GOV A  [TUSGY |9.65 $250,000| 12/22/00
7/2/02] P |ERS-95328 [P 10 14513.788|FKLN CU FD USG SECA  |FKUSX [6.89 $100,000{ 1/10/02
7/3/02) H |0BB-96653 |CIBC CAYMAN CP-3 14513.788IFKLN CU FD USG SECA  |FKUSX [6.89 $100,000]  5/9/00
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7/5/02 H {0BB-96640 |{CIBC CAYMAN CP-2 BS 21834.061|FKLN CUFDUSGSECA  |FKUSX |6.87 $150,000| 4/14/00
7/10/02] J [041-83264 |[MELADAN CAPITAL, LLC AD 28901.734|FKLN CU FD USG SECA  |FKUSX |6.92 $200,000{  4/4/02
7116/02] J [041-96618 [TRIAD INTERNATIONAL, LTD 15 20768.432|FKLN TEMPL USGOV A  |[TUSGY |9.63 $200,000{ 4/26/02
7116/02] J |0BB-22931 [LEGION CAPITAL, LLC 50 28984.746 |FKLN CU FD USG SECA  |FKUSX [6.90 $199,995|  4/4/02
7117102 H [0BB-96694 [CIBC CAYMAN CP-6 MD 20746.888|FKLN TEMPL US GOV A  [TUSGY [9.64 $200,000| 9/13/00
7117/02] P |ERS-95318 |PERF 8 15 18089.725(FKLN CU FD USG SECA  [FKUSX [6.91 $125,000{ 10/4/01
7/18/02| H |ERS-95311 [AQUILLA 401 LIMITED 2 78 20387.36[FKLN TEMPL US GOV A |TUSGY [9.81 $200,000|  7/2/01
7/18/02| H |ERS-95321 |LEVI 401 LIMITED 2 50 28860.029|FKLN CUFD USG SEC A~ |FKUSX [|6.93 $200,000{ 10/31/01
7/118/02] P |0BB-96748 |[PENTAGON PERF. PARTNERS AF 20703.934|FKLN TEMPLUS GOV A  [TUSGY [|9.66 $200,000| 1/29/01
7119/02] H |ERS-95329 |APOLLO 4 . AF 20661.157 |[FKLN TEMPL US GOV A  {TUSGY |9.68 $200,000{ 1/31/02
7/19/02| P |ERS-95325 [PMP 401 (9) AF 18037 518|FKLN CUFD USG SEC A  |FKUSX [6.93 $125,000| 12/27/01
719/02] P |ERS-95325 |PMP 401 (9) AF 23243.802|FKLN TEMPLUS GOV A  |TUSGY |9.68 $225,000¢ 12/27/01
7/22/02| H |0BB-96749 |[CIBC CAYMAN CP-8 MD 33880.903|FKLN TEMPLUS GOV A  [TUSGY [9.74 .$330,000]  2/1/01
7/23/02] H |ERS-95330 [WINDSOR 401-1 LIMITED 50 25773.196 [FKLN TEMPL USGOV A  [TUSGY [9.70 $250,000| 2/5/02
7/23/02] P |041-96602 [P 5 ey AF 21582.734|FKLN-CU FD-USG SECA  |[FKUSX |6.95 $150,000]  8/3/01
¢ o 1.7/24/02] R |ERS-95316 |[CANADIAN IMPERIAL'RSS | M5 117233.294 | TEMPLETON FOREIGN A |TEMFX {8.53 - $1,000,000] 9/10/01
<l 7129102 G {041-96620° [GACF NV fA L osay 141, [+ +-35511.364|TEMP ASIANNGROWTH: . |[TFEFY.|7.04- - $250,000! 6/10/02|.
7/29102|: -H: |ERS:05331 {WINDSOR 401-2 LIMITED w [AD U] £+ 32574.974{FKLN TEMPLUS GOV A - [TUSGY |9.67. . $315,000
8/7/02 041-83265" { JAGUAR CAPITAL, LLEE J|AF 275 28817.687 DUISC o |FKUSX {6.94 $199,995
8/12/02] 4. |[0BB-96640 |CIBC:CAYMAN CP-2 |B6 f{s 5 22796.353 |[FKLN TEMPLEUS:GQV A - |TUSGY.[9.87 $225,000/ 4/14/00],
8/14/02| 'P-:[041-96598+PNMP4 - : 2 AR |7020533.881 |[FKLN TEMPL USGOV A :. [TUSGY:|9.74 $200,000|: 5{24/01]-
8/15/02] H |0BB-96524 |HEADSTART B-P3 w115 |7 » 21682.734|FKLN CU FD USG SEC-A’-" [FKUSX|6.95 $150,000| 7/23/99}5"
8/15/02] H |0BB-96524 |HEADSTART B-P3 15° 30706.244 |[FKLN TEMPL US GOV A  |TUSGY |9.77 . $300,000| 7/23/99
8/15/02] H |0BB-96525 |HEADSTART B-P4 DF 30706.244 [FKLN TEMPL US GOV A  |TUSGY [9.77 $300,000] 7/23/99
8/16/02] C [041-96625 |EVBO INC i 50 40404.04|FKLN CUFD USGSEC A |[FKUSX {6.93 $280,000| 8/7/02
8/16/02| C [0BB-96713 |CIBC CAYMAN XP-4 MD 26315.789|FKLN TEMPL US GOV A  |TUSGY [9.69 $255,000| 12/6/00
8/16/02| P [041-96594 |PENTAGON MGMT. PARTNERS 78 23219.814{FKLN TEMPL USGOV A |[TUSGY |9.69 $225,000| 4/6/01
8/19/02| P |0BB-96758 |PENTAGON MGMT. PARTNERS AF 23219.814|FKLN TEMPL US GOV A  |TUSGY [9.69 $225,000| 2/28/01
8/19/02| P |ERS-95327 |M 10 AF 23219.814|FKLN TEMPLUS GOV A  [TUSGY [9.69 $225,000{ 1/10/02
8/20/02| P |0BB-96748 |PENTAGON PERF. PARTNERS AF 14367.816|FKLN CUFD USG SEC A . [FKUSX [6.96 $100,000{ 1/29/01
8/21/021 H |0BB-96709 |HEADSTART B-P11 14 25693.731|FKLN TEMPLUS GOV A  |TUSGY [9.73 $250,000| 11/22/00
8/22/02{ J [(ERS-05757 |APRICOT CAPITAL, LLC AF 28776.223|FKLN CUFD USGSECA  [FKUSX [6.95 $199,995,  4/4/02
8/26/02] G |0BB-96792 |GLOBAL STRATEGIES 49 16778.523| TEMPLETON FOREIGN A |TEMFX |8.94 $150,000{  7/5/01
8/26/02| H |0BB-96615 |CIBC CAYMAN CP-1 MD 30674.847 |FKLN TEMPL US GOV A |TUSGY |9.78 $300,000]  2/2/00|
8/26/02| H [0BB-96694 |CIBC CAYMAN CP-6 MD 30163.599{FKLN TEMPLUS GOV A  |TUSGY [9.78 $295,000{ 9/13/00
8/27/02] H |0BB-96746 |HEADSTART B-P15 AF 30194.473|FKLN TEMPL US GOV A |TUSGY {9.77 $295,000] 1/24/01
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8/30/02] P |041-96593 |PENTAGON PERF. PARTNERS AF 14347.202|FKLN CU FDUSG SEC A |FKUSX [6.97 $100,000} 4/6/01
8/30/02| P |041-96597 |PPP 4 AF 20533.881 |FKLN TEMPL US GOV A TUSGY |9.74 $200,000| 5/24/01

9/4/02] .G |0BB-96792 |GLOBAL STRATEGIES 49 26041.667 |TEMPLETON FOREIGN A | TEMFX 18.64 $225,000]  7/5/01
9/4/02| R |0BB-96807 |CANADIAN IMPERIAL R-3 B6 98958.333| TEMPLETON FOREIGN A |TEMFX |8.64 $855,000] 9/10/01
9/5/02] J |ERS-05756 [LIVERPOOL CAPITAL,LLC 78 28734.878/FKLN CUFD USG SEC A  |FKUSX |6.96 $199,995! 4/4/02
9/6/02] G |0BB-96792 |GLOBAL STRATEGIES 49 7905.138 | TEMPETON FRGN SM CO |FINEX |12.65 ~$100,000|  7/5/01
o/6/02] J [041-96618 |TRIAD INTERNATIONAL,LTD 15 28818.444 |FKLN CU FD USG SEC A FKUSX 16.94 $200,000| 4/26/02
g/9/02] H |0BB-96615 |CIBC CAYMAN CP-1 MD 36023.055|FKLN CU FD USG SEC A FKUSX [6.94 $250,000 2/2/00
a/10/02] P |0BB-96758 [PENTAGON MGMT. PARTNERS AF 28735.632|FKLN CUFD USG SECA  |FKUSX 16.96 $200,000| 2/28/01
9/10/02] P [0BB-96785 |MANAGEMENT 5 AF 28735.632|FKLN CU FD USG SEC A FKUSX 16.96 $200,000 6/7/01
9/11/02] H |0BB-96603 {HEADSTART B-P7 AD 28818.444 |FKLN CU FD USG SEC A FKUSX |6.94 $200,000} 12/30/99
9/12/02] H |041-96617 |LEVI401 LIMITED 4 AD 22073.922 |FKLN TEMPL US GOV A TUSGY |9.74 $215,000) 3/4/02
9/12/02] H |ERS-95332 [MERCUTIO 401 LIMITED 4 AD 23100.616 |FKLN TEMPL US GOV A TUSGY |9.74 $225,000 3/4/02
.9/13/02] H |ERS-95314 |AQUILLA 401 LIMITED 3 50 20533.881 |FKLN TEMPL US GOV A TUSGY [9.74 $200,000|. 9/5/01
9/13/02| »J |ERS-95339 |CORNELL _z._.m_»z>._,_oz>_.. LTD. DA 25667.351|FKLN TEMPL US, GOV A TUSGY |9.74 $250,000| 4/26/02
“9/16/02| * G [0BB-96792 |GLOBAL m._.?ﬁ‘mm_mw 44117.647|TEMPLETON FOREIGN A |TEMFX 8.50 $375,000 , A15/01
“9/18/02{ -"H - {041-96586 |ISIS 401 LIMITED: 1= 28694.405 |FKLN CU-FD'USGISEC A |FKUSX 16.97 .. $200,000{ '2/15/01

<" 9/19/02|=::H: - |041-96595. |APOLLO: 2 - 5. [, .35816,619|FKLN.CUFD USG,SECA  [FKUSX 16.98 . | . '$250,000]...4/18/01]

"T9/20/02} °C: |0BB-96803 |RODGARSALS. NG 4" 4. :35816.619|FKLN CU FD USG;SE |FkuUsx-[6.98 - . $250,000| '5/11/00].
9/20/02] C |ERS-95335 [HAVERS INCIIIi | .42979.943|FKLN CU FD USG-SEC'A |FKUSX'16.98 - $300,000; 4/8/02
9/24/02 H ~|041-96592 |CIBCCAYMAN CP-9 14020.029 [FKLN CU FD USG SEC A" JFKUSX 16.99 ;. $98,000 4/5/01]"
9/24/02] H |041-96592. |CIBC CAYMAN CP-9 © 13108:108 [FRANKLN CA TAX FRA n O |FKTFX [7.407 $97,000 4/5/01
9/26/02{ H |0BB-96615 |CIBC CAYMAN CP-1 MD - 28612.303|FKLN CU FD USG SEC A FKUSX [6.99 $200,000| 2/2/00
10/1/02| H [0BB-96640 |CIBC CAYMAN CP-2 B6 19427403 |FKLN TEMPL US GOV A TUSGY |9.78 $190,000{ 4/14/00
10/8/02] J |ERS-95339 |CORNELL INTERNATIONAL, :D DA 28694.405|FKLN CU FDUSG SECA  IFKUSX |6.97 $200,000| 4/26/02

10/11/02| H |0BB-96870 |CREDIT LYONNAIS DA 35971.223|FKLN CU FD USG SECA  |FKUSX 16.95 $250,000( 9/24/02
10/14/02| P |ERS-95312 |MP6 FO 15400.411 |FKLN TEMPL US GOV A TUSGY [9.74 $150,000| 8/28/01
10/22/02! H [041-96627 |CREDIT LYONNAIS DA 36179.45|FKLN CU FD USG SEC A FKUSX 16.91 $250,000| 10/21/02
10/24/02| H [0BB-96784 |0BERON 401 LIMITED 1 AD 20325.203 |FKLN TEMPL US GOV A TUSGY [9.84 $200,000 6/5/01
11/6/02| H |0BB-96488 |HEADSTART B-P1 14 316455.696 [FKLN AGE HIG ICM CLA AGEFX |1.58 $500,000 717199
11/6/02]| H |0BB-96523 {HEADSTART B-P2 50 316455.696|FKLN AGE HIG ICM CLA AGEFX {1.58 $500,000| 7/23/99
11/8/02] H |ERS-95326 |MANDRAKE 401 LIMITED 4 50 " 39556.962| TEMP HIGH YLD FDA TSGAY 16.32 $250,000 1/7/02
11/12/02] P [0BB-96877 |PERFORMANCE 12 401 DA 15368.852 |[FKLN TEMPL US GOV A TUSGY [9.76 $150,000| 11/7/02
12/6/02| H |041-96587 |MANDRAKE 401 LIMITED 1 DA 30241.935|FKLN TEMPL US GOV A TUSGY |9.92 $300,000| 2/28/01
12/6/02] H |041-96596 [MANDRAKE 401 LIMITED 3 DA 20161.29 |[FKLN TEMPL US GOV A TUSGY |9.92 $200,000| 4/27/01
12/11/02] H |0BB-96790 |OBERON 401 LIMITED 2 50 22681.452{FKLN TEMPL US GOV A TUSGY [9.92 $225,000] 7/2/01
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121171021 P l0BB-19960 |PENTAGON MGMT. PARTNERS FD 12820.513{FKLN TEMPL US GOV A TUSGY [9.75 $125,000{ 3/13/00
1/29/03] H |041.96628 |ATLANTIS 401-2LTD DA 25588.536 |FKLN TEMPL US GOV A TUSGY |9.77 $250,000] 12/5/02
2/6/03| H {0BB-96882 |AQUILLA 401-4LTD DA 25125.628|FKLN TEMPL US GOV A TUSGY {9.95 $250,0001 12/5/02
2/6/03] H |ERS-95348 |MANDRAKE 401-5LTD. FD 25125.628|FKLN TEMPL US GOV A TUSGY {9.95 $250,000) 12/5/02
2171031 H |ERS-95349 |ATLANTIS 401 LIMITED 3 DA 30120.482|FKLN TEMPL US GOV A TUSGY [9.96 $300,000| 12/5/02
2/14/03| P [0BB-96889 |[MANAGEMENT LTD 13 DA 20491.803|FKLN TEMPL US GOV A FG|TUSGY |9.76 $200,000} 12/23/02
2/14/03] P |ERS-95351 |PERFORMANCE LIMITED 13 DA 20491.803{FKLN TEMPL US GOV A FGITUSGY [9.76 $200,000| 12/23/02
2/18/03] G {0BB-96900 {GLOBAL CAPITAL J1 10752.688  TEMPLETON EMG MKTS A fTEMAY [11.16 $120,000 1/7/03
2/18/03| H |ERS-95343 |CIBC CAYMAN CP-14 B6 30581.04 |FKLN TEMPL US GOV A TUSGY [9.81 $300,000| 11/27/02
2/20/03] C |ERS-95354 |CIBC CAYMAN XP-7 B6 25562.372|FKLN TEMPL US GOV A TUSGY {9.78 $250,000 2/5/03
2/21/03] G [0BB-96900 [GLOBAL CAPITAL J1 15759.312| TEMP ASIAN A USD TFEFY }6.98 $110,000 1/7/03
2/28/03] P |ERS-95341 |MANAGEMENT LIMITED 401-12 DA 20408.163 |FKLN TEMPL US GOV A TUSGY [9.80 $200,000] 11/7/02
2/28/03]. P |ERS-95356 |PENTAGON MANAGEMENT-15 DA 25510.204 |[FKLN TEMPL US GOV A TUSGY |9.80 $250,000|  2/26/03
3/5/03| G .|0BB-96901 [GLOBAL ANALYTICAL J3 13888.889 | TEMP ASIAN A USD TFEFY [7.20 $100,000 NRY: 0%
3/5/03] . P |ERS-95355 |PENTAGON _umx_uox_sb,ZOm 14 . {23 10040.161 |FKLN TEMPL US GOV-A TUSGY |9.96 $100,000|. 2/27/03
3/13/03| -G {0BB-96901 |GLOBAL ANALYTICAL 12229.539 | TEMPLETON EMG MKTS A |TEMAY 110.63 $130,000{ : 1/7/03
3/17/03| G [0BB-96901 |GLOBAL ANALYTICAL : £4& @ » 11210.762 ._me*urmd.Oz.L>_u>Z“ﬁmD> TJIPAY $50,000] . AI7/03
>3118103] H |ERS-95347:|CREDIT LYONNAIS . .» 54913.285|FKLN AGE HIG ICM CLA . . |AGEEX. . $95,000] 12/2/02]
23119 H - |0BB-96899;|CI N/ = ,53333.333|FKLNAGEHIG ICM € _ T $96,000] 1/6/03|
? H |ERS-95347: 756395.349|FKLN AGE HIG ICM CLAY o o g97,000] 1202102
3/19/03] H |ERS-95352°|C 55232.558|FKLN AGE HIG ICM CLA - L - -.$95,000 1/6/03
“| 3/26/03] G |0BB-96901% GLOBALANALYTICAL 25811.209{TEMP HIGH YLD FDA $175,000 1/7/03
3/26/03] H {0BB-96899 CREDIT LYONNAIS 55747.126{FKLN AGE HIG ICM CLA $97,000 1/6/03
3/26/03] H |ERS-95352 |CREDIT LYONNAIS 57471.264|FKLN AGE HIG ICM CLA $100,000 1/6/03
3/27/03| J [041-83263 [TUSCANY CAPITAL,LLC 63131.313|FRANKLIN INCOME A $125,000)  4/4/02
3/27/03] J |0BB-23580 |ENTERPRISE CAPITAL, LLC DA 63128.662 |FRANKLIN INCOME A $124,995| 12/5/02
3/28/03] J |041-83263 |TUSCANY CAPITAL, LLC DA 62814.07 {FRANKLIN INCOME A $125,000 4/4/02
2/28/03] J [0BB-23580 |[ENTERPRISE CAPITAL,LLC DA 62811.432|FRANKLIN INCOME A $124,995| 12/5/02
3/28/03] J (0BB-23581 |SCORPIO CAPITAL, LLC 23 62811.432|FRANKLIN INCOME A $124,995; 12/5/02
4/1/03] H |0BB-96883 |ATLANTIS 401-1 LIMITED DA 30886.85|FKLN TEMPL US GOV A $303,000} 12/5/02
4/3/03] H |0BB-96899 |CREDIT LYONNAIS DA 110169.492|FKLN AGE HIG ICM CLA $195,000 1/6/03
4/3/03| H |ERS-95352 |[CREDIT LYONNAIS DA 110169.492 [FKLN AGE HIG ICM CLA $195,000 1/6/03
4/4/03] H |0BB-96870 |CREDIT LYONNAIS DA 56497.175|FKLN AGE HIG ICM CLA $100,000] 9/24/02
4/4/03] H |ERS-95347 |CREDIT LYONNAIS DA 42372881 |FKLN AGE HIG ICM CLA $75,000| 12/2/02
4/8/03] H |0BB-96899 |CREDIT LYONNAIS DA 84745.763|FKLN AGE HIG ICM CLA $150,000 1/6/03
4/16/03] G |{0BB-96900 |GLOBAL CAPITAL J1 10994.264 |FKLN TF HIG YLD TF C $115,000 1/7/03
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4/16/03] H [0BB-96870 |CREDIT LYONNAIS 111731.844|FKLN AGE HIG ICM CLA  |AGEFX {1.79 $200,000{ 9/24/02
4117103 H |0oBB-96883 |ATLANTIS 401-1 LIMITED 43290.043{TEMP HIGH YLD FDA TSGAY [6.93 $300,000| 12/5/02
4/17/03] H |ERS-95347 |{CREDIT LYONNAIS 111111.111|FKLN AGE HIG ICM CLA  |AGEFX [1.80 $200,000| 12/2/02
4/30/03] G |0BB-96696 |CAPITAL INVESTORS 45502.646 |FKLN AGE HIG CL C FRAIX [1.89 $86,000 9/21/00

5/2/03] H [0BB-96870 {CREDIT LYONNAIS 107526.882 |[FKLN AGE HIG ICM CLA  {AGEFX {1.86 $200,000| 9/24/02
'5/5/03] G |0BB-96901 |GLOBAL ANALYTICAL 15804.598 FRANKLN C USG FD C FRUGX |6.96 $110,000] 1/7/03
5/5/03] H |ERS-95347 |CREDIT LYONNAIS 67204.301|FKLN AGE HIG ICMCLA  |AGEFX |1.86 $125,000] 12/2/02
5/12/03] G |0BB-96696 |CAPITAL INVESTORS 12071.006 | TEMPLETN FDS FGN C TEFTX |8.45 $102,000( 9/21/00
5/12/03] G |0BB-96900 |GLOBAL CAPITAL 13017.751|TEMPLETN FDS FGN C TEFTX |8.45 $110,000( 1/7/03
5/12/03] G [0BB-96901 |GLOBAL ANALYTICAL 10295.858 [ TEMPLETN FDS FGN C TEFTX [8.45 $87,000| 1/7/03
5/15/03] G |0BB-96696 |CAPITAL INVESTORS 7136.061|TEMPLETN DEV MKT C TDMTX |10.51 $75.000] 9/21/00
5/19/03] H |0BB-96934 |CREDIT LYONNAIS 20576.132|FKLN TEMPL US GOV A |TUSGY {9.72 $200,000| 5/7/03
5/20/03| G {0BB-96696 |CAPITAL INVESTORS 11477.762|FRANKLN C USG FD C FRUGX |6.97 $80,000! 9/21/00
5/21/03| H '|ERS-95357 |CREDIT LYONNAIS 25746.653|FKLN TEMPL US GOV A  [TUSGY |9.71 $250.000f 5/7/03
521/03] J [ERS-05761 |VIRGO CAPITAL, LLC 352110.211 |FRANKLIN INCOME A FKINX [2.13 $749,995( 12/5/02
T 5/30/03] H . |041-96628 |ATLANTIS 401-2 L'TD - 12765.957 [FRANKLN ALA TFLFDA.  |FRALX [11.75 $150,000| 12/5/02
" 6/3/03] WY |ERS-95347 |CREDIT LYONNAI[S: - 132446.809 |FKLN:AGE HIG ICMTGLA |[AGEFX [1.88 -$249,000| -12/2/02
6/4103]7C  [041:96607 > |BUCKHANNON INC! - 225631177 | TEMPLETON DEV:MKTS A- | TEDMX [11.08, : | +:5/11/00
< 6/4103] C  |041-96608 5 22382:671 | TEMPEETON DEV MKTS A |TEDMX {11.08 -0001 == 5/11/00
“6/4/03] C |0BB-96658" 22563 177 |TEMPLEETON DEV MKTS A |TEDMX{11.08 | '-: 1+ 6/7/00
o '6/4/03] C |0BB-96713 |CIBC'CH , 22743:682 |[TEMPLETON DEV MKTS A |TEDMX:{11.08 3 $$252,000] 12/6/00
<[ g/a/03] H |ERS-95343 |CIBC CAYMAN'CP-14’ 7432275132 |[FKLN'AGE HIG ICM CLA  |AGEFX |1.89: - | '-7$250,000| 11/27/02
6/4/03] P |0BB-96919 |PENTAGON MANAGEMENT 14 DA 20366.599|FKLN TEMPL US GOV A  |TUSGY |9.82 $200,000( 2/27/03
6/5/03] C 1041-96607 |BUCKHANNON INC , AD 22232.143| TEMPLETON DEV MKTS A {TEDMX {11.20 $249,000| 5/11/00
6/5/03] C 1041-96608 |HAVERS INC AF 22410.714|TEMPLETON DEV MKTS A |TEDMX {11.20 $251,000} 5/11/00
6/5/03] C |0BB-96713 {CIBC CAYMAN XP-4 MD 22142.857 | TEMPLETON DEV MKTS A |TEDMX [11.20 $248,000{ 12/6/00
6/5/03] H |0BB-96870 |CREDIT LYONNAIS DA 132275.132|FKLN AGE HIG ICM CLA  |AGEFX {1.89 $250,000| 9/24/02
6/9/03] G |0BB-96900 {GLOBAL CAPITAL J1 10273.973{FKN TEMP US GOV C TUGAY {10.22 $105,000{ 1/7/03
6/0/03] H |041-96589 |MANDRAKE 401 LIMITED 2 DA 24437.928|FKLN CAL Hi Y MFD A FCAMX ]10.23 $250,000( 3/15/01
6/9/03] H [041-96628 |ATLANTIS 401-2LTD _ 23 | 21222.411|FRANKLN ALA TFI FDA FRALX [11.78 $250,000| 12/5/02
6/10/03] C |041-96607 |BUCKHANNON INC AD 22261.799 | TEMPLETON DEV MKTS A {TEDMX |11.23 $250,000| 5/11/00
6/10/03| C |041-96608 |HAVERS INC AF 22261.799|TEMPLETON DEV MKTS A |TEDMX |11.23 $250,000] 5/11/00
6/10/03] C [0BB-96713 |CIBC CAYMAN XP-4 MD 22172.752| TEMPLETON DEV MKTS A |TEDMX |11.23 $249,000| 12/6/00
6/10/03] H [0BB-96870 |CREDIT LYONNAIS DA 104712.042|FKLN AGE HIG ICM CLA  |AGEFX [1.91 $200,000] 9/24/02
6/11/03] C 10BB-96713 {CIBC CAYMAN XP-4 MD 22330.961| TEMPLETON DEV MKTS A |TEDMX |11.24 $251,000| 12/6/00
6/12/03] J {ERS-95339 {CORNELL INTERNATIONAL, LTD. DA 29027.576|FKLN CU FD USG SECA  |[FKUSX |6.89 $200,000| 4/26/02
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6/26/03] R 1041-96612 [CANADIAN IMPERIAL R-1 M5 29246.344| TEMPLETON FOREIGN A | TEMFX i8.89 $260,000 917101
6/30/03] H |JERS-95343 {CIBC CAYMAN CP-14 B6 64766.839;FKLN AGE HIG ICM CLA AGEFX {1.93 $125,000{ 11/27/02

7/1/03]1 J (041-83403 [NAUTICAL CAPITAL, LLC 23 28216.408{TEMPLETON GROWTHA TEPLX |17.72 $499,995| 12/11/02
7/1/03] J |ERS-05762 {PYRAMID CAPITAL, LLC DA 28216.408| TEMPLETON GROWTH A {TEPLX [17.72 $499,995( 12/5/02
7/1/03] R |0BB-96811 |CLEAR BROOK INC. il 23 56306.306 | TEMPLETON FOREIGN A {TEMFX |8.88 $500,000| 9/28/01
7/11/03f P {0BB-96920 |PENTAGON PERFORMANCE 15 DA 25510.204|FKLN TEMPL US GOV A TUSGY }9.80 $250,000] 2/27/03
7/15/03] H |ERS-95347 |CREDIT LYONNAIS DA 102564.103|FKLN AGE HIG ICM CLA AGEFX 11.95 $200,000] 12/2/02
8/8/03] H |041-96609 |CIBC CAYMAN CP-11 MD 85178.876|FRANKLN FED T/FR IFA FKTIX [{11.74 $1,000,000( 8/17/01
8/11/03]  H {ERS-95343 {CIBC CAYMAN CP-14 B6 21349.274 FRANKLN FED T/FR IFA FKTIX {1171 $250,000{ 11/27/02
8/12/03f J 1{041-83266 |SEQUENTIAL CAPITAL, LLC FD 556126.502{TEMPLETON GROWTHA |TEPLX }18.14 $999,995| 4/4/02
8/12/03f J |ERS-05770 {TAURUS CAPITAL, LLC DA 55126.502| TEMPLETON GROWTHA |TEPLX }18.14 $999,995! 6/16/03
8/26/03] P |0BB-19960 |PENTAGON MGMT. PARTNERS FD 21208.908{FKLN TEMPL US GOV A TUSGY {9.43 $200,000{ 3/13/00
8/28/03] G {0BB-96760 [STRATEGIC INVESTORS 149 22656.887 | TEMPLETON DEV MKTS A |TEDMX }12.27 $278,000 3/7/01
9/2/031 J |0BB-23581 {SCORPIO CAPITAL, LLC DA 11527 .869| TEMPLETON GROWTH A |{TEPLX {18.65 $214,995! 12/5/02
9/2/03] J |(ERS:05758 |RALEIGH CAPITAL, LLC DA (3. 12064.062{TEMPLETON GROWTH A :ITEPLX {18.65 $224,995 4/4/02
: T Sl : B L . $87,333,379 :
T it Ly s . 5 T
*¥H  |0BB-96640 - B6 7747 036 1 COM GABEX [12.65 * +-$98,000{%:4714/00
/ 'H |0BB-23942 15 14464:296 GABELLIWW:BAL FSCL WEBCX[10.37 © $1497995[2  5/2/03

" 8/7/103] H |0BB-96749 |CIBC:CAYMAN CP-8 MD 7414.731{GABELLI SML CAP G/FD GABSX {20.23 - $150,0001  2/1/01
8/12/03f G 10BB-96825 [FOREIGN EQUITY J1 5850.234}GABELLI INTL GR FDC GICCY 12,82 $75,000] 12/24/01
8/15/03] G ]041-96620 [GACF N.V 41 4537.205{GABELLI WW INTR BFC WIBCY {11.02 $50,0001 6/10/02
8/16/03] G [041-96620 [GACF N.V 41 3458.8781GABELLI INTL GRFDC GICCY {13.01 $45,000] 6/10/02
8/18/03] G {0BB-96900 {GLOBAL CAPITAL J1 6553.585]GABELL) INTL GR FDC GICCY 12,97 $85,000 1/7/03

$652,995

General Electric

5/8/02) P |ERS-956313 [P 7 15 16098.335|GE INTL EQ FD CLA GEICX [12.61 $203,000( 8/29/01
5/8/02] P |[ERS-95325 [PMP 401 (9) 15 16058.684 |GE INTL EQ FD CLA GEICX (12,61 $202,500| 12/27/01
5/23/02] H |ERS-95308 JAQUILLA 401 LIMITED 1 15 6696.429|GE STR INVT FD CLA GESIX |22.40 $150,000] 4/25/01
5/29/02{ P |0BB-96758 |PENTAGON MGMT. PARTNERS 15 8996.851{GE STRINVT FD CLA GESIX 122.23 $200,000| 2/28/01
8/8/02] C {ERS-95333 [OXBO INC. If 50 11494.253|GE GOVT SECSFD A ITGAX 18.70 $100,000|  4/3/02
11/1/02] J [0BB-22931 |LEGION CAPITAL, LLC 50 22675.142|GE GOVT SECS FD A ITGAX [8.82 $199,995 4/4/02
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