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OATH OR AFFIRMATION e
g & \\L}\I
I, Michael J. Corcoran swcar«(or affirm) that,—\to the, best

of my knowledge and belief the accompanying firiancial statement and supporting schedules pertaining to the firm of D
N,

. 4

!
Templeton Franklin Invesl-ment Services,Inc., . = D as

of September 30. 2006 ,are true and correct. [ Mer\Sme (or afﬁnn)’that
neither the company nor any partner, proprletox pnncnpal officer* or director has any proprietary intérest in anyy account

c\asmﬁed solely as that of a customner, except as fullows -
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Signature

Chief Financial Officer

' ' - Title
State of Califgmia Y .
County of ﬁxﬂm!m_ b _ !

to (or affigmed) before me on ]
E]% 2006
. Y‘CU"\

Personally known to me or proved to me on the basis of '
Satisfactory evidence to be the person(s) who appeared I:cfore me

QM&.&Q@@A@

Notary Public

This report ** contains (check all applicable boxe >)

W (@ Facing Page, :
V(b Statement of Financiat Condition. ¢
—f&teySmtement of Income (Loss).
—-td)y-Statement of Changes in Financial Condition.
—f¥teyRatement of Changes in Stockholders’ Equity or Panners or Sole Proprietors' Capnal
[¥ (f) Statement of Changes in Llabllmes Subordinated tonCIalms of Creditors.
’]?mpmmiun-oﬁa‘erﬁpnal ‘
I”_ (h) Computation for Determination of Reserve Requi:fprnents Pursuant to Rule 18c3-3.
I~ (i) Information Relating to the Possession or Control Requirements Under Rule 1Sc3.3.

(i) A Reconciliation, including appropriate explanatio of the Computation of Net Capital Under Rule 15¢3-3 and the ’ I
" Computation for Determination of the Reserve Requitements Under Exhibit A of Rule I5c3-3. . - l

‘W’R‘Reclogamllanon between the audited and unaudite  Statements omeanclal Condition with respect o methods of
consolidation .

v (I} An Qathor Affirmation. -
|7 (m) A copy of the SIPC Supplemental Report.

V¥ (n) A repont descnbmg any material inadequacies f'ound to exist or found to have existed since the date ofthc previous
audit -
* * For conditions of confidential treatment of certain portions of this filing, see section 240.17 a-5(e) (3).
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.' " material respects, the financial posmm of Templeton/Franklin Investment Serwces Inc. {(an indirect

N

4

PrcswarHousH(CoreRs

i PricewaterhouseCoopers LLP

| Thres Embarcadero Center }
San Francisco CA 84111-4004

i| Telephone (415) 498!5000

J . Facsimile (415) 498 7100

1
i
. Report of Independent Auditors {
« - ';. i . . !

' Board of Directors.of , .
_Templeton/Franklin Investment Services, Inc. - . : T

. In our opinion, the accompanylng con-;olldated statement of financial condmon presents falrly, in all

g wholly-owned sub3|d|ary of Franklin Resources Inc. ) and subsud|ary as of September 30, 2006, in
conformity- with accountlng pnnc:lples qenerally accepted in the United States of America. This
statement of fi nanclal condition is the responsibility of the Company’s management. Our responsibility

" is to express an opinion on this statemnent of financial condition based o our audit. We conducted our
audit of this statement of financial conition in accordance with auditing standa’fds generally accepted
.|n the United States of Amenca Those standards require that we plan and perform the audit to obtain -
reasonable assurance about whether ihe financial statement is free of matenal misstatement.. An audit
includes examlmng on a test basrs evidence supporting the amounts and dlsclosures in the financial

; statement, assessing the accountang principles used and significant estimates made by management,
and evaluating the overall financial stztement presentation. We believe that our audit provides a
reasonable basis for our opinion.

%WW LL¢

December 12, 2006
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Tenipletoanranlf(Iin Investment Services, Inc. and Subsidiary

Consolidated Statement of Financial Condition
September 30, 2006

Assets
Cash and cash equivalents
. Commission and distribution fees receiv:ible
. Other receivables S
Investment securities, at fair value
! Deferred sales commissicns
i Prepaid expenses and other
Due from‘aff liates |-

i

"' . Total assets

) Llablhtles and stockholder S equity

Llabrlltles :
' Commission and distribution payable
Trade payables and accrued expense<
: Due to affiliates
' Deferred taxes
Total fiabilities
Stockholder's equity
Common stock, $10 par value, 10,000 share authorized;
100 shares issued and cutstanding
Capital in excess of par
Accumulated deficit

Total stockholder's equity
Total liabilities and stockholder's equity

$ 3,098,970
606,063
1,690,170
226,800

, 25,203
22,686

. 3,368

$ 1,888,333
308,199

' 726,877
36,645

2,960,054

1,000
32,021,379

(29,309,173)
2,713,208

$ 5,673,260

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

2




Templeton/Franklin Investment Services, inc. and Subsidiary

Consolidated Statement of Financial Condition
September 30, 2006

1. Nature of Business

Templeton/Franklin Investment Serv ces, Inc. (the “Company”) is a wholly-owned subsidiary of
- Templeton Worldwide, Inc. (* TWW") which is an indirect wholly-owned’ subS|d|ary of Franklin
Resources Inc. (“Frankiin™). The Cci mpany is registered with the United States Securltles and
Exchange Commlss:on as a broker clealer : ;,
): f ' . !
4
The Company ] subs:dlary, Templetun Franklin Global Dlstnbutlon Ltd. (* TFGD }isa corporatlon
organized-under the-laws of the commonwealth of Bermuda. TFGD prowdes investment advice,
consultation, marketing, dlstrlbutlon .ind management or administrative services to its sponsored
funds. It earns revenue from prowdmg these services to its sponsored funds based on a percentage
of assets under management. All services are provided under contracts that set forth the fees to be

charged and the basis for such fees.

On December 1, 2005, TFGD began financing commissions for Class B and Class C shares of
Franklin Floatlng Rate Fund Plc (the"'Fund") Prior to that, Lightning Finance Company Limited
("LFL") acted as sub-distributor for thie Class B and Class C shares of the Fund through

September 30, 2006. After September 30, 2006, the Fund and TFGD became sub-distributor of the -
Fund's Class B and Class C shares with an independent third party becoming the Distribution and
Commissioning paying agent.

2. Significant Accounting Policies

Basis of Presentatlon

These consolidated financial stateme nts are prepared in accordance with accountlng principles
generally accepted |n the United Staies of America which require the use of estimates made by
management. Actual amounts may differ from these estimates. The consolldated financial.
statements include the accounts of Templeton/Franklm Investment Services, Inc. and its wholly-
owned subsidiary. All material mterc::mpany accounts and transactions between the Company and
its subsidiary have been eliminated from the consolidated financial statements.

Deferred Sales Commissions

Sales commissions paid to fi nanr:,lal intermediaries in connection with the sale of Franklin Floating
Rate Fund Plc Class A, Class B and Class C shares are deferred and amortized on a straight-line
basis over a period of up to 48 months the period in which management estimates that such
commissions will be recovered from distribution plan payments and contingent deferred sales
charges.

Cash and Cash Equivalents

Cash and cash equivalents cons:st of demand deposits with banks and amounts held in a money
market fund for which an affiliate acts. as investment adviser. Due to the relatively short-term nature
of this instrument, the carrying value: approximates fair value.

Investment Securities -

Investment securities are carried at fair value, which is based on the last reported net asset value per
share. Realized gains and losses are recognized using cost of securities determined by the specific
identification method.




TempletoanrankIrn Investment Services, Inc. and Subsidiary
Consolidated Statement of Fma nclal Condltlon
September 30, 2006

The Company is included in the con: ,olldated federal and combined Califernia state income tax
returns for Franklin. The Company dlso fi Ies a separate Florlda state mcome tax return,

“Underan mtercompany tax shanng dgreernent (Agreement), Franklln altocates these income taxes .
to the Company usmg the: separate :eturnimethod except for tax. benef ts ansmg from its net

- operatmg losses, except in- Flonda where a separate return has been filed. As a result of this
exceptlon to the separate company method the Company does: not record inlits balance sheet

". . deferred tax assets related to federal or combmed state income tax Iosses Instead, these deferred -
tax assets are treated as transferred to Franklln in the year orlgtnated at the Company To the extent

= . that-on a separate company ba5|s al valuatlon allowance against these deferred tax assets would be

iﬂ ) ‘ I_ required, that valuation allowance would also be transferred to Frankl:n The[Company tracks these

' : i net operatlng loss deferred tax assels ina separate memorandim account and assesses them for

i contlnumg need for a valuation allowance on a separate company ba81s If, on a separate company

ﬂ ' | I basis the valuatlon allowance were r=leased the.release of such valuatnon altowance would be

: n Income Taxes

. reflected in the i income’ statement of the Company in the year of release. Consistent with the
Agreement upon release of the valuation allowance the deferred tax asset would be treated, at that
time, as havmg been settled with/the Parent.

Con9|stent with the separate company method, and other than as described above the Company
recognizes deferred tax assets and I|ab|I|t|es for temporary differences between the financial
reporting basis and the tax basis of the Company'’s assets and liabilities. These deferred tax assets -
and liabilities are' measured usmg en acted tax rates expected to apply to taxable income in the years
in which those temporary dlfference< are expected to be recovered or settled The impact on
deferred charges in tax rates and Iaws if any, are applied to the years dunng which temporary

differences are expected to be sett[ed and reflected in the financial statements in the period enacted.
_ I _

3. Deferred Sales Charge

During 2006 the Company's sub5|d|ary TFGD financed the selling commissions on Class B and
Class C shares of the Franklin Floatmg Rate Fund Plc. On September 29, 2006, TFGD and a third
party entered into a DSC Purchase Agreement under which the third party purchased TFGD's rights
to Class B and Class C share deferrad sales charges funded by TFGD durlng the year. Proceeds
from the sale totaled $1 690,170 which is 1ncluded in other receivables.

—L

—]
-9

Investment Securities, at Fair Value

Investment securities owned COI‘tSISt of the Company’s investment in NASDAQ common stock. As of

~ Septermber 30, 2006 the investment securltles had a cost basis of $132,000 and gross unrealized
gain of $94,800. The total fair value of investment securities at September 30, 2006 amounted to
$226,800.

T
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TempletonIFranklm Investment Services, Inc. and Subsidiary
Consolidated Statement of Financial Condltlon
September 30 2006

5. Income Taxes '! '

The major comp:onents of the net deferred tax liability as of September 30, 2006 were as follows:

Deferred taxesi

Separate filing state tax net operating loss carry-forwards $ 257,098
 Total deferred tax assets 257,098
Valuation allowalncé for tax carry-forwards 5253,354!
Defe%rred tax assets, net of valuation allowance 3,744
Investment securities, other , 36,645
Other - i ‘ 3,744
Total; deferred tax liabilittes | 40,389
Net deferred tax liability ﬁ $ 36645

The Company mamtalns memorandiJm accountlng of its Federal and California net operating loss
carry-forwards for whnch Franklin has recelved a dividend.

At September 30, 2006, the Comparly had appraximately $19 million in Federal net operating loss -
carry-forwards i |n the form of valuatlcm allowances expiring between 2021 and 2026. The tax impact
of those loss carry—forward amounts is approximately $6.7 million reduced by a deferred tax liability
of $36,645, The Company has not reahzed the Federal valuation allowance due to the uncertainty of
reallzmg the taxibenef“ it of the loss carry-forwards in future years. :

1

}
At September 30 2006, the Company had approxlmately $9 million in Callfornla state net operating* . |’
loss. carry-fonuards in the form of valuaﬂon allowances expiring between 2007 and 2015. The tax -
impact of those loss cany—forward amounts is approximately $0.5 million. The Company has not
. realized the Callforma state valuation allowance due to the uncertainty of realizing the tax benefit of -
the loss carry-forwards in future years.

6. Liabilities Subordinated to Claims of Gleneral Creditors

For the period ended September 30, 2006, the Company did not have any liabilities subordinated to
claims of general creditors.

7. Related Party Transactions

Certain expenses are allocated to the Company for costs incurred by affiliated companies, which
benefit the Company. Amounts due to, due from affiliates relate to these transactions.

f

Franklin has agreed to continue to providé the financial support necessary to fund the Company’s

operations. !




Templeton/Franklin Investment Services, Inc. and SubS|d|ary
Consolidated Statement of Financial Condition

September 30, 2006

8. Legal Proceedings
i

Franklin and certaln of its sub5|d|ary companies including, Templeton Franklin Investment Services,
Inc., as well as most of the mutual funds within Franklin Templeton Investments and certain current
or former ofﬁcers directors, andlor employees, have been named in private Iawsuuts (styled as
shareholder class actions, or as derl Jatlve actions on behalf of the named funds and consolidated for
pretrial purposes) relating to aIIeged]y excessive: advisory fees, 12b-1 fees, and director .
compensation, a'nd to marketing support payments to securities dealers who sell fund shares.

Management belleves that the clalm 3 made in each of these lawsuits are without merit and intends to
vigerously defend against them. The Company cannot predict with certainty, however, the eventual
outcome of these pnvate lawstits, nor whether they will have a material negatwe impact on the
Company.

Franklin is involved from time to ttme in litigation relating to claims arising in the normal course of
business. Management is of the oplmon that the ultimate resolution of such claims will not materially
affect the Company's business, financial position or results of operattons

9. Net Capital Reciuirement

The Company |s| subject to the Securities and Exchange Commission’s Uniform Net Capital Rule
“. (Rule 15¢3-1). In accordance W|th Rule 15c3-1, the Company is required to maintain-a minimum net
capital of either the greater of 6~2/3°n of aggregate indebtedness or $5,000. In addition, the
‘Company is requxred to maintain a ratio of aggregate indebtedness to net capital, both as defined,
not in excess of .15 to 1. Rule 15c3 1 also provides that equity capital may not be withdrawn or cash
dividends paid |f the resulting lndebtedness to net capital ratio would exceed 10 to 1. .As of
-.September 30, 2006 the Company had net capital of $1,289,401 which was $1,294,401:in excess of

L ts required net capital of $5,000. The Company's ratio of aggregate indebtedness to net capital. was

001t01.




