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Mutual Shares Securities Fund

Investment Goal
Capital appreciation. Its secondary goal is income.

Fees and Expenses of the Fund

This table describes the fees and expenses that you
may pay if you buy and hold shares of the Fund.
The table and the example do not include any fees
or sales charges imposed by variable insurance
contracts, qualified retirement plans or investment
companies. If they were included, your costs would
be higher.

SHAREHOLDER FEES (fees paid directly from your
investment)

L uss2
Maximum Sales Charge (Load) Imposed on Purchases ~ N/A
ANNUAL FUND OPERATING EXPENSES
(expenses that you pay each year as a
percentage of the value of your investment)

Management fees 0.60%
Distribution and service (12b-1) fees 0.25%
Other expenses 0.18%
Total annual Fund operating expenses 1.03%

Example

This Example is intended to help you compare the
cost of investing in the Fund with the cost of investing
in other mutual funds. The Example assumes that

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

1 Year 3 Years
$105 $328

10 Years
$1,259

5 Years

Class 2 $569

Portfolio Turnover

The Fund pays transaction costs, such as commissions,
when it buys and sells securities (or “turns over” its
portfolio). A higher portfolio turnover may indicate
higher transaction costs. These costs, which are not
reflected in annual fund operating expenses or in the
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example, affect the Fund’s performance. During the
most recent fiscal year, the Fund’s portfolio turnover
rate was 49% of the average value of its portfolio.

Principal Investment Strafegies

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

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

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

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

may also, from time to time, attempt to hedge against
market risk using a variety of derivatives.

Principal Risks

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

MS-S1 Mutual Shares Securities Fund - Class 2
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Stocks Generally, stocks historically have
outperformed other types of investments over the
long term, but individual stock prices tend to go up
and down more dramatically. A slower-growth or
recessionary economic environment could have an
adverse effect on the price of the various stocks held
by the Fund.

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

not occur.

Risk Arbitrage Securities and Distressed

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

Foreign Securities Investing in foreign securities,
including depositary receipts, typically involves more
risks than investing in U.S. securities, including

risks related to currency exchange rates and policies,
country or government specific issues, less favorable
trading practices or regulation and greater price
volatility. Certain of these risks also may apply to
securities of U.S. companies with significant foreign
operations.

Smaller and Midsize Companies Securities issued by
smaller and midsize companies may be more volatile
in price than those of larger companies, involve
substantial risks and should be considered speculative.
Such risks may include greater sensitivity to economic
conditions, less certain growth prospects, lack of
depth of management and funds for growth and
development and limited or less developed product
lines and markets. In addition, smaller companies
may be particularly affected by interest rate increases,
as they may find it more difficult to borrow money to
continue or expand operations, or may have difficulty
in repaying any loans.

Derivative Instruments The performance of derivative
instruments depends largely on the performance of an
underlying currency, security or index and often has
risks similar to its underlying instrument, in addition
to other risks. Derivative instruments involve costs,
may be volatile and illiquid, may give rise to leverage
and may involve a small initial investment relative

to the risk assumed. There may also be imperfect
correlation between the value of the derivative and
the underlying instrument. When used for hedging,
the change in value of the derivative may also not
correlate specifically with the currency, security or
other risk being hedged. With over-the-counter
derivatives, there is the risk that the other party to the
transaction will fail to perform.

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

MS-S2 Mutual Shares Securities Fund - Class 2
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The following bar chart and table provide some indication of the risks of investing in the Fund. The bar chart shows
changes in the Fund’s performance from year to year for Class 2 shares. The table shows how the Fund’s average annual
returns for 1 year, 5 years, 10 years or since inception, as applicable, compare with those of a broad measure of market
performance. The Fund’s past performance is not necessarily an indication of how the Fund will perform in the future.

Performance reflects all Fund expenses but does not include any fees or sales charges imposed by variable insurance
contracts or funds of funds. If they had been included, the returns shown below would be lower. Investors should
consult the variable contract prospectus, or the disclosure documents of investment companies holding a significant

number of shares for more information.

ANNUAL TOTAL RETURNS

25.15% 26.05%

18.38%

13.25% 12.63%
63% 10.55%

7.04%

3.48%
-11.81% -37.11%

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Year
Best Quarter: Q209 16.20%
Worst Quarter: Q4’08 -21.10%

As of March 31, 2010, the Fund’s year-to-date return was
5.28% for Class 2.

AVERAGE ANNUAL TOTAL RETURNS
For the periods ended December 31, 2009
1 Year 5Years 10 Years

Mutual Shares
Securities Fund -
Class 2 26.05% 1.43% 4.93%

S&P 500° Index
(index reflects
no deduction for
fees, expenses or
taxes) 26.46%  0.42%  0.95%
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Investment Manager
Franklin Mutual Advisers, LLC (Franklin Mutual)

Porifolio Managers

PETER A. LANGERMAN

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

E DAVID SEGAL, CFA

Portfolio Manager of Franklin Mutual and portfolio manager of the
Fund since 2002.

DEBORAH A. TURNER, CFA

Portfolio Manager of Franklin Mutual and portfolio manager of the
Fund since 2001.

Purchase and Sale of Fund Shares

Shares of the Fund are sold to insurance companies’
separate accounts (Insurers) to fund variable annuity
or variable life insurance contracts and to qualified
funds of funds. Insurance companies offer variable
annuity and variable life insurance products through
separate accounts. Shares of the Fund may also be
sold to other investment companies, either underlying
funds in a fund of funds or other structures. In
periods of market volatility, Fund assets may decline
significantly, causing total annual fund operating
expenses to become higher than the numbers shown
in the fees and expenses table above. In addition,
Fund shares are held by a limited number of Insurers
and, when applicable, funds of funds. Substantial
withdrawals by one or more Insurers, qualified
retirement plans or funds of funds could reduce Fund
assets, causing total Fund expenses to become higher
than the numbers shown in the fees and expenses
table above.

The terms of the offering of interests in separate
accounts are included in the variable annuity or

variable life insurance product prospectus. The terms
of offerings of funds of funds and feeder funds are
included in those funds’ prospectuses. Investors
should consult the variable contract prospectus,
disclosure document or fund of funds prospectus for
more information on fees and expenses imposed by
variable insurance contracts, qualified retirement plans
or investment companies.

Taxes

Because shares of the Fund are generally purchased
through variable annuity contracts or variable life
insurance contracts, the Fund’s distributions (which
the Fund expects, based on its investment objectives
and strategies to consist of ordinary income, capital
gains or some combination of both) will be exempt
from current taxation if left to accumulate within the
variable contract. You should refer to your contract
prospectus for more information on these tax
consequences.

Payments to Sponsoring Insurance

Companies and Other Financial Intermediaries
The Fund or its distributor (and related companies)
may pay broker/dealers or other financial
intermediaries (such as banks and insurance
companies, or their related companies) for the sale
and retention of variable contracts which offer Fund
shares and/or for other services. These payments may
create a conflict of interest for a financial intermediary,
or be a factor in the insurance company’s decision

to include the Fund as an investment option in its
variable contract. For more information, ask your
financial advisor, visit your financial intermediary’s
website, or consult the Contract prospectus or this
Fund prospectus.

MS-S4 Mutual Shares Securities Fund - Class 2




Franklin Templeton Variable Insurance Products Trust

Overview

Franklin Templeton Variable Insurance Products Trust (the Trust) currently consists of multiple series (Funds),

offering a wide variety of investment choices. Funds may be available in multiple classes: Class 1, Class 2, Class 3

and Class 4. The classes are identical except that Class 2, Class 3 and Class 4 each has a distribution plan and Class

3 may assess a redemption fee (see “Share Classes” under Fund Account Information). The Funds are available as

investment options in variable annuity or variable life insurance contracts. Shares of the Funds may also be purchased

by other mutual funds (Funds of Funds).

Investment Considerations

¢ Each Fund has its own investment strategy and
risk profile. Generally, the higher the potential rate
of return, the greater the risk of loss. Although
stocks in the U.S. historically have outperformed
other types of investments over the long term, they
tend to go up and down more than other types of
investments in the short term. Bonds and other
fixed income securities historically have achieved
returns less than those of stocks, and with lower
risk, although the value of fixed income investments
can go up and down over the short term. Money
market and other very short-term investments
historically have achieved the lowest returns, with
the lowest risk.

* The following give a general sense of the level of
fund assets associated with a particular investment
or strategy: “small portion” (less than 10%);
“portion” (10% to 25%); “significant” (25% to
50%); “substantial” (50% to 66%); “primary” (66%
to 80%); and “predominant” (80% or more). The
percentages are not limitations unless specifically
stated as such in this prospectus or in the Trust’s
Statement of Additional Information (SAI).

Risks

¢ The Funds, other than Franklin Templeton VIP
Founding Funds Allocation Fund, are actively
managed and could experience losses if the
manager’s judgments about markets, interest rates
or the attractiveness, relative values, liquidity, or
potential appreciation of particular investments
made for a Fund’s portfolio proved to be incorrect.
There can be no guarantee that these techniques or
the investment manager’s investment decisions will
produce the desired results. Additionally, legislative,
regulatory, or tax developments may affect the
investment techniques available to the investment

manager in connection with managing a Fund and
may also adversely affect the ability of the Fund to
achieve its investment goal.

¢ The market value of securities owned by the
Funds will go up or down, sometimes rapidly or
unpredictably. Securities may decline in value
due to general markets conditions which are not
specifically related to a single corporate borrower
or security issuer. Market values may also decline
due to factors which affect a particular industry
or sector, such as labor shortages or increased
production costs and competitive conditions
within an industry. During a general downturn in
the securities markets, multiple asset classes may
decline in value simultaneously. When markets
perform well, there can be no assurance that a
Fund’s securities will participate in or otherwise
benefit from the advance.

¢ Fund shares are not deposits or obligations of, or
guaranteed or endorsed by, any bank, and are not
federally insured by the Federal Deposit Insurance
Corporation, the Federal Reserve Board, or any
other agency of the U.S. government. Fund shares
involve investment risks, including the possible loss
of principal.

* Because you could lose money by investing in a
Fund, take the time to read each Fund description
and consider all risks before investing.

Additional Information

More detailed information about each Fund, its
investment policies, and its particular risks can be
found in the SAIL

Investment Management
The Funds’ investment managers and their affiliates
manage over $586 billion in assets. In 1992,




Franklin joined forces with Templeton, a pioneer

in international investing. The Mutual Series
organization became part of the Franklin Templeton
organization four years later. In 2001, the Fiduciary
Trust team, known for providing global investment
management to institutions and high net worth clients
worldwide, joined the organization. Today, Franklin
Templeton Investments is one of the largest mutual
fund organizations in the United States, and offers
money management expertise spanning a variety of
investment goals.

il




Mutual Shares Securities Fund

Goals
The Fund’s principal investment goal is capital
appreciation. Its secondary goal is income.

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

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

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

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

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

An equity security represents a proportionate share of
the ownership of a companys; its value is based on the
success of the company’s business and the value of its
assets, as well as general market conditions. Common
stocks, preferred stocks and convertible securities are
examples of equity securities. Convertible securities
generally are debt securities or preferred stock that
may be converted into common stock after certain
time periods or under certain circumstances. The
Fund may invest in convertible securities without
regard to the ratings assigned by the rating services.

In pursuit of its value-oriented strategy, the Fund

is not limited to pre-set maximums or minimums
governing the size of the companies in which it

may invest. However, as a general rule, the Fund
invests the equity portion of its portfolio primarily

to predominantly in companies with market
capitalizations (share price multiplied by the number
of shares of common stock outstanding) greater than
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$5 billion, with a portion or significant amount in
smaller companies.

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

The Fund expects to invest significantly in foreign
investments, which may include sovereign debt and
participations in foreign government debt. A debt
security obligates the issuer to the bondholders or
creditors, both to repay a loan of money at a future
date and generally to pay interest.

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

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

The Fund’s investments in Distressed Companies
typically involve the purchase of bank debt, lower-
rated or defaulted debt securities, comparable
unrated debt securities, or other indebtedness (or
participations in the indebtedness) of such companies.
Such other indebtedness generally represents a
specific commercial loan or portion of a loan made to
a company by a financial institution such as a bank.
Loan participations represent fractional interests in

a company’s indebtedness and are generally made
available by banks or other institutional investors.

MS-D1 Mutual Shares Securities Fund - Class 2
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By purchasing all or a part of a company’s direct
indebtedness, the Fund, in effect, steps into the shoes
of the lender. If the loan is secured, the Fund will have
a priority claim to the assets of the company ahead

of unsecured creditors and stockholders. The Fund
generally makes such investments to achieve capital
appreciation, rather than to seek income.

Portfolio Selection

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

The Fund invests primarily in U.S. and foreign
equity securities of companies the manager
believes are undervalued.

Commodity Exchange Act Exclusion

The Fund has claimed an exclusion from the
definition of the term “commodity pool operator”
under the Commodity Exchange Act (CEA), and,
therefore, is not subject to registration or regulation as
a commodity pool operator under the CEA.

Temporary Investments

The manager may keep a portion, which may be
significant at times, of the Fund’s assets in cash or
invested in high-quality, short-term money market
securities, corporate debt, or direct or indirect U.S.
and non-U.S. government and agency obligations,
when it believes that insufficient investment
opportunities meeting the Fund’s investment criteria
exist or that it may otherwise be necessary to maintain
liquidity. For example, when prevailing market
valuations for securities are high, there may be fewer
securities available at prices below their intrinsic
value. In addition, when the manager believes market
or economic conditions are unfavorable for investors,
it may invest all or substantially all of the Fund’s assets
in U.S. or non-U.S. dollar denominated short-term
investments, including cash or cash equivalents and
money market fund shares. In these circumstances, the
Fund may be unable to pursue its investment goal.

MS-D2 Mutual Shares Securities Fund - Class 2




Principal Risks

The Fund’s principal risks may affect the Fund’s share
price, its distributions or income and, therefore, the
Fund’s performance.

Stocks

Although this may not be the case in foreign markets,
in the U.S. stocks, historically as a class, have
outperformed other types of investments over the long
term. Individual stock prices, however, tend to go up
and down more dramatically. These price movements
may result from factors affecting individual companies,
industries, or securities markets. For example,

a negative development regarding an individual
company’s earnings, management, or accounting
practices may cause its stock price to decline, or a
negative industry-wide event or broad-based market
drop may cause the stock prices of many companies to
decline.

Value Style Investing

Value securities may not increase in price as
anticipated by the manager, and may even decline
further in value, if other investors fail to recognize the
company’s value, or favor investing in faster-growing
companies, or if the events or factors that the manager
believes will increase a security’s market value do

not occur.

The Fund’s bargain-driven focus may result in the
Fund choosing securities that are not widely followed
by other investors. Securities that are considered
“cheaply” priced also may include those of companies
reporting poor earnings, companies whose share prices
have declined sharply (such as growth companies that
have recently stumbled to levels considered “cheap”

in the manager’s opinion), turnarounds, cyclical
companies, or companies emerging from bankruptcy,
all of which may have a higher risk of being ignored or
rejected, and therefore undervalued, by the market or
losing more value.

Because the securities the Fund holds fluctuate
in price, the value of your investment in

the Fund will go up and down. You could

lose money.

FUND DETAILS

Risk Arbitrage Securities and

Distressed Companies

A merger or other restructuring, or a tender or
exchange offer, proposed or pending at the time the
Fund invests in Risk Arbitrage Securities may not

be completed on the terms or within the time frame
contemplated, resulting in losses to the Fund. Debt
obligations of Distressed Companies typically are
unrated, lower-rated, in default or close to default.
Also, securities of Distressed Companies are generally
more likely to become worthless than the securities of
more financially stable companies.

Foreign Securities

Investing in foreign securities, including securities

of foreign governments, typically involves more risks
than investing in U.S. securities. Certain of these risks
also may apply to securities of U.S. companies with
significant foreign operations. These risks can increase
the potential for losses in the Fund and affect its

share price.

Currency exchange rates. Foreign securities may be
issued and traded in foreign currencies. As a result,
their values may be affected by changes in exchange
rates between foreign currencies and the U.S. dollar,
as well as between currencies of countries other than
the U.S. For example, if the value of the U.S. dollar
goes up compared to a foreign currency, an investment
traded in that foreign currency will go down in value
because it will be worth fewer U.S. dollars.

To the extent the Fund does not hedge, or
unsuccessfully hedges, its currency exposure,

these currency exchange rate changes can have a
disproportionate impact on the Fund’s performance,
even accounting for most of the gain or loss in a
particular period.

Political and economic developments. The political,
economic and social structures of some foreign
countries may be less stable and more volatile than
those in the U.S. Investments in these countries

may be subject to the risks of internal and external
conflicts, currency devaluations, foreign ownership
limitations and tax increases. It is possible that a
government may take over the assets or operations
of a company or impose restrictions on the exchange
or export of currency or other assets. Some countries
also may have different legal systems that may make

MS-D3 Mutual Shares Securities Fund - Class 2
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it difficult for the Fund to vote proxies, exercise
shareholder rights, and pursue legal remedies with
respect to its foreign investments. Diplomatic and
political developments, including rapid and adverse
political changes, social instability, regional conflicts,
terrorism and war, could affect the economies,
industries and securities and currency markets, and
the value of the Fund’s investments, in non-U.S.
countries. These factors are extremely difficult, if not
impossible, to predict and take into account with
respect to the Fund’s investments.

Trading practices. Brokerage commissions and
other fees generally are higher for foreign securities.
Government supervision and regulation of foreign
securities markets, currency markets, trading
systems and brokers may be less than in the U.S. The
procedures and rules governing foreign transactions
and custody (holding of the Fund’s assets) also may
involve delays in payment, delivery or recovery of
money or investments.

Availability of information. Foreign companies may
not be subject to the same disclosure, accounting,
auditing and financial reporting standards and
practices as U.S. companies. Thus, there may be

less information publicly available about foreign
companies than about most U.S. companies.

Limited markets. Certain foreign securities may
be less liquid (harder to sell) and their prices may be
more volatile than many U.S. securities. This means
the Fund may at times be unable to sell foreign
securities at favorable prices. In emerging markets, a
previously established liquid securities market may
become illiquid (temporarily or for longer periods of
time) due to economic or political conditions.

Emerging markets. The risks of foreign investments
typically are greater in less developed countries,
sometimes referred to as developing or emerging
markets. For example, political and economic
structures in these countries may be less established
and may change rapidly. These countries also are
more likely to experience high levels of inflation,
deflation or currency devaluation, which can harm
their economies and securities markets and increase
volatility. In fact, short-term volatility in these markets
and declines of 50% or more are not uncommon.
Restrictions on currency trading that may be imposed
by emerging market countries will have an adverse

effect on the value of the securities of companies that
trade or operate in such countries.

Smaller and Midsize Companies

While smaller and midsize companies may offer
substantial opportunities for capital growth, they also
involve substantial risks and should be considered
speculative. Historically, smaller and midsize
company securities have been more volatile in price
than larger company securities, especially over the
short term. Among the reasons for the greater price
volatility are the less certain growth prospects of
smaller and midsize companies, the lower degree of
liquidity in the markets for such securities, and the
greater sensitivity of smaller and midsize companies to
changing economic conditions.

In addition, smaller and midsize companies may

lack depth of management, be unable to generate
funds necessary for growth or development, or be
developing or marketing new products or services for
which markets are not yet established and may never
become established.

Credit

An issuer of debt securities may be unable to make
interest payments and repay principal when due.
Changes in an issuer’s financial strength or in a
security’s credit rating may affect a security’s value.

Lower-Rated and Unrated Debt Securities

Debt securities rated below investment grade,
sometimes called “junk bonds,” and the type of
unrated debt securities purchased by the Fund,
generally are considered to have more risk than
higher-rated debt securities. They also may fluctuate
more in price, and are less liquid than higher-rated
debt securities. Their prices are especially sensitive

to developments affecting the company’s business

and to ratings changes, and typically rise and fall in
response to factors that affect the company’s stock
prices. Issuers of such lower-rated debt securities

are not as strong financially, and are more likely to
encounter financial difficulties and be more vulnerable
to adverse changes in the economy, such as a recession
or a sustained period of rising interest rates. The

risk that the Fund may lose its entire investment in
defaulted bonds is greater in comparison to investing
in non-defaulted bonds. Purchasers of participations
in indebtedness, such as the Fund, must rely on the
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financial institution issuing the participation to assert
any rights against the borrower with respect to the
underlying indebtedness. In addition, the Fund takes
on the risk as to the creditworthiness of the bank or
other financial intermediary, as well as of the company
issuing the underlying indebtedness.

Hedging Instruments

The Fund, may attempt, from time to time, to hedge
(protect) against currency risks, largely using forward
foreign currency exchange contracts, where available
and when, in the manager’s opinion, it would be
advantageous to the Fund. A forward foreign currency
exchange contract is an agreement to buy or sell a
specific currency at a future date and at a price set at
the time of the contract. Forward foreign currency
exchange contracts may reduce the risk of loss from a
change in value of a currency, but they also limit any
potential gains and do not protect against fluctuations
in the value of the underlying position. For example,
during periods when the U.S. dollar weakens in
relation to a foreign currency the Fund’s use of a
currency hedging program will result in lower returns
than if no currency hedging programs were in effect.

The Fund may also attempt, from time to time,

to hedge against market risks by using derivative
investments, which may include purchasing put
options. A put option gives the purchaser of the
option, upon payment of a premium, the right to sell,
and the seller of the option the obligation to buy, the
underlying instrument at the exercise price.

Forward foreign currency exchange contracts and

put options are considered derivative investments,
because their value and performance depend, at least
in part, on the value and performance of an underlying
asset. The Fund’s investment in derivatives may
involve a small investment relative to the amount

of risk assumed. To the extent the Fund enters into
these transactions, its success will depend on the
manager’s ability to predict market movements, and
their use may have the opposite effect of that intended.
Risks include potential loss due to the imposition of
controls by a government on the exchange of foreign
currencies, the loss of any premium paid to enter into
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the transaction, delivery failure, default by any other
party, or inability to close out a position because the
trading market becomes illiquid.

Derivative Instruments

The Fund’s investment in derivatives may involve

a small investment relative to the amount of risk
assumed. Some derivatives are particularly sensitive to
changes in interest rates. Futures, forward contracts,
swaps and options contracts are considered derivative
investments since their value depends on the value

or performance of an underlying asset or reference
instrument. Derivative investments involve costs, may
be volatile and may involve a small investment relative
to the risk assumed. Their successful use may depend
on the manager’s ability to predict market movements.
Risks include delivery failure, default by the other
party or the inability to close out a position because
the trading market becomes illiquid. Some derivatives
are particularly sensitive to changes in interest rates.
The risk of loss to the Fund for a swap transaction on
a net basis depends on which party is obligated to pay
the net amount to the other party. If the counterparty
is obligated to pay the net amount to the Fund, the
risk of loss to the Fund is loss of the entire amount
that the Fund is entitled to receive; if the Fund is
obligated to pay the net amount, the Fund’s risk of loss
is limited to the net amount.

llliquid Securities

The Fund may invest up to 15% of its net assets in
securities with a limited trading market. Reduced
liquidity may have an adverse impact on market price
and the Fund’s ability to sell particular securities
when necessary to meet the Fund’s liquidity needs

or in response to a specific economic event, such as
the deterioration in the creditworthiness of an issuer.
Reduced liquidity in the secondary market for certain
securities also may make it more difficult for the Fund
to obtain market quotations based on actual trades for
the purpose of valuing the Fund’s portfolio.

More detailed information about the Fund, its policies
and risks can be found in the Fund’s SAIL

MS-D5 Mutual Shares Securities Fund - Class 2




FUND DETAIL