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Franklin Templeton Investments
Gain From Our Perspective®

At Franklin Templeton Investments, we re dedicated to one goal: delivering exceptional asset management for our

clients. By bringing together multiple, world-class investment teams in a single firm, we re able to offer specialized
expertise across styles and asset classes, all supported by the strength and resources of one of the world s largest asset

managers. This has helped us to become a trusted partner to individual and institutional investors across the globe.
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Semiannual Report

Templeton Dragon Fund, Inc.

Dear Shareholder:
This semiannual report for Templeton Dragon Fund, Inc. covers the period ended June 30, 2017.
Your Fund s Goal and Main Investments

The Fund seeks long-term capital appreciation by investing at least 45% of its total assets in equity securities of China
companies.

Performance Overview

The Fund posted cumulative total returns of +23.14% in market price terms and +20.73% in net asset value terms for
the six months under review. You can find the Fund s long-term performance data in the Performance Summary on
page 6.

Performance data represent past performance, which does not guarantee future results. Investment return and
principal value will fluctuate, and you may have a gain or loss when you sell your shares. Current performance may
differ from figures shown.

Economic and Market Overview

China s economy, as measured by gross domestic product (GDP), grew an estimated 6.9% in the first half of 2017
compared to the prior-year period, driven by solid growth in industrial production, services, fixed-asset investment,
retail sales, and imports and exports.! Additionally, per-capita income grew, with the gap between urban and rural
incomes continuing to narrow. The People s Bank of China kept its benchmark interest rate unchanged during the
period.

Greater China stocks, along with other emerging market stocks, rose significantly during the six months under review,
as corporate earnings growth and encouraging economic data from China and other emerging market countries helped
offset investor concerns about lower commodity prices and various geopolitical tensions. Further supporting stocks
were emerging market currencies overall strength against the U.S. dollar and

Geographic Composition

Based on Total Net Assets as of 6/30/17

subsiding concerns about the potential for a protectionist U.S. trade policy. Chinese stocks also benefited from a
relatively stable currency, easing concern about capital outflows, an acceleration in initial public offerings, and MSCI s
decision to include domestic Class A shares in the investable MSCI Emerging Markets (EM) Index. Currency
appreciation and foreign investment inflows supported Taiwanese stocks.
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In this environment, Greater China stocks, as measured by the MSCI Golden Dragon Index, generated a +23.49% total
return for the six months ended June 30, 2017.2 The MSCI China Index generated a total return of +24.96%,
compared with +21.83% for the MSCI Taiwan Index and +21.56% for the MSCI Hong Kong Index.2

Investment Strategy

Our investment strategy employs a fundamental, value-oriented, long-term approach. In selecting companies for
investment, we will consider overall growth prospects, competitive positions in export markets, technologies, research
and development, productivity, labor costs, and raw material costs and sources. Additional considerations include

profit margins, returns on investment, capital resources, government regulation, management and other factors in
comparison to other companies around the world that we believe are comparable.

1. Source: The website of the National Bureau of Statistics of the People s Republic of China (www.stats.gov.cn).
2. Source: Morningstar.

The indexes are unmanaged and include reinvestment of any income or distributions. They do not reflect any fees,
expenses or sales charges. One cannot invest directly in an index, and an index is not representative of the Fund s

portfolio.

The dollar value, number of shares or principal amount, and names of all portfolio holdings are listed in the
Fund s Consolidated Statement of Investments (SOI). The Consolidated SOI begins on page 9.

2 Semiannual Report franklintempleton.com
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TEMPLETON DRAGON FUND, INC.

Our approach to selecting investments emphasizes fundamental, company-by-company analysis (rather than broader
analyses of specific industries or sectors of the economy), to construct an action list from which we make our buy
decisions. Although we will consider historical value measures, the primary factor in selecting securities for
investment by the Fund will be the company s current price relative to its long-term earnings potential.

Manager s Discussion

During the period under review, the largest contributor to the Fund s absolute performance was our investment in the
offshore fund that is managed by our team and dedicated to investments in China s domestic A-share market. Key
A-share contributors included China Merchants Bank, Ping An Insurance (Group) Co. of China and Jiangsu Hengrui
Medicine. Investors cheered China Merchants Bank s first-quarter 2017 results, as the company reported earnings
growth above that of its peers, partly due to its strong retail business and resilient margins. Ping An Insurance, a
leading financial conglomerate involved in insurance, banking, brokerage, trust and other financial services
businesses, is well positioned to benefit from the growth in China s insurance market, in our assessment, due to its
strong agency force, first-mover advantage in automobile insurance and good profitability. Jiangsu Hengrui Medicine
is one of China s leading chemical drug manufacturers, specializing in antineoplastic and surgical medicines. The
company reported double-digit growth in sales and net profit for 2017 s first quarter.

More broadly, Chinese shares benefited from MSCI s announcement in June 2017 about its plans to include the
domestic A shares into the investable MSCI EM Index. Although the inclusion will take another year to implement
and the first inclusion will be kept at a relatively minimal percentage, this is a very positive development for the
domestic market as this could increase participation in the A-share market and continue to push regulators in China to
lift regulatory standards.

In addition to this news, Chinese shares were buoyed by positive earnings growth and outlook, stability in the
renminbi and official statements that eased investor concerns about potential monetary policy tightening. Acceleration
in domestic consumption, a revival of private investments, a recovery in export demand and easing concerns about
trade friction with the U.S. further supported sentiment in the Chinese economy. China s first-quarter GDP growth of
6.9% year-over-year also confirmed a strong start to 2017.

Top 10 Holdings
6/30/17
Company

% of Total
Sector/Industry, Country Net Assets
Taiwan Semiconductor Manufacturing Co. Ltd. 9.8%
Semiconductors & Semiconductor Equipment, Taiwan
Tencent Holdings Ltd. 9.0%
Internet Software & Services, China
Alibaba Group Holding Ltd. 5.6%
Internet Software & Services, China
China Petroleum & Chemical Corp. 4.9%
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Oil, Gas & Consumable Fuels, China

Nine Dragons Paper Holdings Ltd. 4.7%
Paper & Forest Products, China

Dairy Farm International Holdings Ltd. 3.4%
Food & Staples Retailing, Hong Kong

Anta Sports Products Ltd. 3.3%
Textiles, Apparel & Luxury Goods, China

AIA Group Ltd. 3.1%
Insurance, Hong Kong

Industrial and Commercial Bank of China Ltd. 2.8%
Banks, China

China Construction Bank Corp. 2.7%

Banks, China
Other key individual contributors to absolute performance during the reporting period included investments in
Tencent Holdings and Nine Dragons Paper Holdings.

Tencent is one of the world s largest and most widely used Internet service portals. The company provides value-added
Internet, mobile and telecommunication services and online advertising under the strategic goal of providing users

with one-stop online lifestyle services. Over the last decade, Tencent has maintained steady growth under its
user-oriented operating strategies. Internet stocks in China rebounded in the first half of 2017 following pressure in

the fourth quarter of 2016. Tencent s shares further benefited from a better-than-expected double-digit increase in
first-quarter revenues, driven by the online gaming, online advertising and social networking segments.

Nine Dragons Paper is Asia s largest containerboard paper manufacturer. The company reported strong growth in the
first half of its fiscal-year 2017 sales and net profits compared to the same period in 2016, helped by price increases as
well as volumes. The industry s operating environment has been aided by capacity reductions in recent quarters, amid
government closures of inefficient capacities due to environmental concerns, as well as a number of regional price
hikes in the paper industry. Demand remained solid, driven by domestic consumption and packaging for e-commerce
merchandise.

franklintempleton.com Semiannual Report 3
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TEMPLETON DRAGON FUND, INC.

In contrast, key detractors from the Fund s absolute performance included positions in Jiangling Motors, PetroChina
and Ginko International.

Jiangling Motors is a China-based automobile manufacturer primarily focused on vans, trucks and pickups across a
number of brands such as Ford Motor (through a joint venture), Isuzu Motors and Landwind. It also produces spare
parts and distributes used vehicles. Ford is a strategic investor in Jiangling Motors with a 32% stake. The company
reported worse-than-expected first-quarter corporate results including a double-digit year-over-year decline in
earnings and lower gross margins, pressuring share-price performance.

PetroChina, China s largest oil and gas producer and distributor, is engaged in the exploration, production and
marketing of crude oil and natural gas. The company is also steadily expanding its service stations and downstream
activities. Lower natural gas and crude oil prices impacted companies across the energy sector globally, including
China. Reports that better technology could lower the production cost of shale oil, making a reduction in global
inventory and recovery of crude prices much slower than originally expected, also pressured sentiment.

Ginko International is the market leader in China s contact lens and contact lens solution market. Ginko manufactures
and distributes contact lenses under its own brands, Hydron (mid-to-high end) and Horien (mid-to-low end) through
its extensive distribution network. The company reported disappointing first-quarter 2017 corporate results. The
temporary closure of a plant in the Jiangsu province due to a failed inspection raised concerns about demand and
impact on Ginko s brand value.

In the last six months, we increased the Fund s position in the information technology (IT) sector and made some
purchases in the health care and industrials sectors due to fundamentals and prospects that we considered attractive.3
Key purchases included additional investments in the aforementioned Ginko International, as well as in Alibaba
Group Holding, China s

largest e-commerce company, and China Overseas Land & Investment, a major Chinese property developer.

Conversely, we reduced the Fund s holdings in the consumer staples, consumer discretionary and utilities sectors and
conducted some sales in the materials sector due to the availability of what we considered to be more attractive
investment opportunities in the greater China region.* We reduced the Fund s investments in the domestic A-share
market, which were held through the offshore China fund managed by our team after we repatriated capital gains. Key
sales included reducing the Fund s positions in the aforementioned Nine Dragons Paper, as well as in Asian retailer
Dairy Farm International Holdings and Dah Chong Hong, a Chinese diversified business conglomerate with interests
in motor vehicles, food and logistics.

Thank you for your continued participation in Templeton Dragon Fund. We look forward to serving your future
investment needs.

Sincerely,

11
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Eddie Chow, CFA

Portfolio Manager

CFA® is a trademark owned by CFA Institute.

3. The IT sector comprises communications equipment; electronic equipment, instruments and components; Internet
software and services; IT services; semiconductors and semiconductor equipment; and technology hardware, storage
and peripherals in the Consolidated SOI. The health care sector comprises health care equipment and supplies, health
care providers and services, and pharmaceuticals in the Consolidated SOI. The industrials sector comprises
construction and engineering, electrical equipment, industrial conglomerates, machinery, marine, professional services
and transportation infrastructure in the Consolidated SOI.

4. The consumer staples sector comprises beverages, food and staples retailing, and food products in the Consolidated
SOI. The consumer discretionary sector comprises auto components; automobiles; distributors; hotels, restaurants and
leisure; household durables; Internet and direct marketing retail; leisure products; media; and textiles, apparel and
luxury goods in the Consolidated SOI. The utilities sector comprises electric utilities and independent power and
renewable electricity producers in the Consolidated SOI. The materials sector comprises chemicals, construction
materials, metals and mining, and paper and forest products in the Consolidated SOI.

See www.franklintempletondatasources.com for additional data provider information.

4 Semiannual Report franklintempleton.com

12



Edgar Filing: TEMPLETON DRAGON FUND INC - Form N-CSRS

TEMPLETON DRAGON FUND, INC.

The foregoing information reflects our analysis, opinions and portfolio holdings as of June 30, 2017, the end of the
reporting period. The way we implement our main investment strategies and the resulting portfolio holdings may
change depending on factors such as market and economic conditions. These opinions may not be relied upon as
investment advice or an offer for a particular security. The information is not a complete analysis of every aspect of
any market, country, industry, security or the Fund. Statements of fact are from sources considered reliable, but the
investment manager makes no representation or warranty as to their completeness or accuracy. Although historical
performance is no guarantee of future results, these insights may help you understand our investment management
philosophy.

franklintempleton.com Semiannual Report 5
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TEMPLETON DRAGON FUND, INC.
Performance Summary as of June 30, 2017

Total return reflects reinvestment of the Fund s dividends and capital gain distributions, if any, and any unrealized
gains or losses. Total returns do not reflect any sales charges paid at inception or brokerage commissions paid on
secondary market purchases. The performance table does not reflect any taxes that a shareholder would pay on Fund
dividends, capital gains distributions, if any, or any realized gains on the sale of Fund shares. Your dividend income
will vary depending on dividends or interest paid by securities in the Fund s portfolio, adjusted for operating expenses.
Capital gain distributions are net profits realized from the sale of portfolio securities.

Performance as of 6/30/171

Cumulative Total Return? Average Annual Total Return?
Based on Based on Based on Based on
NAV3 market price? NAV3 market price4
6-Month +20.73% +23.14% +20.73% +23.14%
1-Year +24.07% +27.92% +24.07% +27.92%
5-Year +35.12% +37.10% +6.20% +6.51%
10-Year +68.92% +91.23% +5.38% +6.70%

Performance data represent past performance, which does not guarantee future results. Investment return and
principal value will fluctuate, and you may have a gain or loss when you sell your shares. Current performance may
differ from figures shown.

All investments involve risks, including possible loss of principal. Special risks are associated with foreign
investing, including currency volatility, economic instability and political developments of countries where the
Fund invests. Emerging markets involve heightened risks related to the same factors, in addition to those
associated with their relatively small size and lesser liquidity. There are special risks associated with
investments in China, Hong Kong and Taiwan, including exposure to currency fluctuations, less liquidity,
expropriation, confiscatory taxation, nationalization and exchange control regulations (including currency
blockage), inflation and rapid fluctuations in inflation and interest rates. In addition, investments in Taiwan
could be adversely affected by its political and economic relationship with China. Because the Fund invests its
assets primarily in companies in a specific region, the Fund is subject to greater risks of adverse developments
in that region and/or the surrounding regions than a fund that is more broadly diversified geographically.
Political, social or economic disruptions in the region, even in countries in which the Fund is not invested, may
adversely affect the value of securities held by the Fund. Also, as a nondiversified investment company
investing in China companies, the Fund may invest in a relatively small number of issuers and, as a result, be
subject to a greater risk of loss with respect to its portfolio securities. The Fund is actively managed but there is
no guarantee that the manager s investment decisions will produce the desired results.

The Fund may invest in eligible China A shares ( Stock Connect Securities ) listed and traded on the Shanghai
Stock Exchange through the Shanghai-Hong Kong Stock Connect program, as well as eligible China A shares
listed and traded on the Shenzhen Stock Exchange through the Shenzhen-Hong Kong Stock Connect program
(collectively, Stock Connect ). However, trading through Stock Connect is subject to a number of restrictions
that may affect the Fund s investments and returns. For example, investors in Stock Connect Securities are
generally subject to Chinese securities regulations and the listing rules of the respective Exchange, among other
restrictions. In addition, Stock Connect Securities generally may not be sold, purchased or otherwise

14



Edgar Filing: TEMPLETON DRAGON FUND INC - Form N-CSRS

transferred other than through Stock Connect in accordance with applicable rules. While Stock Connect is not
subject to individual investment quotas, daily and aggregate investment quotas apply to all Stock Connect
participants, which may restrict or preclude the Fund s ability to invest in Stock Connect Securities. Trading in
the Stock Connect program is subject to trading, clearance and settlement procedures that are untested in
China, which could pose risks to the Fund. Finally, the withholding tax treatment of dividends and capital

gains payable to overseas investors currently is unsettled. The application and interpretation of the laws and
regulations of Hong Kong and China, and the rules, policies or guidelines published or applied by relevant
regulators and exchanges in respect of the Stock Connect program, are uncertain, and they may have a
detrimental effect on the Fund s investments and returns.

1. The Fund has a fee waiver associated with any investment it makes in a Franklin Templeton money fund and/or
other Franklin Templeton fund, contractually guaranteed through 12/31/17. Fund investment results reflect the fee

waiver; without this waiver, the results would have been lower.

2. Total return calculations represent the cumulative and average annual changes in value of an investment over the
periods indicated. Return for less than one year, if any, has not been annualized.

3. Assumes reinvestment of distributions based on net asset value.

4. Assumes reinvestment of distributions based on the dividend reinvestment and cash purchase plan.

6 Semiannual Report franklintempleton.com
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TEMPLETON DRAGON FUND, INC.

Important Notice to Shareholders

Share Repurchase Program

The Fund s Board has approved an open-market share repurchase program which includes an initial authorization for
the Fund to repurchase up to 10% of its outstanding shares in open-market transactions, as well as up to an additional
10% of its outstanding shares, above and in addition to the initial 10% previously authorized. The timing and amount
of repurchases continue to be at the discretion of the investment manager, taking into account various factors,
including, but not limited to, the level of the discount, the Fund s performance, portfolio holdings, dividend history,
market conditions, cash on hand, the availability of other attractive investments and whether the sale of certain
portfolio securities would be undesirable because of liquidity concerns or because the sale might subject the Fund to
adverse tax consequences. Any repurchases would be made on a national securities exchange at the prevailing market
price, subject to exchange requirements, federal securities laws and rules that restrict repurchases, and the terms of any
outstanding leverage or borrowing of the Fund. If and when the Fund s additional 10% threshold is reached, no further
repurchases could be completed until authorized by the Board. Until the additional 10% threshold is reached, Fund
management will have the flexibility to commence share repurchases if and when it is determined to be appropriate in
light of prevailing circumstances. The share repurchase program is intended to benefit shareholders by enabling the
Fund to repurchase shares at a discount to net asset value, thereby increasing the proportionate interest of each
remaining shareholder in the Fund.

In the Notes to Consolidated Financial Statements section, please see note 2 (Capital Stock) for additional information
regarding shares repurchased.

Portfolio Management

Effective April 3, 2017, Eddie Chow, director of China Strategy for Templeton Emerging Markets Group ( TEMG ),
and previously co-lead portfolio manager for Templeton Dragon Fund, Inc., became sole lead portfolio manager for
the Fund as its previous co-lead portfolio manager Dr. Mark Mobius stepped off the Fund s portfolio management
team. Mr. Chow has been with Franklin Templeton since 1994. Dr. Mobius will remain as executive chairman for
TEMG, contributing investment ideas and research for the group.

Fund By-Laws

The Fund s Board unanimously approved amendments to the Fund s By-Laws, effective January 1, 2018 to change to a
majority of votes cast voting standard for uncontested Director elections and to a plurality voting standard for

contested Director elections. In addition, the Board has unanimously adopted guidelines on director elections. Under

the guidelines, any Director who is not re-elected shall tender his or her resignation to the Fund s Nominating
Committee. The Fund s Nominating Committee will consider the tendered resignation in accordance with all factors
believed relevant. The guidelines further provide that the Board will issue a press release describing its decision
regarding a Director s resignation, including the reason for rejecting the resignation offer, if applicable.

franklintempleton.com Semiannual Report 7
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TEMPLETON DRAGON FUND, INC.

Consolidated Financial Highlights

Six Months Ended
June 30,
2017
(unaudited)?
Per share operating
performance
(for a share outstanding
throughout the period)

Net asset value, beginning

of period

Income from investment
operations:

Net investment income®

Net realized and
unrealized gains (losses)

Total from investment
operations

Less distributions from:
Net investment income

Net realized gains
Total distributions
Repurchase of shares

Net asset value, end of
period

Market value, end of
period®

Total return (based on
market value per share)d

Ratios to average net
assets¢

$19.05

0.12

3.82

3.94

0.01

$23.00

$20.17

23.14%

20162

$20.51

0.27

(0.06)

0.21

(0.29)
(1.41)

(1.70)

0.03

$19.05

$16.38

1.03%

Year Ended December 31,
20152 20142 2013 2012
$26.35 $28.46 $31.19 $27.85
0.30 0.49 0.53 0.55
(2.16) 1.63 (1.73) 4.25
(1.86) 2.12 (1.20) 4.80
(0.49) (0.02) (0.80) (0.73)
(3.52) (4.29) (0.87) (0.75)
(4.01) 4.31) (1.67) (1.48)
0.03 0.08 0.14 0.02
$20.51 $26.35 $28.46 $31.19
$17.81 $24.04 $25.88 $28.44
(8.63)% 9.74% (3.07)% 18.07%

17



Edgar Filing: TEMPLETON DRAGON FUND INC - Form N-CSRS

Expenses 1.36%*"-¢ 1.35%*"¢
Net investment income 1.11% 1.35%
Supplemental data

Net assets, end of period

(000 s) $787,107 $654,805
Portfolio turnover rate 21.09%" 46.85%"

2Based on the Consolidated Financial Highlights.
bBased on average daily shares outstanding.

¢Based on the last sale on the New York Stock Exchange.

dTotal return is not annualized for periods less than one year.

¢Ratios are annualized for periods less than one year.

1.36%f
1.15%

$713,772
71.98%"

fBenefit of waiver and payments by affiliates rounds to less than 0.01%.

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

1.35%f
1.75%

$925,020
21.58%"

hExcludes the value of portfolio securities associated with intercompany transactions.

Semiannual Report |
8 consolidated financial statements.

The accompanying notes are an integral part of these

1.31% 1.31%
1.74% 1.85%
$1,027,479  $1,174,229
4.59% 2.50%

franklintempleton.com
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TEMPLETON DRAGON FUND, INC.

Consolidated Statement of Investments, June 30, 2017 (unaudited)

Country Shares Value
Common Stocks 97.1%
Auto Components 0.9 %
2 Fuyao Glass Industry Group Co. Ltd., A China 1,242,900 $ 4,772,982
2 Ningbo Joyson Electronic Corp., A China 170,700 808,074
Weifu High-Technology Co. Ltd., B China 582,819 1,377,969
be Xinyi Automobile Glass Hong Kong Enterprises Ltd., Reg S Hong Kong 37,250 7,300
6,966,325
Automobiles 4.2 %
Chongging Changan Automobile Co. Ltd., B China 5,357,019 7,066,991
Dongfeng Motor Group Co. Ltd., H China 13,414,000 15,857,477
Jiangling Motors Corp. Ltd., B China 4,916,708 10,340,027
33,264,495
Banks 8.1%
BOC Hong Kong (Holdings) Ltd. Hong Kong 394,600 1,887,651
China Construction Bank Corp., H China 27,602,272 21,388,204
2 China Merchants Bank Co. Ltd., A China 5,301,146 18,676,633
a Industrial and Commercial Bank of China Ltd., A China 14,173,318 10,952,556
Industrial and Commercial Bank of China Ltd., H China 16,551,155 11,171,539
64,076,583
Beverages 0.7 %
2 Kweichow Moutai Co. Ltd., A China 80,819 5,623,207
Capital Markets 1.8%
2 Changjiang Securities Co. Ltd., A China 1,153,300 1,610,664
2 GF Securities Co. Ltd., A China 4,897,835 12,459,652
14,070,316
Chemicals 0.7 %
Green Seal Holding Ltd. China 1,403,800 5,842,624
Communications Equipment 0.6 %
2 Hengtong Optic-electric Co. Ltd., A China 59,700 246,780
2 Hytera Communications Corp. Ltd., A China 1,900,981 4,510,726
4,757,506
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Construction & Engineering 1.0%
2 China Gezhouba Group Co. Ltd., A

Construction Materials 0.4 %
Asia Cement China Holdings Corp.

Distributors 0.6 %
Dah Chong Hong Holdings Ltd.

Diversified Telecommunication Services 0.2 %
China Telecom Corp. Ltd., H

Electric Utilities 1.5%
2 Chongqing Fuling Electric Power Industrial Co. Ltd., A
CK Infrastructure Holdings Ltd.

Electrical Equipment 0.3 %
2 Luxshare Precision Industry Co. Ltd., A

Electronic Equipment, Instruments & Components 1.1%
2 AVIC Jonhon Optronic Technology Co. Ltd., A

Flytech Technology Co. Ltd.
2 Shenzhen Everwin Precision Technology Co. Ltd., A

franklintempleton.com

China

China

China

China

China

Hong Kong

China

China
Taiwan
China

4,564,400 7,559,205
9,652,629 2,855,826
9,861,620 4,521,738
2,948,000 1,400,798
417,568 2,812,360
1,101,400 9,253,862
12,066,222

597,700 2,577,349
410,077 1,886,225
405,000 1,321,840
1,235,006 5,314,556
8,522,621

Semiannual Report 9
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TEMPLETON DRAGON FUND, INC.

CONSOLIDATED STATEMENT OF INVESTMENTS (UNAUDITED)

Common Stocks (continued)

Food & Staples Retailing 3.5%
Beijing Jingkelong Co. Ltd., H

Dairy Farm International Holdings Ltd.

Food Products 3.1%
2 Henan Shuanghui Investment & Development Co. Ltd., A
3 Inner Mongolia Yili Industrial Group Co. Ltd., A
Uni-President China Holdings Ltd.
Uni-President Enterprises Corp.

Health Care Equipment & Supplies 0.5%
Ginko International Co. Ltd.
2 Lepu Medical Technology Beijing Co. Ltd., A

Health Care Providers & Services 1.0%
2 China National Accord Medicines Corp. Ltd., A
2 Huadong Medicine Co. Ltd., A

Hotels, Restaurants & Leisure 1.3%
2 Huangshan Tourism Development Co. Ltd., A
2 Songcheng Performance Development Co. Ltd., A

Household Durables 0.9 %
2 Gree Electric Appliances Inc. of Zhuhai, A
a Midea Group Co. Ltd., A
2 Qingdao Haier Co. Ltd., A

Independent Power & Renewable Electricity Producers 0.3%
Huaneng Renewables Corp. Ltd., H

Country

China
Hong Kong

China
China
China
Taiwan

Taiwan
China

China
China

China
China

China
China
China

China

Shares

4,833,429
3,348,278

265,037
54,900
25,355,000
1,329,831

408,000
198,800

347,201
516,100

1,261,146
2,299,769

205,376
688,550
838,700

7,406,000

$

Value
1,386,684
26,384,430
27,771,114
928,288
174,636
20,491,185
2,668,938
24,263,047
3,121,011
648,213
3,769,224
4,142,305
3,782,709
7,925,014
3,184,064
7,078,143
10,262,207
1,246,933
4,370,392

1,862,706

7,480,031

2,285,993
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Industrial Conglomerates 1.5%
CK Hutchison Holdings Ltd.
Hopewell Holdings Ltd.

Insurance 6.4 %
AIA Group Ltd.
China Life Insurance Co. Ltd., H
2 Ping An Insurance (Group) Co. of China Ltd., A

Internet & Direct Marketing Retail 0.8 %
b Ctrip.com International Ltd., ADR
b JD.com Inc., ADR
b Vipshop Holdings Ltd., ADR

Internet Software & Services 15.6 %
b Alibaba Group Holding Ltd., ADR
b Baidu Inc., ADR

Tencent Holdings Ltd.

10 Semiannual Report

Hong Kong
Hong Kong

Hong Kong
China
China

China
China
China

China
China
China

366,000
1,918,600

3,342,980
2,840,000
2,322,850

62,000
62,655
38,000

311,490
45,000
1,979,500

4,593,897
7,310,474

11,904,371
24,426,629
8,675,227
16,990,865
50,092,721
3,339,320
2,457,329
400,900
6,197,549
43,888,941
8,048,700

70,785,617

122,723,258

franklintempleton.com
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TEMPLETON DRAGON FUND, INC.

CONSOLIDATED STATEMENT OF INVESTMENTS (UNAUDITED)

Common Stocks (continued)
IT Services 2.1%
TravelSky Technology Ltd., H

Leisure Products 0.8 %
2 Alpha Group, A
Merida Industry Co. Ltd.

Machinery 0.2 %
2 CRRC Corp. Ltd., A

Marine 0.8 %
COSCO Shipping Energy Transportation Co. Ltd., H
Sinotrans Shipping Ltd.

Media 0.8%
2 Beijing Enlight Media Co. Ltd., A
Poly Culture Group Corp. Ltd., H
2 Zhejiang Huace Film & TV Co. Ltd., A

Metals & Mining 0.3 %
3 China Nonferrous Metal Industry s Foreign Engineering and
Construction Co. Ltd., A

Oil, Gas & Consumable Fuels 6.4 %
China Petroleum & Chemical Corp., H
CNOOC Ltd.

PetroChina Co. Ltd., H

Paper & Forest Products 4.7 %
Nine Dragons Paper Holdings Ltd.

Pharmaceuticals 3.6 %
2 Jiangsu Hengrui Medicine Co. Ltd., A
3 Kangmei Pharmaceutical Co. Ltd., A

Country

China

China

Taiwan

China

China

China

China
China
China

China

China
China
China

China

China
China

Shares

5,609,859

497,500

872,000

1,253,600

9,492,000

4,758,000

2,000,700
1,083,500
925,913

2,182,381

49,449,000
3,024,800
13,715,500

27,891,901

2,257,384
2,474,532

Value

$ 16,525,472

1,239,917

4,676,449
5,916,366
1,867,209
5,300,518
1,194,413
6,494,931
2,416,454
2,564,513
1,529,329

6,510,296

2,256,115

38,569,935
3,312,355
8,396,797

50,279,087

37,152,287

16,831,591

7,937,157
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Luye Pharma Group Ltd.
Tong Ren Tang Technologies Co. Ltd., H

Professional Services 0.1%
2 Beijing Orient Landscape & Ecology Co. Ltd., A

Real Estate Management & Development 1.3%
Cheung Kong Property Holdings Ltd.

3 China Merchants Shekou Industrial Zone Holdings Co.Ltd., A
China Overseas Land & Investment Ltd.

3 Gemdale Corp., A

2 Poly Real Estate Group Co. Ltd., A

Semiconductors & Semiconductor Equipment 10.4 %
a Sanan Optoelectronics Co. Ltd., A
Taiwan Semiconductor Manufacturing Co. Ltd.

Technology Hardware, Storage & Peripherals 0.8 %
3 BOE Technology Group Co. Ltd., A
2 Focus Media Information Technology Co. Ltd., A

franklintempleton.com
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China

Hong Kong
China
China
China
China

China
Taiwan

China
China

Semiannual Report

910,000
1,904,300

353,221

284,000
205,300
1,396,000
1,530,147
588,500

1,628,100
11,200,136

6,557,000
994,100

498,838
2,926,784

28,194,370

870,954

2,224.277
646,700
4,085,505
2,586,012
865,275
10,407,769
4,732,388
76,831,887
81,564,275
4,022,640
2,017,257

6,039,897

11
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TEMPLETON DRAGON FUND, INC.

CONSOLIDATED STATEMENT OF INVESTMENTS (UNAUDITED)

Country Shares Value
Common Stocks (continued)
Textiles, Apparel & Luxury Goods 3.3%
Anta Sports Products Ltd. China 7,927,000 $ 26,194,051
Transportation Infrastructure 2.1%
COSCO Shipping Ports Ltd. China 8,183,479 9,600,803
2 Shenzhen Airport Co., A China 4,856,700 6,696,772
16,297,575
Wireless Telecommunication Services 2.4 %
China Mobile Ltd. China 1,768,500 18,765,999
Total Common Stocks (Cost $421,542,753) 764,115,997
Short Term Investments (Cost $10,869,347) 1.4 %
Money Market Funds 1.4 %
de Institutional Fiduciary Trust Money Market Portfolio, 0.58% United States 10,869,347 10,869,347
Total Investments (Cost $432,412,100) 98.5% 774,985,344
Other Assets, less Liabilities 1.5 % 12,122,026
Net Assets 100.0 % $787,107,370

See Abbreviations on page 21.

aThe security is owned by Templeton China Opportunities Fund, Ltd., a wholly-owned subsidiary of the Fund. See
Note 1(c).

bNon-income producing.

¢Security was purchased pursuant to Regulation S under the Securities Act of 1933, which exempts from registration
securities offered and sold outside of the United States. Such a security cannot be sold in the United States without
either an effective registration statement filed pursuant to the Securities Act of 1933, or pursuant to an exemption from
registration. This security has been deemed liquid under guidelines approved by the Fund s Board of Directors. At
June 30, 2017, the value of this security was $7,300, representing less than 0.1% of net assets.

dSee Note 3(c) regarding investments in affiliated management investment companies.

¢The rate shown is the annualized seven-day yield at period end.
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Consolidated Financial Statements

Consolidated Statement of Assets and Liabilities

June 30, 2017 (unaudited)

Assets:

Investments in securities:

Cost - Unaffiliated issuers

Cost - Non-controlled affiliates (Note 3c¢)

Total cost of investments

Value - Unaffiliated issuers
Value - Non-controlled affiliates (Note 3c)

Total value of investments

Cash

Foreign currency, at value (cost $8,761,082)
Receivables:

Investment securities sold

Dividends

Total assets

Liabilities:

Payables:

Investment securities purchased
Management fees

Directors fees and expenses
Accrued expenses and other liabilities

Total liabilities

Net assets, at value

Net assets consist of:

Paid-in capital

Undistributed net investment income

Net unrealized appreciation (depreciation)
Accumulated net realized gain (loss)

Net assets, at value

Shares outstanding

TEMPLETON DRAGON FUND, INC.

$421,542,753
10,869,347

$432,412,100

$764,115,997
10,869,347

774,985,344
257,153
8,768,394

1,117,518
4,445,189

789,573,598

1,407,303
807,211

418

251,296
2,466,228
$787,107,370
$370,373,555
13,109,827
343,057,634
60,566,354
$787,107,370

34,228,891
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Net asset value per share $23.00

franklintempleton.com The accompanying notes are an integral part of these consolidated financial statements. | Semiannu
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TEMPLETON DRAGON FUND, INC.

CONSOLIDATED FINANCIAL STATEMENTS

Consolidated Statement of Operations

for the six months ended June 30, 2017 (unaudited)

Investment income:

Dividends: (net of foreign taxes of $1,023,968)
Unaffiliated issuers

Non-controlled affiliates (Note 3c)

Interest (net of foreign taxes of $1,200)

Total investment income

Expenses:

Management fees (Note 3a)
Transfer agent fees
Custodian fees (Note 4)
Reports to shareholders
Registration and filing fees
Professional fees

Directors fees and expenses
Other

Total expenses

Expense reductions (Note 4)

Expenses waived/paid by affiliates (Note 3c)
Net expenses

Net investment income

Realized and unrealized gains (losses):

Net realized gain (loss) from:

Investments

Foreign currency transactions

Net realized gain (loss)

Net change in unrealized appreciation (depreciation) on:
Investments

Translation of other assets and liabilities denominated in foreign currencies

Net change in unrealized appreciation (depreciation)

$ 8,854,986

5,635
10,787

8,871,408

4,527,379
34,151
140,074
24,465
18,267
76,586
35,009
55,431

4,911,362
(4,820)
(5,305)

4,901,237

3,970,171

13,524,327
140,207

13,664,534

117,114,868
(4,763)

117,110,105
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Net realized and unrealized gain (loss) 130,774,639

Net increase (decrease) in net assets resulting from operations $ 134,744,810

Semiannual Report | The accompanying notes are an integral part of these
14 consolidated financial statements. franklintempleton.com
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Consolidated Statements of Changes in Net Assets

Increase (decrease) in net assets:

Operations:

Net investment income

Net realized gain (loss)

Net change in unrealized appreciation (depreciation)

Net increase (decrease) in net assets resulting from operations
Distributions to shareholders from:

Net investment income

Net realized gains

Total distributions to shareholders

Capital share transactions from - repurchase of shares (Note 2)
Net increase (decrease) in net assets

Net assets:

Beginning of period

End of period

Undistributed net investment income included in net assets:
End of period

franklintempleton.com

TEMPLETON DRAGON FUND, INC.

CONSOLIDATED FINANCIAL STATEMENTS

Six Months Ended
June 30, 2017
(unaudited)

$ 3,970,171
13,664,534
117,110,105

134,744,810

(2,442,223)
132,302,587
654,804,783

$787,107,370

$ 13,109,827

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

Year Ended
December 31, 2016

$ 9,248,971
52,245,846
(54,539,194)
6,955,623
(9,938,154)
(48,622,574)
(58,560,728)
(7,361,986)
(58,967,091)

713,771,874

$654,804,783

$ 9,139,656
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TEMPLETON DRAGON FUND, INC.

Notes to Consolidated Financial Statements (unaudited)

1. Organization and Significant Accounting Policies

Templeton Dragon Fund, Inc. (Fund) is registered under the Investment Company Act of 1940 (1940 Act) as a
closed-end management investment company and applies the specialized accounting and reporting guidance in U.S.
Generally Accepted Accounting Principles (U.S. GAAP).

The following summarizes the Fund s significant accounting policies.
a. Financial Instrument Valuation

The Fund s investments in financial instruments are carried at fair value daily. Fair value is the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants on the
measurement date. The Fund calculates the net asset value (NAV) per share as of 4 p.m. Eastern time each day the

New York Stock Exchange (NYSE) is open for trading. Under compliance policies and procedures approved by the
Fund s Board of Directors (the Board), the Fund s administrator has responsibility for oversight of valuation, including
leading the cross-functional Valuation Committee (VC). The VC provides administration and oversight of the Fund s
valuation policies and procedures, which are approved annually by the Board. Among other things, these procedures
allow the Fund to utilize independent pricing services, quotations from securities and financial instrument dealers, and
other market sources to determine fair value.

Equity securities listed on an exchange or on the NASDAQ National Market System are valued at the last quoted sale
price or the official closing price of the day, respectively. Foreign equity securities are valued as of the close of trading
on the foreign stock exchange on which the security is primarily traded, or as of 4 p.m. Eastern time. The value is then
converted into its U.S. dollar equivalent at the foreign exchange rate in effect at 4 p.m. Eastern time on the day that
the value of the security is determined. Over-the-counter (OTC) securities are valued within the range of the most
recent quoted bid and ask prices. Securities that trade in multiple markets or on multiple exchanges are valued
according to the broadest and most representative market. Certain equity securities are valued based upon fundamental
characteristics or relationships to similar securities.

Investments in open-end mutual funds are valued at the closing NAV.

The Fund has procedures to determine the fair value of financial instruments for which market prices are not reliable
or readily available. Under these procedures, the VC convenes on a regular basis to review such financial instruments
and considers a number of factors, including significant unobservable valuation inputs, when arriving at fair value.
The VC primarily employs a market-based approach which may use related or comparable assets or liabilities, recent
transactions, market multiples, book values, and other relevant information for the investment to determine the fair
value of the investment. An income-based valuation approach may also be used in which the anticipated future cash
flows of the investment are discounted to calculate fair value. Discounts may also be applied due to the nature or
duration of any restrictions on the disposition of the investments. Due to the inherent uncertainty of valuations of such
investments, the fair values may differ significantly from the values that would have been used had an active market
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existed. The VC employs various methods for calibrating these valuation approaches including a regular review of key
inputs and assumptions, transactional back-testing or disposition analysis, and reviews of any related market activity.

Trading in securities on foreign securities stock exchanges and OTC markets may be completed before 4 p.m. Eastern
time. In addition, trading in certain foreign markets may not take place on every Fund s business day. Occasionally,
events occur between the time at which trading in a foreign security is completed and 4 p.m. Eastern time that might
call into question the reliability of the value of a portfolio security held by the Fund. As a result, differences may arise
between the value of the Fund s portfolio securities as determined at the foreign market close and the latest indications
of value at 4 p.m. Eastern time. In order to minimize the potential for these differences, the VC monitors price
movements following the close of trading in foreign stock markets through a series of country specific market proxies
(such as baskets of American Depositary Receipts, futures contracts and exchange traded funds). These price
movements are measured against established trigger thresholds for each specific market proxy to assist in determining
if an event has occurred that may call into question the reliability of the values of the foreign securities held by the
Fund. If such an event occurs, the securities may be valued using fair value procedures, which may include the use of
independent pricing services.

16 Semiannual Report franklintempleton.com
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TEMPLETON DRAGON FUND, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

When the last day of the reporting period is a non-business day, certain foreign markets may be open on those days
that the Fund s NAYV is not calculated, which could result in differences between the value of the Fund s portfolio
securities on the last business day and the last calendar day of the reporting period. Any significant security valuation
changes due to an open foreign market are adjusted and reflected by the Fund for financial reporting purposes.

b. Foreign Currency Translation

Portfolio securities and other assets and liabilities denominated in foreign currencies are translated into U.S. dollars
based on the exchange rate of such currencies against U.S. dollars on the date of valuation. The Fund may enter into
foreign currency exchange contracts to facilitate transactions denominated in a foreign currency. Purchases and sales
of securities, income and expense items denominated in foreign currencies are translated into U.S. dollars at the
exchange rate in effect on the transaction date. Portfolio securities and assets and liabilities denominated in foreign
currencies contain risks that those currencies will decline in value relative to the U.S. dollar. Occasionally, events may
impact the availability or reliability of foreign exchange rates used to convert the U.S. dollar equivalent value. If such
an event occurs, the foreign exchange rate will be valued at fair value using procedures established and approved by
the Board.

The Fund does not separately report the effect of changes in foreign exchange rates from changes in market prices on
securities held. Such changes are included in net realized and unrealized gain or loss from investments in the
Consolidated Statement of Operations.

Realized foreign exchange gains or losses arise from sales of foreign currencies, currency gains or losses realized
between the trade and settlement dates on securities transactions and the difference between the recorded amounts of
dividends, interest, and foreign withholding taxes and the U.S. dollar equivalent of the amounts actually received or
paid. Net unrealized foreign exchange gains and losses arise from changes in foreign exchange rates on foreign
denominated assets and liabilities other than investments in securities held at the end of the reporting period.

¢. Investments in Templeton China Opportunities Fund, Ltd. (China Fund)

The Fund invests in certain China A-shares through its investment in the China Fund. The China Fund is a Cayman
Islands exempt company, is a wholly-owned subsidiary of the Fund, and is able to invest directly in China A-shares
consistent with the investment objective of the Fund. At June 30, 2017, the China Fund s investments as well as any
other assets and liabilities of the China Fund are reflected in the Fund s Consolidated Statement of Investments and
Consolidated Statement of Assets and Liabilities. At June 30, 2017, the China Fund s investments as well as any other
assets and liabilities were $189,449,632, representing 24.1% of the Fund s consolidated net assets.

The China Fund gains access to the A-shares market through Templeton Investment Counsel, LLC (TIC), which
serves as the registered Qualified Foreign Institutional Investor (QFII) for the China Fund. Investment decisions
related to the China Fund A-shares are specific to the Fund and it bears the resultant economic and tax consequences
of its holdings and transactions in A-shares. The China Fund is subject to certain restrictions and administrative
processes relating to its ability to repatriate cash balances, investment proceeds, and earnings associated with its
A-shares and may incur substantial delays in gaining access to its assets or a loss of value in the event of
noncompliance with applicable Chinese rules or requirements.
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d. Income and Deferred Taxes

It is the Fund s policy to qualify as a regulated investment company under the Internal Revenue Code. The Fund
intends to distribute to shareholders substantially all of its taxable income and net realized gains to relieve it from
federal income and excise taxes. As a result, no provision for U.S. federal income taxes is required.

The Fund may be subject to foreign taxation related to income received, capital gains on the sale of securities and
certain foreign currency transactions in the foreign jurisdictions in which it invests. Foreign taxes, if any, are recorded
based on the tax regulations and rates that exist in the foreign markets in which the Fund invests. When a capital gain
tax is determined to apply, the Fund records an estimated deferred tax liability in an amount that would be payable if
the securities were disposed of on the valuation date.

franklintempleton.com Semiannual Report 17
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TEMPLETON DRAGON FUND, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

1. Organization and Significant Accounting
Policies (continued)
d. Income and Deferred Taxes (continued)

The Fund may recognize an income tax liability related to its uncertain tax positions under U.S. GAAP when the
uncertain tax position has a less than 50% probability that it will be sustained upon examination by the tax authorities
based on its technical merits. As of June 30, 2017, the Fund has determined that no tax liability is required in its
financial statements related to uncertain tax positions for any open tax years (or expected to be taken in future tax
years). Open tax years are those that remain subject to examination and are based on each tax jurisdiction s statute of
limitation.

e. Security Transactions, Investment Income, Expenses and Distributions

Security transactions are accounted for on trade date. Realized gains and losses on security transactions are
determined on a specific identification basis. Interest income and estimated expenses are accrued daily. Dividend
income is recorded on the ex-dividend date except for certain dividends from securities where the dividend rate is not
available. In such cases, the dividend is recorded as soon as the information is received by the Fund. Distributions to
shareholders are recorded on the ex-dividend date. Distributable earnings are determined according to income tax
regulations (tax basis) and may differ

from earnings recorded in accordance with U.S. GAAP. These differences may be permanent or temporary.
Permanent differences are reclassified among capital accounts to reflect their tax character. These reclassifications
have no impact on net assets or the results of operations. Temporary differences are not reclassified, as they may
reverse in subsequent periods.

f. Accounting Estimates

The preparation of financial statements in accordance with U.S. GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements and the
amounts of income and expenses during the reporting period. Actual results could differ from those estimates.

g. Guarantees and Indemnifications

Under the Fund s organizational documents, its officers and directors are indemnified by the Fund against certain
liabilities arising out of the performance of their duties to the Fund. Additionally, in the normal course of business, the
Fund enters into contracts with service providers that contain general indemnification clauses. The Fund s maximum
exposure under these arrangements is unknown as this would involve future claims that may be made against the Fund
that have not yet occurred. Currently, the Fund expects the risk of loss to be remote.
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2. Capital Stock

At June 30, 2017, there were 100 million shares authorized ($0.01 par value). During the periods ended June 30, 2017
and December 31, 2016 there were no shares issued; all reinvested distributions were satisfied with previously issued

shares purchased in the open market.

Under the Board approved open-market share repurchase program, the Fund may purchase, from time to time, Fund
shares in open-market transactions, at the discretion of management. Since the inception of the program, the Fund has

repurchased a total of 8,910,436 shares. Transactions in the Fund s shares were as follows:

Six Months Ended
June 30, 2017

Shares Amount

Shares repurchased 138,869  $2,442,223

Weighted average discount of market price to net asset value of
shares repurchased 13.08%

18 Semiannual Report |

Year Ended
December 31, 2016

Shares Amount

435,156  $7,361,986

14.04%

franklintempleton.com
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TEMPLETON DRAGON FUND, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

3. Transactions with Affiliates
Franklin Resources, Inc. is the holding company for various subsidiaries that together are referred to as Franklin

Templeton Investments. Certain officers and directors of the Fund are also officers, and/or directors of the following
subsidiaries:

Subsidiary Affiliation

Templeton Asset Management Ltd.
(TAML) Investment manager

Templeton Investment Counsel, LLC
(TIC) Investment manager

Franklin Templeton Services, LLC
(FT Services) Administrative manager

a. Management Fees

The Fund pays an investment management fee to TAML based on the average weekly net assets of the Fund as
follows:

Annualized Fee Rate Net Assets

1.250% Up to and including $1 billion

1.200% Over $1 billion, up to and including $5 billion
1.150% Over $5 billion, up to and including $10 billion
1.100% Over $10 billion, up to and including $15 billion
1.050% Over $15 billion, up to and including $20 billion
1.000% In excess of $20 billion
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The investment manager of China Fund, TIC, agrees to waive the management fee for its services. There is a
sub-advisory agreement between TAML and TIC. TAML provides sub-advisory investment management services to
the China Fund. The subadvisory fee is paid by TIC and is not an additional expense of the Fund.

For the period ended June 30, 2017, the annualized effective investment management fee rate was 1.250% of the
Fund s average weekly net assets.

b. Administrative Fees

Under an agreement with TAML, FT Services provides administrative services to the Fund. The fee is paid by TAML
based on the Fund s average weekly net assets, and is not an additional expense of the Fund.

c. Investments in Affiliated Management Investment Companies

The Fund invests in one or more affiliated management investment companies for purposes other than exercising a
controlling influence over the management or policies. Management fees paid by the Fund are waived on assets
invested in the affiliated management investment companies, as noted in the Consolidated Statement of Operations, in
an amount not to exceed the management and administrative fees paid directly or indirectly by each affiliate. Prior to
January 1, 2014, the waiver was accounted for as a reduction to management fees. During the period ended June 30,
2017, the Fund held investments in affiliated management investment companies as follows:

% of

Affiliated

Fund Shares

Outstanding

Number of Number of Held
Shares Held Shares Value at
at Beginning Gross Gross Held at End at EddvestnRettlized End

of Period Additions Reductions of Period of Period Inaim(d.ossf Period
Non-Controlled Affiliates
Institutional Fiduciary Trust

Money Market Portfolio,
0.58% 2,119,665 26,884,530 (18,134,848) 10,869,347 $10,869,347 $5,635 $- 0.1%
franklintempleton.com Semiannual Report 19
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TEMPLETON DRAGON FUND, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

4. Expense Offset Arrangement

The Fund has entered into an arrangement with its custodian whereby credits realized as a result of uninvested cash
balances are used to reduce a portion of the Fund s custodian expenses. During the period ended June 30, 2017, the
custodian fees were reduced as noted in the Consolidated Statement of Operations.

5. Income Taxes

At June 30, 2017, the cost of investments and net unrealized appreciation (depreciation) for income tax purposes were
as follows:

Cost of investments $469,182,646
Unrealized appreciation $357,295,731
Unrealized depreciation (51,493,033)
Net unrealized appreciation (depreciation) $305,802,698

Differences between income and/or capital gains as determined on a book basis and a tax basis are primarily due to
differing treatments of the wholly-owned subsidiary and wash sales.

6. Investment Transactions

Purchases and sales of investments (excluding short term securities) for the period ended June 30, 2017, aggregated
$150,046,325 and $169,072,224, respectively. Purchases and sales of investments excludes intercompany transactions
of $300,000 and $10,280,630, respectively. The intercompany transactions represent the Fund s purchase and
redemption of shares of the China Fund.

7. Concentration of Risk

Investing in foreign securities may include certain risks and considerations not typically associated with investing in
U.S. securities, such as fluctuating currency values and changing local and regional economic, political and social
conditions, which may result in greater market volatility. In addition, certain foreign securities may not be as liquid as
U.S. securities.

Investing in China A-shares may include certain risks and considerations not typically associated with investing in
U.S. securities. In general, A-shares are issued by companies incorporated in the People s Republic of China (PRC)
and listed on the Shanghai and Shenzhen Stock Exchanges and available for investment by domestic (Chinese)
investors and holders of a QFII license and, in the case of certain eligible A-shares, through the Shanghai and
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Shenzhen Stock Connect programs. The Shanghai and Shenzhen Stock Exchanges are, however, substantially smaller,
less liquid and more volatile than the major securities markets in the United States.

8. Fair Value Measurements

The Fund follows a fair value hierarchy that distinguishes between market data obtained from independent sources
(observable inputs) and the Fund s own market assumptions (unobservable inputs). These inputs are used in
determining the value of the Fund s financial instruments and are summarized in the following fair value hierarchy:

Level 1 quoted prices in active markets for identical financial instruments

Level 2 other significant observable inputs (including quoted prices for similar financial instruments, interest
rates, prepayment speed, credit risk, etc.)
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Level 3 significant unobservable inputs (including the Fund s own assumptions in determining the fair value of
financial instruments)
The input levels are not necessarily an indication of the risk or liquidity associated with financial instruments at that
level.

For movements between the levels within the fair value hierarchy, the Fund has adopted a policy of recognizing the
transfers as of the date of the underlying event which caused the movement.

At June 30, 2017, all of the Fund s investments in financial instruments carried at fair value were valued using Level 1
inputs. For detailed categories, see the accompanying Consolidated Statement of Investments.

9. Investment Company Reporting Modernization

In October 2016, the U.S. Securities and Exchange Commission adopted new rules and amended existing rules
(together, final rules) intended to modernize the reporting and disclosure of information by registered investment
companies. In part, the final rules amend Regulation S-X and require standardized, enhanced disclosures about
derivatives in investment company financial statements, as well as other amendments. The compliance date for the
amendments to Regulation S-X is August 1, 2017. Management has reviewed the requirements and believes the
adoption of the amendments to Regulation S-X will not have a material impact on the Fund s financial statements and
related disclosures.

10. Subsequent Events

The Fund has evaluated subsequent events through the issuance of the financial statements and determined that no
events have occurred that require disclosure.

Abbreviations

Selected Portfolio
ADR American Depositary
Receipt
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Annual Meeting of Shareholders, May 30, 2017 (unaudited)

The Annual Meeting of Shareholders of the Fund was held at the offices of Franklin Templeton Investments, 300 S.E.
2nd Street, Fort Lauderdale, Florida, on May 30, 2017. The purpose of the meeting was to elect four Directors of the
Fund and to ratify the selection of PricewaterhouseCoopers LLP as the independent registered public accounting firm
for the Fund for the fiscal year ending December 31, 2017. At the meeting, the following persons were elected by the
shareholders to serve as Directors of the Fund: Harris J. Ashton, Mary C. Choksi, J. Michael Luttig and Constantine
D. Tseretopoulos.* Shareholders also ratified the selection of PricewaterhouseCoopers LLP as the independent
registered public accounting firm for the Fund for the fiscal year ending December 31, 2017. No other business was
transacted at the meeting.

The results of the voting at the Annual Meeting are as follows:

1. The election of four Directors:

% of % of
Outstanding % of Shares Outstanding% of Shares
Term Expiring 2020 For Shares Present  Withheld Shares  Present
Harris J. Ashton 29,644,762 86.55% 96.45% 1,090,264 3.18% 3.55%
Mary C. Choksi 29,639,619 86.53% 96.44% 1,095,407 3.20% 3.56%
J. Michael Luttig 29,729,376 86.79% 96.73% 1,005,650 2.94% 3.27%
Constantine D. Tseretopoulos 29,604,349 86.43% 96.32% 1,130,677 3.30% 3.68%

There were no broker non-votes received with respect to this item.

2. The ratification of the selection of PricewaterhouseCoopers LLP as the independent registered public accounting
firm for the Fund for the fiscal year ending December 31, 2017:

% of
Shares Outstanding % of Shares
Voted Shares Present
For 30,183,755 88.12% 98.21%
Against 1.19% 1.32%
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Abstain 145,239 0.42% 0.47%

“Ann Torre Bates, Edith E. Holiday, Gregory E. Johnson, Rupert H. Johnson, Jr., David W. Niemiec, Larry D.
Thompson and Robert E. Wade are Directors of the Fund who are currently serving and whose terms of office
continued after the Annual Meeting of Shareholders.

22 Semiannual Report franklintempleton.com

44



Edgar Filing: TEMPLETON DRAGON FUND INC - Form N-CSRS

TEMPLETON DRAGON FUND, INC.

Dividend Reinvestment and Cash Purchase Plan
The Fund offers a Dividend Reinvestment and Cash Purchase Plan (the Plan ) with the following features:

If shares of the Fund are held in the shareholder s name, the shareholder will automatically be a participant in the Plan
unless he elects to withdraw. If the shares are registered in the name of a broker-dealer or other nominee (i.e., in street
name ), the broker-dealer or nominee will elect to participate in the Plan on the shareholder s behalf unless the
shareholder instructs them otherwise, or unless the reinvestment service is not provided by the broker-dealer or
nominee.

To receive dividends or distributions in cash, the shareholder must notify American Stock Transfer and Trust
Company LLC (the Plan Administrator ) at P.O. Box 922, Wall Street Station, New York, NY 10269-0560 or the
institution in whose name the shares are held. The Plan Administrator must receive written notice ten business days
before the record date for the distribution.

Whenever the Fund declares dividends in either cash or shares of the Fund, if the market price is equal to or exceeds
net asset value at the valuation date, the participant will receive the dividends entirely in new shares at a price equal to
the net asset value, but not less than 95% of the then current market price of the Fund s shares. If the market price is
lower than net asset value or if dividends and/or capital gains distributions are payable only in cash, the participant
will receive shares purchased on the New York Stock Exchange or otherwise on the open market.

A participant has the option of submitting additional cash payments to the Plan Administrator, in any amounts of at
least $100, up to a maximum of $5,000 per month, for the purchase of Fund shares for his or her account. These
payments can be made by check payable to American Stock Transfer and Trust Company LLC and sent to American
Stock Transfer and Trust Company LLC, P.O. Box 922, Wall Street Station, New York, NY 10269-0560, Attention:
Templeton Dragon Fund, Inc. The Plan Administrator will apply such payments (less a $5.00 service charge and less a
pro rata share of trading fees) to purchases of the Fund s shares on the open market.

Whenever shares are purchased on the New York Stock Exchange or otherwise on the open market, each participant
will pay a pro rata portion of trading fees. Trading fees will be deducted from amounts to be invested. The Plan
Administrator s fee for a sale of shares through the Plan is $15.00 per transaction plus a $0.12 per share trading fee.

The automatic reinvestment of dividends and/or capital gains does not relieve the participant of any income tax that
may be payable on dividends or distributions.

The participant may withdraw from the Plan without penalty at any time by written notice to the Plan Administrator
sent to American Stock Transfer and Trust Company LLC, P.O. Box 922, Wall Street Station, New York, NY
10269-0560. Upon withdrawal, the participant will receive, without charge, share certificates issued in the participant s
name for all full shares held by the Plan Administrator; or, if the participant wishes, the Plan Administrator will sell

the participant s shares and send the proceeds to the participant, less a service charge of $15.00 and less trading fees of
$0.12 per share. The Plan Administrator will convert any fractional shares held at the time of withdrawal to cash at
current market price and send a check to the participant for the net proceeds.

For more information, please see the Plan s Terms and Conditions located at the back of this report.
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Transfer Agent

American Stock Transfer and Trust Company LL.C
P.O. Box 922, Wall Street Station

New York, NY 10269-0560

(800) 416-5585

www.astfinancial.com

Direct Deposit Service for Registered Shareholders

Cash distributions can now be electronically credited to a checking or savings account at any financial institution that
participates in the Automated Clearing House ( ACH ) system. The Direct Deposit service is provided for registered
shareholders at no charge. To enroll in the service, access your account online by going to www.astfinancial.com or
dial (800) 416-5585 (toll free) and follow the instructions. Direct Deposit will begin with the next scheduled
distribution payment date following enrollment in the service.

Direct Registration

If you are a registered shareholder of the Fund, purchases of shares of the Fund can be electronically credited to your
Fund account at American Stock Transfer and Trust Company LLC through Direct Registration. This service provides
shareholders with a convenient way to keep track of shares through book entry transactions, electronically move
book-entry shares between broker-dealers, transfer agents and DRS eligible issuers, and eliminate the possibility of
lost certificates. For additional information, please contact American Stock Transfer and Trust Company LLC at (800)
416-5585.

Shareholder Information

Shares of Templeton Dragon Fund, Inc. are traded on the New York Stock Exchange under the symbol TDF.
Information about the net asset value and the market price is available at franklintempleton.com.

For current information about dividends and shareholder accounts, call (800) 416-5585. Registered shareholders can
access their Fund account on-line. For information go to American Stock Transfer and Trust Company LLC website at
www.astfinancial.com and follow the instructions.

The daily closing net asset value as of the previous business day may be obtained when available by calling Franklin
Templeton Fund Information after 7 a.m. Pacific time any business day at (§00) DIAL BEN/342-5236. The Fund s net
asset value and dividends are also listed on the NASDAQ Stock Market, Inc. s Mutual Fund Quotation Service

( NASDAQ MFQS ).

Shareholders not receiving copies of reports to shareholders because their shares are registered in the name of a broker
or a custodian can request that they be added to the Fund s mailing list, by writing Templeton Dragon Fund, Inc., 100
Fountain Parkway, P.O. Box 33030, St. Petersburg, FL, 33733-8030.
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Shareholder Information

Board Approval of Investment Management Agreements
TEMPLETON DRAGON FUND, INC.
(Fund)

At an in-person meeting held on February 28, 2017 (Meeting), the Board of Trustees (Board) of the Fund, including a
majority of the trustees who are not interested persons as defined in the Investment Company Act of 1940
(Independent Trustees), reviewed and approved the continuance of the investment management agreement between
Templeton Asset Management, Ltd. (Manager) and the Fund (Management Agreement) for an additional one-year
period. The Independent Trustees received advice from and met separately with Independent Trustee counsel in
considering whether to approve the continuation of the Management Agreement.

In considering the continuation of the Management Agreement, the Board reviewed and considered information
provided by the Manager at the Meeting and throughout the year at meetings of the Board and its committees. The
Board also reviewed and considered information provided in response to a detailed set of requests for information
submitted to the Manager by Independent Trustee counsel on behalf of the Independent Trustees in connection with
the annual contract renewal process. In addition, prior to the Meeting, the Independent Trustees held a telephonic
contract renewal meeting at which the Independent Trustees conferred amongst themselves and Independent Trustee
counsel about contract renewal matters. The Board reviewed and considered all of the factors it deemed relevant in
approving the continuance of the Management Agreement, including, but not limited to: (i) the nature, extent, and
quality of the services provided by the Manager; (ii) the investment performance of the Fund; (iii) the costs of the
services provided and profits realized by the Manager and its affiliates from the relationship with the Fund; (iv) the
extent to which economies of scale are realized as the Fund grows; and (v) whether fee levels reflect these economies
of scale for the benefit of Fund investors.

In approving the continuance of the Management Agreement, the Board, including a majority of the Independent
Trustees, determined that the existing management fees are fair and reasonable and that the continuance of such
Management Agreement is in the interests of the Fund and its shareholders. While attention was given to all
information furnished, the following discusses some primary factors relevant to the Board s determination.

Nature, Extent and Quality of Services

The Board reviewed and considered information regarding the nature, extent and quality of investment management
services provided by the Manager and its affiliates to the Fund and its shareholders. This information included, among
other things, the qualifications, background and experience of the senior management and investment personnel of the
Manager; the structure of investment personnel compensation; oversight of third-party service providers; investment
performance reports and related financial information for the Fund (including its share price discount to net asset
value); reports on expenses and shareholder services; legal and compliance matters; risk controls; pricing and other
services provided by the Manager and its affiliates; and management fees charged by the Manager and its affiliates to
U.S. funds and other accounts, including management s explanation of differences among accounts where relevant.
The Board noted management s continual efforts and expenditures in establishing effective business continuity plans
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and developing strategies to address areas of heightened concern in the mutual fund industry, such as cybersecurity,
derivatives and liquidity risk management.

The Board also reviewed and considered the benefits provided to Fund shareholders of investing in a fund that is part
of the Franklin Templeton family of funds. The Board noted the financial position of Franklin Resources, Inc. (FRI),
the Manager s parent, and its commitment to the mutual fund business as evidenced by its continued introduction of
new funds, reassessment of the fund offerings in response to the market environment and project initiatives and capital
investments relating to the services provided to the Fund by the Franklin Templeton Investments (FTI) organization.

Following consideration of such information, the Board was satisfied with the nature, extent and quality of services
provided by the Manager and its affiliates to the Fund and its shareholders.

Fund Performance

The Board reviewed and considered the performance results of the Fund over various time periods ended

December 31, 2016. The Board considered the performance returns for the Fund in comparison to the performance
returns of mutual funds deemed comparable to the Fund included in a universe (Performance Universe) selected by
Broadridge Financial Solutions, Inc. (Broadridge), an independent provider of investment company data. The Board
received a description of the methodology used by Broadridge to select the mutual funds included in a Performance
Universe. The Board also reviewed and
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considered Fund performance reports provided and discussions that occurred with portfolio managers at Board
meetings throughout the year. A summary of the Fund s performance results is below. Such results are based on net
asset value without regard to market discounts or premiums.

The Performance Universe for the Fund included the Fund and all closed-end non-leveraged emerging markets funds.
The Board noted that the Fund s annualized total return for the one-year period was below the median of its
Performance Universe, but for the three-, five- and 10-year periods was above the median of its Performance
Universe. The Board concluded that the Fund s performance was satisfactory, noting the Fund s longer term
performance and management s continued attention to the portfolio management team.

Comparative Fees and Expenses

The Board reviewed and considered information regarding the Fund s actual total expense ratio and its various
components, including, as applicable, management fees; underlying fund expenses; investment-related expenses; and
other non-management fees. The Board considered the actual total expense ratio and, separately, the contractual
management fee rate, without the effect of fee waivers, if any (Management Rate) of the Fund in comparison to the
median ratio and median Management Rate, respectively, of other mutual funds deemed comparable to and with a
similar expense structure as the Fund selected by Broadridge (Expense Group). Broadridge fee and expense data is
based upon information taken from the fund s most recent annual report, which reflects historical asset levels that may
be quite different from those currently existing, particularly in a period of market volatility. While recognizing such
inherent limitation and the fact that expense ratios and Management Rates generally increase as assets decline and
decrease as assets grow, the Board believed the independent analysis conducted by Broadridge to be an appropriate
measure of comparative fees and expenses. The Broadridge Management Rate includes administrative charges. The
Board received a description of the methodology used by Broadridge to select the mutual funds included in the
Expense Group.

The Expense Group for the Fund included the Fund and seven other closed-end non-leveraged emerging markets
funds. The Board noted that the Management Rate for the Fund was above the median of its Expense Group, but its
actual total expense ratio was below the median of its Expense Group. The Board concluded that the Management
Rate charged to the Fund is fair and reasonable, noting the specialized focus of the Fund.

Profitability

The Board reviewed and considered information regarding the profits realized by the Manager and its affiliates in
connection with the operation of the Fund. In this respect, the Board considered the Fund profitability analysis
provided by the Manager that addresses the overall profitability of FTI s U.S. fund business, as well as its profits in
providing investment management and other services to each of the individual funds during the 12-month period
ended September 30, 2016, being the most recent fiscal year-end for FRI. The Board noted that although management
continually makes refinements to its methodologies used in calculating profitability in response to organizational and
product-related changes, the overall methodology has remained consistent with that used in the Fund s profitability
report presentations from prior years. Additionally, the Fund s independent registered public accounting firm has been
engaged by the Manager to periodically review the reasonableness of the allocation methodologies to be used solely
by the Fund s Board with respect to the profitability analysis.
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The Board noted management s belief that costs incurred in establishing the infrastructure necessary for the type of
mutual fund operations conducted by the Manager and its affiliates may not be fully reflected in the expenses
allocated to the Fund in determining its profitability, as well as the fact that the level of profits, to a certain extent,
reflected operational cost savings and efficiencies initiated by management. The Board also noted management s
expenditures in improving shareholder services provided to the Fund, as well as the need to implement systems and
meet additional regulatory and compliance requirements resulting from recent SEC and other regulatory requirements.

The Board also considered the extent to which the Manager and its affiliates might derive ancillary benefits from fund
operations, potential benefits resulting from personnel and systems enhancements necessitated by fund growth, as well
as increased leverage with service providers and counterparties. Based upon its consideration of all these factors, the
Board concluded that the level of profits realized by the Manager and its affiliates from providing services to the Fund
was not excessive in view of the nature, quality and extent of services provided to the Fund.

Economies of Scale

The Board reviewed and considered the extent to which the Manager may realize economies of scale, if any, as the
Fund grows larger and whether the Fund s management fee structure reflects any economies of scale for the benefit of
shareholders.
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The Board believes that the Manager s ability to realize economies of scale and the sharing of such benefit is a more
relevant consideration in the case of an open-end fund whose size increases as a result of the continuous sale of its
shares. A closed-end fund such as the Fund does not continuously offer shares, and growth following its initial public
offering will primarily result from market appreciation, which benefits its shareholders. While believing economies of
scale to be less of a factor in the context of a closed-end fund, the Board believes at some point an increase in size
may lead to economies of scale that should be shared with the Fund and its shareholders. The Board noted the
existence of management fee breakpoints, which operate generally to share any economies of scale with the Fund s
shareholders by reducing the Fund s effective management fees as the Fund grows in size. The Board considered the
Manager s view that any analyses of potential economies of scale in managing a particular fund are inherently limited
in light of the joint and common costs and investments the Manager incurs across the Franklin Templeton family of
funds as a whole. The Board concluded that to the extent economies of scale may be realized by the Manager and its
affiliates, the Fund s management fee structure provided a sharing of benefits with the Fund and its shareholders as the
Fund grows.

Conclusion

Based on its review, consideration and evaluation of all factors it believed relevant, including the above-described
factors and conclusions, the Board unanimously approved the continuation of the Management Agreement for an
additional one-year period.

Proxy Voting Policies and Procedures

The Fund s investment manager has established Proxy Voting Policies and Procedures (Policies) that the Fund uses to
determine how to vote proxies relating to portfolio securities. Shareholders may view the Fund s complete Policies
online at franklintempleton.com. Alternatively, shareholders may request copies of the Policies free of charge by
calling the Proxy Group collect at (954) 527-7678 or by sending a written request to: Franklin Templeton Companies,
LLC, 300 S.E. 2nd Street, Fort Lauderdale, FL. 33301, Attention: Proxy Group. Copies of the Fund s proxy voting
records are also made available online at franklintempleton.com and posted on the U.S. Securities and Exchange
Commission s website at sec.gov and reflect the most recent 12-month period ended June 30.

Quarterly Consolidated Statement of Investments

The Fund files a complete consolidated statement of investments with the U.S. Securities and Exchange Commission
for the first and third quarters for each fiscal year on Form N-Q. Shareholders may view the filed Form N-Q by
visiting the Commission s website at sec.gov. The filed form may also be viewed and copied at the Commission s
Public Reference Room in Washington, DC. Information regarding the operations of the Public Reference Room may
be obtained by calling (800) SEC-0330.
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TERMS AND CONDITIONS OF DIVIDEND REINVESTMENT AND CASH PURCHASE PLAN

1. Each holder of shares (a Shareholder ) in Templeton Dragon Fund, Inc (the Fund ) whose Fund shares are registered
in his or her own name will automatically be a participant in the Dividend Reinvestment and Cash Purchase Plan (the
Plan ), unless any such Shareholder specifically elects in writing to receive all dividends and capital gains in cash, paid
by check, mailed directly to the Shareholder. A Shareholder whose shares are registered in the name of a broker-
dealer or other nominee (the Nominee ) will be a participant if (a) such a service is provided by the Nominee and
(b) the Nominee makes an election on behalf of the Shareholder to participate in the Plan. Nominees intend to make
such an election on behalf of Shareholders whose shares are registered in their names, as Nominee, unless a
Shareholder specifically instructs his or her Nominee to pay dividends and capital gains in cash. American Stock
Transfer and Trust Company LLC ( AST ) will act as Plan Administrator and will open an account for each
participating shareholder ( participant ) under the Plan in the same name as that in which the participant s present shares
are registered.

2. Whenever the Fund declares a distribution from capital gains or an income dividend payable in either cash or shares
of the Fund ( Fund shares ), if the market price per share on the valuation date equals or exceeds the net asset value per
share, participants will receive such dividend or distribution entirely in Fund shares, and AST shall automatically
receive such Fund shares for participant accounts including aggregate fractions. The number of additional Fund shares
to be credited to participant accounts shall be determined by dividing the equivalent dollar amount of the capital gains
distribution or dividend payable to participants by the Fund s net asset value per share of the Fund shares on the
valuation date, provided that the Fund shall not issue such shares at a price lower than 95% of the current market price
per share. The valuation date will be the payable date for such distribution or dividend.

3. Whenever the Fund declares a distribution from capital gains or an income dividend payable only in cash, or if the
Fund s net asset value per share exceeds the market price per share on the valuation date, AST shall apply the amount
of such dividend or distribution payable to participants to the purchase of Fund shares on the open market (less their
pro rata share of trading fees incurred with respect to open market purchases in connection with the reinvestment of
such dividend or distribution). If, before AST has completed its purchases, the market price exceeds the net asset

value per share, the average per share purchase price paid by AST may exceed the net asset value of the Fund s shares,
resulting in the acquisition of fewer shares than if the dividend or capital gains distribution had been paid in shares
issued by the Fund at net asset value per share. Such purchases will be made promptly after the payable date for such
dividend or distribution, and in no event more than 30 days after such date except where temporary curtailment or
suspension of purchase is necessary to comply with applicable provisions of the Federal securities laws.

4. A participant has the option of submitting additional payments to AST, in any amounts of at least $100, up to a
maximum of $5,000 per month, for the purchase of Fund shares for his or her account. These payments may be made
electronically through www.astfinancial.com or by check payable to American Stock Transfer and Trust Company
LLC and sent to American Stock Transfer and Trust Company LLC, P.O. Box 922, Wall Street Station, New York,
NY 10269-0560, Attention: Templeton Dragon Fund Inc. AST shall apply such payments (less a $5.00 service charge
and less a pro rata share of trading fees) to purchases of Fund shares on the open market, as discussed below in
paragraph 6. AST shall make such purchases promptly on approximately the 15th of each month or, during a month in
which a dividend or distribution is paid, beginning on the dividend payment date, and in no event more than 30 days
after receipt, except where necessary to comply with provisions of Federal securities

54



Edgar Filing: TEMPLETON DRAGON FUND INC - Form N-CSRS

law. Any voluntary payment received less than two business days before an investment date shall be invested during
the following month unless there are more than 30 days until the next investment date, in which case such payment
will be returned to the participant. AST shall return to the participant his or her entire voluntary cash payment upon
written notice of withdrawal received by AST not less than 48 hours before such payment is to be invested. Such
written notice shall be sent to AST by the participant, as discussed below in paragraph 14.

5. For all purposes of the Plan: (a) the market price of the Fund s shares on a particular date shall be the last sale price
on the New York Stock Exchange on that date if a business day and if not, on the preceding business day, or if there is
no sale on such Exchange on such date, then the mean between the closing bid and asked quotations for such shares
on such Exchange on such date, and (b) net asset value per share of the Fund s shares on a particular date shall be as
determined by or on behalf of the Fund.

6. Open market purchases provided for above may be made on any securities exchange where Fund shares are traded,
in the over-the-counter market or in negotiated transactions and may be on such terms as to price, delivery and
otherwise as AST shall determine. Participant funds held by AST uninvested will not bear interest, and it is
understood that, in any event, AST shall have no liability in connection with any inability to purchase Fund shares
within 30 business days after the payable date for any dividend or distribution as herein provided, or with the timing
of any purchases effected. AST shall have no responsibility as to the value of the Fund shares acquired for participant
accounts. For the purposes of purchases in the open market, AST may aggregate purchases with those of other
participants, and the average price (including trading fees) of all shares purchased by AST shall be the price per share
allocable to all participants.

7. AST will hold shares acquired pursuant to this Plan, together with the shares of other participants acquired pursuant
to this Plan, in its name or that of its nominee. AST will forward to participants any proxy solicitation material and
will vote any shares so held for participants only in accordance with the proxies returned by participants to the Fund.
Upon written request, AST will deliver to participants, without charge, a certificate or certificates for all or a portion
of the full shares held by AST.

8. AST will confirm to participants each acquisition made for an account as soon as practicable but not later than 60
business days after the date thereof. AST will send to participants a detailed account statement showing total
dividends and distributions, date of investment, shares acquired and price per share, and total shares of record for the
account. Although participants may from time to time have an undivided fractional interest (computed to three
decimal places) in a share of the Fund, no certificates for a fractional share will be issued. However, dividends and
distributions on fractional shares will be credited to participant accounts. In the event of termination of an account
under the Plan, AST will adjust for any such undivided fractional interest in cash at the market price of the Fund s
shares on the date of termination.

9. Any share dividends or split shares distributed by the Fund on shares held by AST for participants will be credited
to participant accounts. In the event that the Fund makes available to its shareholders transferable rights to purchase
additional Fund shares or other securities, AST will sell such rights and apply the proceeds of the sale to the purchase
of additional Fund shares for the participant accounts. The shares held for participants under the Plan will be added to
underlying shares held by participants in calculating the number of rights to be issued.

Not part of the semiannual
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TERMS AND CONDITIONS OF DIVIDEND REINVESTMENT AND CASH PURCHASE PLAN (continued)

10. AST s service charge for capital gains or income dividend purchases will be paid by the Fund when shares are
issued by the Fund or purchased on the open market. AST will deduct a $5.00 service charge from each voluntary
cash payment. Participants will be charged a pro rata share of trading fees on all open market purchases.

11. Participants may withdraw shares from such participant s account or terminate their participation under the Plan by
notifying AST in writing. Such withdrawal or termination will be effective immediately if notice is received by AST
not less than ten days prior to any dividend or distribution record date; otherwise such withdrawal or termination will
be effective after the investment of any current dividend or distribution or voluntary cash payment. The Plan may be
terminated by AST or the Fund upon 90 days notice in writing mailed to participants. Upon any withdrawal or
termination, AST will cause a certificate or certificates for the full shares held by AST for participants and cash
adjustment for any fractional shares (valued at the market value of the shares at the time of withdrawal or termination)
to be delivered to participants, less any trading fees. Alternatively, a participant may elect by written notice to AST to
have AST sell part or all of the shares held for him and to remit the proceeds to him. AST is authorized to deduct a
$15.00 service charge and a trading fee of $0.12 per share for this transaction from the proceeds. If a participant
disposes of all shares registered in his name on the books of the Fund, AST may, at its option, terminate the
participant s account or determine from the participant whether he wishes to continue his participation in the Plan.

12. These terms and conditions may be amended or supplemented by AST or the Fund at any time or times, except
when necessary or appropriate to comply with applicable law or the rules or policies of the U.S. Securities and
Exchange Commission or any other regulatory authority, only by mailing to participants appropriate written notice at
least 90 days prior to the effective date thereof. The amendment or supplement shall be deemed to be accepted by
participants unless, prior to the effective date thereof, AST receives written notice of the termination of a participant
account under the Plan. Any such amendment may include an appointment by AST in its place and stead of a
successor Plan Administrator under these terms and conditions, with full power and authority to perform all or any of
the acts to be performed by AST under these terms and conditions. Upon any such appointment of a Plan
Administrator for the purpose of receiving dividends and distributions, the Fund will be authorized to pay to such
successor Plan Administrator, for a participant s account, all dividends and distributions payable on Fund shares held
in a participant s name or under the Plan for retention or application by such successor Plan Administrator as provided
in these terms and conditions.

13. AST shall at all times act in good faith and agree to use its best efforts within reasonable limits to ensure the
accuracy of all services performed under this Agreement and to comply with applicable law, but shall assume no
responsibility and shall not be liable for loss or damage due to errors unless such error is caused by AST s negligence,
bad faith or willful misconduct or that of its employees.

14. Any notice, instruction, request or election which by any provision of the Plan is required or permitted to be given
or made by the participant to AST shall be in writing addressed to American Stock Transfer and Trust Company LLC,
P.O. Box 922, Wall Street Station, New York, NY 10269-0560, or www.astfinancial.com or such other address as
AST shall furnish to the participant, and shall have been deemed to be given or made when received by AST.

15. Any notice or other communication which by any provision of the Plan is required to be given by AST to the
participant shall be in writing and shall be deemed to have been sufficiently given for all purposes by being

deposited postage prepaid in a post office letter box addressed to the participant at his or her address as it shall last
appear on AST s records. The participant agrees to notify AST promptly of any change of address.
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16. These terms and conditions shall be governed by and construed in accordance with the laws of the State of New
York and the rules and regulations of the U.S. Securities and Exchange Commission, as they may be amended from

time to time.

Not part of the semiannual
franklintempleton.com report 29
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Semiannual Report

Templeton Dragon Fund, Inc.

Investment Manager

Templeton Asset Management Ltd.

Transfer Agent

American Stock Transfer & Trust Co., LLC
6201 15th Avenue

Brooklyn, NY 11219

Toll Free Number: (800) 416-5585

Hearing Impaired Number: (866) 703-9077
International Phone Number: (718) 921-8124

www.astfinancial.com

Fund Information

(800) DIAL BEN®/ 342-5236

Investors should be aware that the value of investments made for the Fund may go down as well as up. Like any
investment in securities, the value of the Fund s portfolio will be subject to the risk of loss from market, currency,
economic, political and other factors. The Fund and its investors are not protected from such losses by the
investment manager. Therefore, investors who cannot accept this risk should not invest in shares of the Fund.
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To help ensure we provide you with quality service, all calls to and from our service areas are monitored and/or
recorded.

© 2017 Franklin Templeton Investments. All rights reserved. TLTDF S 08/17
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Item 2. Code of Ethics.

(a) The Registrant has adopted a code of ethics that applies to its principal executive officers and principal financial
and accounting officer.

(c) N/A
(d) N/A

(f) Pursuant to Item 12(a)(1), the Registrant is attaching as an exhibit a copy of its code of ethics that applies to its
principal executive officers and principal financial and accounting officer.

Item 3. Audit Committee Financial Expert.
(a)(1) The Registrant has an audit committee financial expert serving on its audit committee.

(2) The audit committee financial expert is David W. Niemiec and he is independent as defined under the relevant
Securities and Exchange Commission Rules and Releases.

Item 4. Principal Accountant Fees and Services. N/A

Item 5. Audit Committee of Listed Registrants

Members of the Audit Committee are: Ann Torre Bates, David W. Niemiec and Constantine D. Tseretopoulos
Item 6. Schedule of Investments. N/A

Item 7. Disclosure of Proxy Voting Policies and Procedures for Closed-End Management Investment
Companies.

The board of directors of the Fund has delegated the authority to vote proxies related to the portfolio securities held by
the Fund to the Fund s investment manager Templeton Asset Management Ltd. (Asset Management) in accordance
with the Proxy Voting Policies and Procedures (Policies) adopted by the investment manager.

The investment manager has delegated its administrative duties with respect to the voting of proxies for securities to
the Proxy Group within Franklin Templeton Companies, LLC (Proxy Group), an affiliate and wholly owned

subsidiary of Franklin Resources, Inc. All proxies received by the Proxy Group will be voted based upon the
investment manager s instructions and/or policies. The investment manager votes proxies solely in the best interests of
the Fund and its shareholders.

To assist it in analyzing proxies of equity securities, the investment manager subscribes to Institutional Shareholder

Services, Inc. (ISS), an unaffiliated third-party corporate governance research service that provides in-depth analyses
of shareholder meeting agendas, vote
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recommendations, vote execution services, ballot reconciliation services, recordkeeping and vote disclosure services.
In addition, the investment manager subscribes to Glass, Lewis & Co., LLC (Glass Lewis), an unaffiliated third-party
analytical research firm, to receive analyses and vote recommendations on the shareholder meetings of publicly held
U.S. companies, as well as a limited subscription to its international research. Also, the investment manager has a
supplemental subscription to Egan-Jones Proxy Services (Egan-Jones), an unaffiliated third party proxy advisory firm,
to receive analyses and vote recommendations. Although analyses provided by ISS, Glass Lewis, Egan-Jones, and/or
another independent third party proxy service provider (each a Proxy Service) are thoroughly reviewed and considered
in making a final voting decision, the investment manager does not consider recommendations from a Proxy Service
or any third party to be determinative of the investment manager s ultimate decision. Rather, the investment manager
exercises its independent judgment in making voting decisions. For most proxy proposals, the investment manager s
evaluation should result in the same position being taken for all Funds. In some cases, however, the evaluation may
result in a Fund voting differently, depending upon the nature and objective of the Fund, the composition of its
portfolio and other factors. As a matter of policy, the officers, directors/trustees and employees of the investment
manager and the Proxy Group will not be influenced by outside sources whose interests conflict with the interests of
the Fund and its shareholders. Efforts are made to resolve all conflicts in the best interests of the investment manager s
clients. Material conflicts of interest are identified by the Proxy Group based upon analyses of client, distributor,
broker-dealer and vendor lists, information periodically gathered from directors and officers, and information derived
from other sources, including public filings. In situations where a material conflict of interest is identified, the Proxy
Group may vote consistent with the voting recommendation of a Proxy Service; or send the proxy directly to the

Fund s board or a committee of the board with the investment manager s recommendation regarding the vote for
approval.

Where a material conflict of interest has been identified, but the items on which the investment manager s vote
recommendations differ from a Proxy Service and relate specifically to (1) shareholder proposals regarding social or
environmental issues, (2) Other Business without describing the matters that might be considered, or (3) items the
investment manager wishes to vote in opposition to the recommendations of an issuer s management, the Proxy Group
may defer to the vote recommendations of the investment manager rather than sending the proxy directly to the Fund s
board or a board committee for approval.

To avoid certain potential conflicts of interest, the investment manager will employ echo voting, if possible, in the
following instances: (1) when the Fund invests in an underlying fund in reliance on any one of Sections 12(d) (1) (E),
(F), or (G) of the 1940 Act, the rules thereunder, or pursuant to a SEC exemptive order thereunder; (2) when the Fund
invests uninvested cash in affiliated money market funds pursuant to the rules under the 1940 Act or any exemptive
orders thereunder ( cash sweep arrangement ); or (3) when required pursuant to the Fund s governing documents or
applicable law. Echo voting means
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that the investment manager will vote the shares in the same proportion as the vote of all of the other holders of the
underlying fund s shares.

The recommendation of management on any issue is a factor that the investment manager considers in determining
how proxies should be voted. However, the investment manager does not consider recommendations from
management to be determinative of the investment manager s ultimate decision. As a matter of practice, the votes with
respect to most issues are cast in accordance with the position of the company s management. Each issue, however, is
considered on its own merits, and the investment manager will not support the position of the company s management
in any situation where it deems that the ratification of management s position would adversely affect the investment
merits of owning that company s shares.

Engagement with issuers. The investment manager believes that engagement with issuers is important to good
corporate governance and to assist in making proxy voting decisions. The investment manager may engage with
issuers to discuss specific ballot items to be voted on in advance of an annual or special meeting to obtain further
information or clarification on the proposals. The investment manager may also engage with management on a range
of environmental, social or corporate governance issues throughout the year.

Investment manager s proxy voting policies and principles The investment manager has adopted general proxy
voting guidelines, which are summarized below. These guidelines are not an exhaustive list of all the issues that may
arise and the investment manager cannot anticipate all future situations. In all cases, each proxy and proposal
(including both management and shareholder proposals) will be considered based on the relevant facts and
circumstances on a case-by-case basis.

Board of directors. The investment manager supports an independent, diverse board of directors, and prefers that key
committees such as audit, nominating, and compensation committees be comprised of independent directors. The
investment manager supports boards with strong risk management oversight. The investment manager will generally
vote against management efforts to classify a board and will generally support proposals to declassify the board of
directors. The investment manager will consider withholding votes from directors who have attended less than 75% of
meetings without a valid reason. While generally in favor of separating Chairman and CEO positions, the investment
manager will review this issue as well as proposals to restore or provide for cumulative voting on a case-by-case basis,
taking into consideration factors such as the company s corporate governance guidelines or provisions and
performance. The investment manager generally will support non-binding shareholder proposals to require a majority
vote standard for the election of directors; however, if these proposals are binding, the investment manager will give
careful review on a case-by-case basis of the potential ramifications of such implementation.

In the event of a contested election, the investment manager will review a number of factors in making a decision
including management s
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track record, the company s financial performance, qualifications of candidates on both slates, and the strategic plan of
the dissidents and/or shareholder nominees.

Ratification of auditors of portfolio companies. The investment manager will closely scrutinize the independence, role
and performance of auditors. On a case-by-case basis, the investment manager will examine proposals relating to
non-audit relationships and non-audit fees. The investment manager will also consider, on a case-by-case basis,
proposals to rotate auditors, and will vote against the ratification of auditors when there is clear and compelling
evidence of a lack of independence, accounting irregularities or negligence. The investment manager may also
consider whether the ratification of auditors has been approved by an appropriate audit committee that meets
applicable composition and independence requirements.

Management and director compensation. A company s equity-based compensation plan should be in alignment with
the shareholders long-term interests. The investment manager believes that executive compensation should be directly
linked to the performance of the company. The investment manager evaluates plans on a case-by-case basis by
considering several factors to determine whether the plan is fair and reasonable, including the ISS quantitative model
utilized to assess such plans and/or the Glass Lewis evaluation of the plans. The investment manager will generally
oppose plans that have the potential to be excessively dilutive, and will almost always oppose plans that are structured
to allow the repricing of underwater options, or plans that have an automatic share replenishment evergreen feature.
The investment manager will generally support employee stock option plans in which the purchase price is at least

85% of fair market value, and when potential dilution is 10% or less.

Severance compensation arrangements will be reviewed on a case-by-case basis, although the investment manager
will generally oppose golden parachutes that are considered to be excessive. The investment manager will normally
support proposals that require a percentage of directors compensation to be in the form of common stock, as it aligns
their interests with those of shareholders.

The investment manager will review non-binding say-on-pay proposals on a case-by-case basis, and will generally
vote in favor of such proposals unless compensation is misaligned with performance and/or shareholders interests, the
company has not provided reasonably clear disclosure regarding its compensation practices, or there are concerns with
the company s remuneration practices.

Anti-takeover mechanisms and related issues. The investment manager generally opposes anti-takeover measures
since they tend to reduce shareholder rights. However, as with all proxy issues, the investment manager conducts an
independent review of each anti-takeover proposal. On occasion, the investment manager may vote with management
when the research analyst has concluded that the proposal is not onerous and would not harm the Fund or its
shareholders interests. The investment manager generally supports proposals that require shareholder rights plans
( poison pills ) to be subject to a shareholder vote and will closely evaluate such plans on a case-by-case basis to
determine
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whether or not they warrant support. In addition, the investment manager will generally vote against any proposal to
issue stock that has unequal or subordinate voting rights. The investment manager generally opposes any
supermajority voting requirements as well as the payment of greenmail. The investment manager generally supports

fair price provisions and confidential voting. The investment manager will review a company s proposal to
reincorporate to a different state or country on a case-by-case basis taking into consideration financial benefits such as
tax treatment as well as comparing corporate governance provisions and general business laws that may result from
the change in domicile.

Changes to capital structure. The investment manager realizes that a company s financing decisions have a significant
impact on its shareholders, particularly when they involve the issuance of additional shares of common or preferred
stock or the assumption of additional debt. The investment manager will review, on a case-by-case basis, proposals by
companies to increase authorized shares and the purpose for the increase. The investment manager will generally not
vote in favor of dual-class capital structures to increase the number of authorized shares where that class of stock
would have superior voting rights. The investment manager will generally vote in favor of the issuance of preferred
stock in cases where the company specifies the voting, dividend, conversion and other rights of such stock and the
terms of the preferred stock issuance are deemed reasonable. The investment manager will review proposals seeking
preemptive rights on a case-by-case basis.

Mergers and corporate restructuring. Mergers and acquisitions will be subject to careful review by the research
analyst to determine whether they would be beneficial to shareholders. The investment manager will analyze various
economic and strategic factors in making the final decision on a merger or acquisition. Corporate restructuring
proposals are also subject to a thorough examination on a case-by-case basis.

Environmental and social issues. The investment manager considers environmental and social issues alongside
traditional financial measures to provide a more comprehensive view of the value, risk and return potential of an
investment. Companies may face significant financial, legal and reputational risks resulting from poor environmental
and social practices, or negligent oversight of environmental or social issues. Franklin Templeton s Responsible
Investment Principles and Policies describes the investment manager s approach to consideration of environmental,
social and governance issues within the investment manager s processes and ownership practices.

In the investment manager s experience, those companies that are managed well are often effective in dealing with the
relevant environmental and social issues that pertain to their business. As such, the investment manager will generally
give management discretion with regard to environmental and social issues. However, in cases where management
and the board have not demonstrated adequate efforts to mitigate material environmental or social risks, have engaged
in inappropriate or illegal conduct, or have failed to adequately address
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current or emergent risks that threaten shareholder value, the investment manager may choose to support well-crafted
shareholder proposals that serve to promote or protect shareholder value. This may include seeking appropriate
disclosure regarding material environmental and social issues. The investment manager will review shareholder
proposals on a case-by-case basis and may support those that serve to enhance value or mitigate risk, are drafted
appropriately, and do not disrupt the course of business or require a disproportionate or inappropriate use of company
resources.

The investment manager will consider supporting a shareholder proposal seeking disclosure and greater board
oversight of lobbying and corporate political contributions if the investment manager believes that there is evidence of
inadequate oversight by the company s board, if the company s current disclosure is significantly deficient, or if the
disclosure is notably lacking in comparison to the company s peers.

Governance matters. The investment manager generally supports the right of shareholders to call special meetings and
act by written consent. However, the investment manager will review such shareholder proposals on a case-by-case
basis in an effort to ensure that such proposals do not disrupt the course of business or require a disproportionate or
inappropriate use of company resources.

Proxy access. In cases where the investment manager is satisfied with company performance and the responsiveness
of management, it will generally vote against shareholder proxy access proposals not supported by management. In
other instances, the investment manager will consider such proposals on a case-by-case basis, taking into account
factors such as the size of the company, ownership thresholds and holding periods, nomination limits (e.g., number of
candidates that can be nominated), the intentions of the shareholder proponent, and shareholder base.

Global corporate governance. Many of the tenets discussed above are applied to the investment manager s proxy
voting decisions for international investments. However, the investment manager must be flexible in these worldwide
markets. Principles of good corporate governance may vary by country, given the constraints of a country s laws and
acceptable practices in the markets. As a result, it is on occasion difficult to apply a consistent set of governance
practices to all issuers. As experienced money managers, the investment manager s analysts are skilled in
understanding the complexities of the regions in which they specialize and are trained to analyze proxy issues
germane to their regions.

The investment manager will generally attempt to process every proxy it receives for all domestic and foreign
securities. However, there may be situations in which the investment manager may be unable to successfully vote a
proxy, or may choose not to vote a proxy, such as where: (i) a proxy ballot was not received from the custodian bank;
(i1) a meeting notice was received too late; (iii) there are fees imposed upon the exercise of a vote and it is determined
that such fees outweigh the benefit of voting; (iv) there are legal encumbrances to voting, including blocking
restrictions in certain markets that preclude the ability to dispose of a security if the investment manager
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votes a proxy or where the investment manager is prohibited from voting by applicable law, economic or other
sanctions, or other regulatory or market requirements, including but not limited to, effective Powers of Attorney;

(v) additional documentation or the disclosure of beneficial owner details is required; (vi) the investment manager

held shares on the record date but has sold them prior to the meeting date; (vii) a proxy voting service is not offered by
the custodian in the market; (viii) due to either system error or human error, the investment manager s intended vote is
not correctly submitted; (ix) the investment manager believes it is not in the best interest of the Fund or its
shareholders to vote the proxy for any other reason not enumerated herein; or (x) a security is subject to a securities
lending or similar program that has transferred legal title to the security to another person.

In some non-U.S. jurisdictions, even if the investment manager uses reasonable efforts to vote a proxy on behalf of the
Fund, such vote or proxy may be rejected because of (a) operational or procedural issues experienced by one or more
third parties involved in voting proxies in such jurisdictions; (b) changes in the process or agenda for the meeting by
the issuer for which the investment manager does not have sufficient notice; or (c) the exercise by the issuer of its
discretion to reject the vote of the investment manager. In addition, despite the best efforts of the Proxy Group and its
agents, there may be situations where the investment manager s votes are not received, or properly tabulated, by an
issuer or the issuer s agent.

The investment manager or its affiliates may, on behalf of one or more of the proprietary registered investment
companies advised by the investment manager or its affiliates, determine to use its best efforts to recall any security
on loan where the investment manager or its affiliates (a) learn of a vote on a material event that may affect a security
on loan and (b) determine that it is in the best interests of such proprietary registered investment companies to recall
the security for voting purposes.

Procedures for meetings involving fixed income securities. From time to time, certain custodians may process events
for fixed income securities through their proxy voting channels rather than corporate action channels for
administrative convenience. In such cases, the Proxy Group will receive ballots for such events on the ISS voting
platform. The Proxy Group will solicit voting instructions from the investment manager for each Fund involved. If the
Proxy Group does not receive voting instructions from the investment manager, the Proxy Group will take no action
on the event. The investment manager may be unable to vote a proxy for a fixed income security, or may choose not
to vote a proxy, for the reasons described under the section entitled Proxy Procedures.

The Proxy Group will monitor such meetings involving fixed income securities for conflicts of interest in accordance
with these procedures for fixed income securities. If a fixed income issuer is flagged as a potential conflict of interest,
the investment manager may nonetheless vote as it deems in the best interests of the Fund. The investment manager
will report such decisions on an annual basis to the Fund board as may be required.
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Shareholders may view the complete Policies online at franklintempleton.com. Alternatively, shareholders may
request copies of the Policies free of charge by calling the Proxy Group collect at (954) 527-7678 or by sending a
written request to: Franklin Templeton Companies, LLC, 300 S.E. 2nd Street, Fort Lauderdale, FL. 33301-1923,
Attention: Proxy Group. Copies of the Fund s proxy voting records are available online at franklintempleton.com and
posted on the SEC website at www.sec.gov. The proxy voting records are updated each year by August 31 to reflect
the most recent 12-month period ended June 30.

Item 8. Portfolio Managers of Closed-End Management Investment Companies. N/A

Item 9. Purchases of Equity Securities by Closed-End Management Investment Company and Affiliated
Purchasers.

8,031,308

Total Financials 36,189,523
Health Care 6.6%
Health Care Equipment & Supplies  0.2%

IDH Finance PLC, Senior Secured Notes 6.250% 8/15/22 620,000 GBP 667,580 (®)

Health Care Providers & Services 2.6%

Air Medical Group Holdings Inc., Senior Notes 6.375% 5/15/23 2,135,000 1,782,725 @

BioScrip Inc., First Lien Notes (1 mo. USD LIBOR + 7.000%) 8.224% 6/30/22 1,369,000 1,434,027 0@

BioScrip Inc., Senior Notes 8.875% 2/15/21 670,000 636,500

Centene Corp., Senior Notes 6.125% 2/15/24 370,000 385,688

DaVita Inc., Senior Notes 5.125% 7115124 350,000 337,313

DaVita Inc., Senior Notes 5.000% 5/1/25 370,000 348,263

HCA Inc., Senior Notes 7.500% 11/15/95 1,000,000 992,500

NVA Holdings Inc., Senior Notes 6.875% 4/1/26 870,000 834,112 @

RegionalCare Hospital Partners Holdings Inc., Senior Secured Notes 8.250% 5/1/23 830,000 868,902 (@)

Tenet Healthcare Corp., Senior Notes 8.125% 4/1/22 1,540,000 1,607,375

Total Health Care Providers & Services 9,227,405

Pharmaceuticals  3.8%

Bausch Health Cos. Inc., Senior Notes 7.500% 7/15/21 720,000 734,688 @
Western Asset High Yield Defined Opportunity Fund Inc. 2018 Semi-Annual Report 9
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Table of Conten

Schedule of investments (unaudited) (cont d)

November 30, 2018

Western Asset High Yield Defined Opportunity Fund Inc.

Security Rate
Pharmaceuticals  continued

Bausch Health Cos. Inc., Senior Notes 5.875%
Bausch Health Cos. Inc., Senior Notes 6.125%
Bausch Health Cos. Inc., Senior Notes 9.000%
Bausch Health Cos. Inc., Senior Secured Notes 7.000%
Endo Finance LLC/Endo Finco Inc., Senior Notes 7.250%
Endo Finance LLC/Endo Finco Inc., Senior Notes 5.375%
Teva Pharmaceutical Finance Netherlands IIT BV, Senior Notes 2.200%
Total Pharmaceuticals

Total Health Care

Industrials 6.0%

Aerospace & Defense  0.2%

Heligear Acquisition Co., Senior Secured Notes 10.250%
Air Freight & Logistics  0.2%

XPO Logistics Inc., Senior Notes 6.500%
Building Products  0.8%

Standard Industries Inc., Senior Notes 5.000%
Standard Industries Inc., Senior Notes 4.750%
Total Building Products

Commercial Services & Supplies  2.2%

Garda World Security Corp., Senior Notes 7.250%
GFL Environmental Inc., Senior Notes 5.375%
Monitronics International Inc., Senior Notes 9.125%
United Rentals North America Inc., Senior Notes 5.500%
United Rentals North America Inc., Senior Notes 6.500%
United Rentals North America Inc., Senior Notes 5.500%
United Rentals North America Inc., Senior Notes 4.875%
Total Commercial Services & Supplies

Construction & Engineering  0.3%

Brundage-Bone Concrete Pumping Inc., Senior Secured Notes 10.375%
Electrical Equipment  0.1%

Resideo Funding Inc., Senior Notes 6.125%
Machinery 1.0%

Allison Transmission Inc., Senior Notes 5.000%
Allison Transmission Inc., Senior Notes 4.750%
Cleaver-Brooks Inc., Senior Secured Notes 7.875%
MAI Holdings Inc., Senior Secured Notes 9.500%
Park-Ohio Industries Inc., Senior Notes 6.625%
Total Machinery

10 Western Asset High Yield Defined Opportunity Fund Inc. 2018 Semi-Annual Report
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Maturity
Date

5/15/23
4/15/25
12/15/25
3/15/24
1/15/22
1/15/23
7/21/21

10/15/19
6/15/22

2/15/27
1/15/28

11/15/21
3/1/23
4/1/20

7/15/25
12/15/26
5/15/27
1/15/28

9/1/23
11/1/26

10/1/24
10/1/27
3/1/23
6/1/23
4/15/27

Face
Amount

840,000
3,290,000
1,400,000

420,000
1,615,000
1,615,000
4,700,000

620,000
678,000

440,000
2,900,000

540,000
3,000,000
100,000
320,000
3,130,000
415,000
610,000

860,000
490,000

380,000
939,000
750,000
940,000
639,000

$

Value

821,100 @
3,096,548 @
1,482,250 @

440,475 @
1,518,100 @
1,336,413 @
4,365,981

13,795,555
23,690,540

623,305 @
692,407 @

397,100 @
2,548,375 @
2,945,475

532,575 @
2,752,500 @
63,500
312,200

3,149,562
392,694
551,669

7,754,700

926,908 @
489,387 @

367,175 @
849,795 @
744,375 @
907,100
634,008
3,502,453
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Western Asset High Yield Defined Opportunity Fund Inc.

Security

Marine  0.4%

Navios Maritime Acquisition Corp./Navios Acquisition Finance U.S. Inc., Senior
Secured Notes

Road & Rail  0.2%

Flexi-Van Leasing Inc., Secured Notes

Trading Companies & Distributors  0.4%

Ahern Rentals Inc., Secured Notes

Beacon Roofing Supply Inc., Senior Notes

Total Trading Companies & Distributors

Transportation Infrastructure  0.2%

Neovia Logistics Services LLC/SPL Logistics Finance Corp., Senior Secured Notes
Total Industrials

Information Technology 2.1%

Software  0.3%

Interface Special Holdings Inc., Senior Notes (19.000% PIK)

j2 Cloud Services LLC/j2 Global Co-Obligor Inc., Senior Notes

Total Software

Technology Hardware, Storage & Peripherals  1.8%

Dell International LLC/EMC Corp., Senior Notes

Seagate HDD Cayman, Senior Notes

Seagate HDD Cayman, Senior Notes

Seagate HDD Cayman, Senior Notes

Western Digital Corp., Senior Notes

Total Technology Hardware, Storage & Peripherals

Total Information Technology

Materials 9.2%

Construction Materials  0.2%

Summit Materials LLC/Summit Materials Finance Corp.

U.S. Concrete Inc., Senior Notes

Total Construction Materials

Containers & Packaging 2.8%

ARD Securities Finance SARL, Senior Secured Notes (8.750% PIK)
Ardagh Packaging Finance PLC/Ardagh Holdings USA Inc., Senior Notes
Ardagh Packaging Finance PLC/Ardagh Holdings USA Inc., Senior Notes
Berry Global Inc., Secured Notes

Pactiv LLC, Senior Notes

Rate

8.125%

10.000%

7.375%
4.875%

8.875%

19.000%
6.000%

7.125%
4.750%
4.750%
4.875%
4.750%

5.125%
6.375%

8.750%
7.250%
6.000%
4.500%
7.950%

Maturity
Date

11/15/21
2/15/23

5/15/23
11/1/25

8/1/20

11/1/23
7/15/25

6/15/24
6/1/23
1/1/25
6/1/27

2/15/26

6/1/25
6/1/24

1/31/23
5/15/24
2/15/25
2/15/26
12/15/25

Face
Amount

1,670,000
1,000,000

370,000
1,400,000

920,000

993,549
600,000

270,000
720,000
2,350,000
210,000
3,128,000

450,000
510,000

1,913,620
830,000
3,905,000
1,110,000
410,000

$

Value

1,319,300 @
827,500 @
333,000 @

1,275,750 @

1,608,750

800,400 @
21,490,585

571,291 @(e)

602,250 @
1,173,541

282,423 @

684,795
2,170,654

187,400
2,869,940
6,195,212
7,368,753

409,500 @
485,775
895,275

1,631,361 @(©)

841,412 @
3,646,294 @
1,046,175 @

414,100
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Schedule of investments (unaudited) (cont d)

November 30, 2018

Western Asset High Yield Defined Opportunity Fund Inc.

Security Rate
Containers & Packaging continued
Pactiv LLC, Senior Notes 8.375%

Total Containers & Packaging
Metals & Mining  5.3%

Alcoa Nederland Holding BV, Senior Notes 6.750%
Alcoa Nederland Holding BV, Senior Notes 7.000%
Alcoa Nederland Holding BV, Senior Notes 6.125%
ArcelorMittal, Senior Notes 7.000%
First Quantum Minerals Ltd., Senior Notes 7.000%
First Quantum Minerals Ltd., Senior Notes 7.250%
Freeport-McMoRan Inc., Senior Notes 3.100%
Freeport-McMoRan Inc., Senior Notes 4.000%
Freeport-McMoRan Inc., Senior Notes 3.550%
Freeport-McMoRan Inc., Senior Notes 6.875%
Freeport-McMoRan Inc., Senior Notes 3.875%
Freeport-McMoRan Inc., Senior Notes 4.550%
Freeport-McMoRan Inc., Senior Notes 5.400%
Freeport-McMoRan Inc., Senior Notes 5.450%
Hudbay Minerals Inc., Senior Notes 7.250%
Hudbay Minerals Inc., Senior Notes 7.625%
Midwest Vanadium Pty Ltd., Senior Secured Notes 11.500%
Northwest Acquisitions ULC/Dominion Finco Inc., Secured Notes 7.125%
Teck Resources Ltd., Senior Notes 8.500%
Teck Resources Ltd., Senior Notes 6.250%
Vale Overseas Ltd., Senior Notes 6.875%
Vale Overseas Ltd., Senior Notes 6.875%

Total Metals & Mining

Paper & Forest Products  0.9%

Mercer International Inc., Senior Notes 7.375%
Schweitzer-Mauduit International Inc., Senior Notes 6.875%
Total Paper & Forest Products

Total Materials

Real Estate 1.4%

Equity Real Estate Investment Trusts (REITs) 0.9%

CoreCivic Inc., Senior Notes 4.125%
CoreCivic Inc., Senior Notes 4.625%
GEO Group Inc., Senior Notes 6.000%
12 Western Asset High Yield Defined Opportunity Fund Inc. 2018 Semi-Annual Report
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Maturity
Date

4/15/27

9/30/24
9/30/26
5/15/28
10/15/39
2/15/21
4/1/23
3/15/20
11/14/21
3/1/22
2/15/23
3/15/23
11/14/24
11/14/34
3/15/43
1/15/23
1/15/25
2/15/18
11/1/22
6/1/24
7/15/41
11/21/36
11/10/39

1/15/25
10/1/26

4/1/20
5/1/23
4/15/26

Face
Amount

2,280,000

500,000
1,130,000
440,000
2,020,000
780,000
1,420,000
10,000
450,000
310,000
770,000
380,000
990,000
780,000
1,080,000
960,000
960,000
1,202,654
420,000
1,970,000
260,000
2,220,000
750,000

2,330,000
750,000

130,000
860,000
810,000

Value

2,337,000
9,916,342

518,750 @
1,178,025 @
430,100 ®
2,148,326
767,579 @
1,318,825 ®
9,875
439,875
295,663
804,650
354,825
923,175
659,100
888,300
966,000 ®
957,600 ®
4,557 *@0)
416,850 @
2,142,769 @
257,725
2,497,500
849,967
18,830,036

2,345,285 @(m)
738,750 @
3,084,035
32,725,688

129,025
799,800
721,912
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Western Asset High Yield Defined Opportunity Fund Inc.

Maturity Face

Security Rate Date Amount Value
Equity Real Estate Investment Trusts (REITs) continued
MPT Operating Partnership LP/MPT Finance Corp., Senior Notes 5.000% 10/15/27 1,782,000 1,697,355
Total Equity Real Estate Investment Trusts (REITs) 3,348,092
Real Estate Management & Development  0.5%
WeWork Cos. Inc., Senior Notes 7.875% 5/1/25 1,820,000 1,710,800 @
Total Real Estate 5,058,892
Utilities 2.0%
Electric Utilities 1.2%
FirstEnergy Corp., Senior Notes 7.375% 11/15/31 1,260,000 1,593,772
Pampa Energia SA, Senior Notes 7.375% 7/21/23 1,800,000 1,665,018 ®
Red Oak Power LLC, Senior Secured Notes 9.200% 11/30/29 1,000,000 1,135,000
Total Electric Utilities 4,393,790
Gas Utilities  0.8%
Suburban Propane Partners LP/Suburban Energy Finance Corp., Senior Notes 5.750% 3/1/25 1,930,000 1,785,250
Suburban Propane Partners LP/Suburban Energy Finance Corp., Senior Notes 5.875% 3/1/127 1,020,000 923,100
Total Gas Utilities 2,708,350
Total Utilities 7,102,140
Total Corporate Bonds & Notes (Cost  $297,874,080) 306,637,985
Sovereign Bonds 5.6%
Argentina  1.2%
Argentina POM Politica Monetaria, Bonds (Argentina Central Bank 7 Day
Repo Reference Rate) 64.608% 6/21/20 56,620,000 ARS 1,549,955
Argentine Republic Government International Bond, Senior Notes 5.875% 1/11/28 3,360,000 2,523,394
Total Argentina 4,073,349
Brazil 1.1%
Brazil Notas do Tesouro Nacional Serie F, Notes 10.000% 1/1/21 566,000 BRL 151,832
Brazil Notas do Tesouro Nacional Serie F, Notes 10.000% 1/1/23 13,700,000 BRL 3,655,596
Total Brazil 3,807,428
Ecuador 1.3%
Ecuador Government International Bond, Senior Notes 10.750% 3/28/22 750,000 777,562 @
Ecuador Government International Bond, Senior Notes 9.650% 12/13/26 4,220,000 3,941,691 @
Total Ecuador 4,719,253
Mexico 0.2%
Mexican Bonos, Bonds 6.500% 6/9/22 18,070,000 MXN 826,708
Russia  1.4%
Russian Federal Bond OFZ, Bonds 7.750% 9/16/26 127,920,000 RUB 1,833,857

Western Asset High Yield Defined Opportunity Fund Inc. 2018 Semi-Annual Report 13
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Schedule of investments (unaudited) (cont d)

November 30, 2018

Western Asset High Yield Defined Opportunity Fund Inc.

Security Rate
Russia  continued

Russian Federal Bond OFZ, Bonds

Russian Federal Bond OFZ, Bonds

Total Russia

Uruguay 0.4%

Uruguay Government International Bond, Senior Notes
Total Sovereign Bonds (Cost  $21,726,543)

Senior Loans 3.5%
Communication Services
Media 0.4%

American Media Inc., Term Loan (3 mo. LIBOR + 8.000%)

Charter Communications Operating LLC, Term Loan B (1 mo. LIBOR +
2.000%)

Total Communication Services

Consumer Discretionary 2.3%

Specialty Retail 2.3%

PetSmart Inc., Term Loan B2 (1 mo. LIBOR + 3.000%)

Spencer Gifts LLC, Second Lien Term Loan (1 mo. LIBOR + 8.250%)
Total Consumer Discretionary

Industrials 0.2%

Trading Companies & Distributors  0.2%

Beacon Roofing Supply Inc., Term Loan B (1 mo. LIBOR + 2.250%)
Information Technology 0.1%

IT Services  0.1%

First Data Corp., 2024 USD Term Loan (1 mo. LIBOR + 2.000%)
Materials 0.1%

Containers & Packaging 0.1%

Reynolds Group Holdings Inc., Incremental US Term Loan (1 mo. LIBOR +
2.750%)

Real Estate  0.3%

Equity Real Estate Investment Trusts (REITs) 0.3%

Iron Mountain Information Management LLC, Term Loan B (1 mo. LIBOR
+ 1.750%)

Utilities 0.1%

Electric Utilities  0.1%

Panda Temple Power LLC, Second Lien Term Loan (1 mo. LIBOR +
8.000% PIK)

Total Senior Loans (Cost

8.150%
7.050%

9.875%

0.4%
10.396%

4.350%

5.320%
10.560%

4.568%

4.315%

5.095%

4.095%

10.307%
$12,944,443)
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Maturity
Date

2/3/27
1/19/28

6/20/22

12/31/18

4/30/25

3/11/22
6/29/22

172125

4/26/24

2/5/23

1/2/26

2/7/23

Face
Amount

90,000,000 RUB
132,789,000 RUB

47,140,000 UYU

980,000

531,739

9,375,690
160,000

654,200

500,000

492,424

995,000

353,614

$

Value

1,316,337
1,798,231
4,948,425

1,450,044 ®
19,825,207

962,850 @MW
527,019 KW
1,489,869

7,867,207 (k)M
126,400 (DmE)D)
7,993,607

637,845 (D

492,585 W0

488,687 W0

978,409 (D)

355,382 @md®
12,436,384
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Security

Common Stocks 1.5%

Consumer Discretionary 0.2%
Hotels, Restaurants & Leisure 0.2%
Bossier Casino Venture Holdco Inc.

Energy 1.1%

Energy Equipment & Services 0.0%
Hercules Offshore Inc. (Escrow)

0Oil, Gas & Consumable Fuels 1.1%
Berry Petroleum Co.

Blue Ridge Mountain Resources Inc.
MWO Holdings LLC

Total Oil, Gas & Consumable Fuels
Total Energy

Utilities 0.2%

Electric Utilities  0.2%

Panda Temple Power LLC

Total Common Stocks (Cost  $9,527,129)

Convertible Bonds & Notes 0.7%

Communication Services 0.7%

Interactive Media & Services 0.1%

Twitter Inc., Senior Notes

Media 0.6%

DISH Network Corp., Senior Notes

Total Convertible Bonds & Notes (Cost  $2,678,447)
U.S. Government & Agency Obligations 0.4%
U.S. Government Obligations  0.4%

U.S. Treasury Notes

U.S. Treasury Notes

Total U.S. Government & Agency Obligations (Cost

Preferred Stocks 0.4%

Financials 0.4%

Banks  0.1%

GMAC Capital Trust I (3 mo. USD LIBOR + 5.785%)

Table of Contents

$1,499,883)

Shares Value
68,957 $ 870,237 *©d)
46,103 55,451 *©)d)
233,094 2,839,465 (©)®
183,339 968,030 *©)(d)
442 0 *©)A(®)
3,807,495
3,862,946
24,398 561,154 *
5,294,337
Maturity Face
Rate Date Amount
1.000% 9/15/21 480,000 440,837
2.375% 3/15/24 2,595,000 2,166,690
2,607,527
2.875% 10/15/21 1,000,000 1,001,055
2.875% 10/31/23 500,000 500,517
1,501,572
Shares
8.401% 17,000 433,500
Western Asset High Yield Defined Opportunity Fund Inc. 2018 Semi-Annual Report 15
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Schedule of investments (unaudited) (cont d)

November 30, 2018

Western Asset High Yield Defined Opportunity Fund Inc.

Security Rate
Capital Markets  0.3%

B. Riley Financial Inc. 6.875%
Total Preferred Stocks (Cost  $1,281,227)

Total Investments before Short-Term Investments (Cost  $347,531,752)

Short-Term Investments 0.7 %

Sovereign Bonds 0.2%

Argentina Treasury Bill (15.827)%
Argentina Treasury Bill (8.556)%
Total Sovereign Bonds (Cost $764,885)

Money Market Funds 0.5%

Dreyfus Government Cash Management, Institutional Shares (Cost  $1,851,931) 2.115%

Total Short-Term Investments (Cost $2,616,816)
Total Investments 98.8% (Cost $350,148,568)
Other Assets in Excess of Liabilities 1.2%

Total Net Assets 100.0%

Face amount denominated in U.S. dollars, unless otherwise noted.

*Non-income producing security.

Maturity
Date

3/29/19
5/31/19

Shares

39,275

Face
Amount

5,572,000 ARS
22,870,000 ARS

Shares

1,851,931

Value

$ 983,446
1,416,946
349,719,958

156,208 ™
633,768 (™
789,976

1,851,931
2,641,907
352,361,865
4,191,026

$ 356,552,891

@ Security is exempt from registration under Rule 144A of the Securities Act of 1933. This security may be resold in transactions that are exempt from
registration, normally to qualified institutional buyers. This security has been deemed liquid pursuant to guidelines approved by the Board of Directors.

(b

Security is exempt from registration under Regulation S of the Securities Act of 1933. Regulation S applies to securities offerings that are made outside of the

United States and do not involve direct selling efforts in the United States. This security has been deemed liquid pursuant to guidelines approved by the Board

of Directors.

(©) Security is valued in good faith in accordance with procedures approved by the Board of Directors (Note 1).

(d

Security is valued using significant unobservable inputs (Note 1).

(©) Payment-in-kind security for which the issuer has the option at each interest payment date of making interest payments in cash or additional securities.

Table of Contents
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® Value is less than $1.

(® Security has no maturity date. The date shown represents the next call date.

() Variable rate security. Interest rate disclosed is as of the most recent information available. Certain variable rate securities are not based on a published
reference rate and spread but are determined by the issuer or agent and are based on current market conditions. These securities do not indicate a reference rate
and spread in their description above.

() Restricted security (Note 7).

() The maturity principal is currently in default as of November 30, 2018.
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Western Asset High Yield Defined Opportunity Fund Inc.

() Interest rates disclosed represent the effective rates on senior loans. Ranges in interest rates are attributable to multiple contracts under the same loan.

M Senior loans may be considered restricted in that the Fund ordinarily is contractually obligated to receive approval from the agent bank and/or borrower prior to
the disposition of a senior loan.

(m) Securities traded on a when-issued or delayed delivery basis.

(m Rate shown represents yield-to-maturity.

Abbreviations used in this schedule:
ARS Argentine Peso

BRL Brazilian Real

CAD Canadian Dollar

EUR Euro
GBP British Pound
ICE Intercontinental Exchange

LIBOR  London Interbank Offered Rate

MXN Mexican Peso

0JSC Open Joint Stock Company

PIK Payment-In-Kind

RUB Russian Ruble

USDh United States Dollar

UuYu Uruguayan Peso

At November 30, 2018, the Fund had the following open forward foreign currency contracts:

Unrealized

Currency Currency Settlement Appreciation

Purchased Sold Counterparty Date (Depreciation)
GBP 47,978 USD 62,598 Barclays Bank PLC 1/18/19 $ (1,287)
USD 1,975,147 BRL 7,480,000 Barclays Bank PLC 1/18/19 46,084
USD 118,115 GBP 88,963 Barclays Bank PLC 1/18/19 4,430
USD 638,643 CAD 830,000 BNP Paribas SA 1/18/19 13,144
USD 651,429 EUR 557,540 Goldman Sachs Group Inc. 1/18/19 17,239
Total $ 79,610

Abbreviations used in this table:
BRL Brazilian Real

CAD  Canadian Dollar

EUR Euro

GBP British Pound

USD United States Dollar
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Statement of assets and liabilities (unaudited)

November 30, 2018

Assets:

Investments, at value (Cost  $350,148,568) $ 352,361,865
Cash 616,707
Foreign currency, at value (Cost  $239,050) 239,948
Interest and dividends receivable 6,241,627
Receivable for securities sold 4,836,532
Unrealized appreciation on forward foreign currency contracts 80,897
Prepaid expenses 7,314
Total Assets 364,384,890
Liabilities:

Payable for securities purchased 5,441,194
Distributions payable 2,016,328
Investment management fee payable 236,772
Directors fees payable 6,085
Unrealized depreciation on forward foreign currency contracts 1,287
Accrued expenses 130,333
Total Liabilities 7,831,999
Total Net Assets $ 356,552,891
Net Assets:

Par value ($0.001 par value; 22,783,370 shares issued and outstanding; 100,000,000 common shares authorized) $ 22,783
Paid-in capital in excess of par value 430,805,546
Total distributable earnings (loss) (74,275,438)
Total Net Assets $ 356,552,891
Shares Outstanding 22,783,370
Net Asset Value $15.65
18 Western Asset High Yield Defined Opportunity Fund Inc. 2018 Semi-Annual Report
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Statement of operations (unaudited)

For the Six Months Ended November 30, 2018

Investment Income:
Interest

Dividends

Total Investment Income

Expenses:

Investment management fee (Note 2)
Directors fees

Transfer agent fees

Legal fees

Audit and tax fees

Fund accounting fees
Shareholder reports

Stock exchange listing fees
Custody fees

Insurance

Interest expense
Miscellaneous expenses
Total Expenses

Net Investment Income

Realized and Unrealized Gain (Loss) on Investments, Forward Foreign Currency Contracts
and Foreign Currency Transactions (Notes 1, 3 and 4):

Net Realized Gain (Loss) From:

Investment transactions

Forward foreign currency contracts

Foreign currency transactions

Net Realized Loss

Change in Net Unrealized Appreciation (Depreciation) From:

Investments

Forward foreign currency contracts

Foreign currencies

Change in Net Unrealized Appreciation (Depreciation)

Net Loss on Investments, Forward Foreign Currency Contracts and Foreign Currency Transactions
Increase in Net Assets From Operations

$ 14,043,199
125,965
14,169,164

1,473,419
50,634
47,133
25,640
25477
19,204
15,395

6,268
5,480
2,894

12

9,353
1,680,909
12,488,255

(5,699,620)
83,892
(182,189)
(5,797,917)

(6,721,439)
(55,070)
110,449
(6,666,060)
(12,463,977)
$ 24,278

Western Asset High Yield Defined Opportunity Fund Inc. 2018 Semi-Annual Report
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Statements of changes in net assets

For the Six Months Ended November 30, 2018 (unaudited)

and the Year Ended May 31, 2018 November 30 May 31
Operations:

Net investment income $ 12,488,255 $ 25,036,231
Net realized loss (5,797,917) (7,184,858)
Change in net unrealized appreciation (depreciation) (6,666,060) (9,483,861)
Increase in Net Assets From Operations 24,278 8,367,512
Distributions to Shareholders From (Note 1):

Total distributable earnings? (12,097,969) (25,528,765)
Decrease in Net Assets From Distributions to Shareholders (12,097,969) (25,528,765)
Decrease in Net Assets (12,073,691) (17,161,253)
Net Assets:

Beginning of period 368,626,582 385,787,835
End of period? $ 356,552,891 $ 368,626,582

2 Distributions from net investment income and from realized gains are no longer required to be separately disclosed. See Note 9. For the year ended May 31,
2018, distributions from net investment income were $25,528,765.

b Parenthetical disclosure of undistributed net investment income is no longer required. See Note 9. For the year ended May 31, 2018, end of year net assets
included overdistributed net investment income of $(2,251,722).
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Financial highlights

pital stock outstanding 31, unless otherwise noted:

201812 2018! 201713 201614 201514 201414 201314
Net asset value, beginning of period $16.18 $16.93 $16.46 $16.96 $19.38 $19.02 $18.36
Income (loss) from operations:
Net investment income 0.55 1.10 0.88 1.28 1.30 1.38 1.49
Net realized and unrealized gain (loss) (0.55) (0.73) 0.53 (0.46) (2.40) 0.44 0.82
Total income (loss) from operations 0.005 0.37 1.41 0.82 (1.10) 1.82 2.31
Less distributions from:
Net investment income (0.53)6 (1.12) (0.94) (1.32) (1.32) (1.37) (1.63)
Return of capital (0.09) (0.02)
Total distributions (0.53) (1.12) (0.94) (1.32) (1.32) (1.46) (1.65)
Net asset value, end of period $15.65 $16.18 $16.93 $16.46 $16.96 $19.38 $19.02
Market price, end of period $13.83 $14.55 $15.44 $15.32 $14.46 $17.17 $17.65
Total return, based on NAV7:$ (0.03)% 2.20% 8.82% 5.53% (5.85)% 9.80% 12.89%
Total return, based on Market Price’ (1.37)% 1.45% 7.15% 16.17% (8.51)% 5.54% (2.25)%
Net assets, end of period (millions) $357 $369 $386 $375 $386 $442 $433
Ratios to average net assets:
Gross expenses 0.91%!10 0.92% 0.91%10 0.91% 0.88% 0.89% 0.88%
Net expenses 0.9110 0.92 0.9110 0.91 0.88 0.89 0.88
Net investment income 6.7810 6.58 7.0610 8.11 7.18 7.07 7.77
Portfolio turnover rate 53% 88 % 62 % 70% 58 % 42 % 55%

Per share amounts have been calculated using the average shares method.

N}

For the six months ended November 30, 2018 (unaudited).

w

For the period September 1, 2016 through May 31, 2017.

IS

For the year ended August 31.

[

Amount represents less than $0.005 per share.

=N

The actual source of the Fund s current fiscal year distributions may be from net investment income, return of capital or a combination of both. Shareholders will
be informed of the tax characteristics of the distributions after the close of the fiscal year.

N

Performance figures may reflect compensating balance arrangements, fee waivers and/or expense reimbursements. In the absence of compensating balance
arrangements, fee waivers and/or expense reimbursements, the total return would have been lower. Past performance is no guarantee of future results. Total
returns for periods of less than one year are not annualized.
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The total return calculation assumes that distributions are reinvested at NAV. Past performance is no guarantee of future results. Total returns for periods of less
than one year are not annualized.

9 The total return calculation assumes that distributions are reinvested in accordance with the Fund s dividend reinvestment plan. Past performance is no guarantee
of future results. Total returns for periods of less than one year are not annualized.

10 Annualized.
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Notes to financial statements (unaudited)

1. Organization and significant accounting policies

Western Asset High Yield Defined Opportunity Fund Inc. (the Fund ) was incorporated in Maryland on July 20, 2010 and is registered as a
non-diversified, limited-term, closed-end management investment company under the Investment Company Act of 1940, as amended (the 1940
Act ). The Fund s primary investment objective is to provide high income. As a secondary investment objective, the Fund will seek capital
appreciation. The Fund seeks to achieve its investment objectives by investing, under normal market conditions, at least 80% of its net assets in a
portfolio of high-yield corporate fixed income securities with varying maturities. Corporate securities include those securities that are issued or
originated by U.S. or foreign public or private corporations and other business entities. The Fund intends to liquidate on or about September 30,
2025 and distribute substantially all of its net assets to stockholders, after making appropriate provisions for any liabilities of the Fund.

The following are significant accounting policies consistently followed by the Fund and are in conformity with U.S. generally accepted

accounting principles ( GAAP ). Estimates and assumptions are required to be made regarding assets, liabilities and changes in net assets resulting
from operations when financial statements are prepared. Changes in the economic environment, financial markets and any other parameters used

in determining these estimates could cause actual results to differ. Subsequent events have been evaluated through the date the financial

statements were issued.

(a) Investment valuation. The valuations for fixed income securities (which may include, but are not limited to, corporate, government,
municipal, mortgage-backed, collateralized mortgage obligations and asset-backed securities) and certain derivative instruments are typically the
prices supplied by independent third party pricing services, which may use market prices or broker/dealer quotations or a variety of valuation
techniques and methodologies. The independent third party pricing services use inputs that are observable such as issuer details, interest rates,
yield curves, prepayment speeds, credit risks/spreads, default rates and quoted prices for similar securities. Investments in open-end funds are
valued at the closing net asset value per share of each fund on the day of valuation. Equity securities for which market quotations are available
are valued at the last reported sales price or official closing price on the primary market or exchange on which they trade. When the Fund holds
securities or other assets that are denominated in a foreign currency, the Fund will normally use the currency exchange rates as of 4:00 p.m.
(Eastern Time). If independent third party pricing services are unable to supply prices for a portfolio investment, or if the prices supplied are
deemed by the manager to be unreliable, the market price may be determined by the manager using quotations from one or more broker/dealers
or at the transaction price if the security has recently been purchased and no value has yet been obtained from a pricing service or pricing broker.
When reliable prices are not readily available, such as when the value of a security has been significantly affected by events after the close of the
exchange or market on which the security is principally traded, but before the Fund calculates its net asset value, the Fund values these securities
as determined in accordance with procedures approved by the Fund s Board of Directors.
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The Board of Directors is responsible for the valuation process and has delegated the supervision of the daily valuation process to the Legg

Mason North Atlantic Fund Valuation Committee (the Valuation Committee ). The Valuation Committee, pursuant to the policies adopted by the
Board of Directors, is responsible for making fair value determinations, evaluating the effectiveness of the Fund s pricing policies, and reporting
to the Board of Directors. When determining the reliability of third party pricing information for investments owned by the Fund, the Valuation
Committee, among other things, conducts due diligence reviews of pricing vendors, monitors the daily change in prices and reviews transactions
among market participants.

The Valuation Committee will consider pricing methodologies it deems relevant and appropriate when making fair value determinations.
Examples of possible methodologies include, but are not limited to, multiple of earnings; discount from market of a similar freely traded
security; discounted cash-flow analysis; book value or a multiple thereof; risk premium/yield analysis; yield to maturity; and/or fundamental
investment analysis. The Valuation Committee will also consider factors it deems relevant and appropriate in light of the facts and
circumstances. Examples of possible factors include, but are not limited to, the type of security; the issuer s financial statements; the purchase
price of the security; the discount from market value of unrestricted securities of the same class at the time of purchase; analysts research and
observations from financial institutions; information regarding any transactions or offers with respect to the security; the existence of merger
proposals or tender offers affecting the security; the price and extent of public trading in similar securities of the issuer or comparable
companies; and the existence of a shelf registration for restricted securities.

For each portfolio security that has been fair valued pursuant to the policies adopted by the Board of Directors, the fair value price is compared
against the last available and next available market quotations. The Valuation Committee reviews the results of such back testing monthly and
fair valuation occurrences are reported to the Board of Directors quarterly.

The Fund uses valuation techniques to measure fair value that are consistent with the market approach and/or income approach, depending on
the type of security and the particular circumstance. The market approach uses prices and other relevant information generated by market
transactions involving identical or comparable securities. The income approach uses valuation techniques to discount estimated future cash flows
to present value.

GAAP establishes a disclosure hierarchy that categorizes the inputs to valuation techniques used to value assets and liabilities at measurement
date. These inputs are summarized in the three broad levels listed below:

Level 1 quoted prices in active markets for identical investments

Level 2  other significant observable inputs (including quoted prices for similar investments, interest rates, prepayment speeds, credit risk,
etc.)
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Notes to financial statements (unaudited) (cont d)

Level 3  significant unobservable inputs (including the Fund s own assumptions in determining the fair value of investments)
The inputs or methodologies used to value securities are not necessarily an indication of the risk associated with investing in those securities.

The following is a summary of the inputs used in valuing the Fund s assets and liabilities carried at fair value:

ASSETS
Other Significant

Quoted Prices Observable Inputs
Description (Level 1) (Level 2)
Long-term investments :
Corporate bonds & notes:
Consumer discretionary $ 29,584,698
Energy 63,001,858
Health care 22,256,513
Other corporate bonds & notes 189,183,897
Sovereign bonds 19,825,207
Senior loans:
Communication services 527,019
Consumer discretionary 7,867,207
Other senior loans 2,952,908
Common stocks:
Consumer discretionary
Energy 2,839,465
Utilities 561,154
Convertible bonds & notes 2,607,527
U.S. government & agency obligations 1,501,572
Preferred stocks $ 1,416,946
Total long-term investments 1,416,946 342,709,025
Short-term investments :
Sovereign bonds 789,976
Money market funds 1,851,931
Total short-term investments 1,851,931 789,976
Total investments $ 3,268,877 $ 343,499,001
Other financial instruments:
Forward foreign currency contracts 80,897
Total $ 3,268,877 $ 343,579,898
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Significant
Unobservable
Inputs
(Level 3)

$ 1,176,992
0*
1,434,027

962,850
126,400

870,237
1,023,481

5,593,987

$ 5,593,987

$ 5,593,987

Total

$ 30,761,690
63,001,858
23,690,540

189,183,897
19,825,207

1,489,869
7,993,607
2,952,908

870,237
3,862,946
561,154
2,607,527
1,501,572
1,416,946
349,719,958

789,976
1,851,931
2,641,907

$ 352,361,865

80,897
$ 352,442,762
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Description
Other financial instruments:

LIABILITIES

Quoted Prices
(Level 1)

Forward foreign currency contracts

See Schedule of Investments for additional detailed categorizations.

* Amount represents less than $1.
The following is a reconciliation of investments in which significant unobservable inputs (Level 3) were used in determining fair value:

Investments in Securities
Corporate bonds & notes:
Consumer discretionary
Energy

Health care

Senior loans:
Communication services
Consumer discretionary
Energy

Common stocks:
Consumer discretionary
Energy

Industrials

Utilities

Total

Investments in Securities
(cont d)

Corporate bonds & notes:
Consumer discretionary
Energy

Health care

Senior loans:
Communication services
Consumer discretionary
Energy

Table of Contents

Other Significant
Observable Inputs
(Level 2)

Significant
Unobservable
Inputs
(Level 3)

1,287

Total

$ 1,287

Balance Change in
as of Accrued Unrealized
May 31, Premiums/ Realized Appreciation
2018 Discounts Gain (Loss)! (Depreciation)? Purchases
$ 1,097,498 $ 79,494
0%
1,430,605 $ 1,216 $ 2,206
18,987 (17,150) 961,013
661,500 287 $  (145,890) 202,503
73,142 55 1,260 11,592
1,545,326 (675,089)
1,525,548 (455,939)
0* (46,278) 46,278
542,856 18,298
$ 6,876,475 $ 20,545 $  (190,908) $ (867,301) $ 1,040,507
Net Change in
Unrealized
Appreciation
(Depreciation)
for Investments
Transfers Transfers Balance in Securities
into out of as of Still Held at
Sales Level 3 Level 33 November 30, 2018 November 30, 20182
$ 1,176,992
0%
1,434,027 $ 2,206
962,850 (17,150)
$ (592,000) 126,400 202,503
(86,049)
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Net Change in
Unrealized
Appreciation
(Depreciation)
for Investments

Transfers Transfers Balance in Securities
Investments in Securities into out of as of Still Held at
(cont d) Sales Level 3 Level 33 November 30, 2018 November 30, 20182
Common stocks:
Consumer discretionary $ 870,237 $ (675,089)
Energy $ (46,128) 1,023,481 (455,939)
Industrials 0)*
Utilities $ (561,154)
Total $ (724,177) $ (561,154) $ 5,593,987 $ (943,469)

The Fund s policy is to recognize transfers between levels as of the end of the reporting period.

* Amount represents less than $1.

I This amount is included in net realized gain (loss) from investment transactions in the accompanying Statement of Operations.

2 This amount is included in the change in net unrealized appreciation (depreciation) in the accompanying Statement of Operations. Change in unrealized
appreciation (depreciation) includes net unrealized appreciation (depreciation) resulting from changes in investment values during the reporting period and the
reversal of previously recorded unrealized appreciation (depreciation) when gains or losses are realized.

3 Transferred out of Level 3 as a result of the availability of a quoted price in an active market for an identical investment or the availability of other significant
observable inputs.

(b) Forward foreign currency contracts. The Fund enters into a forward foreign currency contract to hedge against foreign currency exchange

rate risk on its non-U.S. dollar

denominated securities or to facilitate settlement of a foreign currency denominated portfolio transaction. A forward foreign currency contract is
an agreement between two parties to buy and sell a currency at a set price with delivery and settlement at a future date. The contract is
marked-to-market daily and the change in value is recorded by the Fund as an unrealized gain or loss. When a forward foreign currency contract
is closed, through either delivery or offset by entering into another forward foreign currency contract, the Fund recognizes a realized gain or loss
equal to the difference between the value of the contract at the time it was opened and the value of the contract at the time it is closed.

Non-deliverable forward foreign currency exchange contracts are settled with the counterparty in cash without the delivery of foreign currency.

Forward foreign currency contracts involve elements of market risk in excess of the amounts reflected on the Statement of Assets and Liabilities.
The Fund bears the risk of an unfavorable change in the foreign exchange rate underlying the forward foreign currency contract. Risks may also
arise upon entering into these contracts from the potential inability of the counterparties to meet the terms of their contracts.

(c) Foreign currency translation. Investment securities and other assets and liabilities denominated in foreign currencies are translated into
U.S. dollar amounts based upon prevailing exchange rates on the date of valuation. Purchases and sales of investment
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securities and income and expense items denominated in foreign currencies are translated into U.S. dollar amounts based upon prevailing
exchange rates on the respective dates of such transactions.

The Fund does not isolate that portion of the results of operations resulting from fluctuations in foreign exchange rates on investments from the
fluctuations arising from changes in market prices of securities held. Such fluctuations are included with the net realized and unrealized gain or
loss on investments.

Net realized foreign exchange gains or losses arise from sales of foreign currencies, including gains and losses on forward foreign currency
contracts, currency gains or losses realized between the trade and settlement dates on securities transactions, and the difference between the
amounts of dividends, interest, and foreign withholding taxes recorded on the Fund s books and the U.S. dollar equivalent of the amounts
actually received or paid. Net unrealized foreign exchange gains and losses arise from changes in the values of assets and liabilities, other than
investments in securities, on the date of valuation, resulting from changes in exchange rates.

Foreign security and currency transactions may involve certain considerations and risks not typically associated with those of U.S. dollar
denominated transactions as a result of, among other factors, the possibility of lower levels of governmental supervision and regulation of
foreign securities markets and the possibility of political or economic instability.

(d) Loan participations. The Fund may invest in loans arranged through private negotiation between one or more financial institutions. The
Fund s investment in any such loan may be in the form of a participation in or an assignment of the loan. In connection with purchasing
participations, the Fund generally will have no right to enforce compliance by the borrower with the terms of the loan agreement related to the
loan, or any rights of off-set against the borrower and the Fund may not benefit directly from any collateral supporting the loan in which it has
purchased the participation.

The Fund assumes the credit risk of the borrower, the lender that is selling the participation and any other persons interpositioned between the
Fund and the borrower. In the event of the insolvency of the lender selling the participation, the Fund may be treated as a general creditor of the
lender and may not benefit from any off-set between the lender and the borrower.

(e) Securities traded on a when-issued and delayed delivery basis. The Fund may trade securities on a when-issued or delayed delivery basis.
In when-issued and delayed delivery transactions, the securities are purchased or sold by the Fund with payment and delivery taking place in the
future in order to secure what is considered to be an advantageous price and yield to the Fund at the time of entering into the transaction.

Purchasing such securities involves risk of loss if the value of the securities declines prior to settlement. These securities are subject to market
fluctuations and their current value is determined in the same manner as for other securities.
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Notes to financial statements (unaudited) (cont d)

(f) Credit and market risk. The Fund invests in high-yield and emerging market instruments that are subject to certain credit and market risks.
The yields of high-yield and emerging market debt obligations reflect, among other things, perceived credit and market risks. The Fund s
investments in securities rated below investment grade typically involve risks not associated with higher rated securities including, among
others, greater risk related to timely and ultimate payment of interest and principal, greater market price volatility and less liquid secondary
market trading. The consequences of political, social, economic or diplomatic changes may have disruptive effects on the market prices of
investments held by the Fund. The Fund s investments in non-U.S. dollar denominated securities may also result in foreign currency losses
caused by devaluations and exchange rate fluctuations.

(g) Foreign investment risks. The Fund s investments in foreign securities may involve risks not present in domestic investments. Since
securities may be denominated in foreign currencies, may require settlement in foreign currencies or pay interest or dividends in foreign
currencies, changes in the relationship of these foreign currencies to the U.S. dollar can significantly affect the value of the investments and
earnings of the Fund. Foreign investments may also subject the Fund to foreign government exchange restrictions, expropriation, taxation or
other political, social or economic developments, all of which affect the market and/or credit risk of the investments.

(h) Counterparty risk and credit-risk-related contingent features of derivative instruments. The Fund may invest in certain securities or
engage in other transactions, where the Fund is exposed to counterparty credit risk in addition to broader market risks. The Fund may invest in
securities of issuers, which may also be considered counterparties as trading partners in other transactions. This may increase the risk of loss in
the event of default or bankruptcy by the counterparty or if the counterparty otherwise fails to meet its contractual obligations. The Fund s
subadviser attempts to mitigate counterparty risk by (i) periodically assessing the creditworthiness of its trading partners, (ii) monitoring and/or
limiting the amount of its net exposure to each individual counterparty based on its assessment and (iii) requiring collateral from the
counterparty for certain transactions. Market events and changes in overall economic conditions may impact the assessment of such counterparty
risk by the subadviser. In addition, declines in the values of underlying collateral received may expose the Fund to increased risk of loss.

With exchange traded and centrally cleared derivatives, there is less counterparty risk to the Fund since the exchange or clearinghouse, as
counterparty to such instruments, guarantees against a possible default. The clearinghouse stands between the buyer and the seller of the
contract; therefore, the credit risk is limited to failure of the clearinghouse. While offset rights may exist under applicable law, the Fund does not
have a contractual right of offset against a clearing broker or clearinghouse in the event of a default of the clearing broker or clearinghouse.

The Fund has entered into master agreements, such as an International Swaps and Derivatives Association, Inc. Master Agreement ( ISDA
Master Agreement ) or similar
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agreement, with certain of its derivative counterparties that govern over-the-counter derivatives and provide for general obligations,
representations, agreements, collateral posting terms, netting provisions in the event of default or termination and credit related contingent
features. The credit related contingent features include, but are not limited to, a percentage decrease in the Fund s net assets or NAV over a
specified period of time. If these credit related contingent features were triggered, the derivatives counterparty could terminate the positions and
demand payment or require additional collateral.

Under an ISDA Master Agreement, the Fund may, under certain circumstances, offset with the counterparty certain derivative financial
instruments payables and/or receivables with collateral held and/or posted and create one single net payment. However, absent an event of
default by the counterparty or a termination of the agreement, the terms of the ISDA Master Agreements do not result in an offset of reported
amounts of financial assets and financial liabilities in the Statement of Assets and Liabilities across transactions between the Fund and the
applicable counterparty. The enforceability of the right to offset may vary by jurisdiction.

Collateral requirements differ by type of derivative. Collateral or margin requirements are set by the broker or exchange clearinghouse for
exchange traded derivatives while collateral terms are contract specific for over-the-counter traded derivatives. Cash collateral that has been
pledged to cover obligations of the Fund under derivative contracts, if any, will be reported separately in the Statement of Assets and Liabilities.
Securities pledged as collateral, if any, for the same purpose are noted in the Schedule of Investments.

As of November 30, 2018, the Fund held forward foreign currency contracts with credit related contingent features which had a liability position
of $1,287. If a contingent feature in the master agreements would have been triggered, the Fund would have been required to pay this amount to
its derivative counterparties.

At November 30, 2018, the Fund held non-cash collateral from Barclays Bank PLC in the amount of $62,675. This amount could be used to
reduce the Fund s exposure to the counterparty in the event of default.

(i) Security transactions and investment income. Security transactions are accounted for on a trade date basis. Interest income (including
interest income from payment-in-kind securities), adjusted for amortization of premium and accretion of discount, is recorded on the accrual
basis. Paydown gains and losses on mortgage- and asset-backed securities are recorded as adjustments to interest income. Dividend income is
recorded on the ex-dividend date for dividends received in cash and/or securities. Foreign dividend income is recorded on the ex-dividend date
or as soon as practicable after the Fund determines the existence of a dividend declaration after exercising reasonable due diligence. The cost of
investments sold is determined by use of the specific identification method. To the extent any issuer defaults or a credit event occurs that impacts
the issuer, the Fund may halt any additional interest income accruals and consider the realizability of interest accrued up to the date of default or
credit event.
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(j) Distributions to shareholders. Distributions from net investment income of the Fund, if any, are declared quarterly and paid on a monthly
basis. The actual source of the Fund s current fiscal year distributions may be from net investment income, return of capital or a combination of
both. Shareholders will be informed of the tax characteristics of the distributions after the close of the fiscal year. Distributions of net realized
gains, if any, are declared at least annually. Distributions to shareholders of the Fund are recorded on the ex-dividend date and are determined in
accordance with income tax regulations, which may differ from GAAP.

(k) Compensating balance arrangements. The Fund has an arrangement with its custodian bank whereby a portion of the custodian s fees is
paid indirectly by credits earned on the Fund s cash on deposit with the bank.

(1) Federal and other taxes. It is the Fund s policy to comply with the federal income and excise tax requirements of the Internal Revenue Code
of 1986 (the Code ), as amended, applicable to regulated investment companies. Accordingly, the Fund intends to distribute its taxable income
and net realized gains, if any, to shareholders in accordance with timing requirements imposed by the Code. Therefore, no federal or state
income tax provision is required in the Fund s financial statements.

Management has analyzed the Fund s tax positions taken on income tax returns for all open tax years and has concluded that as of May 31, 2018,
no provision for income tax is required in the Fund s financial statements. The Fund s federal and state income and federal excise tax returns for
tax years for which the applicable statutes of limitations have not expired are subject to examination by the Internal Revenue Service and state
departments of revenue.

Under the applicable foreign tax laws, a withholding tax may be imposed on interest, dividends and capital gains at various rates.

(m) Reclassification. GAAP requires that certain components of net assets be reclassified to reflect permanent differences between financial and
tax reporting. These reclassifications have no effect on net assets or net asset value per share.

2. Investment management agreement and other transactions with affiliates

Legg Mason Partners Fund Advisor, LLC ( LMPFA ) is the Fund s investment manager. Western Asset Management Company, LLC ( Western
Asset ) is the Fund s subadviser. Western Asset Management Company Pte. Ltd. ( Western Asset Singapore ), Western Asset Management
Company Ltd ( Western Asset Japan ) and Western Asset Management Company Limited ( Western Asset Limited ) serve as additional
subadvisers to the Fund, under additional subadvisory agreements with Western Asset. LMPFA, Western Asset, Western Asset Singapore,
Western Asset Japan and Western Asset Limited are wholly-owned subsidiaries of Legg Mason, Inc. ( Legg Mason ).

LMPFA provides administrative and certain oversight services to the Fund. The Fund pays LMPFA an investment management fee, calculated
daily and paid monthly, at an annual rate of 0.80% of the Fund s average daily net assets.
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LMPFA delegates to Western Asset the day-to-day portfolio management of the Fund. Western Asset Singapore, Western Asset Japan and
Western Asset Limited provide certain subadvisory services to the Fund relating to currency transactions and investments in non-U.S. dollar
denominated debt securities. For its services, LMPFA pays Western Asset monthly 70% of the net management fee it receives from the Fund. In
turn, Western Asset pays Western Asset Singapore, Western Asset Japan and Western Asset Limited a monthly subadvisory fee in an amount
equal to 100% of the management fee paid to Western Asset on the assets that Western Asset allocates to each such non-U.S. subadviser to
manage.

All officers and one Director of the Fund are employees of Legg Mason or its affiliates and do not receive compensation from the Fund.
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