EDGAROnline

FRANKLIN RESOURCES INC

FORM 10-Q

(Quarterly Report)

Filed 04/29/15 for the Period Ending 03/31/15

Address

Telephone
CIK
Symbol
SIC Code
Industry
Sector
Fiscal Year

ONE FRANKLIN PARKWAY
BUILDING 920

SAN MATEO, CA 94403
650-312-2000

0000038777

BEN

6282 - Investment Advice
Investment Services
Financial

09/30

Powere 4 &y EDGAROnline

http://www.edgar-online.com
© Copyright 2015, EDGAR Online, Inc. All Rights Reserved.

Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.


http://www.edgar-online.com

Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(MARK ONE)

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended March 31, 2015
OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number: 001-09318

FRANKLIN RESOURCES, INC.

(Exact name of registrant as specified in its chaer)

Delaware 13-2670991
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)
One Franklin Parkway, San Mateo, CA 94403
(Address of principal executive offices) (Zip Code)

(650) 312-2000
(Registrant’s telephone number, including area cqde

N/A
(Former name, former address and former fiscal yedrchanged since last report)

Indicate by check mark whether the registranth@ filed all reports required to be filed by Sexti3 or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for ssiobrter period that the registrant was requirefilécsuch reports), and (2) has been sul
to such filing requirements for the past 90 day&l YES O NO

Indicate by check mark whether the registrant hdwnitted electronically and posted on its corpoléieb site, if any, every Interactive D
File required to be submitted and posted pursuaRiie 405 of Regulation -during the preceding 12 months (or for such grgreriod the
the registrant was required to submit and post §iled). YES O NO

Indicate by check mark whether the registrant large accelerated filer, an accelerated filer, a-acelerated filer, or a smaller repori
company. See the definitions of “large accelerdiled’, “accelerated filer” and “smaller reportingpmpany” in Rule 122 of the Exchancg
Act. (Check one):

) Accelerated filer O
Large accelerated filer

, . . Smaller reporting companyd
Non-accelerated fileEd (Do not check if a smaller reporting company)

Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the BExgje Act). O YES NO

Indicate the number of shares outstanding of ehtitedssuer’s classes of common stock, as ofdtest practicable date.



Outstanding: 618,559,281 shares of common stockyadae $0.10 per share, of Franklin Resources,daof April 22, 2015 .
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PART | — FINANCIAL INFORMATION

Item 1. Financial Statements.

FRANKLIN RESOURCES, INC.

Condensed Consolidated Statements of Income
Unaudited

Three Months Ended

Six Months Ended

March 31, March 31,
(in millions, except per share data) 2015 2014 2015 2014
Operating Revenues
Investment management fees $ 1,347.¢ % 1,368. % 2,730.( % 2,741.¢
Sales and distribution fees 580.( 638.¢ 1,175.( 1,275.:
Shareholder servicing fees 66.1 67.7 131.¢ 143.¢
Other 16.1 21.€ 37.2 44.k
Total operating revenues 2,009.¢ 2,095.¢ 4,074.. 4,205.
Operating Expenses
Sales, distribution and marketing 710.t 766.: 1,442.( 1,543.(
Compensation and benefits 377.5 372.C 753.( 721.C
Information systems and technology 49.¢ 51.C 101.1 101.2
Occupancy 32.1 33.¢ 66.4 66.¢
General, administrative and other 82.1 86.t 171.¢ 173.¢
Total operating expenses 1,252.: 1,309.¢ 2,534.. 2,606.<
Operating Income 757.1 786.( 1,539.° 1,599.:
Other Income (Expenses)
Investment and other income, net 102.¢ 17.C 154.¢ 65.2
Interest expense (2.7) (11.9 (23.0 (24.0)
Other income, net 101.2 5.€ 141.¢ 41.2
Income before taxes 858.¢ 791.€ 1,681. 1,640.:
Taxes on income 236.( 238.¢ 492.1 491t
Net income 622.¢ 552.¢ 1,189.: 1,148.¢
Less: Net income (loss) attributable to
Nonredeemable noncontrolling interests 14.1 (7.2 20.¢ (24.9)
Redeemable noncontrolling interests 2.3 (1.0) (4.5) 8.4
Net Income Attributable to Franklin Resources, Inc. $ 606.f $ 561.( $ 1,172¢ % 1,164.¢
Earnings per Share
Basic $ 0.9t $ 0.8¢ $ 1.8 $ 1.8¢
Diluted 0.9¢ 0.8¢ 1.8¢ 1.8¢
Dividends per Share $ 0.1t % 0.1z $ 0.8C $ 0.2¢

See Notes to Condensed Consolidated Financialnstats.
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FRANKLIN RESOURCES, INC.

Condensed Consolidated Statements of Comprehensiveome
Unaudited

Three Months Ended

Six Months Ended

March 31, March 31,
(in millions) 2015 2014 2015 2014
Net Income $ 622.¢ $ 552.¢ 1,189.0 $ 1,148.¢
Other Comprehensive Income (Loss)
Net unrealized gains (losses) on investments, fn@ixo 8.C ALz 8.7 (8.5)
Currency translation adjustments, net of tax (119.9 (0.7 (181.0 8.C
Net unrealized gains (losses) on defined beneditqlnet of
tax — 0.1 1.C 1.2
Total other comprehensive income (loss) (110.¢) 1kt a71.9) 1.7
Total comprehensive income 512.: 554.: 1,017.¢ 1,147.;
Less: Comprehensive income (loss) attributable to
Nonredeemable noncontrolling interests 14.1 (7.2 20.¢ (24.9)
Redeemable noncontrolling interests 2.3 (1.0) (4.5) 8.4
Comprehensive Income Attributable to Franklin Resouces, Inc. $ 495¢ 562.5 1,001¢ $ il 11651

See Notes to Condensed Consolidated Financialistats.
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FRANKLIN RESOURCES, INC.
Condensed Consolidated Balance Sheets

Unaudited
March 31, September 30,
(in millions, except share and per share data) 2015 2014
Assets
Cash and cash equivalents $ 8,030.: $ 7,476.¢
Receivables 919.1 950.(
Investments (including $1,834.5 and $1,845.6 atfalue at March 31, 2015 and September 30,
2014) 2,629. 2,516.:
Assets of consolidated sponsored investment preduct
Cash and cash equivalents 45.C 44.¢
Investments, at fair value 997.4 1,373."
Assets of consolidated variable interest entities
Cash and cash equivalents 47.1 74.%
Investments, at fair value 757.C 788.¢
Deferred taxes, net 95.¢ 98.1
Property and equipment, net 516.¢ 530.7
Goodwill and other intangible assets, net 2,287.¢ 2,325.¢
Other 165.¢ 178.2
Total Assets $ 16,491.. $ 16,357..
Liabilities
Compensation and benefits $ 317.¢  $ 465.]
Accounts payable and accrued expenses 220.( 237.t
Dividends 94.¢ 76.¢
Commissions 408.¢ 440.:
Debt 1,597. 1,198.:
Debt of consolidated sponsored investment products 107.¢ 122.:
Debt of consolidated variable interest entitiefdatvalue at September 30, 2014) 772.2 828.t
Deferred taxes 258.( 259.:
Other 230.( 281.¢
Total liabilities 4,007.: 3,909.¢
Commitments and Contingencies (Note 9)
Redeemable Noncontrolling Interests 54.4 234.¢
Stockholders’ Equity
Preferred stock, $1.00 par value, 1,000,000 start®rized; none issued — —
Common stock, $0.10 par value, 1,000,000,000 stearmrized; 619,142,013 and 622,893,090
shares issued and outstanding at March 31, 201Septgmber 30, 2014 61.¢ 62.2
Retained earnings 12,048. 11,625.4
Appropriated retained earnings of consolidatedaldei interest entities — 13.¢
Accumulated other comprehensive loss (289.0 (117.%)
Total Franklin Resources, Inc. stockholders’ equity 11,821 11,584.:
Nonredeemable noncontrolling interests 608.( 628.<
Total stockholders’ equity 12,429 12,212.
Total Liabilities, Redeemable Noncontrolling Interests and Stockholders’ Equity $ 16,491.. $ 16,357.

See Notes to Condensed Consolidated Financialrstats.
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FRANKLIN RESOURCES, INC.
Condensed Consolidated Statements of Cash Flows

Unaudited
Six Months Ended
March 31,

(in millions) 2015 2014

Net Income $ 1,189.: $ 1,148.¢

Adjustments to reconcile net income to net cash puwided by operating activities:
Amortization of deferred sales commissions 59.4 66.%
Depreciation and other amortization 49.4 50.¢
Stock-based compensation 72.¢ 64.%
Excess tax benefit from stock-based compensation (5.2 (5.0
Gains on sale of assets (12.5) (32.0
Income from investments in equity method investees (7.9 (34.¢)
Net (gains) losses on other investments of conaitisponsored investment products (20.7) 33.¢
Net gains of consolidated variable interest erstitie (3.2 (8.9
Deferred income taxes 5.€ (12.9
Other 9.€ 11.:

Changes in operating assets and liabilities:
Increase in receivables, prepaid expenses and other (1.9 (112.0
Increase in trading securities, net (5.5 (75.9
Decrease (increase) in trading securities of cétesigld sponsored investment products, net 16.€ (437.9
Originations of loans held for sale — (37.9)
Decrease in accrued compensation and benefits (135.9) (113.9)
Increase (decrease) in commissions payable (31.59) 9.2
Decrease in income taxes payable (18.9) (22.9)
Increase (decrease) in other liabilities (39.9 146.2

Net cash provided by operating activities 1,121. 639.<
Purchase of investments (115.9) (138.9)
Liquidation of investments 158.¢ 287.t
Purchase of investments by consolidated sponsovestment products (105.6 (204.2)
Liguidation of investments by consolidated spondangestment products 149.5 54.1
Purchase of investments by consolidated varialbdzast entities (134.9 (79.9
Liquidation of investments by consolidated variablerest entities 185.¢ 215.(
Decrease in loans receivable, net — 36.¢
Decrease in loans transferred to held for sale — 8.2
Additions of property and equipment, net (29.7) (28.9
Decrease in cash and cash equivalents from nehdeligation of sponsored investment products (1.9 (148.9
Net cash provided by investing activities 107.1 1.¢

Increase (decrease) in deposits (0.3 86.2
Issuance of common stock 13.€ 20.2
Dividends paid on common stock (481.0 (139.9
Repurchase of common stock (341.7) (315.9)
Excess tax benefit from stock-based compensation 5.2 5.C
Proceeds from issuance of debt 395.¢ —
Proceeds from issuance of debt by consolidatedsgped investment products 316.¢ 408.:

[Table continued on next pay

See Notes to Condensed Consolidated Financialriitats.
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FRANKLIN RESOURCES, INC.
Condensed Consolidated Statements of Cash Flows

Unaudited
[Table continued from previous pa
Six Months Ended
March 31,

(in millions) 2015 2014
Payments on debt by consolidated sponsored invesineducts $ (328.¢ $ (372.9
Payments on debt by consolidated variable intenatities (74.9 (119.9
Payments on contingent consideration liabilities (7.2 (2.9
Noncontrolling interests (42.9 367.t

Net cash used in financing activities (545.0) (63.9
Effect of exchange rate changes on cash and casvaénts (157.9) 9.¢
Increase in cash and cash equivalents 526.: 587.¢
Cash and cash equivalents, beginning of period 7,596.( 6,323.:

Cash and Cash Equivalents, End of Period $ 8,122.: % 6,910.¢

Supplemental Disclosure of Cash Flow Information
Cash paid for income taxes $ 5182 $ 537.1
Cash paid for interest 19.1 21.1
Cash paid for interest by consolidated variablerigt entities and consolidated sponsored

investment products 17.C 23.%

See Notes to Condensed Consolidated Financialnstats.
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FRANKLIN RESOURCES, INC.
Notes to Condensed Consolidated Financial Statement
March 31, 2015
(Unaudited)

Note 1- Basis of Presentation

The unaudited interim financial statements of FlanResources, Inc. (“Franklin”and its consolidated subsidiaries (collectively
“Company”) included herein have been prepared byGbmpany in accordance with the instructions torFb0-Q and the rules and regulatis
of the U.S. Securities and Exchange Commission ‘@tC"). Under these rules and regulations, some informadiwh footnote disclosur
normally included in financial statements prepawdier accounting principles generally acceptedhm Wnited States of Americal{:S
GAAP”) have been shortened or omitted. Management belibeésll adjustments necessary for a fair statéroethe financial position ai
the results of operations for the periods showreHaen made. All adjustments are normal and requriihese financial statements shoul
read together with the Company’s audited finansiatements included in its Form 10-K for the fispahr ended September 30, 201#ds¢al
year 2014 "). Certain amounts for the comparative prior fiscahryperiod have been reclassified to conform to fthancial stateme
presentation as of and for the period ended Matci2315 .

Note 2— New Accounting Guidance
Recently Adopted Accounting Guidance

On October 1, 2014 , the Company adopted new FakAccounting Standards Board (“FASBguidance that provides an entity
election to measure the financial assets and finhhabilities of a consolidated collateralizedhdincing entity using the more observable
value of either the financial assets or financiabilities, and elected this measurement alterpafor its consolidated collateralized ¢
obligations (“CLOs"). The adoption resulted in a4¥million increase in debt of consolidated vaealnterest entities (“VIES"),a
$13.9 million reduction in appropriated retainedné@gs of consolidated VIEs and a $0.3 million retiton in retained earnings as ©ttober 1
2014 . The Companyg’subsequent earnings from the consolidated CLfzzrehanges in fair value of its own economi@masts in the CLO
and no longer include gains or losses on assetiahilities of the CLOs, which were primarily atiutable to noncontrolling interests.

New Accounting Guidance Not Yet Adopted

In February 2015, the FASB issued an amendmentéoekisting consolidation guidance. The amendmerdifies the consolidatic
framework for certain investment entities and iaflited partnerships. It also eliminates certaitecia used to determine whether fees paic
decision maker are a variable interest. The amendaiws for either a full retrospective or modiiapproach at adoption, and is effectivt
the Company in the first quarter of the fiscal yeading September 30, 2017. The Company is cuyremtluating the impact that the adop
of the amendment will have on its consolidatedrfoial statements.

There were no other significant updates to the aegounting guidance not yet adopted by the Compardisclosed in its Form 10{for
fiscal year 2014.
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Note 3— Stockholders’ Equity

The changes in total stockholders’ equity wereotlews:

Franklin
(in millions) Resources, Inc. Nonredeemable Total
Stockholders’ Noncontrolling Stockholders’

for the six months ended March 31, 2015 Equity Interests Equity
Balance at October 1, 2014 $ 11,584.. $ 628.. $ 12,212.
Adjustment for adoption of hew accounting guidance (14.2 (14.2)
Net income 1,172.¢ 20.¢ 1,193.°
Other comprehensive loss (171.9) (171.9)
Cash dividends on common stock (498.7) (498.7)
Repurchase of common stock (341.9 (341.9)
Net distributions (41.7 (41.2)
Other?* 89.¢ 89.¢

Balance at March 31, 2015 $ 11,821.! $ 608.C $ 12,429.!
! Primarily relates to stockased compensation pla

Franklin
(in millions) Resources, Inc. Nonredeemable Total
Stockholders’ Noncontrolling Stockholders’

for the six months ended March 31, 2014 Equity Interests Equity
Balance at October 1, 2013 $ 10,073.. $ 612.¢ $ 10,685.!
Net income (loss) 1,164.¢ (24.9 1,140.
Net income reclassified to appropriated retaingdings 5.€ (5.6 —
Other comprehensive loss 2.7 1.7
Cash dividends on common stock (151.9 (151.9)
Repurchase of common stock (315.9 (315.9
Net subscriptions 25.¢ 25.€
Other! 90.7 90.7

Balance at March 31, 2014 $ 10,865.: $ 608.C $ 11,473..

Primarily relates to stockased compensation pla

During the three and six months ended March 3152Qhe Company repurchased 3.6 million and 6.8anikhares of its common stc
at a cost of $190.0 million and $341.2 milliander its stock repurchase program. Effective Margh2015, the Company adopted a s
trading plan under Rule 10d5of the Securities and Exchange Act of 1934 tdifate the ongoing repurchase of its common stocHer th
stock repurchase program. In December 2013, thep@ows Board of Directors authorized the repurchaisap to 30.0 millionadditiona
shares of its common stock under the stock repsecipgogram. At March 31, 2015 , 23.5 millishares remained available for repurcl
under the program, which is not subject to an etjan date. During the three and six months endattM31, 2014 the Company repurchas
3.4 million and 5.9 million shares of its commoadd at a cost of $178.8 million and $315.9 million

9
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Note 4— Earnings per Share

The components of basic and diluted earnings pameshiere as follows:

Three Months Ended Six Months Ended
March 31, March 31,
(in millions, except per share data) 2015 2014 2015 2014
Net Income Attributable to Franklin Resources, Inc. $ 606.t $ 561.C $ 1,172.¢ % 1,164.¢
Less: Allocation of earnings to participating nostesl stock and stock
unit awards 4.C 3.6 7.3 7.3
Net Income Available to Common Stockholders $ 602.t $ 557.1 $ 1,165.¢ $ 1,157.!
Weighted-average shares outstanding — basic 617.€ 626.1 618.¢ 627.1
Effect of non-participating nonvested stock unitagls and dilutive
common stock options 0.1 0.4 0.1 0.4
Weighted-Average Shares Outstanding — Diluted 617.5 626.5 619.( 627.:
Earnings per Share
Basic $ 09 % 08¢ $ 18t ¢ 1.8t
Diluted 0.9¢ 0.8¢ 1.8¢ 1.84

Non-articipating nonvested stock unit awards exclufdech the calculation of diluted earnings per shageause their effect would hi
been anti-dilutive were 0.9 million and 0.6 millidor the three and six months ended March 31, 204&d 0.1 million for thehree and si
months ended March 31, 2014 .

Note 5- Investments

The disclosures below include details of the Comgfmiinvestments, excluding those of consolidated sp@ud investment produ
(“SIPs”) and consolidated VIEs. See Note Bariable Interest Entities and Consolidated Spagsdnvestment Products for information rel:
to the investments held by these entities.

Investments consisted of the following:

March 31, September 30,
(in millions) 2015 2014
Investment securities, trading $ 1,278.¢ $ 1,277.!
Investment securities, available-for-sale
SIPs 510.Z 517.¢
Securities of U.S. states and political subdivision 7.8 11
Securities of the U.S. Treasury and federal agencie 0.7 0.7
Mortgage-backed securities — agency residehtial
16.2 17.¢
Other equity securities 6.1 6.€
Total investment securities, available-for-sale 541.2 554.1
Investments in equity method investees
703.¢ 594.¢
Other investments 105.¢ 89.¢
Total $ 2,629.. % 2,516..

Consist of U.S. governmesponsored enterprise obligatic

At March 31, 2015 and September 30, 2014 , investrsecurities with aggregate carrying amounts od $illion and $6.1 milliorwere
pledged as collateral.

10
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A summary of the gross unrealized gains and losdatng to investment securities, available-fdesa as follows:

(in millions) Gross Unrealized
as of March 31, 2015 Cost Basis Gains Losses Fair Value
SIPs $ 465.¢ $ 50.6 $ 5.8 $ 510.2
Securities of U.S. states and political subdivision 7.€ 0.1 — 7.¢
Securities of the U.S. Treasury and federal agencie 0.7 — — 0.7
Mortgage-backed securities — agency residential 16.2 0.1 — 16.2
Other equity securities 5.1 1.C — 6.1
Total $ 4957 % 51.¢ % 5.8 $ 541.2
(in millions) Gross Unrealized
as of September 30, 2014 Cost Basis Gains Losses Fair Value
SIPs $ 477.C 3 435 $ 29 $ 517.¢
Securities of U.S. states and political subdivision 11.C 0.2 — 11
Securities of the U.S. Treasury and federal agencie 0.7 — — 0.7
Mortgage-backed securities — agency residential 18.C — (0.7 17.¢
Other equity securities 6.3 0.2 — 6.€
Total $ 513.C % 441 $ (30 $ 554.1

The following tables show the gross unrealizeddesand fair values of available-feale securities with unrealized losses aggregat
investment category and length of time that indiaidsecurities have been in a continuous unreal@eiposition:

Less Than 12 Months 12 Months or Greater Total
T Gross Gross Gross
(in millions) Unrealized Unrealized Unrealized
as of March 31, 2015 Fair Value Losses Fair Value Losses Fair Value Losses
SIPs $ 93. $ 57 $ 1.C $ 0.1 $ 940 $ (5.9)
Less Than 12 Months 12 Months or Greater Total
NNOTE Gross Gross Gross
(inmillions) Unrealized Unrealized Unrealized
as of September 30, 2014 Fair Value Losses Fair Value Losses Fair Value Losses
SIPs $ 156.¢4 $ 27 $ 15 $ (02 $ 157.¢  $ (2.9
Mortgage-backed securities — agency residential
4. — 11.€ (0.2) 15.€ (0.2)
Total $ 160.« $ 27 $ 131 $ 03 $ 1735 % (3.0)

The Company recognized $1.0 million and $2.0 milliof other-than-temporary impairment during thee¢hrand sixmonths ende
March 31, 2015 , all of which related to availafdesale SIPs. The Company did not recognize amgrethantemporary impairment
investments during the three months ended Marct2814 . During the six months ended March 31, 201hhe Company recogniz
$0.6 million of other-than-temporary impairmentvdfich $0.4 million related to available-for-saldPS.

At March 31, 2015, contractual maturities of aable-for-sale debt securities were as follows:

(in millions) Cost Basis Fair Value

Due in one year or less $ 1¢ $ 1.¢

Due after one year through five years 6.€ 6.7
Total $ 8Lt $ 8.€

Mortgagebacked securities are not included in the tablevalas their actual maturities may differ from cantual maturities becat
issuers may have the right to call or prepay okibgea.

11
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Note 6— Fair Value Measurements

The disclosures below include details of the Corgimfair value measurements, excluding those of dmtsded SIPs and consolida
VIEs. See Note 8 -Variable Interest Entities and Consolidated Spaomvestment Products for information related #ir fvalue

measurements of the assets and liabilities of thettes.

The Company uses a thrksrel fair value hierarchy that prioritizes the untg to valuation techniques used to measure féirevibased c
whether the inputs to those valuation techniquesohservable or unobservable. The three levelaiofalue hierarchy are set forth below.
Companys assessment of the hierarchy level of the asedtiabilities measured at fair value is determibaded on the lowest level input 1

is significant to the fair value measurement ireitsirety.

Level 1 Unadjusted quoted prices in active marf@tsdentical assets or liabilities.

Level 2 Observable inputs other than Level 1 quigqteices, such as ndsinding quoted prices for similar assets
liabilities in active markets; quoted prices foeidical or similar assets or liabilities in mark#tat are not activi
or inputs other than quoted prices that are obbésvar corroborated by observable market data. IL2\iotec
prices are generally obtained from two independeind-party brokers or dealers, including prices derifrean
modelbased valuation techniques for which the significassumptions are observable in the marke
corroborated by observable market data. Quoteeprce validated through price variance analysissexjuer
sales testing, stale price review, price comparesmoss pricing vendors and due diligence reviefnthiod-party

vendors.

Level 3 Unobservable inputs that are supported by little nor market activity. These inputs require signifik
management judgment and reflect the Compaagtimation of assumptions that market particpardguld use il

pricing the asset or liability.

Assets and liabilities measured at fair value oacarring basis were as follows:

(in millions)

as of March 31, 2015 Level 1 Level 2 Level 3 Total

Assets

Investment securities, trading 1,192.0 % 82.C % 41 % 1,278.¢

Investment securities, available-for-sale
SIPs 510.z — 510.:
Securities of U.S. states and political subdivision — 7.8 — 7.S
Securities of the U.S. Treasury and federal agencie — 0.7 — 0.7
Mortgage-backed securities — agency residential — 16.2 — 16.2
Other equity securities 0.¢ 5.2 — 6.1

Life settlement contracts — — 14.F 14.F
Total Assets Measured at Fair Value 1,703.¢ $ 1121 % 186 $ 1,834.

Liabilities

Contingent consideration liabilities — 3 — 3 98.7 $ 98.7

(in millions)

as of September 30, 2014 Level 1 Level 2 Level 3 Total

Assets

Investment securities, trading 1,196.. % 8l $ — ¢ 1,277t

Investment securities, available-for-sale
SIPs 517.€ — — 517.¢
Securities of U.S. states and political subdivision — 11.c — 11.c
Securities of the U.S. Treasury and federal agencie — 0.7 — 0.7
Mortgage-backed securities — agency residential — 17.¢ — 17.¢
Other equity securities 1.7 4.¢ — 6.€

Life settlement contracts — — 14.C 14.C
Total Assets Measured at Fair Value 1,715« $ 1162  $ 14.C % 1,845.¢

Liabilities




Contingent consideration liabilities

12
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The fair values of substantially all trading invasnts, all available-fosale SIPs and certain other equity securities eterhined bast
on their published net asset values. The fair \wabfecertain trading investments, all availabledale debt securities and certain other e
securities are determined using quoted market qri€available, or independent thiparty broker or dealer price quotes, which are i@atek
for reasonableness. The fair values of certainrdtleing investments and life settlement contracésdetermined using discounted cash
valuation techniques.

The fair value of contingent consideration lialt is determined using an incomased method which considers the net present vé
anticipated future cash flows. Substantially alltteé balance relates to the Compangbmmitment to acquire the remaining interestk2
Advisors Holdings, LLC.

There were no transfers between Level 1 and Levet ihto or out of Level 3, during the three aidmonths ended March 31, 20&6¢
2014 .

The changes in Level 3 assets and liabilities nreasat fair value on a recurring basis were a®¥at

2015 2014
(niiors o o
for the three months ended March 31, Investments Liabilities Investments Liabilities
Balance at beginning of period $ 142 % (100.7) $ 13¢ % (101.9)
Total realized and unrealized gains (losses)
Included in investment and other income, net 0.t — 1.C —
Included in general, administrative and other espen — 1.¢ — (3.0
Other — — — (0.2)
Purchases 4.2 — — —
Settlements (0.9 0.1 (2.9 0.1
Balance at End of Period $ 186 $ (98.79) $ 13€ % (104.2)
Change in unrealized gains (losses) included innmeetme relating to asset
and liabilities held at end of period $ 02 % 1.¢ $ 02 % (3.2
2015 2014
(niiors s o
for the six months ended March 31, Investments Liabilities Investments Liabilities
Balance at beginning of period $ 14.C $ (98.5) $ 13.¢ $ (97.7)
Total realized and unrealized gains (losses)
Included in investment and other income, net 1.1 — 1.7 —
Included in general, administrative and other espen — (7.5 — (8.9
Other — (0.2 — (0.9
Purchases 4.: — 0.1 —
Sales — — (0.7) —
Settlements (0.8 7.2 (1.3 2.8
Effect of exchange rate changes — 0.2 — —
Balance at End of Period $ 18 $ (98.7) % 13€ $ (104.9)
Change in unrealized gains (losses) included innmeetme relating to asset
and liabilities held at end of period $ 0€ $ (7€) $ 0€ $ (9.9
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The valuation techniques and significant unobsdevaiputs used in recurring Level 3 fair value mgaments were as follows:

(in millions)
as of March 31, 2015 Fair Value Valuation Technique Significant Unobservable Inputs Range (Weighted Average)
Investment securities, trading  $ 4.1 Discounted cash flow Discount rate 4.9%—-6.1% (5.2%)
Risk premium 2.7%—2.8% (2.8%)
Life settlement contracts 14.5  Discounted cash flow Life expectancy 21-146 months (69)
Discount rate 3.3%-19.0% (11.7%)
Contingent consideration 98.7 Discounted cash flow AUM growth rate 10.9%—-12.7% (11.6%)
liabilities EBITDA margin 26.8%—28.5% (28.1%)
Discount rate 14.0%
(in millions)
as of September 30, 2014 Fair Value Valuation Technique Significant Unobservable Inputs Range (Weighted Average)
Life settlement contracts $ 14.C Discounted cash flow Life expectancy 23-150 months (71)
Discount rate 3.3%-21.7% (11.7%)
Contingent consideration 98.t Discounted cash flow AUM growth rate 3.4%-20.2% (12.8%)

liabilities EBITDA margin

Discount rate

21.9%-30.4% (28.2%)
14.0%

For investment securities, trading, a significardréase (decrease) in the discount rate or riskipra in isolation would result in

significantly lower (higher) fair value measurement

For life settlement contracts, a significant inseddecrease) in the life expectancy or the digcoate in isolation would result in

significantly lower (higher) fair value measurement

For contingent consideration liabilities, a sigedfint increase (decrease) in the AUM growth rateEBITDA margin, or decrea

(increase) in the discount rate, in isolation wawsult in a significantly higher (lower) fair va&umeasurement.

Financial instruments that were not measured avédue were as follows:

March 31, 2015

September 30, 2014

Fair Value Carrying Estimated Carrying Estimated
(in millions) Level Value Fair Value Value Fair Value
Financial Assets
Cash and cash equivalents 1 $ 8,030: $ 8030: $ 74768 $ 7,476.
Other investments 2o0r3 91.1 96.2 75.€ 87.¢
Financial Liabilities
Debt 2 1,597. 1,649." 1,198.: 1,235.¢

! Primarily consist of Level 3 assets.
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Note 7— Debt

The disclosures below include details of the Comfsadebt, excluding that of consolidated SIPs aadsolidated VIEs. See Note-8
Variable Interest Entities and Consolidated Spaggsdnvestment Products for information relatechsdebt of these entities.

Debt consisted of the following:

March 31, Effective September 30, Effective
(in millions) 2015 Interest Rate 2014 Interest Rate
$250 million 3.125% notes due May 2015 $ 250.( 3.32% $ 250.( 3.32%
$300 million 1.375% notes due September 2017 299.; 1.6€% 299.( 1.6€%
$350 million 4.625% notes due May 2020 349.¢ 4.748% 349.¢ 4.748%
$300 million 2.800% notes due September 2022 299.¢ 2.92% 299.¢ 2.92%
$400 million 2.850% notes due March 2025 399.: 2.97% — N/A
Total Debt $ 1,597. $ 1,198.:

In March 2015, the Company issued senior unsecanedunsubordinated notes with a total face valug4®0.0 milliondue in Marcl
2025 . The Company incurred $3.5 millian debt issuance costs, which are included in o#tssets in the condensed consolidated be
sheet, and the notes were issued at a discour.®fdillion . The debt issuance costs and discount are beingtiaed over the term of t
notes. The Company intends to use the net prodeatsthe issuance of the notes to repay the $25@l®n 3.125% notes due May 2055
for general corporate purposes.

At March 31, 2015 , the Company’s outstanding seaisecured and unsubordinated notes had an aggifega value of $1.6 billion
The notes have fixed interest rates with interegtable semannually and contain an optional redemption feathe¢ allows the Company
redeem each series of notes prior to maturity iolevlor in part at any time, at a maktole redemption price. The indentures governirg
notes contain limitations on the Compamgbility and the ability of its subsidiaries t@@tje voting stock or profit participating equityarest
in its subsidiaries to secure other debt withomtilsirly securing the notes equally and ratably. Teentures also include requirements
must be met if the Company consolidates or mergts or sells all or substantially all of its asséb, another entity. At March 31, 201%he
Company was in compliance with the covenants oftites.

At March 31, 2015, maturities for debt were a$ofob:

(in millions)
for the fiscal years ending September 30, Carrying Amount
2015 $ 250.(
2016 —
2017 299.2
2018 —
2019 —
Thereafter 1,048.!
Total $ 1,597.

At March 31, 2015 , the Company had $500.0 milbéshortterm commercial paper available for issuance uadarncommitted priva
placement program which has been inactive sincd 2pt2 .
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Note 8- Variable Interest Entities and Consolidated Sponsard Investment Products

The Company sponsors and manages various types/@$timent products, which consist of both VIEs andVVIEs. The Compar
consolidates the VIE products for which it is thérary beneficiary and the nddlE products which it controls. The Company hasright tc
the consolidated productassets, other than its direct equity investmerth@m, and/or investment management fees earnedtfrem. Th
debt holders of these consolidated entities haveenourse to the Compamyassets beyond the level of its direct investmiiatefore th
Company bears no other risks associated with ttigeshliabilities.

The balances of consolidated SIPS and consoliddted included in the Company’condensed consolidated balance sheets w
follows:

March 31, 2015 September 30, 2014
Consolidated Consolidated
(in millions) SIPs VIEs Total SIPs VIEs Total
Assets
Cash and cash equivalents $ 450 % 471 % 92.1 $ 4¢3 742 $  119.
Receivables 15.¢ 3.E 19.7 16.Z 23.C 39.2
Investments, at fair value 997.4 757.( 1,754. 1,373.° 788.¢ 2,162.:
Other assets — — — 0.7 — 0.7
Total Assets $ 1,058. % 807.¢ $ 1,866. $ 1435:f $ 885.71 $ 2,321.
Liabilities
Accounts payable and accrued expenses $ 145 % 27.C % 41t $ 18 $ 35 % 53.¢
Debt (at fair value at September 30, 2014) — 772.¢ 772.2 — 828.t 828.t
Debt 107.¢ — 107.¢ 122.: — 122.:
Other liabilities 12.¢ — 12.¢ 12.4 — 12.4
Total liabilities 135.2 799.¢ 934.€ 153.2 863.¢ 1,017.(
Redeemable Noncontrolling Interests 54.4 — 54.4 234.¢ — 234.¢
Stockholders’ Equity
Franklin Resources, Inc.’s interests 280.¢ 8.t 288.¢ 436.5 21.¢ 458.¢
Nonredeemable noncontrolling interests 588.% — 588.: 611. — 611.C
Total stockholders’ equity 868.1 8.t 877.2 1,047t 21.¢ 1,069..
Total Liabilities, Redeemable Noncontrolling
Interests and Stockholders Equity $ 1,058 ¢ 807.¢ $ 1,866.. $ 1,435! $ 885.71 $ 2,321.

The consolidated SIPs and consolidated VIEs dichage a significant impact on net income attriblgab the Company during three
and six months ended March 31, 2015 and 2014 .

Consolidated S Ps

Consolidated SIPs consist of limited partnershipd similar structures that the Company controls aiteér fund products in which t
Company has a controlling financial interest. Thwmpany consolidated 29 SIPs as of March 31, 2@l ,30 SIPs as of September 30, 201¢
SIPs are typically consolidated when the Compankesan initial investment in a newly launched famdimited partnership entity. They
deconsolidated when the Company redeems its inesstm the SIP or its voting interests decrease oinority percentage. The Company’
investments in SIPs subsequent to deconsolidat®mecounted for as trading or available$ate investment securities, or equity methc
cost method investments depending on the natuiteedsIP and the Company’s level of ownership.
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Consolidated VIEs

Consolidated VIEs consist of sponsored CLOs, which assebacked financing entities collateralized by a poblcorporate del
securities.

The assets and liabilities of the CLOs were bothied at fair value through September 30, 20T4e Company adopted new accour
guidance on October 1, 201#hder which the liabilities are measured basedhenfair value of the assets. Changes in the fdiregaof thi
assets and liabilities prior to the adoption of leev accounting guidance were as follows:

Three Months

Ended Six Months Ended

(in millions) March 31, 2014 March 31, 2014
Net gains from changes in fair value of assets $ 11.C $ 24.¢
Net losses from changes in fair value of liabittie (8.9 (16.5)
Total Net Gains $ 22 $ 7.€

During the three and six months ended March 31520he Company recognized $0.2 million of net éssand $5.1 milliof net gain
related to its own economic interests in the CLO®re was no net gain or loss resulting from charigé¢he values of the assets and liabil
of the CLOs due to the new accounting guidance.

The following tables present information on thedgstments and debt of the CLOs:

(in millions)

as of March 31, 2015 Investments

Unpaid principal balance $ 765.2

Difference between unpaid principal balance andvalue (8.2
Fair Value $ 757.(

(in millions)

as of September 30, 2014 Investments Debt

Unpaid principal balance $ 787.1 $ 861.¢

Difference between unpaid principal balance andvaliue 1.3 (339
Fair Value $ 788.¢4 % 828.t

The unpaid principal balance of the debt of the Glvas $801.6 million at March 31, 201%here were no investments 90 days or 1

past due at March 31, 2015 or September 30, 2014 .

Investments

Investments of consolidated SIPs and consolidatés Yonsisted of the following:

March 31, 2015

September 30, 2014

Consolidated

Consolidated

(in millions) SIPs VIEs Total SIPs VIEs Total
Investment securities, trading $ 180.¢ $ — 180.¢ 249¢ $ — 249.¢
Other debt securities 150.% 757.( 907.1 205.¢ 788.¢ 994.(
Other equity securities 665.¢ — 665.¢ 918.t — 918.t
Total Investments $ 997.2 % 757.C % 1,754.. 1,373 % 788.c % 2,162.:

Investment securities, trading held by consolid&#els consist of debt and equity securities thatti@ded in active markets. Other ¢

and equity securities held by consolidated SIPmaniy consist of direct investments in secured andecured debt securities and ec
securities of entities in emerging markets, whioh generally not traded in active markets. Otheritgcsecurities also include investment
funds that are not traded in active markets. Imaests of consolidated VIEs consist of corporate deburities.

17




Table of Contents

Debt

Debt of consolidated SIPs and consolidated VIEsisted of the following:

Effective Effective
March 31, Interest September 30, Interest
(in millions) 2015 Rate 2014 Rate
Debt of consolidated SIPs due fiscal years 20158201 $ 107.¢ 4.1%% $ 122.: 3.81%
Debt of consolidated VIEs due fiscal years 20184202 772.4 1.52% 828.t 1.4%
Total Debt $ 880.: $ 950.¢

The debt of consolidated SIPs had both fixed aoaltifhg interest rates ranging from 2.30% to 5.81%arch 31, 2015 , and fro&.19%
to 5.89% at September 30, 201%he repayment of amounts outstanding under tbe atreements is secured by the assets of the lmatsc

SIPs or a pledge of the right to call capital.

The debt of consolidated VIEs had floating interasés ranging from 0.49% to 9.74% at March 31,520and from 0.46% and 9.73&b

September 30, 2014 .

At March 31, 2015, contractual maturities for debtonsolidated SIPs and consolidated VIEs welfelaswys:

(in millions) Carrying
for the fiscal years ending September 30, Amount
2015 $ 47.€
2016 —
2017 18.7
2018 200.¢
2019 328.t
Thereafter 284.¢
Total $ 880.<

Fair Value Measurements

The tables below present the balances of asset$iadilities of consolidated SIPs and consolidatd&s measured at fair value ol
recurring basis.See Note 6 — Fair Value Measurements for informatiated to the three levels of fair value hiengrc

(in millions)
as of March 31, 2015 Level 1 Level 2 Level 3 Total
Assets
Cash and cash equivalents of consolidated VIEs $ 471 % —  $ — ¢ 47.1
Receivables of consolidated VIEs — 3.8 — 3.8
Investments of consolidated VIEs — 756.¢ 0.4 757.(
Investments of consolidated SIPs
Equity securities 104.¢ 27.% 636.t 768.
Debt securities 0.5 77.t 150.% 228.1
Total Assets Measured at Fair Value $ 152t % 865.. $ 787.¢ % 1,805.:
Liabilities
Other liabilities of consolidated SIPs $ 432 % 0 $ — 3 5.1
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(in millions)
as of September 30, 2014 Level 1 Level 2 Level 3 Total
Assets
Cash and cash equivalents of consolidated VIEs $ 74 $ — 3 — 74.%
Receivables of consolidated VIEs — 23.C — 23.C
Investments of consolidated VIEs — 787.¢ 0.t 788.¢
Investments of consolidated SIPs
Equity securities 149.¢ 304.( 614.c 1,068..
Debt securities 2.4 96.¢ 206.% 305.5
Total Assets Measured at Fair Value $ 226.¢ $ 1,211 $ 821.1 $ 2,259.
Liabilities
Accounts payable and accrued expenses of consdiddEs $ — 3 35: % — 35.2
Debt of consolidated VIESs — 781.c 47.2 828.t
Other liabilities of consolidated SIPs 4.C 0.€ — 4.€
Total Liabilities Measured at Fair Value $ 4C $ 8172 § 472 $ 868.4

The investments in fund products for which fairuealwas estimated using reported net asset valuA\("N as a practical expedit
consisted of the following:

March 31, September 30,

(in millions) Redemption Frequency Fair Value Level 2015 2014
Global fixed-income fund Monthly 2 $ —  $ 275.1
Hedge funds Monthly or quarterly 2 26.€ 27.2
Real estate and private equity funds Nonredeemable 3 438.( 392.:
Hedge funds Triennially 3 1.2 1.2
Total $ 466.1 $ 695.¢

The investments in real estate and private equityl§ are expected to be returned through distdbstas a result of liquidations of
funds’ underlying assets over a weighted-averag@éogeof 4.0 years and 3.9 years at March 31, 2048 September 30, 2014 The
consolidated SIPs’ unfunded commitments to thesd<uotaled $111.7 million and $139.2 million atrieta31, 2015 and September 30, 2014
of which the Company was contractually obligatefliod $2.5 million and $3.1 million based on itsr@wship percentage in the SIPs.

There were no transfers between Level 1 and Lewdkirihg the three and six months ended March 31520 ransfers into Level 2 fro
Level 1 were $0.1 million during the three and signths ended March 31, 2014 , and transfers intelLe from Level 2 were nil an#i0.]
million during the same periods.

The changes in Level 3 assets and liabilities nreasat fair value on a recurring basis were a®fat

Investments of

(in millions) Consolidated SIPs Investments of Total
Consolidated Level 3
for the three months ended March 31, 2015 Equity Debt VIEs Assets
Balance at January 1, 2015 $ 602.6 $ 151.¢ $ 04 % 754.¢
Realized and unrealized gains (losses) includéaviestment and other
income, net 19.¢ (6.5 — 13.z
Purchases 40.1 16.7 — 56.¢
Sales (21.0) (7.1 — (28.1)
Effect of exchange rate changes (5.9) (4.0) — (9.2
Balance at March 31, 2015 $ 636.t $ 150.7  $ 04 $ 787.¢
Change in unrealized losses included in net incaetading to assets anc
liabilities held at March 31, 2015 $ 0.9 % (33.29) $ — (34.))
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Investments of
Investments of

Total

Debt of

(in millions) Consolidated SIPs Consolidated Level 3 Consolidated
for the six months ended March 31, 2015 Equity Debt VIEs Assets VIEs
Balance at October 1, 2014 $ 614.: $ 206.: $ 0t $ 8211 $ (47.2)
Adjustment for adoption of hew accounting guidance — — — — 47.2
Realized and unrealized gains (losses) included in
investment and other income, net 28.1 (2.6) (0.2) 25.4 —
Purchases 87.4 18.4 — 105.¢ —
Sales (86.7) (64.9) — (150.9) —
Settlements — (0.6) — (0.6) —
Effect of exchange rate changes (7.2) (6.5) — (13.9) —
Balance at March 31, 2015 $ 636.5 $ 150.7 $ 04 % 787.¢ $ —
Change in unrealized gains (losses) included in net
income relating to assets and liabilities held atrdh
31, 2015 $ 17.C $ 2.8 $ 0.1) $ 141 % =
Investments of
PR ; Investments of Total Debt of
(inmillions) Consolidated SIPs Consolidated Level 3 Consolidated
for the three months ended March 31, 2014 Equity Debt VIEs Assets VIEs
Balance at January 1, 2014 $ 502.¢ $ 254 % 0t $ 757 $ (52.2)
Realized and unrealized gains (losses) included in
investment and other income, net (15.9) 6.3 — (9.5 1.1
Purchases 76.% 16.5 — 92.¢ —
Sales (11.7) (8.7 — (29.9) —
Effect of exchange rate changes 0.1 — — 0.1 —
Balance at March 31, 2014 $ 552.1 % 268 % 0t $ 8211 $ (51.7)
Change in unrealized gains (losses) included in net
income relating to assets and liabilities held ardh
31, 2014 $ (146 $ 11.C $ — 3 (36 $ 1.1
Investments of
R ; Investments of Total Debt of
(in millions) Consolidated SIPs Consolidated Level 3 Consolidated
for the six months ended March 31, 2014 Equity Debt VIEs Assets VIEs
Balance at October 1, 2013 $ 470.¢ % 272 % 0t $ 743.7 $ (59.7)
Realized and unrealized gains (losses) included in
investment and other income, net (19.5) (21.9 — (40.9 8.€
Purchases 126.5 38.7 — 165.2 —
Sales (26.7) (22.¢) — (49.9 —
Effect of exchange rate changes 0.6 1t — 2.4 —
Balance at March 31, 2014 $ 552.1 % 268t % 0t $ 821.1 % (51.))
Change in unrealized gains (losses) included in net
income relating to assets and liabilities held airéh
31, 2014 $ (18.¢) % (225 % — 8 411 $ 8.€

There were no transfers into or out of Level 3 dgihe six months ended March 31, 2015 and 2014 .
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The valuation techniques and significant unobsdevaiputs used in recurring Level 3 fair value mgaments were as follows:

(in millions)
as of March 31, 2015 Fair Value Valuation Technique Significant Unobservable Inputs Range (Weighted Average)
Debt securities $ 150.7 Discounted cash flow  Discount rate 3.5%—-17.0% (9.2%)
Risk premium 0.0%—-8.0% (2.5%)
Equity securities 162.2 Market qomparable EBITDA multiple 4.2-10.8 (8.8)
companies
Discount for lack of marketability 25.0%-50.0% (34.2%)
14.7 Discounted cash flow  Discount rate 6.3%—-19.0% (12.8%)
20.2  Market pricing Price to book value ratio 1.8-2.8 (2.3)
(in millions)
as of September 30, 2014 Fair Value Valuation Technique Significant Unobservable Inputs Range (Weighted Average)
Debt securities $ 206.: Discounted cash flow  Discount rate 3.6%—-18.0% (11.9%)
Risk premium 0.0%—-8.0% (1.9%)
Equity securities 152.¢ Market qomparable EBITDA multiple 3.1-11.0 (8.0)
companies
Discount for lack of marketability 25.0%-50.0% (33.2%)
38.1 Discounted cash flow  Discount rate 6.0%—-20.0% (16.9%)
29.6  Market pricing Price to book value ratio 1.8-2.8(2.1)

Level 3 debt securities held by consolidated Skisisted of corporate loans and notes, mezzanaresland convertible debentures,
equity securities consisted primarily of common aneferred shares at March 31, 2015 and Septenth@034 .

The fair values of Level 3 assets and liabilitieattwere determined based on NAV or thi@tty pricing information are excluded fr
the above two tables. At March 31, 2015 and Septerd®, 2014 , the asset exclusions consisted 08.848illion and $393.5 milliorof
investments in various funds held by consolidatis$or which fair value was estimated using NAVagsractical expedient. ABeptember 3
2014 , $47.2 million of debt of consolidated VIBatwas valued using third-party broker or deaterepquotes was also excluded.

Following are descriptions of the sensitivity oéthevel 3 recurring fair value measurements to gharin the significant unobserva
inputs presented in the above tables.

For securities utilizing the discounted cash floaluation technique, a significant increase (de&gamsthe discount rate, risk premiun
discount for lack of marketability in isolation widuresult in a significantly lower (higher) fair e measurement. The discount for lac
marketability used to determine fair value may ude other factors such as liquidity or credit ri6lenerally, a change in the discount ra
accompanied by a directionally similar change mrikk premium and discount for lack of marketapili

For securities utilizing the market comparable cames valuation technique, a significant increaeeiease) in the EBITDA multiple
isolation would result in a significantly higheower) fair value measurement. A significant inceeédecrease) in the discount for lacl
marketability in isolation would result in a sigiadintly lower (higher) fair value measurement. Tigcount for lack of marketability used
determine fair value may include other factors satiquidity or credit risk.

For securities utilizing a market pricing valuatitathnique, a significant increase (decrease)arptite to book value ratio would re
in a significantly higher (lower) fair value measorent.
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Financial instruments of consolidated SIPs and alideted VIES that were not measured at fair vakeee as follows:

March 31, 2015 September 30, 2014
Fair Value Carrying Estimated Carrying Estimated
(in millions) Level Value Fair Value Value Fair Value
Financial Assets
Cash and cash equivalents of consolidated SIPs 1 $ 450 % 45.C % 44¢<¢ 3 44.¢
Financial Liabilities
Debt of consolidated VIES 2o0r3 772.¢ 755.( — —
Debt of consolidated SIPs 3 107.¢ 105.¢ 122.: 122.(
! Substantially all is Level 2.
Redeemable Noncontrolling Interests
Changes in redeemable noncontrolling interestopn$alidated SIPs were as follows:
(in millions)
for the six months ended March 31, 2015 2014
Balance at beginning of period $ 234¢ 3 121.¢
Net (loss) income (4.5 8.4
Net (distributions) subscriptions and other (1.8 341.¢
Net deconsolidations (274.) (298.9
Balance at End of Period $ 544 % 173..

Non-consolidated VIESs

VIEs for which the Company is not the primary béciafy consist of sponsored and other investmeodycts from which the Compa
earns investment management fees and/or in whidgsian equity ownership interest.

The carrying values of the investment managemestt feceivable from and the equity ownership intsresthese VIEs included in t
Company’s condensed consolidated balance sheetetaf@th below. These amounts represent the Coppanaximum exposure to loss fr
these investment products.

March 31, September 30,

(in millions) 2015 2014
Receivables $ 49.C $ 49.¢
Investments 204.: 202.(
Total $ 253 % 251.¢

The Company’s total AUM of non-consolidated VIEssw0.6 billion at March 31, 2015 and $42.4 billarSeptember 30, 2014 .

While the Company has no contractual obligatiord®oso, it routinely makes cash investments in tharse of launching SIPs. T
Company also may voluntarily elect to provide itBPsSwith additional direct or indirect financialpport based on its business objectives.
Company did not provide financial or other supgorits SIPs during fiscal year 2014 or the six nherended March 31, 2015 .
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Note 9— Commitments and Contingencies

Legal Proceedings

The Company is from time to time involved in littgmn relating to claims arising in the normal caucf business. Management is of
opinion that the ultimate resolution of such claiwili not materially affect the Comparg/business, financial position, results of operetio
liquidity. In management’s opinion, an adequateraaichas been made as of March 31, 2lprovide for any probable losses that may
from such matters for which the Company could reabty estimate an amount.

Other Commitments and Contingencies

Future minimum lease payments under long-term ramtelable operating leases were as follows as oflval, 2015 :

(in millions)
for the fiscal years ending September 30, Amount
2015 $ 22.7
2016 44.C
2017 37.7
2018 349
2019 30.4
Thereafter 209.7
Total Minimum Lease Payments $ 379.2

At March 31, 2015 there were no other changes that would have ariabéffect on the other commitments and conticgenreported i
the Company’s Form 10-K for fiscal year 2014 .

Note 10— Stock-Based Compensation

Stock awards generally entitle holders to the righsell the underlying shares of the Companydmmon stock once the awards
Stock unit awards generally entitle holders to nez¢he underlying shares of common stock onceathiards vest. Certain performanuase
longterm stock and stock unit awards have been grahtedgenerally vest based on the achievement afepeemined Company financ
performance goals. In the event a performance measunot achieved at or above a specified thresleoslel, the portion of the award tiec
such performance measure is forfeited.

Stock and stock unit award activity was as follows:

Weighted-Average

Grant-Date

(sharesin thousands) Shares Fair Value
Nonvested balance at October 1, 2014 347: % 48.5¢
Granted 2,65 55.61
Vested (5749) 41.91
Forfeited/canceled (163 44 .22
Nonvested Balance at March 31, 2015 5,38¢ g 52.8¢

Total unrecognized compensation cost related toested stock and stock unit awards, net of estinideitures, was $200.2 millioa
March 31, 2015 . This cost is expected to be reizegiover a remaining weighted-average vestingodesf 1.9 years .
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Note 11— Other Income (Expenses)

Other income (expenses) consisted of the following:

Three Months Ended Six Months Ended
March 31, March 31,
(in millions) 2015 2014 2015 2014
Investment and Other Income, Net
Dividend income $ 1¢ $ 22 % 41 % 5.2
Interest income 3.4 2.4 5.4 4.7
Gains on trading investment securities, net 6.C 3.7 3.C 7.1
Realized gains on sale of investment securitiesijave-for-sale 3.3 11.C 8.1 30.€
Realized losses on sale of investment securitiesladle-for-sale (1.2 (0.2 (1.5 (0.8
Income from investments in equity method investees 1.2 9.7 7.8 34.€
Other-than-temporary impairment of investments (2.0 — (2.0 (0.6)
Gains (losses) on investments of consolidated Sits, 20.7 (15.9) 23.€ (20.7)
Gains (losses) from consolidated VIES, net (0.2 2.2 5.1 7.€
Foreign currency exchange gains (losses), net 67.1 2.0 90.4 (12.€)
Other, net 1.7 3.t 10.t 9.7
Total 102.¢ 17.C 154.¢ 65.2
Interest Expense 2.7 (11.9 (13.0 (24.0
Other Income, Net $ 101.2 $ 56 ¢ 141¢ $ 41.2

Substantially all of the Company’s dividend incoeral realized gains and losses on sale of avaifablsale securities were generate«
investments in its nonensolidated SIPs. Interest income was primarilpegated by trading investment securities and caghvealents
Proceeds from the sale of available-for-sale stesarivere $37.1 million and $73.6 million for thede and six months end®thrch 31, 201
and $63.0 million and $188.6 million for the thieed six months ended March 31, 2014 .

Net gains recognized on the Company’s trading itnvest securities that were held at March 31, 20idb 2014 were $6.0 millioanc
$3.0 million during the three and six months enbtiaich 31, 2015 , and $3.3 million and $5.2 millidaring the three and simonths ende
March 31, 2014 . Net gains (losses) recognizedaiuirtg investment securities of consolidated Shias were held at March 31, 2015 &2/
were $6.0 million and $1.8 million during the thraed six months ended March 31, 2015 , and $(Oilipmand $7.4 million during théhree
and six months ended March 31, 2014 .

Note 12 — Accumulated Other Comprehensive Income (Iss)

Changes in accumulated other comprehensive inclwsg) by component were as follows:

(in millions) Unrealized Gains Currency Unrealized Losses
(Losses) on Translation on Defined Benefit
for the three months ended March 31, 2015 Investments Adjustments Plans Total
Balance at January 1, 2015 $ 306 % (205.0) $ 4.7 $ (178.9)
Other comprehensive income (loss) before reclasgifins, net
of tax 9.€ (119.9 — (209.9
Reclassifications to net investment and other ireamet of tax (0.7) — — (0.7)
Total other comprehensive income (loss) 8.¢ (119.9 — (110.¢)
Balance at March 31, 2015 $ 397 § (3246 $ (41 % (289.0

24




Table of Contents

(in millions) Unrealized Gains Currency Unrealized Gains
(Losses) on Translation (Losses) on Definer
for the six months ended March 31, 2015 Investments Adjustments Benefit Plans Total
Balance at October 1, 2014 $ 31C $ (143.¢ $ 5.1 % (117.7%)
Other comprehensive income (loss) before reclassifins, net
of tax 12.¢ (181.0 1.C (167.9
Reclassifications to net investment and other ireamet of tax (3.9 — — (3.9
Total other comprehensive income (loss) 8.7 (181.0 1.C (A71.9
Balance at March 31, 2015 $ 39.7 % (3246 $ 40 % (289.0
(in millions) Unrealized Gains Currency Unrealized Gains
(Losses) on Translation (Losses) on Definel
for the three months ended March 31, 2014 Investments Adjustments Benefit Plans Total
Balance at January 1, 2014 $ 61.¢ $ (55.0) $ (39 % 2.¢
Other comprehensive income (loss) before reclasgifins, net
of tax 4.1 (0.7 0.1 4.1
Reclassifications to net investment and other ireamet of tax (2.6) — — (2.6)
Total other comprehensive income (loss) 1kt (0.7 0.1 1.t
Balance at March 31, 2014 $ 63.L $ (55.9 $ B9 $ 4.4
T Unrealized Gains Currency Unrealized Losses
(inmillions) (Losses) on Translation on Defined Benefit
for the six months ended March 31, 2014 Investments Adjustments Plans Total
Balance at October 1, 2013 $ 71¢ % (63.2) $ (2.€) 6.1
Other comprehensive income (loss) before reclassifins, net
of tax 5.C 8.C (1.2 11.¢
Reclassifications to net investment and other irsomet of tax (13.5) — — (23.%)
Total other comprehensive income (loss) (8.5) 8.C (1.2 1.7
Balance at March 31, 2014 $ 634 $ (55.9 $ (3.9 4.4

Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations.

Forward-Looking Statements

In this section, we discuss and analyze the resfiltsperations and financial condition of FrankiResources, Inc. (“Franklin"and it:
subsidiaries (collectively, the “Company”). In atigin to historical information, we also make stagens relating to the future, called “forward-
looking” statements, which are provided under thafé harbor’protection of the U.S. Private Securities LitigatiReform Act of 199!

Forward-looking statements are generally writterihi@ future tense and/or are preceded by words ascwill,
plan,” “seek,*estimate”or other similar words. Moreover, statements tipgicalate about future events

anticipate,” “intend,

“believe,

may,

expect,”

forward-looking statements. These forwmdking statements involve a number of known ankhomwn risks, uncertainties and other impor
factors that could cause actual results and outsamaliffer materially from any future results ontcomes expressed or implied by <
forward-looking statements. You should carefullyiegv the “Risk Factorssection set forth below, which describes thesesriskcertaintie

and other important factors in more detalil.

While forwardiooking statements are our best prediction atithe that they are made, you should not rely on theamd you are here
cautioned against doing so. Forwadndking statements are based on our current exjimtsaand assumptions regarding our busines:
economy and other future conditions. Because faiM@oking statements relate to the future, they algext to inherent uncertainties, ri
and changes in circumstances that are difficuftrexict. They are neither statements of historfiaet nor guarantees or assurances of fi
performance. Factors or events that could causaaual results to differ may emerge from timeitoet and it is not possible for us to pre
all of them. If a circumstance occurs after theeds#tthis Form 10-Q that causes any of our forwaoking statements to be inaccurate, whe
as a result of new information, future developmemtstherwise, we do not have an obligation, anduweertake no obligation, to annou
publicly the change to our expectations, or to meakerevision to our forward-looking statementdesa required by law.
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The following discussion should be read in conjiorcwith our Form 10-K for the fiscal year endedpenber 30, 2014 fiscal yea
2014") filed with the U.S. Securities and Exchar@g@mmission (the “SEC")and the condensed consolidated financial statenamtsote
thereto included elsewhere in this Form 10-Q.

Overview

We are a global investment management organizatiwh derive our operating revenues and net incom® foroviding investme
management and related services to investors igdjations worldwide through products that includeestment funds and institutional, h
net-worth and separately-managed accounts (colégti our “sponsored investment products” or “S)Pdh addition to investme
management, our services include fund administrasales, distribution, marketing, shareholderisary, trustee, custody and other fiduc
services. Our SIPs and investment management #atddeservices are distributed or marketed to th#ip globally under eight distinct bra
names: Franklif?, Templetorf , Mutual Serie€, Bissett®, Fiduciary Trust™, Darb{, Balanced Equity Managemehand K2®. We offer ¢
broad range of SIPs under equity, hybrid, fixedeme and cash management funds and accountsdiinglalternative investment produ
that meet a wide variety of specific investmentdseef individual and institutional investors. Wea@lprovide suladvisory services to cert:
investment products sponsored by other companiéshwhay be sold to the public under the brand naofiglsose other companies or on a cc
branded basis.

The level of our revenues depends largely on tiel land relative mix of assets under managementy1A. As noted in the Risk
Factors”section set forth below, the amount and mix of AUM are subject to significant fluctuations and ceegatively impact our revent
and income. The level of our revenues also dependsutual fund sales and the number of mutual &hadeholder accounts. The fees chs
for our services are based on contracts with oBs $F our clients. These arrangements could charige future.

During the first half of our fiscal year, the glébequity markets experienced volatility but provddpositive returns, evidenced
increases of 4% in the MSCI World Index and #BfPthe S&P 500 Index. The rally in the U.S. equntgirkets slowed in our second fiscal qus
amidst concerns about economic growth, interessrand the strengthening U.S. dollar, resulting modest 1%ncrease in the S&P 500 Inc
during the period. The MSCI World Index increasétl @uring the quarter, bolstered by the U.S. equitykeiz and the start of a quantita
easing program by the European Central Bank, mpéeed by ongoing economic growth concerns in Eu@pd emerging markets, includ
continued uncertainty in Greece. The global bondketa had mixed results, with the Barclays Globghrfegate Index decreasing 2%ring
the second fiscal quarter and 386 the fiscal year to date as the Federal ResBark ended its quantitative easing program durimgfiost
quarter while interest rates have remained lowahdr central banks continued their accommodatigaatary policies.

Our total AUM at March 31, 2015 was $880.6 bhillipi2% lower than at September 30, 2014 and 1% ldiesn at March 31, 2014
Simple monthly average AUM (“average AUM”) for thleree and six months ended March 31, 2015 incre&%eand 2% from the sam
periods in the prior fiscal year.

The business and regulatory environments in whietoperate globally remain complex, uncertain argjesti to change. We are sub
to various laws, rules and regulations globallyt thgpose restrictions, limitations and registraficgporting and disclosure requirements or
business and add complexity to our global compbamgerations.

Uncertainties regarding economic stabilization amgrovement remain for the foreseeable future. As aentinue to confront tl
challenges of the current economic and regulatonyirenments, we remain focused on the investmemnfopaance of our SIPs and
providing high quality customer service to our otie While we are focused on expense managemenilivalso seek to attract, retain ¢
develop employees and invest strategically in systand technology that will provide a secure amdblstenvironment. We will continue
seek to protect and further our brand recognititrlewdeveloping and maintaining broker/dealer alieht relationships. The success of tt
and other strategies may be influenced by the factiscussed in the “Risk Factors” section sethfbrlow.
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RESULTS OF OPERATIONS

Three Months Ended Six Months Ended
March 31, March 31,
Percent Percent
(in millions, except per share data) 2015 2014 Change 2015 2014 Change
Operating revenues $ 2,009.¢ $ 2,095 @D% $ 4,074. $ 4,205 3)%
Operating income 757.7 786.( (4)% 1,539.° 1,599.; (4%
Net income attributable to Franklin
Resources, Inc. 606.5 561.( 8% 1,172.¢ 1,164.¢ 1%
Diluted earnings per share $ 0.9¢ % 0.8¢ 1C% $ 1.8¢ $ 1.84 2%

Operating margin 37.% 37.5% 37.8% 38.(%

! Defined as operating income divided by total opegatevenue:

Operating income decreased $28.3 million and $68lkbn for the three and six months ended MarchZ115, as compared to the sa
periods in the prior fiscal year, as both reveraes expenses decreased 4% for the three-monttdpana 3% for the sixaonth period. AUN
was relatively flat year over year, however lowales resulted in decreases in both revenues arehsep. The expense decrease was pa
offset by higher compensation and benefits.

Net income attributable to Franklin Resources, increased $45.5 million and $8.1 million for theege and six months endbthrch 31
2015, primarily due to higher investment and other meg net, less the portion attributable to noncdimigpinterests, partially offset by t
decreases in operating income.

The increases in diluted earnings per share fothtte® and six months ended March 31, 2@&5e consistent with the increases in
income and the impacts of 1&ecreases in diluted average common shares outsgapdmarily resulting from repurchases of shaoésui
common stock during the twelve-month period endeddid 31, 2015 .

ASSETS UNDER MANAGEMENT

AUM by investment objective was as follows:

March 31, March 31, Percent
(in billions) 2015 2014 Change
Equity
Global/international $ 251.¢ % 262.¢ (4)%
United States 115.€ 110.1 5%
Total equity 367.4 372.¢ ()%
Hybrid 158.2 154.( 3%
Fixed-Income
Tax-free 74.2 70.1 6 %
Taxable
Global/international 211.1 223.t (6)%
United States 63.1 60.1 5%
Total fixed-income 348.¢ 353.7 (D)%
Cash Management 6.€ 6.3 5%
Total $ 880.¢ $ 886.¢ ()%
Average for the Three-Month Period $ 881.t $ 876.¢ 1%
Average for the Six-Month Period $ 889.C $ 870.( 2%

AUM at March 31, 2015 decreased 1% from March 31,42. Decreases during the twelve-month periodl1at.4billion due to foreig
exchange revaluation, $6.6 billion of net new awf and $5.1 billion of net distributions were dabsially offset by $22.8 billiorof marke
appreciation.

Average AUM increased 1% and 2% during the threksix months ended March 31, 20itdm the same periods in the prior fiscal y
Average AUM is generally more indicative of trenidgevenue for providing investment managementfand administration services than
yearover-year change in ending AUM.
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Average AUM and the mix of average AUM by investinebjective are shown below.

(in billions)

Average AUM

Mix of Average AUM

Percent
for the three months ended March 31, 2015 2014 Change 2015 2014
Equity
Global/international $ 250.8 % 258.€ (3)% 28% 30%
United States 114.1 107.C 7% 13% 12%
Total equity 364.¢ 365.¢ 0% 41% 42%
Hybrid 157.¢ 149.¢ 5% 18% 17%
Fixed-Income
Tax-free 74.1 69.7 6 % 8% 8%
Taxable
Global/international 215.: 225.2 (4% 25% 25%
United States 62.€ 59.€ 6 % 7% 7%
Total fixed-income 352.¢ 354.t (D)% 40% 40%
Cash Management 7.C 6.4 9% 1% 1%
Total $ 881t $ 876.¢ 1% 10C% 10C%
(in billions) Average AUM Percent Mix of Average AUM
for the six months ended March 31, 2015 2014 Change 2015 2014
Equity
Global/international $ 253.1 % 256.1 (1)% 29% 2%
United States 113.C 104.2 8 % 12% 12%
Total equity 366.5 360.: 2% 41% 41%
Hybrid 158.t 146.2 8 % 18% 17%
Fixed-Income
Tax-free 73.4 70.€ 4% 8% 8%
Taxable
Global/international 220.( 227.1 3)% 25% 26%
United States 63.2 59.2 7% 7% 7%
Total fixed-income 356.7 356.¢ 0% 40% 41%
Cash Management 7.1 6.5 9% 1% 1%
Total $ 889.C $ 870.( 2% 10C% 10C%
Components of the change in AUM were as follows:
Three Months Ended Six Months Ended
March 31, Percent March 31, Percent
(in billions) 2015 2014 Change 2015 2014 Change
Beginning AUM $ 880.1 $ 879.1 0% $ 898.C $ 844.i 6 %
Long-term sales 46.5 49.¢ (7% 93.2 99.€ (6)%
Long-term redemptions (51.9 (56.7) (8)% (101.9) (106.9 (4%
Net cash management (0.2 (0.2 0% (0.9 (0.3 33%
Net new flows (5.€) (7.7 (21)% (9. (7.0 28%
Reinvested distributions 3.2 3.2 0% 18.¢ 13.C 42 %
Net flows 2.9 (3.9 (39% O 5.9 58 %
Distributions (4.2 4.3 (2% (21.6) (15.6¢) 38%
Appreciation (depreciation) and otHer 7.C 15.¢ (56)% (5.2 51.¢ NM
$ 880.¢ $ 886.¢ 1% $ 880.¢ $ 886.¢ (1)%

Ending AUM

1

Includes impact of foreign exchange revalua
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Components of the change in AUM by investment dbjeavere as follows:

(in billions) Equity Fixed-Income
Taxable Taxable
for the three months ended Global/ United Global/ United Cash
March 31, 2015 International States Hybrid Tax-Free International States Management Total
AUM at January 1, 2015 $ 248t $ 1131 $ 1571 $ 732z % 2191 $ 62z $ 6. $ 880.1
Long-term sales 11.¢ 5.t 6.7 2.4 15.¢ 4.4 — 46.5
Long-term redemptions (23.9) (6.€) (6.4 (2.2 (19.5) (3.9 — (51.9
Net exchanges 0.1 0.t — — (0.9 (0.2 (0.2 —
Net cash management — — — — — — (0.2 (0.2
Net new flows (1.6) (0.6) 0.2 0.2 (4.0 0.4 (0.3 (5.6
Reinvested distributions 0.2 0.1 1.2 0.t 1.C 0.3 — e
Net flows (1.4) (0.5) 1. 0.7 (3.0 0.7 (0.3) (2.3
Distributions (0.3 0.7 (1.9 (0.6) (1.3 (0.5 — (4.2
Appreciation (depreciatior
and othet 5.C 3.1 1.C 0.¢ (3.9 0.7 — 7.C
AUM at March 31, 2015 $ 251.¢ $ 1156 $ 1582 $ 74z % 2111 $ 631 $ 6.6 $ 880.
! Includes impact of foreign exchange revalua
(in billions) Equity Fixed-Income
Taxable Taxable
for the three months ended Global/ United Global/ United Cash
March 31, 2014 International States Hybrid Tax-Free International States Management Total
AUM at January 1, 2014 $ 260.« $ 105.: $ 147¢ $ 69.C $ 231 $ 587 $ 6.6 $ 879.
Long-term sales 13.2 8.2 8.1 2.2 14.2 3.7 — 49.¢
Long-term redemptions (14.9 (6.2) (7.2) (3.6) (22.0) (3.9 — (56.7)
Net exchanges — 0.€ 0.t (0.2 (1.9 0.3 (0.2 —
Net cash management — — — — — — (0.2 (0.2
Net new flows (1.2 2.€ 1.4 (1.5 (8.9 0.7 (0.3 (7.0
Reinvested distributions 0.1 0.1 1.1 0.€ 1.1 0.2 — 8.2
Net flows (1.1) 2.7 2.E (0.9 (7.7) 1.C (0.3 (3.8
Distributions (0.2 0.7 (1.3 (0.7) (1.5 (0.5 — (4.9
Appreciation and othér 3.7 2.2 5.C 2.7 14 0.¢ — 15.¢

AUM at March 31, 2014 $ 262.¢ $ 1101 $ 154 $ 701 % 223t $ 601 % 6.2 $ 886.¢

! Includes impact of foreign exchange revalua

AUM increased $0.5 billion during the quarter endddrch 31, 2015 . Appreciation and other of $7l0dm , which consisted |
$14.7 billion of market appreciation net of a $filfion decrease due to foreign exchange revalonatias substantially offset by $5.6 billiofi
net new outflows. The market appreciation occupsgrharily in equity products, partially offset bypreciation in global/international fixed-
income products, and reflected mixed returns imglanarkets, with increases in the MSCI World ind€2% and the S&P 500 index of 1%
while the Barclays Global Aggregate Index decre@9éd The foreign exchange revaluation was related Wd4An products that are not U
dollar denominated, which represented approximat2hs of total AUM, and primarily resulted from strengttieg of the U.S. dollar agair
the Canadian dollar, Euro and Australian dollamd-¢erm sales decreased 7% to $46.5 billion , agpaped to the prioyear period, due
lower sales of equity and hybrid products, pastiaffset by higher sales of fixed-income produétsng-term redemptions decreased 8%
$51.9 billion , primarily due to lower redemptioofsglobal/international and tax-free fixed-incomegucts.

AUM increased $7.8 billion or 1% during the quantexded March 31, 2014 , primarily due to $15.9daillof market appreciation a
other, partially offset by $7.1 billion of net newtflows. The market appreciation occurred in @tigterm investment objectives and reflec
positive returns in global markets, as evidencednbyeases in the MSCI World and S&P 500 indexe&%fand 2% The net new outflov
primarily resulted from global/international fixedeome products, partially offset by net new flowdJ.S. equity products.
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(in billions) Equity Fixed-Income
Taxable Taxable
for the six months ended Global/ United Global/ United Cash
March 31, 2015 International States Hybrid Tax-Free International States Management Total
AUM at October 1, 2014 $ 261 $ 109t $ 159.C $ 721 % 225.1 63.t $ 7C $ 898.(
Long-term sales 22.4 10.7 14.2 4.4 33.t 8.C — 93.2
Long-term redemptions (27.5) (23.7) (22.9 (4.3 (36.0 (8.2 — (101.9)
Net exchanges — 0.¢ — 0.1 (0.7) (0.3 — —
Net cash management — — — — — — (0.9 (0.9
Net new flows (5.7 (1.9 1.2 0.2 (3.2 (0.9 (0.9 (9.9
Reinvested distributions 4.5 4.C 3.1 1.C 4. 0.¢ — 18.¢
Net flows (0.6) 2.t 4.4 1.2 1.7 0.t (0.9 9.2
Distributions (5.2 4.9 (3.5 (1.3 (6.2) (1.2 — (21.¢)
Appreciation (depreciatior
and othet (3.9 7.€ ()] 2.2 (9.6 — — (5.
AUM at March 31, 2015 $ 251.¢ $ 115€¢ $ 1582 $ 74z % 211.1 631 $ 6.6 $ 880.
! Includes impact of foreign exchange revalua
(in billions) Equity Fixed-Income
Taxable Taxable
for the six months ended Global/ United Global/ United Cash
March 31, 2014 International States Hybrid Tax-Free International States Management Total
AUM at October 1, 2013 $ 243¢ $ 97z $ 137t $ 724 % 228.¢ 58 $ 6.6 $ 8447
Long-term sales 28.2 14.5 14.¢ 4.z 30.2 8.C — 99.¢€
Long-term redemptions (26.7) (12.9) (11.39) (8.2 (40.9 (7.6) — (106.9)
Net exchanges 0.3 1.C 1.2 (2.0 1.9 0.1 — —
Net cash management — — — — — — (0.9 (0.3
Net new flows 1.¢ 3.C 4.€ (4.9 (11.9 0.t (0.3 (7.0
Reinvested distributions 3.1 2.€ 2.€ 1.2 2.7 0.€ — 13.C
Net flows 5.C 5.€ 7.2 (3.7 (9.2 1.8 (0.3 5.¢
Distributions (3.5 (2.8 (3.0 (1.5 (3.7 (1. — (15.6)
Appreciation and othér 17.4 10.1 12.c 2.¢ 7.€ 1.€ — 51.¢
$ 262.¢ $ 1101 $ 154.C $ 701 $ 223.t 60.1 $ 6.3 $ 886.¢

AUM at March 31, 2014

! Includes impact of foreign exchange revalua

AUM decreased $17.4 billion or 2% during the sixntie ended March 31, 2015 , primarily due to $%llbbb of net new outflows ar
$5.1 billion of depreciation and other, which catsd of a $12.3 billiordecrease due to foreign exchange revaluation partéfset by
$7.2 billion of market appreciation. The market appreciationuaed primarily in equity products, partially offsby depreciation i
global/international fixed-income products, andeeted mixed returns in global markets, with inse=sain the MSCI World index of 4%nc
the S&P 500 index of 6% , while the Barclays GlohAgfregate Index decreased 3%he foreign exchange revaluation was relatedWd14n
products that are not U.S. dollar denominated, Wwhépresented approximately 12fctotal AUM, and primarily resulted from strengittieg of
the U.S. dollar against the Canadian dollar, Emeb Australian dollar. Long-term sales decreased®%93.2 billion , as compared to the prior
year period, primarily due to lower sales of equitpducts, partially offset by higher sales of glfinternational fixe-income products. Long-
term redemptions decreased 4% to $101.9 billianlower redemptions of fixeshcome products were partially offset by higheremgbtions c

equity and hybrid products.

AUM increased $42.2 billion or 5% during the six mttus ended March 31, 2014 , primarily due to $%lllon of market appreciatic
and other, partially offset by $7.1 billion of neew outflows. The market appreciation occurredlinoag-term investment objectives, m
significantly in equity and hybrid products, andleeted positive returns in global markets, as emimkd by increases in the MSCI World
S&P 500 indexes of 10% and 13% . The net new oufflprimarily resulted from global/international éiincome products, partially offset

net new flows in equity products.
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Average AUM by sales region is shown below.

Three Months Ended Six Months Ended
March 31, March 31,
Percent Percent
(in billions) 2015 2014 Change 2015 2014 Change
United States
$ 58472 $ 571t 2% $ 586.i $ 565.1 4%
International
Europe, the Middle East and Africa 140.€ 148.¢ (6)% 143.2 149.2 (4%
Asia-Pacific 91.¢ 89.7 2% 92.4 89.1 4%
Canada 36.2 38.2 B5)% 37.c 37.¢ 2%
Latin Americat 28.¢ 28.2 2% 29.4 28.7 2%
Total international 297.¢ 304.¢ (2)% 302.: 304.¢ ()%
Total $ 88l¢ $ 876. 1% $ 889.C $ 870 2%

! Latin America sales region includes North Ameriegaéd advisors serving noesident client:

Due to the global nature of our business operatiorgstment management and related services magti@med in locations unrelas
to the sales region.

Investment Performance Overview

A key driver of our overall success is the ldegn investment performance of our SIPs. A standagdsure of the performance of tt
investment products is the percentage of AUM exiteptienchmarks and peer group medians. The investperformance of our taxal
fixed-income products has been strong with AUM @rextly outperforming the benchmarks and peer groadians for the one-, three-, five-
and ten-year periods ended March 31, 2015 . Owratfiaternational fixedncome funds generated notable results with at &% of AUM
exceeding the benchmarks and at least 91% of AUd&eding the peer group medians for all periodsemtesl. In addition, 89% of AUM
our tax-free fixed-income products exceeded ther geeup median for the teyear period. The performance of our hybrid produn
comparison to the benchmarks and peer group metihsleclined from September 30, 2014 primarily wulewer performance in the one-
year period by the Franklin Income Fund, which espnts 70% of the hybrid category. The performariceur equity products has mos
lagged the benchmarks and peer group medians dinéngeriods presented.

The performance of our products against benchrearéigpeer group medians is presented in the taldevbe

Benchmark Comparison Peer Group Comparison*
% of AUM Exceeding Benchmark % of AUM in Top Two Peer Group Quartiles
as of March 31, 2015 1-Year 3-Year 5-Year 10-Year 1-Year 3-Year 5-Year 10-Year
Equity
Global/international 12% 39% 35% 51% 32% 61% 38% 59%
United States 1S8% 5% 9% 34% 48% 37% 52% 45%
Total equity 14% 27% 25% 44% 38% 53% 43% 53%
Hybrid 6% 8% 8% 1% 1% 92% 94% 98%
Fixed-Income
Tax-free 72% 60% 59% 38% 69% 65% 64% 89%
Taxable
Global/international 87% 89% 87% 90% 91% 93% 93% 99%
United States 22% 54% 61% 52% 3€% 23% 42% 62%
Total fixed-income 73% 76% 76% 70% 76% 74% 77% 90%

! The peer group rankings are sourced from Lippd@ih@mson Reuters Company, Morningstar or eVestnmeaach funds market and were based or
absolute ranking of returns. 8015 Morningstar, Inc. All rights reserved. Theommhation herein: (1) is proprietary to Morningséard/or its contel
providers; (2) may not be copied or distributed] &8) is not warranted to be accurate, completinmaely. Neither Morningstar nor its content provis
are responsible for any damages or losses ariging dny use of this information.

AUM measured in the benchmark and peer group raskiepresents 90% and 85% of our total AUM as ofdd&1, 2015. The
benchmark comparisons are based on eachduetlirn as compared to a market index that has $sected to be generally consistent witt
investment objectives of the fund.
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For products with multiple share classes, rankfiogshe primary share class are applied to theeptioduct. Private equity funds, cer
privately-offered emerging market and real estate funds, gestagement funds and funds acquired in fiscal 848 are not included. Cert
other funds and products were also excluded bea#usrited benchmark or peer group data. Had dlaita been available, the results may
been different. These results assume the reinvestofi@lividends, are based on data available aspof 20, 2015 and are subject to revis
While we remain focused on achieving strong loeign performance, our future benchmark and pearggrankings may vary from our p
performance.

OPERATING REVENUES

The table below presents the percentage changemaperating revenue category.

Three Months Ended Six Months Ended
March 31, March 31,

Percent Percent

(in millions) 2015 2014 Change 2015 2014 Change
Investment management fees $ 1,347.¢ $ 1,368.( D% $ 2,730 $ 2,741. 0%
Sales and distribution fees 580.( 638.¢ (9)% 1,175.( 1,275.: (8)%
Shareholder servicing fees 66.1 67.7 (2% 131.¢ 143.¢ (8)%
Other 16.1 21.¢ (25% 37.2 44.t (16)%
Total Operating Revenues $ 2,009.¢ $ 2,095 4% $ 4,074. $ 4,205 (3)%

Investment Management Fees

Investment management fees are generally calculetéer contractual arrangements with our SIPs laagtoducts for which we provi
sub-advisory services as a percentage ofheket value of AUM. Annual rates vary by investinehbjective and type of services provic
Rates for products sold outside of the U.S. areegly higher than for U.S. products because theyssructured to compensate for cet
distribution costs.

Investment management fees decreased $20.4 nalfidr$11.8 million for the three and six months ehiliarch 31, 2015 primarily due
to the impact of lower effective fee rates, paifialffset by 1% and 2%ncreases in average AUM. The increases in avedad)d primarily
occurred in the U.S. sales region, and in the laydnid U.S. equity investment objectives.

Our effective investment management fee rate (diz@ghinvestment management fees divided by avefddfel) decreased to 61.dnc
61.4 basis points for the three and six months @mdiarch 31, 2015 , from 62.4 and 638sis points for the same periods in the prioral
year. The rate decreases were primarily due toehigleighting of AUM in U.S products and in loweefproducts in the global/internatio
fixed-income and equity objectives, and lower perfance fees. The rate decrease for thergixth period was partially offset by a chang
the pricing structure in Canada effective Janua3014 which resulted in the bundling of investmmi@nagement and servicing fees.

Performance-based investment management fees @&eriilion and $11.9 million for the three and smonths ended March 31, 2015
and $10.2 million and $36.2 million for the sameigas in the prior fiscal year, with the decreasethe sixmonth period primarily related
fund of hedge funds products.

Our product offerings and global operations aredig. As such, the impact of future changes imtheket value of AUM on investme
management fees will be affected by the relative ahiinvestment objective, geographic region, disition channel and investment vehicl
the assets.

Sales and Distribution Fees

We earn fees from the sale of certain classes B$ h which investors pay a commission at the tifmpurchase ommissionabl
sales”).Sales commissions are reduced or eliminated on shiare classes and for some sale transactionsdlegarpon the amount inves
and the type of investor. Therefore, sales feelsclvéinge with the overall level of gross sales,dize of individual transactions, and the rele
mix of sales between different share classes guektgf investors.

Globally, our mutual funds and certain other prddugenerally pay us distribution fees in return $ates, marketing and distribut
efforts on their behalf. Specifically, the majority U.S.+egistered mutual funds, with the exception of aarbf our money market mutt
funds, have adopted distribution plans under Rake1 (the “Rule 12b-1 Plansfromulgated under the Investment Company Act 001 34he
Rule 12bi Plans permit the mutual funds to pay us for mamge marketing support, advertising, printing aades promotion services relat
to the distribution of their shares, subject to fRele 12b-1 Planslimitations on amounts based on average daily ngMA Similar
arrangements exist for the distribution of our nbs%. funds.
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We pay substantially all of our sales and distidiufees to the financial advisers and other intstiaries who sell our SIPs to the pu
on our behalf. See the description of sales, bigtion and marketing expenses below.

Sales and distribution fees by revenue driver aesgnted below:

Three Months Ended Six Months Ended
March 31, March 31,

Percent Percent

(in millions) 2015 2014 Change 2015 2014 Change
Asset-based fees $ 428.: % 446.7 4% $ 876.1 $ 900.2 (3)%
Sales-based fees 148.¢ 188.¢ (21)% 293.¢ 368.¢ (20)%
Contingent sales charges 2.8 3.1 (10)% & 6.5 (18)%
Sales and Distribution Fees $§ 580.C $  638¢ 9% $ 1,175 $ 1,275. (8)%

Asset-based distribution fees decreased $18.4omikind $24.1 million for the three and six montinsleal March 31, 2018ue tc
$20.1 million and $34.3 million decreases in disition fees related to non-U.S. products, partiaffiget by $1.7 million an&10.2 millior
increases related to U.S. products. The decreasieg$ from noid.S. products primarily resulted from 10% and 9%rdases in the relat
average international AUM. The increases in feemft).S. products primarily resulted from a highéx of hybrid products, and a 1% incre
in the related average U.S. AUM for the six-monérigd. Equity and hybrid products typically generaigher distribution fees than fixed-
income products.

Sales-based fees decreased $39.9 million and $78i6n for the three and six months ended MarchZ&115 primarily due to 29%nc
26% decreases in total commissionable sales, partidfet by a higher mix of U.S. product commissideasales. U.S. products typice
generate higher sales fees than non-U.S. prodGotsmissionable sales represented 10% of total $afethe three and simonths ende
March 31, 2015, and 13% and 12% for the same geiiothe prior fiscal year.

Contingent sales charges are earned from investi@mptions within a contracted period of time. Ehelsarges are levied only on cer
shares sold without a front-end sales charge, andwith the mix of redemptions of these shares.

Shareholder Servicing Fees

We receive shareholder servicing fees as compemnsdtir providing transfer agency services, whicklude providing custom
statements, transaction processing, customer seraa tax reporting. These fees are generallyl fekarges per shareholder account that
with the particular type of fund and the servicengaendered. In some instances, we charge SIRs fees based on the level of AUM. In
U.S., transfer agency service agreements proviteattcounts closed in a calendar year generallgiretillable at a reduced rate through
second quarter of the following calendar year. &am&a, such agreements that were in place throegarbber 31, 2013 provided that acco
closed in the calendar year remain billable forrfmonths after the end of the calendar year. Adngty, the level of fees varies with 1
change in open accounts and the level of closeduats that remain billable. A change to the pricstigicture in Canada effective Januai
2014 resulted in the bundling of investment managgrand servicing fees, therefore shareholdercag/fees are no longer charged to SIF
Canada.

Other services include tax planning and prepardtoimdividual and trust clients, for which fee® grimarily account based, and tru:
services, for which fees are based on the levald.

Shareholder servicing fees decreased $1.6 millimh$d.1.9 million for the three and six months enttettch 31, 2015 The decrease f
the six-month period was primarily due to the creaimgfee structure in Canada.

Other

Other revenue decreased $5.5 million and $7.3anmillor the three and six months ended March 315 2@timarily due to lower intere
and dividend income from consolidated SIPs andd¢hmination of our banking business in fiscal y2at4.
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OPERATING EXPENSES

The table below presents the percentage changenaperating expense category.

Three Months Ended Six Months Ended
March 31, March 31,

Percent Percent

(in millions) 2015 2014 Change 2015 2014 Change
Sales, distribution and marketing $ 710t $ 766.: M% $ 1,442.( $ 1,543.( (7)%
Compensation and benefits 377.5 372. 1% 753.( 721.C 4%
Information systems and technology 49.¢ 51.C (2% 101.1 101.2 0%
Occupancy 32.1 33.¢ (5)% 66.£ 66.¢ ()%
General, administrative and other 82.1 86.5 5)% 171.¢ 173.¢ ()%
Total Operating Expenses $ 1,252 $ 1,309 4% $ 2534. $ 2,606.: )%

Sales, Distribution and Marketing

Sales, distribution and marketing expenses prim&ohsist of payments to financial advisers, bridealers and other third parties
providing services to investors in our SIPs, inalgdmarketing support services. Sales expensededeemined as percentages of sales ar
incurred from the same commissionable sales tréinsacthat generate sales fee revenues. Distrib@xpenses are determined as percen
of AUM and are incurred from assets that generalbeedistribution fees or higher levels of investmh management fees. Marketing sug
expenses are based on AUM, sales or a combindtévedf. Also included is the amortization of dedersales commissions related tofrgnmt
commissions on shares sold without a frentt sales charge to investors. The deferred salesnissions are amortized over the perioc
which commissions are generally recovered fromtedlaevenues.

Sales, distribution and marketing expenses byardatr are presented below.

Three Months Ended Six Months Ended
March 31, March 31,

Percent Percent

(in millions) 2015 2014 Change 2015 2014 Change
Asset-based expenses $ 541.€ $ 562.t @% $ 1,109.. $ 1,141 (3)%
Sales-based expenses 139.% 171.5 (19% 273.¢ 335.7 (19%
Amortization of deferred sales commissions 29.2 32.1 (9)% 59.4 66.2 (10)%
Sales, Distribution and Marketing $ 710f §  766: (MN% $ 1442 $ 1,543 (N%

Asset-based expenses decreased $20.9 million @n8 &8llion for the three and six months ended M&a3t, 2015 due t831.5 millior
and $57.8 million decreases in distribution expenetgted to non-U.S. products, partially offset$8/9 million and $13.8 millioiincreases i
distribution expense related to U.S. products aéd #illion and $12.2 millionincreases in marketing support expense. The dexgde
expense related to ndn-S. products primarily resulted from 11% and 9%rdases in the related average international AlAvkjadly offset b
a higher mix of equity and hybrid products. Theréases in expense related to U.S. products priymasulted from 1% and 2% increases ir
related average U.S. AUM and a higher mix of hylpidducts. Equity and hybrid products typically davigher expense rates than fixed
income products. The increases in marketing suppgrénse were primarily due to a change in feestre for certain service providers fr
sales-based fees to asset-based fees and highagaeS. AUM.

Distribution expenses, which are typically higher fionU.S. products, are generally not directly corralatéth distribution fee revenu
due to international fee structures which proviglerécovery of certain distribution costs throughastment management fees.

Sales-based expenses decreased $32.0 million &8 &#llion for the three and six months ended Mas&, 2015 primarily due t29%
and 26%decreases in total commissionable sales and thmgehia fee structure for certain marketing suppervice providers. These decre:i
were partially offset by $11.3 million and $15.2llloh increases related to a change in fee stractorindia under which we assun
responsibility for commission expenses previouglidy the local fund products in exchange foreiting additional investment managen
fees, and a higher mix of U.S. product commissitsahles. U.S. products typically generate hight¥rsscommissions than non-U.S. products

Amortization of deferred sales commissions deci@&29 million and $6.9 million for the three and months endeddarch 31, 201
primarily due to lower sales of U.S. shares solthaut a front-end sales charge to investors.
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Compensation and Benefits

Compensation and benefit expenses increased $8i@naind $31.7 million for the three and six mantnded March 31, 2015alaries
wages and benefits increased $5.8 million and $arillflon primarily due to higher staffing levels, annual ieglary adjustments that wi
effective December 1, 2014 and 2013, and higheltth@esurance costs, partially offset by favorablerency impacts. Variable compensa
decreased $0.6 million for the threenth period primarily due to lower bonus expensseld on lowered expectations of our an
performance and a decrease in private equity amel groduct performance fees, substantially otfgehigher amortization of stock and st
unit awards. Variable compensation increased $2fln for the six-month period primarily due todreases of $11.7 milliom bonu:
expense due to higher staffing and salary levedsaanortization of stock and stock unit awards, #6db million related to private equity ¢
other product performance fees. Variable compemsas a percentage of compensation and benefit89%sand 40% for théhree and si
months ended March 31, 2015 and 40% and 39% fosdhee periods in the prior fiscal year. At March 2Q15, our global workforce he
increased to approximately 9,400 employees frommagdmately 9,000 employees at March 31, 2014 .

We continue to place a high emphasis on our papddiormance philosophy. As such, any changesantiderlying performance of ¢
SIPs or changes in the composition of our incentm@pensation offerings could have an impact onpmreation and benefit expenses g
forward. However, in order to attract and retaienged individuals, our level of compensation aedédfit expenses may increase more qu
or decrease more slowly than our revenue.

Information Systems and Technology

Information systems and technology expenses demuieds$.1 million and $0.1 million for the three asid months ended/arch 31
2015 . The decrease for the three-month periodpriagarily due to lower software and technical cdtisg costs.

Details of capitalized information systems and textbgy costs are shown below.

Three Months Ended Six Months Ended
March 31, March 31,
(in millions) 2015 2014 2015 2014
Net carrying value at beginning of period $ 86.4 $ 88.t $ 85t $ 93.t
Additions, net of disposals 5.k 10.4 18.4 16.2
Amortization (11.9) (20.9 (23.9 (21.9)
Net Carrying Value at End of Period $ 80t $ 88.1 $ 80 $ 88.1

Occupancy

We conduct our worldwide operations using a contimnaof leased and owned facilities. Occupancy esgps include rent and otl
facilities-related costs including depreciation aritities.

Occupancy expenses decreased $1.7 million andn§iién for the three and six months ended March&115. The decrease for t
three-month period was primarily due to lower bimtdmaintenance costs.

General, Administrative and Other

General, administrative and other operating expepsienarily consist of fundelated service fees payable to external partieporat
travel and entertainment, advertising and promotiosts, professional fees, and other miscellanespenses. Effective January 1, 2014
assumed responsibility for certain operating expsmg our Canadian funds in exchange for an AUMetasiministration fee.

General, administrative and other operating experderreased $4.4 million and $2.0 million for tieeé and sixmonths ende
March 31, 2015 primarily due to lower professiofe¢s and contingent consideration expense for theAlvisors Holdings, LLC (“K2)
acquisition, partially offset by higher Canadiamduexpenses. Professional fees decreased $2.8mllid $8.2 million primarily due to fe
incurred in the prior year for various corporatédites including the winding down of our bankibgsiness. The change in the fair value o
K2 contingent consideration liability decreased9$3iillion and $0.7 million due to revised estimatéK2’'s future revenues and profits. ~
increases due to Canadian fund expenses were $ilichrand $8.4 million. The decrease for the swonth period also included a $2.2 mill
decrease in consolidated SIPs expenses.
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We are committed to investing in advertising andnpotion in response to changing business conditiand to advance our prodi
where we see continued or potential new growth dppdies. As a result of potential changes in stwategic marketing campaigns, the leve
advertising and promotion expenditures may increase rapidly, or decrease more slowly, than ovemnees.

OTHER INCOME (EXPENSES)

Other income (expenses) consisted of the following:

Three Months Ended Six Months Ended
March 31, March 31,
Percent Percent
(in millions) 2015 2014 Change 2015 2014 Change
Investment and other income, net $ 102.¢ $ 17.C 505% $ 154 $ 65.2 137 %
Interest expense 2.7 (11.9 (85)% (13.0 (24.0) (46)%
Other Income, Net $ 1012 $ 5.€ NM $ 141¢ $ 41.2 244 %

Investment and other income, net consists primarfiljincome (losses) from equity method investeealized gains (losses) on salt
available-forsale investment securities, gains (losses) on imargs of consolidated SIPs and trading investrsentirities, foreign curren
exchange gains (losses) and dividend and interestrie.

Other income, net increased $95.6 million and $4@dillion for the three and six months ended Madth 2015primarily due to ne
gains from foreign currency exchange and securitidd by consolidated SIPs, as well as lower isteexpense. Strengthening of the |
dollar against the Euro resulted in $67.1 milliard #90.4 million of foreign currency exchange naing as compared to $2.1 milli@mnc
$12.6 million of net losses in the prigear periods. In addition, higher market valuatiofisecurities held by consolidated SIPs resulh
$20.7 million and $23.6 million of gains as comghte $15.4 million and $20.7 millioof losses in the prior year. Interest expense dsex
by $9.7 million and $11.0 million , primarily due the reversal of $10.1 millioof accrued interest related to the recognitioraaflienefits as
result of the expiration of statutes of limitatidnsvarious U.S. and nod-S. tax jurisdictions. The increases were paytiaffset by decreases
$8.5 million and $26.7 million in income from equimethod investees, and $8.7 million and $23.2iomilin net realized gains on sale
available-for-sale securities.

Significant portions of the net gains (losses) ofisolidated SIPs are offset in noncontrolling iests in our condensed consolidi
statements of income.

Our investments in SIPs include initial cash inwemtts made in the course of launching mutual fumd @ther investment prodt
offerings, as well as investments for other busimeasons. The market conditions that impact ouMAdimilarly affect the investment incol
earned or losses incurred on our SIPs investments.

36




Table of Contents

The consolidated cash, cash equivalents and ineassnportfolio by investment objective at March 2015, including assets
consolidated SIPs and variable interest entitig$H5"), was as follows:

Assets of
Trading Percent of Consolidated
Percent of Securities Total SIPs and VIEs
Total Total Included in Trading Included in Total  Percent of
(in millions) Portfolio Portfolio Portfolio Securities Portfolio Total
Cash and Cash Equivalents $ 8,122. 65% $ — 0% $ 92.1 5%
Investment Securities
Equity
Global/international 703.% 6% — 0% 638.7 35%
United States 10.1 0% — 0% — 0%
Total equity 713.¢ 6% — 0% 638.7 35%
Hybrid 235.1 2% 0.t 0% 47.€ 2%
Fixed-Income
Tax-free 8.C 0% — 0% — 0%
Taxable
Global/international 617.% 5% 87.: 7% 281.¢ 15%
United States 2,000.( 16% 1,191.( 93% 786.% 43%
Total fixed-income 2,625.¢ 21% 1,278.: 100% 1,068.: 58%
Total Investment Securities 3,574. 29% 1,278.¢ 100% 1,754.. 95%
Other Investments 809.4 6% — 0% — 0%
Total Cash and Cash Equivalents and
Investments $ 12,506.: 10% $ 1,278.¢ 10(% $ 1,846.! 10C%

Investments of consolidated SIPs and VIEs are gdlgaassigned a classification in the table aboaseld on the investment objective
the consolidated entity holding the securities. ddtimvestments include $638.2 milliaf investments in equity method investees that
securities that are subject to market valuatioksrand primarily have a global/international equityestment objective.

TAXES ON INCOME

As a multinational corporation, we provide many of our seggifrom locations outside the U.S. Some of thessdigtions have lowt
tax rates than the U.S. The mix of fiee-income subject to these lower rates, when aggee with income originating in the U.S., produe
lower overall effective income tax rate than exigtU.S. federal and state income tax rates.

Our effective income tax rate was 27.5% and 29.8ftle three and six months ended March 31, 2@s5cpmpared to 30.2% aB6.0%
for the same periods in the prior fiscal year. Téie decreases were primarily due to the recogndgfaax benefits as a result of the expira
of statutes of limitations in various U.S. and rdr®. jurisdictions, and net income attributablentmcontrolling interests as compared tc
losses in the prior fiscal year, partially offsgthigher nond.S. taxes due to a new income tax ruling effeceotober 1, 2014, and an incre
in foreign earnings subject to U.S. taxes.

The effective income tax rate for future reportpeyiods will continue to reflect the relative cabtitions of nond.S. earnings that ¢
subject to reduced tax rates and that are notmtlyrmcluded in U.S. taxable income. Changes irtes in these jurisdictions may affect
effective income tax rate and net income.

LIQUIDITY AND CAPITAL RESOURCES

Cash flows were as follows:

Six Months Ended

March 31,
(in millions) 2015 2014
Cash Flow Data
Operating cash flows $ 1,121 % 639.4
Investing cash flows 107.1 1.6
Financing cash flows (545.0 (63.9
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Net cash provided by operating activities increataing the six months ended March 31, 2@tisarily due to a net decrease in trac
securities of consolidated SIPs, as compared &t aaorease in the prior year. Net cash provideéhibgsting activities increased mainly du
a lower decrease in cash and cash equivalentsrfedrdeconsolidation of consolidated SIPs and getdations of investments by consolid:
SIPs as compared to net purchases in the prior, yeatially offset by lower net liquidations of iestments, including investments
consolidated VIEs, and a decrease in loans redeiyvabt in the prior year. Net cash used in finagactivities increased primarily due to
distributions from consolidated SIPs by noncontngllinterests, as compared to net subscriptiorthénprior year, higher dividends paid
common stock, and an increase in deposits in tloe ypear, partially offset by net proceeds from ibsuance of debt.

The assets and liabilities of our consolidated Sifd consolidated VIEs attributable to thpdrty investors do not impact our liquic
and capital resources. We have no right to thereddinlated entitiesassets, other than our direct equity investmetitém, and/or investme
management fees earned from them. The debt halfi¢hese consolidated entities have no recourseit@assets beyond the level of our di
investment, therefore we bear no other risks aassgtiwith the entitiediabilities. Accordingly, the assets and liabilgi®f our consolidate
SIPs and consolidated VIEs, other than our dimegtstments in them, are excluded from the amourdsiascussion below.

Our liquid assets and debt consisted of the folhguwi

March 31, September 30,
(in millions) 2015 2014
Assets
Cash and cash equivalents $ 8,030.: $ 7,476.¢
Receivables 899.4 910.¢
Investments 2,204.: 2,239..
Total Liquid Assets $ 11,133 $ 10,626.i
Liabilities
Debt $ 1,597.. $ 1,198.;
Liquidity

Liquid assets consist of cash and cash equivalemtsjvables, and certain investments. Cash ard easivalents primarily consist
cash on hand, deposits with financial institutiommney market funds, securities of U.S. governnspotisored enterprises and the
Treasury, and time deposits. Liquid investmentssistrof trading and available-f@ale securities, investments in equity method itrees
consisting of mutual fund SIPs, direct investmemtedeemable consolidated SIPs, and time depeghsmaturities greater than three months

Cash and cash equivalents at March 31, 2015 inedeftem September 30, 20Jtimarily due to net cash provided by opers
activities. The percentages of cash and cash dguigaheld by our U.S. and non-U.S. operations @@ and 63% at March 31, 201anc
36% and 64% at September 30, 2014 .

We utilize a significant portion of our liquid asseo satisfy operational and regulatory requiretmeand fund capital contributic
relating to our SIPs. Certain of our subsidiariesraquired by our internal policy or regulatiom@intain minimum levels of capital which
partially maintained by retaining cash and cashivedents. As a result, such subsidiaries may beicesd in their ability to transfer cash
their parent companies. Also, as a multi-natior@poration, we operate in various locations outfléhe U.S. Certain of our ndd-S
subsidiaries are subject to regulatory or conteatepatriation restrictions or requirements. Stedirictions and requirements limit our abi
to transfer cash between various internationasglictions, including repatriation to the U.S. Shibwle require more capital in the U.S. the
generated domestically, we could elect to redueelalzel of discretionary activities, such as shamurchases, or we could elect to repat
future earnings from nobkS. jurisdictions or raise capital through debequity issuance. Certain of these alternativesdcmsult in highe
effective tax rates, increased interest expensetimr dilution to our earnings. At March 31, 2016uy U.S. and noi).S. subsidiaries he
$1,096.9 million and $1,937.7 millioof liquid assets to satisfy operational and reguiatequirements and capital contributions to oilsSa
compared to $1,716.8 million and $2,047.7 millieichat September 30, 2014 . Included in these ataauere U.S. and nob-S. liquid asse
that were restricted from transfer to Franklin atlter subsidiaries of $86.4 million and $357.4 imillat March 31, 2015 and $86.8 millianc
$354.5 million at September 30, 2014 .
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Capital Resources

We believe that we can meet our present and rebloftaeseeable operating cash needs and futurenitoments through existing liqu
assets, continuing cash flows from operations, abidity to issue debt or equity securities and baing capacity under our uncommit
private placement program.

In March 2015, we issued senior unsecured and wendiated notes with a total face value of $400iian at a fixed interest rate
2.850% per annum which mature in March 202Blet proceeds from the issuance of the notes raended to be used to repay
$250.0 million 3.125% notes due May 20&Bd for general corporate purposes. In prior fisgedrs, we issued senior unsecured
unsubordinated notes for general corporate purptsesdeem outstanding notes and to finance amisitign.

At March 31, 2015, $1,597.7 million of the notesrer outstanding with an aggregate face value &0®10 million. In addition to th
$400.0 million issued in March 2015 and the $25fillion due May 2015 , the notes consist of $30filion issued at a fixed interest rate
1.375% per annum which mature in 2017 , $350.00nilissued at a fixed interest rate of 4.625% peuan which mature in 2020 , a8800.(
million issued at a fixed interest rate of 2.80Q%r annum which mature in 2022 .

Interest on the notes is payable semitually. The notes contain an optional redempléature that allows us to redeem each seri
notes prior to maturity in whole or in part at a&ige, at a makaevhole redemption price. The indentures governimgrtbtes contain limitatiol
on our ability and the ability of our subsidiariespledge voting stock or profit participating eguinterests in our subsidiaries to secure ¢
debt without similarly securing the notes equalhg aatably. The indentures also include requiresémat must be met if we consolidate
merge with, or sell all of our assets to, anothity As of March 31, 2015, we were in compliangéh the covenants of the notes.

At March 31, 2015 , we had $500.0 million of shmmm commercial paper available for issuance uraeruncommitted priva
placement program which has been inactive sincd 2pt2.

Our ability to access the capital markets in a ynmeanner depends on a number of factors, includimgcredit rating, the condition
the global economy, investorgillingness to purchase our securities, interess;acredit spreads and the valuation levels oftgquarkets. |
we are unable to access capital markets in a timelyner, our business could be adversely impacted.

Uses of Capital

We expect that our main uses of cash will be te@stin and grow our business, acquire shares of@umon stock, invest in our Si
fund property and equipment purchases, pay opegratipenses of the business, enhance technologsinfcture and business processes
stockholder dividends and repay and service debt.

We declare and pay dividends on a quarterly ba¢esdeclared regular cash dividends of $0.30 peresh&0.15per share per quart
and a special cash dividend of $0.50 per sharenglihie six months ended March 31, 2015 , and regash dividends of $0.2der shar
( $0.12 per share per quarter) during the six moetided March 31, 2014We currently expect to continue paying comparablpular cas
dividends on a quarterly basis to holders of ouniemn stock depending upon earnings and other neiéaetors.

We maintain a stock repurchase program to managequity capital with the objective of maximizingaeholder value. Our stc
repurchase program is effected through regular -oparket purchases and private transactions in aanoed with applicable laws a
regulations. Effective March 19, 2015, we adoptestack trading plan under Rule 10b5ef the Securities and Exchange Act of 193
facilitate the ongoing repurchase of our commorctistonder the stock repurchase program. Under the, @ broker has the authority
repurchase shares of our common stock in accordaithespecific prearranged terms relating to timipgice and volume (among othe
during specified periods.

During the three and six months ended March 31520¢e repurchased 3.6 million and 6.3 millsimares of our common stock at a
of $190.0 million and $341.2 million . In Decemt013, our Board of Directors authorized the repasehof up to 30.0 millioadditiona
shares of our common stock under the stock repsecheogram. At March 31, 2015 , 23.5 millishares remained available for repurcl
under the program, which is not subject to an exjun date. During the three and six months endedcM31, 2014 , we repurchasgd
million and 5.9 million shares of our common statlka cost of $178.8 million and $315.9 million .

During the six months ended March 31, 2015 , weeated $14.8 million , net of investments, from 8lPs. During the sixnonth:
ended March 31, 2014 , we invested $72.4 millinat,of redemptions, in our SIPs.
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The funds that we manage have their own resourcasable for purposes of providing liquidity to nmeghareholder redemptiol
including securities that can be sold or provideévestors as ikind redemptions, and lines of credit. While we éi@o contractual obligatit
to do so, we may voluntarily elect to provide thads with direct or indirect financial support bdi®® our business objectives.

CONTRACTUAL OBLIGATIONS, COMMITMENTS AND CONTINGENT  LIABILITIES

The following table summarizes our contractual gdions, commitments and contingent liabilities.

(in millions) Payments Due by Fiscal Year Ended September 30,
as of March 31, 2015 Total 2015 2016-2017 2018-2019 Thereafter
Debt
Principal $ 1597 $ 250.C $ 299.: % — $ 1,048!
Interest 280.: 24.C 80.2 72.C 104.1
Operating leases 379.2 221 81.7 65.1 209.7
Purchase obligatiors 121.: 558 56.4 6.2 3.4
Total Contractual Obligations 2,378.! 352.( 517.t 143.: 1,365."
Committed capital contributiorts 25.7 25.7 — — —
Contingent consideration liabilitiés 143.€ — 50.¢ 92.7 —
Total Contractual Obligations, Commitments and
Contingent Liabilities $ 2547¢ $ 3770 % 568.2 $ 236.C $ 1,365.°

1 Purchase obligations include contractual amouraswhil be due to purchase goods and services taskd in our operations and may be cancel
earlier times than those indicated under certanditimns that may include termination fees.

Committed capital contributions relate to discnetioy commitments to invest in SIPs and other inaest products. Generally, the timing of
funding of these commitments is unknown as theycali@able on demand at any time prior to the exjoineof the commitment periods.

Contingent consideration liabilities primarily redao the Compang’ commitment to acquire the remaining interestsar

The debt holders of consolidated SIPs and congelidelEs have no recourse to our assets beyonteteé of our direct investmen
therefore we bear no risks associated with thestesn liabilities and have not included them in the tafi®ve. See Note 8\ariable Intere:
Entities and Consolidated Sponsored InvestmentuRtedn the notes to condensed consolidated fiadstatements in Iltem 1 of Part | of 1
Form 10-Q.

At March 31, 2015 , our condensed consolidatedrizalasheet included liabilities for unrecognized keenefits of $93.1 millioranc
related accrued interest of $9.4 milliohe amounts of unrecognized tax benefits ande®lmterest that are expected to be paid in thx¢
twelve months are insignificant. However, becau$ehe high degree of uncertainty regarding the rigniof future cash outflows f
unrecognized tax benefits, a reasonable estimatigegberiod of cash payments beyond the next twalosths from the balance sheet dal
March 31, 2015 cannot be made. Consequently, ugnéoed tax benefits have not been included indbéetabove.

CRITICAL ACCOUNTING POLICIES

Our consolidated financial statements and accormnipgmpotes are prepared in accordance with accayptimciples generally accep
in the United States of America, which require tise of estimates, judgments, and assumptions fieat the reported amounts of assets
liabilities at the date of the financial statemeatsl the reported amounts of revenues and expehsey the periods presented. Tt
estimates, judgments, and assumptions are affégtelir application of accounting policies. Actuakults may differ from those estime
under different assumptions. The following are upddo our critical accounting policies disclosedvianagemens Discussion and Analysis
Financial Condition and Results of Operations infeorm 10-K for the fiscal year ended September2804 .

Consolidation

We consolidate our subsidiaries and SIPs in whiehhave a controlling financial interest. We haweatrolling financial interest whi
we own a majority of the voting interest in an gntir are the primary beneficiary of a VIE. We atsmsolidate noVIE limited partnershig
and similar structures that we control.
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Our VIEs are all investment entities and our vddabterests consist of our equity ownership in/andnvestment management f
earned from these entities. As of March 31, 2048 were the primary beneficiary of three CLOs amd tther SIP VIEs.

Fair Value Measurements

We record a substantial amount of our investmenfaiavalue or amounts that approximate fair vatuea recurring basis. We us
threelevel fair value hierarchy that prioritizes the i to valuation techniques used to measure failevdased on whether the inputs to tl
valuation techniques are observable or unobservable

As of March 31, 2015 , Level 3 assets represen®d @f total assets measured at fair value, substgntédl of which related t
investments of consolidated SIPs in equity and delurities of entities and funds that are notedagh active markets. Level 3 liabilit
consisted of contingent consideration liabilitiesl aepresented 95% of total liabilities measurefiatvalue at March 31, 2015There were r
transfers into or out of Level 3 during the six rttenended March 31, 2015 .

Goodwill and Other Intangible Assets

Subsequent to our annual impairment tests as olugtug, 2014, there were no impairments to goodavillndefinitelived intangible
assets as we determined no events occurred om@tances changed that would more likely than rodge the fair value of our reporting t
below its carrying value, or indicate that our ifidie-lived intangible assets might be impaired.

We test definite-lived intangible assets for impant quarterly. As of March 31, 201%he undiscounted future cash flow projection:
$43.6 million , or 57% , of our definite-lived imtgible assets exceeded their carrying values bigest 65%. We estimated the futt
undiscounted cash flows for these assets using Ajtdwth rates ranging from (5)% to 6% . As of Ma&lh 2015 , a decline in these asset:
related AUM of 41%could cause us to evaluate whether their fair vadubelow the carrying value. The undiscounted rieitoash flov
projections for substantially all of the remainiagsets exceeded their carrying values by at |86t There was no impairment of definiteed
intangible assets during the six months ended Matgt2015 .

Revenues

Investment management fees, other than performlaased fees, and distribution fees are determineddban a percentage of AU
primarily on a monthly basis using average daily MUPerformancdsased investment management fees are based onnpenfie targe
established in the related investment managemaenttasxis. AUM is generally based on the fair valfi¢he underlying securities held by S
and is calculated using fair value methods deriwémharily from unadjusted quoted market prices,djasted independent thigghrty broker c
dealer price quotes in active markets, or markigepror price quotes adjusted for observable priogements after the close of the prin
market. The fair values of the underlying secwsitfer which market prices are not readily availahte internally valued using varic
methodologies which incorporate unobservable inpatappropriate for each security type. As of M&th2015, our total AUM by fair valu
hierarchy level was 53% Level 1, 46% Level 2 andLlieel 3.

NEW ACCOUNTING GUIDANCE

See Note 2 — New Accounting Guidance in the nate®hdensed consolidated financial statement&m [t of Part | of this Form 10-Q.

RISK FACTORS

Volatility and disruption of the capital and credit markets, and adverse changes in the global economy, may significantly affect our results
of operations and may put pressure on our financial results. The capital and credit marketentinue to experience volatility and disrup
worldwide. Declines in global financial market cititmhs have in the past resulted in significantrdases in our assets under manage
(“AUM"), revenues and income, and future declines may nedyaimpact our financial results. Such declinesehhad and may in the futt
have an adverse impact on our results of operatesmay need to modify our business, strategiesperations and we may be subjec
additional constraints or costs in order to comjre® changing global economy and business envieotm

The amount and mix of our AUM are subject to significant fluctuations . Fluctuations in the amount and mix of our AUM miag
attributable in part to market conditions outsid®war control that have had, and in the future ddwve, a negative impact on our revenue:
income. We derive our operating revenues and neinie from providing investment management and eélaervices to investors
jurisdictions worldwide through products that imbéuinvestment funds and institutional, h
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net-worth and separately-managed accounts (calédgtiour “sponsored investment products” or “SIPThe level of our revenues depe
largely on the level and mix of AUM. Our investmenanagement fee revenues are primarily based @ncamtage of the value of AUM &
vary with the nature of the account or product ngaola Any decrease in the value or amount of our Ahdause of market volatility or otl
factors, such as a decline in the price of stookgarticular market segments or in the securittegket generally, negatively impacts
revenues and income. We are subject to significaskt of asset volatility from changes in the gloliimlancial, equity and debt marke
Individual financial, equity and debt markets mayduversely affected by economic, political, finahor other instabilities that are partict
to the country or region in which a market is lechtincluding without limitation local acts of terism, economic crises, political prote
insurrection or other business, social or politm@es. Global economic conditions, exacerbatedidny terrorism, natural disasters or finar
crises, changes in the equity or debt marketplasesnticipated changes in currency exchange ratesest rates, inflation rates, the i
curve, defaults by derivative counterparties, bdethult risks, the crisis in Ukraine and any raelasanctions there and elsewhere, and
factors that are difficult to predict, affect thexmmarket values and levels of our AUM. For exaempthanges in financial market pric
currency exchange rates and/or interest rates @auwlse the value of our AUM to decline, which worddult in lower investment managen
fee revenues. The funds we manage may be subjaotioanticipated large number of redemptionsraswt of such events, causing the f
to sell securities they hold, possibly at a lossjraw on any available lines of credit to obta#sit to settle these redemptions, or settkand-
with securities held in the applicable fund. We matyour discretion, provide financial support téuad to enable it to maintain suffici
liquidity in such event. Changes in investor prefexes regarding our more popular investment predaisb could cause sizable redempi
and lower the value of our AUM, which would resmliower revenue and operating results. Moreoveanging market conditions may cau:
shift in our asset mix between international an8.lhssets, potentially resulting in a decline in mvenues and income depending upol
nature of our AUM and the level of management f@esearn based on our AUM. We generally derive higheestment management :
distribution fees from our international produdsnt from our U.S. products, and higher sales fems four U.S. products than from 1
international products. Additionally, changing metrkonditions may cause a shift in our asset miatds fixedincome products and a rela
decline in our revenues and income, as we genedaltive higher fee revenues and income from equibducts than from fixedcome
products we manage. Further, increases in inteaéss, in particular if rapid, as well as any uteiety in the future direction of interest ra
may have a negative impact on our fixademe products. Although the shorter duratiorhefbond investments in many of these products
help mitigate the interest rate risk, rising inggreates or interest rate uncertainty typicallyrdase the total return on many bond investn
due to lower market valuations of existing bondsy Alecrease in the level of our AUM resulting framarket declines, interest rate volatility
uncertainty, increased redemptions or other faatordd negatively impact our revenues and income.

We are subject to extensive, complex, overlapping and frequently changing rules, regulations and legal interpretations. There i
uncertainty associated with the regulatory envirentrin which we operate. Our business is subjeextensive and complex, overlapg
and/or conflicting, and frequently changing rulesgulations, policies and legal interpretationshi@ countries in which we operate, incluc
those with respect to securities and other findnicistruments, advisory, accounting, tax, compedosatethics, data protection, priva
sanctions programs administered by the U.S. areddgieijurisdictions where our investment managensentices and products are offered,
escheatment laws and regulations.

We are subject to U.S. federal securities lawse dtaws regarding securities fraud, other fedenal state laws and rules and regulat
of certain regulatory and sealggulatory organizations, including those rules esgllations promulgated by, among others, the Besuritie
and Exchange Commission (“SEGIhd the New York Stock Exchange. Certain of oussiliiries are also subject to the rules and reigule
promulgated by the SEC, the Financial Industry Raguy Authority, the Commodity Futures Trading Qoiesion (“CFTC")and the Nation:
Futures Association. Given our global operations,ate also subject to the securities and other tdwsrious nond.S. jurisdictions and
regulation by non-U.S. regulators. In some casas,nond.S. operations may also be subject to regulatpiJIs. regulators, such as
Department of Justice, the CFTC and the SEC (fampte, with respect to the Foreign Corrupt Prastiet of 1977). We are also subjec
the laws and regulations of states and other jigtisths regarding the reporting and escheatmennofaimed or abandoned property.

Certain of our subsidiaries are registered with3B under the Investment Advisers Act of 1940,k C and/or licensed by varic
non-U.S. regulators. In addition, many of our furde registered with the SEC under the Investmem@zany Act of 1940 (thelfivestmer
Company Act”) or authorized by various European attter non-U.S. regulators pursuant to the Europésion’s (“EU”) Undertakings fc
Collective Investment in Transferable Securitidd@ITS") Directive and other nobkS. laws. These registrations, licenses and aizttan:
impose numerous obligations, as well as detailegtaijpnal requirements, on such subsidiaries astl funds. Our subsidiaries must ¢
comply with complex tax regimes.

Financial reporting requirements, and the processastrols and procedures that have been put ioepla address them, are o
comprehensive and complex. We may be adverselytatfeas a result of new or revised legislation egutations or by changes in
interpretation of existing laws and regulations.iM/imanagement has focused attention and resoorcesir compliance policies, procedt
and practices, nooempliance with applicable laws, rules, regulatjczenflicts of interest requirements or fiduciamyngiples, or our inabilit
to keep up with, or adapt to, an ever changing,erregulatory environment,
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could result in civil liability, criminal liabilityand/or sanctions against us, including fines argares, injunctive relief, suspension or expu
from a particular jurisdiction or market or the oeation of licenses or charters, any of which caddersely affect our reputation, prospe
revenues and income. Moreover, any potential adooyror reporting error, whether financial or othese, if material, could damage 1
reputation and adversely affect our business.

The Dodd-Frank Wall Street Reform and Consumerdetimn Act of 2010 (the “Dodd-Frank Actguthorized the establishment of
Financial Stability Oversight Council (“FSOC'the mandate of which is to identify and responthteats to U.S. financial stability. Simila
the U.S. and other members of the so-called G-Bomof nations have empowered the Financial Stalbard (“FSB”)to identify an
respond, in a coordinated manner, to threats teaglitnancial stability. The FSOC may designate-bank financial companies as systemic
important financial institutions (“SIFIs"\which are subject to supervision and regulationth®y Board of Governors of the Federal Res
System. The FSB may designate non-bank financiapamies as global systemically important finantiatitutions (“G-SIFIs”);the additione
regulatory requirements triggered by any such aegign are not yet established. The FSOC and tie &Swell as other global regulators,
considering what threats to U.S. and global finanstability, if any, arise from asset managememjganies and/or the funds that they mar
and whether such threats can be mitigated by trgatich entities as SIFIs or &FIs and/or subjecting them to additional regolatiTo th
extent that we or our funds are designated as ®IG-SIFIs, such regulation, which could inclugguirements related to ridlased capite
leverage, liquidity, credit exposure, stress testiesolution plans, early remediation, and centsk management requirements, could im
our business. The Dod&lank Act, as well as other legislative and reguiathanges, impose other restrictions and linuitetion us, resultir
in increased scrutiny and oversight of our finahsirvices and products. We continue to analyzeirtifgact of the Dodd=rank Act a
implementing rules are adopted and become effectiveler the Dodd~rank Act, which imposes a number of new regulatigovernin
derivative transactions, certain categories of swage currently required, and further categorieswéps are likely to be required, to
submitted for clearing by a regulated clearing orgation and reported on a swap execution facibtyd the posting of collateral will
required for uncleared swaps. The EU is expectdthptement similar requirements soon, and thersoise risk that full mutual recogniti
may not be achieved between the U.S. and EU regiarab duplication of regulation and transactiont€asay result. These and ot
requirements are likely to impact how we manage iouestment strategies because of, among othegghian increase in the costs
expenses of utilizing swaps and other derivatitresiddition to the rulemaking mandated by the D&daRk Act, rules adopted by the CFT(
2012 removed or limited previously available exedons and exclusions from registration and regutatis a commodity pool operator |
commodity trading advisor on which we had reliegsulting in the imposition of either additional igtcation, disclosure, reporting &
recordkeeping requirements or more stringent reguénts to comply with the remaining exemptions>aiwesions for operators of certain
our registered mutual funds and other pooled vehithat use or trade in futures, swaps and othératiees considered commodity intere
and subject to regulation by the CFTC. Also, theCStas developed proposals for stricter regulatibmoney market funds that col
significantly change the structure and operatidithase funds. We expect that such regulatory requénts and developments will cause 1
incur additional administrative and compliance sost

Our subsidiaries Fiduciary Trust Company Internalo(“Fiduciary Trust”) and Franklin Templeton BagkTrust, F.S.B. (“FTB&T")
have limited their operations to trust and fidugiactivities permissible for trust companies thaalify for an exemption from the definition
“bank” under the Bank Holding Company Act of 1956. Fidoci@irust and FTB&T are subject to regulation, supon and examination |
their respective regulators, which include the FaldBeposit Insurance Corporation (the “FDIGInd the New York State Departmen
Financial Services for Fiduciary Trust, and the ERind the Office of the Comptroller of the CurrefoyFTB&T.

In addition, certain federal and state aakeover laws generally provide that no person awuire control of Franklin, and gain indir
control of either Fiduciary Trust or FTB&T, withoptior regulatory approval. For example, beneficahership of 10% or more of the vot
securities of Franklin would be presumed to coutgit'control” under the federal Change in Bank Control Act of89Buch federal and st
laws may discourage potential acquisition proposald may delay, deter or prevent a change of coofrd-ranklin, including throug
transactions that some shareholders might condikérable.

The laws and regulations applicable to our busirgsserally involve restrictions and requirementscannection with a variety
technical, specialized, and expanding matters amt¢erns. For example, compliance with the Bank &scAct, antimoney laundering al
Know-Your-Customer requirements, and economic, trade and e#irections, both domestically and internationafigs taken on heighter
importance as a result of efforts to, among othérgs, limit terrorism and actions that undermihe stability, sovereignty and territol
integrity of countries. At the same time, there basn increased regulation with respect to theeptioin of customer privacy and the nee
secure sensitive customer information. As we caetito address these requirements or focus on rgastim or expanded ones, we may ex|
a substantial amount of time and resources. Anfilibato meet these requirements, within the regditimeframes, may subject us to sanc
or other restrictions by governments and/or regusathat could adversely impact our broader busioégectives.

U.S and international regulatory and legislative actions and reforms have made the regulatory environment in which we operate more
costly and future actions and reforms could adversely impact our financial condition and results of operations. The
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federal securities laws have been augmented suiadipand made significantly more complex by, amather measures, the Sarba@edey
Act of 2002, the Doddrrank Act and the USA Patriot Act of 2001. Simiarthe securities and related laws outside the Uave bee
augmented substantially and made more complex kasunes such as the EU’s Alternative Investment AMadagers Directive (“AIFMDY
and Markets in Financial Instruments Directive IM{FID 11"). Moreover, the adoption of new laws or regulatiomsl a&hanges in ti
interpretation or enforcement of existing laws egulations have directly affected, and may contitauaffect, our business. With new laws
changes in interpretation of existing requiremettis, associated time we must dedicate to, andetklabdsts we must incur in, meeting
regulatory complexities of our business have ineedaln particular, certain provisions of the Ddeldnk Act and MIFID Il still require tt
adoption of implementing rules. We may be requitednvest significant additional management timel aasources to address the
regulations being adopted pursuant to the Doddi~fan and recent EU and other nthS. laws. In addition, the SEC has proposed cleatu
Rule 12bi1 promulgated under the Investment Company Act whit adopted, could limit our ability to recovekpenses relating to t
distribution of our funds. Outlays associated witkeeting regulatory complexities have also increaa®dve expand our business into
jurisdictions. Compliance activities to meet thesel other new legal requirements have required wexpend additional time and resour
and, consequently, we are incurring increased afsising business, which potentially negativelyants our profitability and future financ
results. Finally, any regulatory and legislativei@ts and reforms affecting the mutual fund indgsincluding compliance initiatives, m
negatively impact revenues by increasing our coktccessing or operating in the financial marketby making certain investment offerii
less favorable to our clients.

Failure to comply with the laws, rules or regulations in any of the non-U.S. jurisdictions in which we operate could result in substantial
harm to our reputation and results of operations. As with all investment management companies, otivities are highly regulated in almost
countries in which we conduct business. The regoglagnvironments of the ndd-S. jurisdictions where we conduct our busineswioere th
funds and products we manage are organized orasel@domplex, uncertain and subject to change. Lagallatory environments may vi
widely and place additional demands on our satlegstment, legal and compliance personnel. Faituommply with the applicable laws, rul
regulations, codes, directives, notices or gui@slim any of our nok}.S. jurisdictions could result in a wide rangepehalties and disciplina
actions, including fines, censures and the susperai expulsion from a particular jurisdiction oarket or the revocation of licenses, an
which could adversely affect our reputation andrapens. In recent years, the nonS. regulatory environments in which we operateshsee
significant increased and evolving regulation, viehias imposed and may continue to impose additimmabliance and operational costs o
in the applicable jurisdictions. Regulators in fdrs. jurisdictions could also change their policidaws in a manner that might restric
otherwise impede our ability to offer our investrhproducts and services in their respective maysl@tsie may be unable to keep up witr
adapt to, the ever changing, complex regulatoryireqents in such jurisdictions or markets, whiduld further negatively impact c
business.

Changes in tax laws or exposure to additional income tax liabilities could have a material impact on our financial condition, results of
operations and liquidity. We are subject to income taxes as well as non-iedoased taxes, in both the U.S. and variousUh&-jurisdiction
and are subject to ongoing tax audits in the Un8l.\arious norid.S. jurisdictions. Tax authorities may disagrethveertain positions we ha
taken and assess additional taxes. We regularBsadhke likely outcomes of these audits in ordatet@rmine the appropriateness of oul
provision. However, there can be no assurancentbatill accurately predict the outcomes of thesgitsuand the actual outcomes could hz
material impact on our net income or financial adod. Changes in tax laws or tax rulings could enetly impact our effective tax rate. |
example, proposals for fundamental U.S. corpoi@teeform, if enacted, could change the amounaxés we are required to pay and ha
significant impact on our future results of opeya$i, profitability and financial condition.

Any significant limitation, failure or security breach of our information and cyber security infrastructure, software applications,
technology or other systems that are critical to our operations could harm our operations and reputation. We are highly dependent upon the
of various proprietary and thirgarty information and security technology, softwapplications and other technology systems to ¢peva
business. We are also dependent on the effectiserierir information and cyber security infrasturet policies, procedures and capabilitie
protect our computer and telecommunications systemisthe data that reside on or are transmittezutfir them. We use our technology
among other things, support our operations, stok maintain data, obtain securities pricing infotior® process client transactions,
provide reports and other customer services talibats of the products we manage. Any inaccuraciekys, systems failures, data or pri\
breaches, or other security breaches (includingcgbgr security breaches) in these and other psesesould subject us to client dissatisfac
and losses. Although we take protective measunekjding measures to effectively secure informattmough system security technology,
technology systems may still be vulnerable to umaiited access, computer viruses or other eveatshdve a security impact, such a:
external hacker attack by one or more cyber critaifiacluding phishing attacks attempting to géémts to provide confidential informatic
or an authorized employee or vendor inadverterdlysing us to release confidential information, Wwhiéould materially harm our operatic
and reputation. Potential system failures or brezfobur technology systems, and the costs necessagdress them, could result in mate
financial loss or costs; the unauthorized disclesurmodification of sensitive or confidential imfeation; loss of valuable information; bre.
of client contracts; liability for stolen assets,
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information or identity; remediation costs to repd@mage caused by the failure or breach; additiseeurity costs to mitigate against ful
incidents; reputational harm; regulatory actiorgj/ar legal claims, liability and litigation costssulting from the incident. Moreover, los:
unauthorized disclosure of confidential customentidication information could harm our reputatiand subject us to liability under laws t
protect confidential personal data, resulting icré@sed costs or a decline in our revenues or consteck price.

Further, although we take precautions to passwmtdgt and encrypt our laptops and sensitive in&tiom on our other mobile electro
devices, if such devices are stolen, misplaceefbiuhattended, they may become vulnerable to hgoi other unauthorized use, creatil
possible security risk and resulting in potentiagstly actions by us. Most of the software appi@es that we use in our business are lice
from, and supported, upgraded and maintained lig-farty vendors. Our thirgarty applications include enterprise cloud storagé clou
computing application services provided and mairgdiby thirdparty vendors. A suspension or termination of dentd these licenses or 1
related support, upgrades and maintenance coukkdamporary system delays or interruption thaeeshly impact our business. In addit
our failure to properly manage and operate our datders could have an adverse impact on our assifdthough we have in place cer
disaster recovery plans, we may experience sysetaysland interruptions as a result of naturalstésa, power failures, acts of war, and thirc
party failures. Technology is subject to rapid atbements and changes and we cannot guaranteauthadrapetitors may not implement m
advanced technology platforms for their productsiclv could adversely affect our business.

Our business operations are complex and a failure to properly perform operational tasks or the misrepresentation of our products and
services, or the termination of investment management agreements representing a significant portion of our AUM, could have an adver se effect
on our revenues and income. Through our subsidiaries, we provide investment agement and related services to our SIPs. In addit
investment management, our services include fundirastration, sales, distribution, marketing, slnadder servicing, trustee, custody
other fiduciary services. In order to be competit@nd comply with our agreements, we must proppédsform our fund and portfol
administration and related responsibilities, inahgdportfolio recordkeeping and accounting, segupiticing, corporate actions, investm
restrictions compliance, daily net asset value ag@tons, account reconciliations, and requiredritiistions to fund shareholders. In addit
the intentional or unintentional misrepresentatdbour products and services in advertising materaublic relations information, social me
or other external communications could adversefgecafour reputation and business prospects. Ouesinvent management fees, wl
represent the majority of our revenues, are depdrmefees earned under investment managementragnée that we have with the SIPs
advise. Our revenues could be adversely affectesudh agreements representing a significant pontibrour AUM are terminated
significantly altered. Further, certain of our sidiieries may act as general partner for variougstment partnerships, which may subject 1
to liability for the partnershipdiabilities. If we fail to properly perform and mibor our operations, our business could suffer amdrevenue
and income could be adversely affected.

We face risks, and corresponding potential costs and expenses, associated with conducting operations and growing our business in
numerous countries. We sell investment funds and offer investment manant and related services in many different regolgurisdiction:
around the world, and intend to continue to expand operations internationally. As we do so, wel wiintinue to face challenges to
adequacy of our resources, procedures and comndralensistently and effectively operate our businés order to remain competitive, we rr
be proactive and prepared to implement necessanurees when growth opportunities present themselvbether as a result of a busit
acquisition or rapidly increasing business actbgtin particular markets or regions. Local reguiatnvironments may vary widely, as may
adequacy and sophistication of each. Similarlyalatistributors, and their policies and practicesaell as financial viability, may also v:
widely, or be inconsistent or less developed orumeathan other distributors. Notwithstanding patdribngterm cost savings by increas
certain operations, such as transfer agent and btekoffice operations, in countries or regions of therlé with lower operating cos
growth of our international operations may involvearterm increases in expenses as well as additiomatatacosts, such as informat
systems and technology costs and costs relateahtpl@mnce with particular regulatory or other looadjuirements or needs. Local requirem
or needs may also place additional demands on aalksompliance personnel and resources, such asngédocal language requireme
while also integrating personnel into an organ@ativith a single operating language. Finding, lgirand retaining additional, wedjualifiec
personnel and crafting and adopting policies, pilaoes and controls to address local or regionalirements remain a challenge as we ex
our operations internationally. Moreover, regulator nont.S. jurisdictions could also change their policoeslaws in a manner that mig
restrict or otherwise impede our ability to distrie or register investment products in their respeanarkets. Any of these local requireme
activities, or needs could increase the costs apdrses we incur in a specific jurisdiction withaumty corresponding increase in revenues
income from operating in the jurisdiction. Recentigrtain laws and regulations both inside andidetthe U.S. have included extraterritc
application. This may lead to duplicative or cactftig legal or regulatory burdens and additionats@nd risks. In addition, from time to ti
we enter into international joint ventures or taki@ority stakes in companies in which we typically not have control. These investments
involve risks, including the risk that the contiof stakeholder or joint venture partner may hawsiress interests, strategies or goals th:
inconsistent with ours, and the risk that busirgesgsions or other actions or omissions of

45




Table of Contents

the controlling stakeholder, joint venture partaethe entity itself may result in liability for us harm to our reputation or adversely affec
value of our investment in the entity.

We depend on key personnel and our financial performance could be negatively affected by the loss of their services. The success of o
business will continue to depend upon our key persb including our portfolio and fund managersgistment analysts, investment advis
sales and management personnel and other profalssias well as our executive officers and businessheads. Competition for qualifie
motivated, and highly skilled executives, profensis and other key personnel in the investment gemant industry remains significant. (
success depends to a substantial degree upon ibtyr @abfind, attract, retain, and motivate quad individuals, including through competit
compensation packages, and upon the continuedilmatiins of these people. Laws and regulationduding those contained in or relating
the EU’s Capital Requirements Directive, those mdgeadopted under the AIFMD, those required tatepted under the Dodelank Act an
certain provisions of the E’’'UCITS V Directive, could impose restrictions ampensation paid by financial institutions, whiauld restric
our ability to compete effectively for qualified giessionals. As our business grows, we are likelyeed to increase correspondingly
overall number of individuals that we employ. Moreg in order to retain certain key personnel, way/rbe required to increase compens:
to such individuals, resulting in additional expemgthout a corresponding increase in potentiabneres. We cannot assure you that we w
successful in finding, attracting and retaining ljiga individuals, and the departure of key invastt personnel, in particular, if not repla
could cause us to lose clients, which could haweterial adverse effect on our financial conditi@sults of operations and business prosp

Strong competition from numerous and sometimes larger companies with competing offerings and products could limit or reduce sales of
our products, potentially resulting in a decline in our market share, revenues and income. We compete with numerous investment manage
companies, securities brokerage and investmentihgrfikms, insurance companies, banks and othemfiral institutions. Our investme
products also compete with products offered byetmsnpetitors as well as real estate investmeststriiedge funds and others. The per
establishment of new investment management compard other competitors increases the competitiah we face. At the same tir
consolidation in the financial services industrys haeated stronger competitors with greater fireneesources and broader distribu
channels than our own. Competition is based orouarfactors, including, among others, businesstatipn, investment performance, proc
mix and offerings, service quality and innovatidistribution relationships, and fees charged. P@n#ple, to the extent that there is a ti
among existing or potential clients in favor of lé@e passive products such as index and certaihaegetraded funds, it may favor c
competitors who provide those products over aatinamagers like us. Additionally, competing secusitieoker/dealers whom we rely upol
distribute and sell our mutual funds may also s&llr own proprietary funds and investment produetsich could limit the distribution of o
investment products. To the extent that existingpatential clients, including securities brokerigées, decide to invest in or distribute
products of our competitors, the sales of our petelas well as our market share, revenues and mommd decline. Our ability to attract ¢
retain AUM is also dependent on the relative invesit performance of our funds and other manageestment portfolios, offering a mix
SIPs that meets investor demand and our abilitgdtain our investment management fees and pratingture at competitive levels.

Changes in the third-party distribution and sales channels on which we depend could reduce our income and hinder our growth. We
derive nearly all of our fund sales through thiraity broker/dealers, banks, investment advisedsodiner financial intermediaries. Increas
competition for these distribution channels andutary initiatives have caused our distributiorstsato rise and could cause further incre
in the future or could otherwise negatively imp#w distribution of our products. Pursuant to thed@Frank Act, the SEC may establ
different standards for broker/dealers in theiefattion with retail customers, which could haveirapact on sales and/or distribution cc
Higher distribution costs lower our income; condations in the broker/dealer industry could alseeasely impact our income. Moreovet
several of the major financial advisers who distiéour products were to cease operations or bmivtherwise end the distribution of
products, it could have a significant adverse imhpacour income. In addition, the U.K., the Nethads and recently the EU in MiFID Il he
adopted regimes which ban, or may limit, the payin@rcommissions to intermediaries in relation &rtain sales to retail customers,
similar regimes are under consideration in sewettar jurisdictions. Depending on their exact termgh regimes may result in existing flc
of business moving to less profitable channelsvendgo competitors providing substitutable produmitside the regime. There is no assur
we will continue to have access to the thpatty broker/dealers, banks, investment advisedsadher financial intermediaries that curre
distribute our products, or continue to have thpasfunity to offer all or some of our existing prads through them. A failure to maint
strong business relationships with such distritaitoay also impair our distribution and sales openat Because we use broker/dealers, b
investment advisers and other financial interméekato sell our products, we do not control thémdte investment recommendations give
clients. Any inability to access and successfullly sur products to clients through thipdrty distribution channels could have a negatfiect
on our level of AUM, income and overall businesd &nancial condition.

Our increasing focus on international markets as a source of investments and sales of investment products subjects us to increased
exchange rate and market-specific political, economic or other risks that may adversely impact our revenues and income generated overseas.
While we maintain a significant portion of our opéons in the U.S., we also provide services amd ea
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revenues in The Bahamas, A$lacific, Europe, Canada, Latin America, the MidHEst and Africa. As a result, we are subject t@itm
currency exchange risk through our ndrg. operations. Fluctuations in the exchange ratebe U.S. dollar may affect our financial res
from one period to the next. While we have takespstto reduce our exposure to foreign exchange fiiskexample, by denominating
significant amount of our transactions in U.S. did| the situation may change in the future asbasmess continues to grow outside the
Appreciation of the U.S. dollar has and could ammi to moderate revenues from managing investnredtpts internationally, or could affi
relative investment performance of certain fundesgted in nondJ.S. securities. In addition, we have risk assedatith the foreign exchan
revaluation of U.S. dollar balances held by certaam-U.S. subsidiaries for which the local currencyhie functional currency. Separat
management fees that we earn tend to be higheorinection with nord.S. AUM than with U.S. AUM. Consequently, a dowmtun
international markets could have a significant @ffen our revenues and income. Moreover, our emgrgiarket portfolios and reveni
derived from managing these portfolios are suliiedignificant risks of loss from political, econ@mmnand diplomatic developments, curre
fluctuations, social instability, changes in govesntal policies, expropriation, nationalizationsetsconfiscation and changes in legisle
related to nord.S. ownership. International trading markets, ipatarly in some emerging market countries, arero&maller, less liquid, le
regulated and significantly more volatile than #has the U.S. As our business continues to growonU.S. markets, any ongoing and ful
business, political, economic or social unrestddiifigg these markets (such as the crisis in Ukrainegaddition to any direct consequences
unrest may have on our personnel and facilitieatkxt in the affected area, may also have a motiadasnpact on the longerm investmet
climate in these and other areas and, as a resultAUM and the corresponding revenues and incdmé we generate from them may
negatively affected.

Harm to our reputation or poor investment performance of our products could reduce the level of our AUM or affect our sales, potentially
negatively impacting our revenues and income. Our reputation is critical to the success of ousibess. We believe that our brand names
been, and continue to be, well received both inindustry and with our clients, reflecting the fétat our brands, like our business, are b
in part on trust and confidence. If our reputati®marmed, existing clients may reduce amounts imeldr withdraw entirely from, funds tf
we advise or funds may terminate their managemegrgements with us, which could reduce the amourAWi and cause us to suffe
corresponding loss in our revenues and income.i®@stment performance, along with achieving anénhtaming superior distribution a
client services, is also critical to the successwfbusiness. Strong investment performance dfienulates sales of our investment prodi
Poor investment performance as compared to fharty benchmarks or competitive products could lead decrease in sales of investr
products we manage and stimulate redemptions frristimy products, generally lowering the overal/de of AUM and reducing tf
management fees we earn. We cannot assure yopakabr present investment performance in the tme®t products we manage will
indicative of future performance. Any poor invesirhperformance may negatively impact our revenuesimcome. Reputational harm or p
investment performance may cause us to lose culients and we may be unable to continue to dttraw clients or develop new busines
we fail to address, or appear to fail to addregscessfully and promptly the underlying causesrof geputational harm or poor investm
performance, we may be unsuccessful in repairiygexisting harm to our reputation or performanced aar future business prospects we
likely be affected.

Our future results are dependent upon maintaining an appropriate level of expenses, which is subject to fluctuation. The level of ou
expenses is subject to fluctuation and may incréasthe following or other reasons: changes inldwel and scope of our operating expe
in response to market conditions; variations inleéwel of total compensation expense due to, another things, bonuses and merit incre:
changes in our employee count and mix, competfaeéors; and/or changes in expenses and capittd,dosluding costs incurred to maint
and enhance our administrative and operating ssviofrastructure or to cover uninsured losses, amdncrease in insurance expel
including through the assumption of higher deduesitand/or co-insurance liability.

Our ability to successfully manage and grow our business can be impeded by systems and other technological limitations. Our continue
success in effectively managing and growing ouiirass depends on our ability to integrate the daaiecounting, financial, information, &
operational systems on a global basis. Moreoveptity or developing our existing technology systdmmeet our internal needs, as we
client needs, industry demands and new regulatmyirements, is also critical for our business. @bestant introduction of new technolog
presents new challenges to us. We have an ongeiedto continually upgrade and improve our vari@gtnology systems, including our ¢
processing, financial, accounting, shareholderisiexy and trading systems. Further, we also muspioactive and prepared to implerr
technology systems when growth opportunities predemselves, whether as a result of a busineasisiiton or rapidly increasing busint
activities in particular markets or regions. Theseds could present operational issues or reqfiven time to time, significant capil
spending. It also may require us to reevaluatectieent value and/or expected useful lives of eghhology systems, which could negati
impact our results of operations.

Our inability to successfully recover should we experience a disaster or other business continuity problem could cause material financial
loss, loss of human capital, regulatory actions, reputational harm, or legal liability. Should we experience a local or regional disastetioe
business continuity problem, such as an earthquakeami, terrorist attack, pandemic or other redtor manmade disaster, our contint
success will depend, in part, on the safety andabibity of our personnel, our office
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facilities, and the proper functioning of our cortgn) telecommunication and other systems and dpesatWhile our operational size,
diversity of locations from which we operate, and cedundant backp systems provide us with a strong advantage dhwal experience
local or regional disaster or other business coitiirevent, we could still experience operatiorfalienges, in particular depending upon he
local or regional event may affect our human capitaoss our operations or with regard to particalspects of our operations, such as
executive officers or personnel in our technologgup. Moreover, as we grow our operations in newggaphic regions, the potential
particular types of natural or man-made disasfabtical, economic or infrastructure instabilitjes other country- or regiospecific busine:
continuity risks increases. Past disaster recoeéfiyrts have demonstrated that even seemingly iemhlevents may require broader dis:
recovery efforts throughout our operations and,seguently, we regularly assess and take steps poov@ upon our existing busin
continuity plans and key management succession.ederya disaster on a significant scale or affgatiertain of our key operating areas wi
or across regions, or our inability to successfrdigover should we experience a disaster or othginbss continuity problem, could materi
interrupt our business operations and cause mefie@acial loss, loss of human capital, regulatacyions, reputational harm, or legal liability.

Regulatory and governmental examinations and/or investigations, litigation and the legal risks associated with our business, could
adversely impact our AUM, increase costs and negatively impact our profitability and/or our future financial results. From time to time we m:
receive requests for documents or other informatiom governmental authorities or regulatory bodieswve may become the subjec
governmental or regulatory investigations and/@mnexations, or governmental or regulatory investiges and/or examinations that have t
inactive could become active. In addition, we maynlamed in litigation. We may be obligated, andeur@lir certificate of incorporation, by-
laws and standard form of director indemnificatisgreement we are obligated under certain condijtionave may choose, to indemr
directors, officers or employees against liabititend expenses they may incur in connection witth snatters to the extent permitted ur
applicable law. Even if claims made against usaatieout merit, litigation typically is an expensipeocess. Risks associated with legal liak
often are difficult to assess or quantify and theiistence and magnitude can remain unknown famifgdggnt periods of time. Eventt
exposures from and expenses incurred relating yditigation, investigations, examinations and Isstients could adversely impact our Al
increase costs and negatively impact our profitgbénd/or our financial results. Judgments, fimdinor allegations of wrongdoing
regulatory or governmental authorities or in litiga against us or settlements with respect theretdd affect our reputation, increase our ¢
of doing business and/or negatively impact our meres, any of which could have a material negatiygeict on our financial results.

Our ability to meet cash needs depends upon certain factors, including the market value of our assets, operating cash flows and our
perceived creditworthiness. Our ability to meet anticipated cash needs depapds factors such as the market value of our assetperatin
cash flows and our creditworthiness as perceivedebgers. If we are unable to obtain funds andnfiiray, we may be forced to inc
unanticipated costs or revise our business planghér, our access to the capital markets depeigpéfisantly on our credit ratings.
reduction in our long- or shotérm credit ratings could increase our borrowingts@nd limit our access to the capital marketdatiiby in the
global financing markets may also impact our apiti access the capital markets should we seelotsogd and have an adverse effec
investors’willingness to purchase our securities, interessiacredit spreads and the valuation levels oftgeunarkets. If we are unable
obtain funds and financing, or access the capitlkets in a timely manner, we may be forced to rinmanticipated costs or revise
business plans, and our business could be advénsehcted.

We are dependent on the earnings of our subsidiaries. Substantially all of our operations are conducte@ugh our subsidiaries. As
result, our cash flow and our ability to fund opinas are dependent upon the earnings of our siabigisl and the distribution of earnings, Ic
or other payments by our subsidiaries. Our subs@diaare separate and distinct legal entities @ve Imo obligation to provide us with funds
our payment obligations, whether by dividends,rifistions, loans or other payments. Any paymentsstdy our subsidiaries could be sut
to statutory or contractual restrictions and ametiogent upon our subsidiariesarnings and business considerations. Certainrafuhsidiarie
are subject to regulatory restrictions which masitiitheir ability to transfer funds to their parex@mpanies and/or our ability to repatriate ft
to the U.S. Our financial condition could be adedraffected if certain of our subsidiaries arehleao distribute funds to us.
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Item 3. Quantitative and Qualitative Disclosures Alout Market Risk.

In the normal course of business, our financialtjgrsis subject to market risk, including, but diatited to, potential loss due to chan
in the value of financial instruments including skeaesulting from adverse changes in interest,ridesign currency exchange rates and mi
valuation. Financial instruments include, but ao¢ limited to, investment securities and debt obligaéi. Management is responsible
managing market risk. Our Enterprise Risk Managarmammittee is responsible for providing a framekvtar assist management to ident
assess and manage market and other risks.

Our market risk from assets and liabilities of aditkted SIPs and consolidated VIEs is limitedhtat tof our direct investments in, anc
investment management fees earned from, theséentitccordingly, the assets and liabilities of gonsolidated SIPs and consolidated \
are excluded from the discussion below.

AUM Market Price Risk

We are exposed to market risk through our investmmamagement and distribution fees, which are @diyeralculated as a percentag
the market value of AUM. Changes in equity marketgs, interest rates, credit spreads, foreign axgh rates, or a combination of tt
factors could cause the value of AUM to declinejalvhwould result in lower investment management distiibution fees. Our exposure
these risks is minimized as we sponsor a broaderahgvestment products in various global jurisidics, which serves to mitigate the img
of changes in any particular market(s) or regian(s)

Assuming the respective effective fee rates remahanged, a proportional 10% change in the valweioaverage AUM would resi
in corresponding 10% changes in our investment gemant fees and asdmsed distribution fee revenues and expenses, ding
performance-based investment management fees. &abange for the quarter ended March 31, 20a&6ld have resulted in an annuali
increase or decrease in pre-tax earnings of $48iflion .

Interest Rate Risk

We are exposed to changes in interest rates phyrtarough our investments in SIPs that invest ébtdsecurities, which wei®l,532.!
million at March 31, 2015 Our exposure to interest rate risks from investi:ién SIPs is minimized by the low average duragaxposur
mandate of a substantial majority of the SIPs. illvestment mandates of the remaining SIPs consiatlyoad range of products in vari
global jurisdictions, mitigating the impact of inést rate changes in any particular market(s) giorgs). We had no exposure to change
interest rates from debt obligations at March 31,%as all of our outstanding debt was issuedkatfrates.

As of March 31, 2015 we have considered the potential impact of ald&@s point movement in market interest rates arpottfolio of
SIPs that invest in debt securities. Based on oalyais, we do not expect that such a change walg a material impact on our opera
revenues or results of operations in the next tevetonths.

Foreign Currency Exchange Risk

We are subject to foreign currency exchange risiutph our international operations. While the mijasf our revenues are earned in
U.S., we also provide services and earn revenu&siope, The Bahamas, Adtacific, Canada, the Middle East, Africa and Latimerica
Our exposure to foreign currency exchange riskirgmized in relation to our results of operatiosce a significant portion of these rever
is denominated in U.S. dollars. This situation rshginge in the future as our business continuesot@ gutside the U.S. and expenses inct
denominated in foreign currencies increase.

The exposure to foreign currency exchange riskunamndensed consolidated balance sheet mostlgseia cash and cash equival
and investments that are denominated in foreigreaares, primarily in Euro, Indian Rupee, PoundItg and Canadian Dollar. These as
accounted for 7% of the total cash and cash eanit@land investments at March 31, 20CHhanges in the values of these assets resuttim
changes in U.S. dollar exchange rates are recandgctumulated other comprehensive income (logsgp for cash and cash equivalents
by subsidiaries for which the U.S. dollar is thadtional currency, for which the changes are restrith earnings. We also have exposu
foreign exchange revaluation of cash and cash atgrits and investments that are denominated in to8ars and held by nod-S
subsidiaries for which their local currency is faactional currency. These assets accounted fooBtte total cash and cash equivalents
investments at March 31, 20158Changes in the values of these assets resuliimy ¢hanges in U.S. dollar exchange rates are dedoir
earnings.

A 10% weakening of the U.S. dollar against the aasiforeign currencies to which we had exposurdeasribed above would resuli
corresponding 10% increases in the U.S. dollaresahf the foreign currency assets and 10% decréaghe foreign currency values of
U.S. dollar assets. Such a weakening as of Marcl2@15 would result in a $67.5 milliasflecrease in accumulated other comprehensivi
and a $79.6 million decrease in pre-tax earnings.géherally do not use derivative
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financial instruments to manage foreign currencyhexge risk exposure. As a result, both positive reegative currency fluctuations aga
the U.S. dollar may affect our results of operatiand accumulated other comprehensive income.

Market Valuation Risk

We are exposed to market valuation risks relateseturities we hold that are carried at fair valbe.mitigate the risks we maintail
diversified investment portfolio and, from timettme, we may enter into derivative agreements.

The following is a summary of the effect of a 10@&rease or decrease in the carrying values of inandial instruments subject
market valuation risks at March 31, 2015If such a 10% increase or decrease in carryingegaluere to occur, the changes from tra
investment securities and direct investments irsobdated VIEs and consolidated SIPs would resuét $156.8 milliorincrease or decrease
our pre-tax earnings. The changes from availalles#ite investment securities would not result @hange to other-thatemporary impairme
charges that would be material to our pre-tax egsi

Carrying Value Carrying Value

Carrying Assuming a Assuming a
(in millions) Value 10% Increase 10% Decrease
Investment securities, trading $ 1,278.¢ $ 1,406. $ 1,150.¢
Investment securities, available-for-sale 541.2 595.: 487.1
Direct investments in consolidated VIEs and comnstéd SIPs 288.t 317.¢ 259.7
Total $ 2,108 $ 2,319 $ 1,897.

Item 4. Controls and Procedures.

The Company’s management evaluated, with the [jaation of the Company’ principal executive and principal financial oéfis, thi
effectiveness of the Company'’s disclosure contaold procedures (as defined in Rules 13a-15(e) &dd 8(e) under the Securities Excha
Act of 1934 (the “Exchange Act”)) as of March 3D15 . Based on their evaluation, the Compsauprincipal executive and principal finant
officers concluded that the Company’s disclosunetrats and procedures as of March 31, 20&5e designed and are functioning effective
provide reasonable assurance that the informatguired to be disclosed by the Company in repdks funder the Exchange Act
(i) recorded, processed, summarized, and reporifdmwthe time periods specified in the SEGules and forms, and (ii) accumulated
communicated to management, including the princgpadcutive and principal financial officers, as aygpiate, to allow timely decisio
regarding required disclosure.

There has been no change in the Company’s inteordatol over financial reporting (as defined in 8ull3a-15(f) and 1585(f) unde
the Exchange Act) that occurred during the Compmfigtal quarter ended March 31, 2Q1hat has materially affected, or is reasonalbiglyi
to materially affect, the Company’s internal cohtveer financial reporting.
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PART Il - OTHER INFORMATION

Item 1. Legal Proceedings.

For a description of our legal proceedings, plessethe description set forth in the “Legal Prooegs! section in Note 9 €ommitment
and Contingencies in the notes to the condensesbtidated financial statements in Item 1 of Paof this Form 10Q, which is incorporate
herein by reference.

Iltem 1A. Risk Factors.

Our Form 10-K for the fiscal year ended Septemifer2B14filed with the SEC includes a discussion of thé fectors identified by u
which are also set forth under the heading “Risktéa” in Item 2 of Part | of this Form 1Q- There are no material changes from the
Factors as previously disclosed in our Form 10-ktlie fiscal year ended September 30, 2014 .

Item 2. Unregistered Sales of Equity Securities andse of Proceeds.

The following table provides information with respeo the shares of our common stock that we réfased during the three mor
ended March 31, 2015 .

Total Number of

Maximum Number

Total Shares Purchased of Shares that May
Number of Average Price as Part of Publicly Yet Be Purchased
Shares Paid per Announced Plans Under the Plans
Month Purchased Share or Programs or Programs
January 2015 591,99: $ 53.3¢ 591,99: 26,465,82
February 2015 1,260,500 $ 53.5( 1,260,501 25,205,32
March 2015 1,731,000 % 52.5¢ 1,731,001 23,474,32
Total 3,583,49. 3,583,49

Under our stock repurchase program, we can repsiectiaares of our common stock from time to timghaopen market and in priv.
transactions in accordance with applicable laws ragdlations, including without limitation applidatfederal securities laws. In order to
taxes due in connection with the vesting of empdogad executive officer stock and stock unit awaws may repurchase shares unde
program using a net stock issuance method. In Deee2013, we announced that our Board of Direcanithorized the repurchase of uj
30.0 millionadditional shares of our common stock under thekstepurchase program. Effective March 19, 2015adepted a stock tradi
plan under Rule 10bk-of the Securities and Exchange Act of 1934 tdifate the ongoing repurchase of our common stactter the stoc
repurchase program. At March 31, 2015 , 23.5 nmilsbares remained available for repurchase undeprtbgram, which is not subject to
expiration date. There were no unregistered sdlequity securities during the period covered kg tbport.
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Item 6. Exhibits.

Exhibit No.

3(3)(@)

3()(b)

3(i)(c)

3()(d)

3(i)(e)

3(ii)

311
31.z

32.1

32.2

101

Description

Registrant’s Certificate of Incorporation, as filkdvember 28, 1969, incorporated by reference tultix(3)(i) to the
Registrant’s Annual Report on Form 10-K for thedisyear ended September 30, 1994 (File No. 001-89¢he “1994
Annual Report”)

Registrant’s Certificate of Amendment of Certifieatf Incorporation, as filed March 1, 1985, incogied by reference
to Exhibit (3)(ii) to the 1994 Annual Report

Registrant’s Certificate of Amendment of Certifieatf Incorporation, as filed April 1, 1987, incorpted by reference to
Exhibit (3)(iii) to the 1994 Annual Report

Registrant’s Certificate of Amendment of Certifieatf Incorporation, as filed February 2, 1994, mpooated by
reference to Exhibit (3)(iv) to the 1994 Annual Rep

Registrant’s Certificate of Amendment of Certifieatf Incorporation, as filed on February 4, 2008prporated by
reference to Exhibit (3)(i)(e) to the Registrar@@sarterly Report on Form 10-Q for the period enBedember 31, 2004
(File No. 001-09318)

Registrant's Amended and Restated Bylaws (as ad@pté effective December 10, 2013), incorporateceigrence to
Exhibit 3.1 to the Registrant’s Form 8-K filed witthe SEC on December 11, 2013 (File No. 001-09318)

Certification of Chief Executive Officer pursuant$ection 302 of the Sarbanes-Oxley Act of 2002dfherewith)
Certification of Chief Financial Officer pursuamt $ection 302 of the Sarbanes-Oxley Act of 2002dfherewith)

Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdtio8e906 of the
Sarbanes-Oxley Act of 2002 (furnished herewith)

Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdtio8e906 of the
Sarbanes-Oxley Act of 2002 (furnished herewith)

The following materials from the Registrant’'s Qealst Report on Form 10-Q for the quarter ended M&t, 2015,
formatted in Extensible Business Reporting Langu&@RL), include: (i) the Condensed Consolidatedt&tnents of
Income, (ii) the Condensed Consolidated Statenmr@®mprehensive Income, (iii) the Condensed Codatdd Balanc
Sheets, (iv) the Condensed Consolidated Staternéfash Flows, and (v) related notes (filed hereit
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causiedréiport to be signed on its behalf by
undersigned thereunto duly authorized.

FRANKLIN RESOURCES, INC.
(Registrant)

Date: April 29, 2015 By: /S/KENNETH A. L EwWIS
Kenneth A. Lewis
Chief Financial Officer and Executive ViceeBident
(Duly Authorized Officer and Principal FinaalcOfficer)
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Exhibit No.

3() @)

3()(b)

3(i)(c)

3()(d)

3(i)(e)

3(ii)

31.1
31.z

32.1

32.2

101

EXHIBIT INDEX

Description

Registrant’s Certificate of Incorporation, as filldvember 28, 1969, incorporated by reference taltix(3)(i) to the
Registrant’s Annual Report on Form 10-K for thedisyear ended September 30, 1994 (File No. 001-89¢he “1994
Annual Report”)

Registrant’s Certificate of Amendment of Certifieatf Incorporation, as filed March 1, 1985, incagded by reference
to Exhibit (3)(ii) to the 1994 Annual Report

Registrant’s Certificate of Amendment of Certifieatf Incorporation, as filed April 1, 1987, incorpted by reference to
Exhibit (3)(iii) to the 1994 Annual Report

Registrant’s Certificate of Amendment of Certifieatf Incorporation, as filed February 2, 1994, mpooated by
reference to Exhibit (3)(iv) to the 1994 Annual Rep

Registrant’s Certificate of Amendment of Certifieatf Incorporation, as filed on February 4, 2008piporated by
reference to Exhibit (3)(i)(e) to the Registrar@sarterly Report on Form 10-Q for the period enbedember 31, 2004
(File No. 001-09318)

Registrant's Amended and Restated Bylaws (as ad@pté effective December 10, 2013), incorporateceisrence to
Exhibit 3.1 to the Registrant’s Form 8-K filed witthe SEC on December 11, 2013 (File No. 001-09318)

Certification of Chief Executive Officer pursudn Section 302 of the Sarbanes-Oxley Act of 2(F0&d herewith)
Certification of Chief Financial Officer pursuaon Section 302 of the Sarbanes-Oxley Act of 2@F0&d herewith)

Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdtioB8e906 of the
Sarbanes-Oxley Act of 2002 (furnished herewith)

Certification of Chief Financial Officer pursuamt18 U.S.C. Section 1350, as adopted pursuantdtio8e906 of the
Sarbanes-Oxley Act of 2002 (furnished herewith)

The following materials from the Registrant’'s Qealt Report on Form 10-Q for the quarter ended M&t, 2015,
formatted in Extensible Business Reporting Langu&@RL), include: (i) the Condensed Consolidatedt&tnents of
Income, (ii) the Condensed Consolidated StatenwBomprehensive Income, (iii) the Condensed Codatdd Balanc
Sheets, (iv) the Condensed Consolidated Staternéfash Flows, and (v) related notes (filed hereit
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EXHIBIT 31.1
CERTIFICATION
I, Gregory E. Johnson, certify that:
1. I have reviewed this quarterly report on Foi@aQ of Franklin Resources, In

2. Based on my knowledge, this report does notatomny untrue statement of a material fact ortaémstate a material fact necessary t
make the statements made, in light of the circuntgtsiunder which such statements were made, nigtadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statemamd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a. Designed such disclosure controls and procsdarecaused such disclosure controls and procedoifee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

b. Designed such internal control over finanagglarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamuoce with generally accepted accounting princjples

c. Evaluated the effectiveness of the registralislosure controls and procedures and presentiisi report our conclusions
about the effectiveness of the disclosure conintsprocedures, as of the end of the period coveyehis report based on
such evaluation; and

d. Disclosed in this report any change in thegtegnt's internal control over financial reportihgt occurred during the
registrant's most recent fiscal quarter (the regig's fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeadtf, the registrant's internal control over finahceporting; and

5. The registrant's other certifying officer analve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant's auditors and thataumnmittee of the registrant's board of direct@ispersons performing the equivalent
functions):

a. All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affectrdgistrant's ability to record, process, summaaizé report financial
information; and

b. Any fraud, whether or not material, that innedvymanagement or other employees who have a samiifiole in the
registrant's internal control over financial repugt

Date: April 29, 2015 /sl GrReGoRY E. JoHNSON

Gregory E. Johnson
Chairman of the Board, Chief Executive Officer drésident



EXHIBIT 31.2
CERTIFICATION
I, Kenneth A. Lewis, certify that:
1. I have reviewed this quarterly report on Foi@aQ of Franklin Resources, In

2. Based on my knowledge, this report does notatomny untrue statement of a material fact ortaémstate a material fact necessary t
make the statements made, in light of the circuntgtsiunder which such statements were made, nigtadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statemamd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a. Designed such disclosure controls and procsdarecaused such disclosure controls and procedoifee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

b. Designed such internal control over finanagglarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamuoce with generally accepted accounting princjples

c. Evaluated the effectiveness of the registralislosure controls and procedures and presentiisi report our conclusions
about the effectiveness of the disclosure conintsprocedures, as of the end of the period coveyehis report based on
such evaluation; and

d. Disclosed in this report any change in thegtegnt's internal control over financial reportihgt occurred during the
registrant's most recent fiscal quarter (the regig's fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeadtf, the registrant's internal control over finahceporting; and

5. The registrant's other certifying officer analve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant's auditors and thataumnmittee of the registrant's board of direct@ispersons performing the equivalent
functions):

a. All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affectrdgistrant's ability to record, process, summaaizé report financial
information; and

b. Any fraud, whether or not material, that innedvymanagement or other employees who have a samiifiole in the
registrant's internal control over financial repugt

Date: April 29, 2015 /sl KeNNETH A. L Ewis
Kenneth A. Lewis
Chief Financial Officer and Executive Vice Presitlen




EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002 (FURNISHED HEREWI TH)

I, Gregory E. Johnson, Chairman of the Board, Chiefcutive Officer and President of Franklin Resesr Inc. (the “Company”),
certify, as of the date hereof and solely for psgsoof and pursuant to 18 U.S.C. Section 1350 @sted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that, to my knowledge:

1. The Quarterly Report on Form 10-Q of the Conyfan the fiscal quarter ended March 31, 2015 (fReport”) fully complies with
the requirements of Section 13(a) or 15(d), asiegiple, of the Securities Exchange Act of 1934; and

2. The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations of
the Company at the dates and for the periods itetica

This Certification has not been, and shall not éended, “filed” with the Securities and Exchange @Guossion.

Date: April 29, 2015 /sl GReEGoRY E. JoHNSON

Gregory E. Johnson
Chairman of the Board, Chief Executive Officer drésident




EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002 (FURNISHED HEREWI TH)

I, Kenneth A. Lewis, Chief Financial Officer and &butive Vice President of Franklin Resources, (tite “Company”) certify, as of the
date hereof and solely for purposes of and purswal® U.S.C. Section 1350 as adopted pursuargd¢tdd 906 of the Sarbanes-Oxley Act of
2002, that, to my knowledge:

1. The Quarterly Report on Form 10-Q of the Conyfan the fiscal quarter ended March 31, 2015 (fReport”) fully complies with
the requirements of Section 13(a) or 15(d), asiegiple, of the Securities Exchange Act of 1934; and

2. The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations of
the Company at the dates and for the periods itetica

This Certification has not been, and shall not éended, “filed” with the Securities and Exchange @Guossion.

Date: April 29, 2015 /sl KenNETH A. L Ewis
Kenneth A. Lewis
Chief Financial Officer and Executive Vice Presitlen




