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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements.

FRANKLIN RESOURCES, INC.

CONSOLIDATED STATEMENTS OF INCOME

Unaudited
Three Months Ended
December 31,

(in millions, except per share data) 2018 2017
Operating Revenues
Investment management fees 971.8 $ 1,113.6
Sales and distribution fees 354.8 417.8
Shareholder servicing fees 55.1 54.9
Other 29.8 29.2

Total operating revenues 1,411.5 1,615.5
Operating Expenses
Sales, distribution and marketing 444.5 528.7
Compensation and benefits 355.0 3325
Information systems and technology 60.9 55.0
Occupancy 31.2 29.4
General, administrative and other 108.4 88.8

Total operating expenses 1,000.0 1,034.4
Operating Income 411.5 581.1
Other Income (Expenses)
Investment and other income (losses), net (59.1) 81.3
Interest expense (6.4) (10.8)

Other income (expenses), net (65.5) 70.5
Income before taxes 346.0 651.6
Taxes on income 86.0 1,223.5
Net income (loss) 260.0 (571.9)
Less: net income (loss) attributable to

Nonredeemable noncontrolling interests (0.5) (0.1)

Redeemable noncontrolling interests (15.4) 11.5
Net Income (Loss) Attributable to Franklin Resources, Inc. 2759 § (583.3)
Earnings (Loss) per Share
Basic 054 § (1.06)
Diluted 0.54 (1.06)

See Notes to Consolidated Financial Statements.
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FRANKLIN RESOURCES, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Unaudited
Three Months Ended
December 31,

(in millions) 2018 2017
Net Income (Loss) $ 260.0 $ (571.9)
Other Comprehensive Income (Loss)
Currency translation adjustments, net of tax (14.6) 15.8
Net unrealized losses on defined benefit plans, net of tax 0.4) (1.1)
Net unrealized gains on investments, net of tax 3.5

Total other comprehensive income (loss) (15.0) 18.2

Total comprehensive income (loss) 245.0 (553.7)
Less: comprehensive income (loss) attributable to

Nonredeemable noncontrolling interests (0.5) 0.1)

Redeemable noncontrolling interests (15.4) 11.5
Comprehensive Income (Loss) Attributable to Franklin Resources, Inc. $ 2609 $ (565.1)

See Notes to Consolidated Financial Statements.
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FRANKLIN RESOURCES, INC.
CONSOLIDATED BALANCE SHEETS

Unaudited
December 31, September 30,

(in millions, except share and per share data) 2018 2018
Assets
Cash and cash equivalents $ 6,430.7 $ 6,610.8
Receivables 723.9 733.7
Investments (including $522.4 and $551.6 at fair value at December 31, 2018 and September 30, 2018) 1,385.9 1,426.5
Assets of consolidated investment products

Cash and cash equivalents 228.2 299.8

Receivables 81.7 114.2

Investments, at fair value 2,040.2 2,109.4
Property and equipment, net 541.3 535.0
Goodwill and other intangible assets, net 2,326.2 2,3334
Other 192.5 220.7
Total Assets $ 13,9506 $ 14,383.5
Liabilities
Compensation and benefits $ 2189 § 405.6
Accounts payable and accrued expenses 180.5 158.9
Dividends 139.2 127.7
Commissions 259.4 297.9
Income taxes 1,071.9 1,034.8
Debt 697.7 695.9
Liabilities of consolidated investment products

Accounts payable and accrued expenses 28.9 68.0

Debt 327 32.6
Deferred taxes 132.6 126.5
Other 179.8 184.1

Total liabilities 2,941.6 3,132.0
Commitments and Contingencies (Note 10)
Redeemable Noncontrolling Interests 932.3 1,043.6
Stockholders’ Equity
Preferred stock, $1.00 par value, 1,000,000 shares authorized; none issued — —
Common stock, $0.10 par value, 1,000,000,000 shares authorized; 511,482,401 and 519,122,574 shares issued and

outstanding at December 31, 2018 and September 30, 2018 51.1 51.9

Retained earnings 10,087.9 10,217.9
Accumulated other comprehensive loss (393.6) (370.6)

Total Franklin Resources, Inc. stockholders’ equity 9,745.4 9,899.2
Nonredeemable noncontrolling interests 331.3 308.7

Total stockholders’ equity 10,076.7 10,207.9
Total Liabilities, Redeemable Noncontrolling Interests and Stockholders’ Equity $ 13,950.6 $ 14,383.5

See Notes to Consolidated Financial Statements.
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FRANKLIN RESOURCES, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS ° EQUITY

Unaudited

Franklin Resources, Inc.

Accum-
ulated Non-
(in millions) Common Stock Capital Other redeemable
in Excess Compre- Non- Total
for the three months ended of Par Retained hensive Stockholders’ controlling Stockholders’
December 31, 2018 Shares Amount Value Earnings Loss Equity Interests Equity
Balance at October 1, 2018 5191 $ 519 § — S 10,2179 $ (370.6) $ 9,899.2 $ 3087 $ 10,207.9
Adoption of new accounting guidance 22.9 (8.0) 14.9 14.9
Net income (loss) 275.9 275.9 (0.5) 275.4
Other comprehensive loss (15.0) (15.0) (15.0)
Dividends declared on common stock
($0.26 per share) (133.8) (133.8) (133.8)
Repurchase of common stock (10.7) (1.1) (30.8) (295.0) (326.9) (326.9)
Issuance of common stock 3.1 0.3 33.6 33.9 33.9
Stock-based compensation 2.8) (2.8) (2.8)
Net subscriptions and other 23.1 23.1
Balance at December 31, 2018 5115 § 511  §$ — 8 10,0879 $ (393.6) $ 9,7454 $ 3313  § 10,076.7
Franklin Resources, Inc.
Accum-
ulated Non-
(in millions) Common Stock Capital Other redeemable
in Excess Compre- Non- Total
for the three months ended of Par Retained hensive Stockholders’ controlling Stockholders’
December 31, 2017 Shares Amount Value Earnings Loss Equity Interests Equity
Balance at October 1, 2017 5549 §$ 555 § — 3 12,8493 $ (284.8) $ 12,6200 $ 3158 § 12,935.8
Adoption of new accounting guidance 2.1 1.7) 0.4 0.4
Net loss (583.3) (583.3) (0.1) (583.4)
Other comprehensive income 18.2 18.2 18.2
Dividends declared on common stock
($0.23 per share) (127.4) (127.4) (127.4)
Repurchase of common stock (4.6) 0.5) (32.1) (167.4) (200.0) (200.0)
Issuance of common stock 2.1 0.2 27.6 27.8 27.8
Stock-based compensation 24 2.4 2.4
Net subscriptions and other 7.0 7.0
Deconsolidation of investment product 0.3) 0.3)
Balance at December 31, 2017 5524 § 552 § — 3 11,969.5 $ (266.6) $ 11,758.1 $ 3224 § 12,080.5

See Notes to Consolidated Financial Statements.
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FRANKLIN RESOURCES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Unaudited

Three Months Ended

December 31,

(in millions) 2018 2017
Net Income (Loss) 260.0 $ (571.9)
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Amortization of deferred sales commissions 21.7 19.1
Depreciation and other amortization 20.3 20.9
Stock-based compensation 31.2 30.3
Losses (income) from investments in equity method investees 37.6 (35.2)
Net gains on investments of consolidated investment products (2.0) 4.7
Deferred income taxes 11.5 (49.9)
Other 8.7 5.3
Changes in operating assets and liabilities:
Decrease (increase) in receivables and other assets 43.1 (33.8)
Decrease (increase) in receivables of consolidated investment products 19.5 (94.8)
Decrease in trading securities, net 105.8 18.6
Increase in trading securities of consolidated investment products, net (88.7) (187.1)
Decrease in accrued compensation and benefits (186.0) (186.1)
Increase (decrease) in commissions payable (38.5) 9.1
Increase in income taxes payable 37.1 1,232.0
Increase in accounts payable, accrued expenses and other liabilities 15.4 1.5
Increase (decrease) in accounts payable and accrued expenses of consolidated investment products (30.7) 147.1
Net cash provided by operating activities 266.0 3204
Purchase of investments (115.7) (39.7)
Liquidation of investments 73.2 339
Purchase of investments by consolidated investment products (18.2) (11.0)
Liquidation of investments by consolidated investment products 7.0 22.5
Additions of property and equipment, net (25.7) (19.2)
Net deconsolidation of investment products (30.9) (45.1)
Net cash used in investing activities (110.3) (58.6)
Dividends paid on common stock (122.3) (111.7)
Repurchase of common stock (321.4) (198.7)
Proceeds from loan 1.7 —
Payments on debt by consolidated investment products — 2.4)
Noncontrolling interests 459 261.7
Net cash used in financing activities (396.1) (51.1)
Effect of exchange rate changes on cash and cash equivalents (11.3) 10.0
Increase (decrease) in cash and cash equivalents (251.7) 220.7
Cash and cash equivalents, beginning of period 6,910.6 8,749.7
Cash and Cash Equivalents, End of Period 6,6589 $ 8,970.4
Supplemental Disclosure of Cash Flow Information
Cash paid for income taxes 358 § 38.8
Cash paid for interest 6.0 14.1
Cash paid for interest by consolidated investment products 0.5 0.7

See Notes to Consolidated Financial Statements.
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FRANKLIN RESOURCES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2018
(Unaudited)

Note 1 — Basis of Presentation

The unaudited interim financial statements of Franklin Resources, Inc. (“Franklin™) and its consolidated subsidiaries (collectively, the “Company”) included
herein have been prepared by the Company in accordance with the instructions to Form 10-Q and the rules and regulations of the U.S. Securities and Exchange
Commission. Under these rules and regulations, some information and footnote disclosures normally included in financial statements prepared under accounting
principles generally accepted in the United States of America have been shortened or omitted. Management believes that all adjustments necessary for a fair
statement of the financial position and the results of operations for the periods shown have been made. All adjustments are normal and recurring. These financial
statements should be read together with the Company’s audited financial statements included in its Form 10-K for the fiscal year ended September 30, 2018
(“fiscal year 2018 ). Certain comparative amounts for the prior fiscal year period have been reclassified to conform to the financial statement presentation as of
and for the period ended December 31, 2018 .

Note 2 — New Accounting Guidance

On October 1, 2018 , the Company adopted new guidance issued by the Financial Accounting Standards Board (“FASB”) that requires use of a single
principles-based model for recognition of revenue from contracts with customers. The core principle of the model is that revenue is recognized upon the transfer of
promised goods or services to customers in an amount that reflects the expected consideration to be received for the goods or services. The guidance also changes
the accounting for certain contract costs and revises the criteria for determining if an entity is acting as a principal or agent in certain arrangements. The Company
adopted the new guidance using the modified retrospective approach which did not require the restatement of prior periods, and recognized a cumulative effect
adjustment resulting in decreases in total assets, total liabilities and retained earnings of $9.1 million , $2.2 million and $6.9 million .

The adoption of the guidance had no impact on operating income or net income. Individual line items in the consolidated statement of income were impacted
as follows:

(in millions) As Adoption &mﬁﬁﬁ:

for the three months ended December 31, 2018 Reported Impact Adoption
Operating Revenues

Investment management fees $ 971.8 $ 155  $ 987.3
Sales and distribution fees 354.8 (15.5) 339.3
Shareholder servicing fees 55.1 2.2) 52.9
Operating Expenses

General, administrative and other $ 1084 3 22 $ 106.2

On October 1, 2018 , the Company adopted an amendment to the financial instruments guidance issued by the FASB that requires substantially all equity
investments in nonconsolidated entities to be measured at fair value with changes recognized in earnings, except for those accounted for using the equity method of
accounting, which impacted all equity securities previously classified as available-for-sale and investments in fund products for which fair value was estimated
using net asset value (“NAV”) as a practical expedient. The amendment also provides an election to measure equity investments that do not have a readily
determinable fair value at cost adjusted for observable price changes and impairment, if any, which the Company made. The Company adopted the amendment
using the modified retrospective approach and recognized a cumulative effect adjustment resulting in increases in investments, retained earnings and accumulated
other comprehensive loss of $21.8 million , $29.8 million and $8.0 million .

There were no significant updates to the new accounting guidance that the Company has not yet adopted as disclosed in its Form 10-K for fiscal year 2018.
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Note 3 — Earnings (Loss) per Share

The components of basic and diluted earnings (loss) per share were as follows:

Three Months Ended

December 31,
(in millions, except per share data) 2018 2017
Net income (loss) attributable to Franklin Resources, Inc. $ 2759 $ (583.3)
Less: allocation of earnings to participating nonvested stock and stock unit awards 2.5 1.0
Net Income (Loss) Available to Common Stockholders $ 2734 $ (584.3)
Weighted-average shares outstanding — basic 510.3 550.7
Dilutive effect of nonparticipating nonvested stock unit awards 0.5
Weighted-Average Shares Outstanding — Diluted 510.8 550.7
Earnings (Loss) per Share
Basic $ 054 § (1.06)
Diluted 0.54 (1.06)

Nonparticipating nonvested stock unit awards excluded from the calculation of diluted earnings (loss) per share because their effect would have been
antidilutive were 0.3 million and 1.9 million for the three months ended December 31, 2018 and 2017 .

Note 4 — Revenues

The Company earns revenue primarily from providing investment management and related services to its customers, which are generally investment products
or investors in separate accounts. Related services include fund administration, sales and distribution, and shareholder servicing. Revenues are recognized when the
Company’s obligations related to the services are satisfied and it is probable that a significant reversal of the revenue amount would not occur in future periods.
The obligations are satisfied over time as the services are rendered, except for the sales and distribution obligations for the sale of shares of sponsored funds which
are satisfied on trade date. Multiple services included in customer contracts are accounted for separately when the obligations are determined to be distinct.

Fees from providing investment management and fund administration services (“investment management fees”), other than performance-based investment
management fees, are determined based on a percentage of assets under management (“AUM?”), primarily on a monthly basis using daily average AUM, and are
recognized as the services are performed over time. Performance-based investment management fees are generated when investment products’ performance
exceeds targets established in customer contracts. These fees are recognized when the amount is no longer probable of significant reversal and may relate to
investment management services that were provided in prior periods.

Sales and distribution fees primarily consist of upfront sales commissions and ongoing distribution fees. Sales commissions are based on contractual rates for
sales of certain classes of sponsored funds and are recognized on trade date. Distribution service fees are determined based on a percentage of AUM, primarily on a
monthly basis using daily average AUM. As the fee amounts are uncertain on trade date, they are recognized over time as the amounts become known and may
relate to sales and distribution services provided in prior periods.

Shareholder servicing fees are primarily determined based on a percentage of AUM on a monthly basis using daily average AUM and either the number of
transactions in shareholder accounts or the number of shareholder accounts, while fees from certain investment products are based only on AUM. The fees are
recognized as the services are performed over time.

AUM is generally based on the fair value of the underlying securities held by investment products and is calculated using fair value methods derived
primarily from unadjusted quoted market prices, unadjusted independent third-party broker or dealer price quotes in active markets, or market prices or price
quotes adjusted for observable price movements after the close of the primary market in accordance with the Company’s global valuation and pricing policy. The
fair values of the underlying securities for which market prices are not readily available are valued internally using various methodologies which incorporate
significant unobservable inputs as appropriate for each security type and represent an insignificant percentage of total AUM.
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Revenue is recorded gross of payments made to third-party service providers in the Company’s role as principal as it controls the delegated services provided
to customers.

Operating revenues by geographic area were as follows:

Earned From Contracts With Customers

(in millions) Europe, Middle Not Earned

Americas East and Africa, From
for the three months ended Excluding Excluding Contracts With
December 31, 2018 United States Luxembourg United States Asia-Pacific Luxembourg Customers ! Total
Investment management fees $ 533.1  § 2677 $ 856 $ 614 $ 240 § — 3 971.8
Sales and distribution fees 233.0 104.3 16.6 0.5 0.4 — 354.8
Shareholder servicing fees 44.9 7.7 — 2.5 — — 55.1
Other 3.0 0.3 — 0.1 0.3 26.1 29.8
Total $ 814.0 $ 380.0 $ 1022  $ 645 § 2477  $ 261 $ 1,411.5

Consists of interest and dividend income from consolidated investment products.

Operating revenues are attributed to geographic areas based on the locations of the Company’s subsidiaries that provide the services, which may differ from
the regions in which the related investment products are sold.

Note 5 — Investments

The disclosures below include details of the Company’s investments, excluding those of consolidated investment products. See Note 7 — Consolidated
Investment Products for information related to the investments held by these entities.

The Company adopted new accounting guidance on October 1, 2018 that requires substantially all equity investments in nonconsolidated entities to be
measured at fair value with changes recognized in earnings, except for those accounted for using the equity method of accounting. The new guidance did not
change the accounting for investments in non-equity securities.

Investments consisted of the following:

December 31,

(in millions) 2018
Equity securities, at fair value
Sponsored funds $ 309.7
Other equity securities 110.0
Total equity securities, at fair value 419.7

Debt securities

Trading 79.8
Available-for-sale 11.0

Total debt securities 90.8
Investments in equity method investees 819.8
Other investments 55.6
Total $ 1,385.9
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September 30,
(in millions) 2018
Investment securities, trading
Sponsored funds $ 248.1
Debt and other equity securities 97.6
Total investment securities, trading 345.7
Investment securities, available-for-sale
Sponsored funds 178.6
Debt and other equity securities 15.5
Total investment securities, available-for-sale 194.1
Investments in equity method investees 780.8
Other investments 105.9
Total $ 1,426.5

Equity securities, at fair value include trading investment securities and investments that were classified as available-for-sale or carried at cost prior to
adoption of the new guidance. Changes in the fair value of the investments are recognized as gains and losses in earnings. The fair value of funds is determined
based on their published NAV or estimated using NAV as a practical expedient. The fair value of equity securities other than funds is determined using
independent third-party broker or dealer price quotes or based on discounted cash flows using significant unobservable inputs.

As of October 1, 2018 , equity investments that do not have a readily determinable fair value are measured at cost adjusted for observable price changes and
impairment, if any, which are recognized in earnings. The impairment assessment for these investments considers qualitative factors, including the financial
condition and specific events related to the investee, that may indicate the fair value of the investment is less than its carrying value.

Investment balances and related changes for the prior year have not been reclassified to conform to the financial statement presentation as of and for the
period ended December 31, 2018 .

Investment securities with aggregate carrying amounts of $1.2 million were pledged as collateral at December 31, 2018 and September 30, 2018 .
Gross unrealized gains and losses relating to investment securities, available-for-sale were as follows:

Gross Unrealized

(in millions) Cost Basis Gains Losses Fair Value

as of December 31, 2018

Debt securities $ 13.0 § — 3 2.0 $ 11.0
as of September 30, 2018

Sponsored funds $ 1729 $ 83 § 2.6) $ 178.6
Debt and other equity securities 16.8 0.5 (1.8) 15.5
Total $ 189.7 § 88 § 44 S 194.1
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Gross unrealized losses relating to investment securities, available-for-sale aggregated by length of time that individual securities have been in a continuous
unrealized loss position were as follows:

Less Than 12 Months 12 Months or Greater Total
Gross Gross Gross
Unrealized Unrealized Unrealized

(in millions) Fair Value Losses Fair Value Losses Fair Value Losses
as of December 31, 2018
Debt securities $ 107 $ 20 $ —  § —  § 10.7 $ (2.0)
as of September 30, 2018
Sponsored funds $ 488 $ 21 $ 21.0 $ 05 $ 698 $ (2.6)
Debt and other equity securities 10.9 (1.8) — — 10.9 (1.8)
Total $ 59.7 § 39 $ 210 § 0s) $ 80.7 § 4.4)

Note 6 — Fair Value Measurements

The disclosures below include details of the Company’s fair value measurements, excluding those of consolidated investment products. See Note 7 —
Consolidated Investment Products for information related to fair value measurements of the assets and liabilities of these entities.

The assets and liability measured at fair value on a recurring basis were as follows:

(in millions) NAV asa

Practical
as of December 31, 2018 Level 1 Level 2 Level 3 Expedient Total
Assets

Equity securities, at fair value

Sponsored funds $ 2862 $ — 3 — 3 235 § 309.7
Other equity securities 21.2 0.3 0.7 87.8 110.0
Debt securities
Trading 2.5 61.2 16.1 — 79.8
Available-for-sale — 10.7 0.3 — 11.0
Life settlement contracts — — 11.9 — 11.9
Total Assets Measured at Fair Value $ 3099 $ 722 $ 290 $ 1113  $ 522.4
Liability
Contingent consideration liability $ — S — S 400 $ — S 40.0
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(in millions)

as of September 30, 2018 Level 1 Level 2 Level 3 Total
Assets
Investment securities, trading
Sponsored funds $ 2481 $ — 3 — 3 248.1
Debt and other equity securities 26.6 50.5 20.5 97.6
Investment securities, available-for-sale
Sponsored funds 178.6 — — 178.6
Debt and other equity securities 4.4 10.8 0.3 15.5
Life settlement contracts — — 11.8 11.8
Total Assets Measured at Fair Value $ 4577 $ 613 $ 326 $ 551.6
Liability
Contingent consideration liability $ — 8 — 8 387 $ 38.7

Level 1 assets consist primarily of sponsored funds and other equity securities for which the fair values are based on published NAV or quoted market prices.
Level 2 assets consist of debt and equity securities for which the fair values are determined using independent third-party broker or dealer price quotes. Level 3
assets consist of debt and equity securities and life settlement contracts for which the fair values are based on discounted cash flows using significant unobservable
inputs.

The fair value of the contingent consideration liability is determined using the net present value of anticipated future cash flows based on estimated future
revenue and profits and timing of payments.

Investments for which fair value was estimated using reported NAV as a practical expedient primarily consist of nonredeemable private debt, equity and
infrastructure funds. These investments are expected to be returned through distributions over the life of the funds as a result of liquidations of the funds’
underlying assets. The expected weighted-average life for $54.1 million of the investments was 2.1 years at December 31, 2018 . The liquidation period for a
$50.0 million investment in a nonredeemable private debt fund is unknown. The Company’s unfunded commitments to these funds totaled $5.0 million at
December 31, 2018 .

Changes in the Level 3 assets and liability were as follows:

2018 2017
(in millions) Con'tingegt Con.tingegt
Consideration Consideration

for the three months ended December 31, Investments Liability Investments Liability
Balance at beginning of period $ 326 $ 38.7) $ 1999 § (51.0)
Total realized and unrealized gains (losses)

Included in investment and other income (losses), net 2.8 — 1.2 —

Included in general, administrative and other expense — (1.3) — 4.0)
Purchases — — 53 —
Sales 4.3) — — —
Transfers out of Level 3 2.1) — — —
Foreign exchange revaluation and other — — 3.7 (7.0)
Balance at End of Period $ 290 $ (40.0) $ 2101 $ (62.0)
Change in unrealized gains (losses) included in net income (loss) relating to

assets and liability held at end of period $ 28 $ (13) $ 12 3 4.0)

There were no transfers into Level 3 during the three months ended December 31, 2018 and 2017 .
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Valuation techniques and significant unobservable inputs used in the Level 3 fair value measurements were as follows:

(in millions)

as of December 31, 2018 Fair Value Valuation Technique Significant Unobservable Inputs Range (Weighted Average ')
Debt securities, trading $ 16.1  Discounted cash flow Discount rate 4.0%—-12.7% (6.3%)
Risk premium 2.0%—6.0% (2.9%)
Life settlement contracts 11.9  Discounted cash flow Life expectancy 20-113 months (59)
Discount rate 8.0%-20.0% (13.2%)
Discounted cash flow Discount rate 12.3%

Contingent consideration liability 40.0

! Based on the relative fair value of the instruments.

(in millions)

as of September 30, 2018 Fair Value Valuation Technique Significant Unobservable Inputs Range (Weighted Average)
Investment securities, trading — debt $ 20.5  Discounted cash flow Discount rate 4.1%—-12.3% (5.8%)
and other equity securities Risk premium 2.0%—6.7% (3.6%)
Life settlement contracts 11.8  Discounted cash flow Life expectancy 20115 months (61)
Discount rate 8.0%-20.0% (13.1%)
Contingent consideration liability 38.7  Discounted cash flow Discount rate 13.0%

If the relevant significant inputs used in the discounted cash flow valuations were independently higher (lower) as of December 31, 2018 , the resulting fair

value of the assets or liability would be lower (higher).

Financial instruments that were not measured at fair value were as follows:

December 31,2018 September 30, 2018
Fair Value Carrying Estimated Carrying Estimated

(in millions) Level Value Fair Value Value Fair Value
Financial Assets
Cash and cash equivalents $ 6,430.7 $ 6,430.7 $ 6,610.8 $ 6,610.8
Other investments

Time deposits 15.1 15.1 12.3 12.3

Equity securities 28.6 28.6 81.8 103.6
Financial Liability
Debt $ 697.7 % 6752 $ 6959 § 671.1
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Note 7 — Consolidated Investment Products

Consolidated investment products (“CIPs”) consist of mutual and other investment funds, limited partnerships and similar structures, substantially all of
which are sponsored by the Company, and include both voting interest entities and variable interest entities. The Company had 57 and 53 CIPs as of December 31,
2018 and September 30, 2018 .

The balances related to CIPs included in the Company’s consolidated balance sheets were as follows:

December 31, September 30,

(in millions) 2018 2018
Assets
Cash and cash equivalents $ 2282 § 299.8
Receivables 81.7 114.2
Investments, at fair value 2,040.2 2,109.4
Other assets — 1.0
Total Assets $ 2,350.1 $ 2,524.4
Liabilities
Accounts payable and accrued expenses $ 289 $ 68.0
Debt 32.7 32.6
Other liabilities — 9.3

Total liabilities 61.6 109.9
Redeemable Noncontrolling Interests 932.3 1,043.6
Stockholders ° Equity
Franklin Resources, Inc.’s interests 1,052.1 1,092.6
Nonredeemable noncontrolling interests 304.1 278.3

Total stockholders’ equity 1,356.2 1,370.9
Total Liabilities, Redeemable Noncontrolling Interests and Stockholders > Equity $ 2,3501 $ 2,524.4

The CIPs did not have a significant impact on net income (loss) attributable to the Company during the three months ended December 31, 2018 and 2017 .

The Company has no right to the CIPs’ assets, other than its direct equity investments in them and investment management and other fees earned from them.
The debt holders of the CIPs have no recourse to the Company’s assets beyond the level of its direct investment, therefore the Company bears no other risks
associated with the CIPs’ liabilities.

Investment products are typically consolidated when the Company makes an initial investment in a newly launched investment entity. They are typically
deconsolidated when the Company no longer has a controlling financial interest due to redemptions of its investment or increases in third-party investments. The
Company’s investments in these products subsequent to deconsolidation are accounted for as either equity method investments or equity securities measured at fair
value with changes recognized in earnings depending on the structure of the product and the Company’s role and level of ownership.
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Investments

Investments of CIPs consisted of the following:

December 31, September 30,
(in millions) 2018 2018
Investment securities, trading $ 1,570.5 $ 1,651.8
Other equity securities 329.6 311.0
Other debt securities 140.1 146.6
Total $ 2,040.2 $ 2,109.4

Investment securities, trading consist of debt and equity securities that are traded in active markets. Other equity securities consist of equity securities of
entities in emerging markets and fund products. Other debt securities consist of debt securities of entities in emerging markets and other debt instruments.

Fair Value Measurements

Assets and liabilities of CIPs measured at fair value on a recurring basis were as follows:

(in millions) NP?a‘c/t?csazl‘
as of December 31, 2018 Level 1 Level 2 Level 3 Expedient Total
Assets
Investments
Equity securities $ 1554 $ 2338 $ 1936 $ 1375  $ 720.3
Debt securities 0.3 1,179.5 140.1 — 1,319.9
Total Assets Measured at Fair Value $ 155.7 $ 1,413.3 $ 3337 $ 1375 § 2,040.2
(in millions) ll\i?a‘c/t?csaill
as of September 30, 2018 Level 1 Level 2 Level 3 Expedient Total
Assets
Investments
Equity securities $ 2707 $ 1548 § 199.7 $ 1138 $ 739.0
Debt securities 0.6 1,219.5 150.3 — 1,370.4
Total Assets Measured at Fair Value $ 2713 $ 1,3743 $ 3500 $ 1138 $ 2,109.4
Liabilities
Other liabilities $ 0.6 $ 87 $ — 8 — 8 9.3

Level 1 assets consist of equity and debt securities for which the fair values are based on quoted market prices. Level 2 assets consist of debt and equity
securities for which the fair values are determined using independent third-party broker or dealer price quotes. Level 3 assets consist of equity and debt securities
of entities in emerging markets and other debt instruments for which the fair values are determined using significant unobservable inputs in either a market-based
or income-based approach.

Investments for which fair value was estimated using reported NAV as a practical expedient consist of nonredeemable real estate and private equity funds.
These investments are expected to be returned through distributions over the life of the funds as a result of liquidations of the funds’ underlying assets over a
weighted-average period of 4.0 years and 3.5 years at December 31, 2018 and September 30, 2018 . The CIPs’ unfunded commitments to these funds totaled
$62.8 million and $1.9 million , of which the Company was contractually obligated to fund $19.0 million and $0.4 million based on its ownership percentage in the
CIPs, at December 31, 2018 and September 30, 2018 .
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Changes in Level 3 assets were as follows:

2018 2017
(in millions) . Total ) Total
Equity Debt Level 3 Equity Debt Level 3

for the three months ended December 31, Securities Securities Assets Securities Securities Assets
Balance at beginning of period 199.7 § 1503 $ 350.0 $ 160.7 $ 1354 § 296.1
Realized and unrealized gains (losses)

included in investment and other income

(losses), net 11.4 8.2) 32 1.9 0.1 2.0
Purchases 9.7 8.2 17.9 11.1 — 11.1
Sales 0.1) (6.2) (6.3) (14.9) — (14.9)
Settlements (1.0) (0.1) (1.1) — — —
Transfers into Level 3 0.1 — 0.1 — — —
Transfers out of Level 3 (25.4) (3.6) (29.0) — — —
Foreign exchange revaluation (0.8) 0.3) (1.1) 0.8 0.7 1.5
Balance at End of Period 193.6 § 140.1 $ 333.7 $ 159.6 $ 136.2 $ 295.8
Change in unrealized gains (losses) included

in net income (loss) relating to assets

held at end of period 11.7  $ 14 3 103§ 1.0 $ 0.1 $ 1.1

Valuation techniques and significant unobservable inputs used in Level 3 fair value measurements were as follows:

(in millions)

as of December 31, 2018 Fair Value Valuation Technique Significant Unobservable Inputs Range (Weighted Average ')
Equity securities $ 165.3  Market comparable EBITDA multiple 5.0-13.6 (9.1)
companies
28.3  Discounted cash flow Discount rate 8.0%—16.5% (13.8%)
Debt securities 116.6  Discounted cash flow Discount rate 7.0%—14.8% (10.8%)
Loss-adjusted discount rate 3.0%-22.7% (13.2%)
23.5 Comparable trading Price-to-earnings ratio 10.0
multiple Enterprise value/ 20.9
EBITDA multiple
! Based on the relative fair value of the instruments.
(in millions)
as of September 30, 2018 Fair Value Valuation Technique Significant Unobservable Inputs Range (Weighted Average)
Equity securities $ 171.9  Market comparable EBITDA multiple 5.0-13.6 (9.3)
companies
27.8  Discounted cash flow Discount rate 8.0%—-16.5% (14.1%)
Debt securities 111.0  Discounted cash flow Discount rate 7.0%—14.8% (10.8%)
Loss-adjusted discount rate 3.0%-22.7% (12.0%)
33.9  Comparable trading Price-to-earnings ratio 10.0
multiple Enterprise value/ 20.9
EBITDA multiple
5.4  Market pricing Private sale pricing $42 per $100 of par

If the relevant significant inputs used in the market-based valuations were independently higher (lower) as of December 31, 2018 , the resulting fair value of
the securities would be higher (lower). If the relevant significant inputs used in the discounted cash flow valuations were independently higher (lower) as of
December 31, 2018, the resulting fair value of the securities would be lower (higher).
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Financial instruments of CIPs that were not measured at fair value were as follows:

December 31, 2018 September 30, 2018

Fair Value Carrying Estimated Carrying Estimated
(in millions) Level Value Fair Value Value Fair Value
Financial Asset
Cash and cash equivalents 1 $ 2282 $ 2282 $ 299.8 $ 299.8
Financial Liability
Debt 3 $ 327 $ 326 § 326§ 324
Debt

Debt of CIPs totaled $32.7 million and $32.6 million at December 31, 2018 and September 30, 2018 . The debt had fixed and floating interest rates ranging
from 3.07% to 7.90% with a weighted-average effective interest rate of 6.81% at December 31, 2018 , and from 3.07% to 7.88% with a weighted-average effective
interest rate of 6.79% at September 30, 2018 . The debt matures in fiscal year 2019.

Redeemable Noncontrolling Interests

Changes in redeemable noncontrolling interests of CIPs were as follows:

(in millions)

for the three months ended December 31, 2018 2017

Balance at beginning of period $ 1,043.6 $ 1,941.9
Net income (loss) (15.4) 11.5
Net subscriptions and other 22.8 254.7
Net deconsolidations (118.7) —
Balance at End of Period $ 9323 $§ 2,208.1

Note 8 — Nonconsolidated Variable Interest Entities

Variable interest entities (“VIEs”) for which the Company is not the primary beneficiary consist of sponsored funds and other investment products in which
the Company has an equity ownership interest. The Company’s maximum exposure to loss from these VIEs consists of equity investments and investment
management and other fee receivables as follows:

December 31, September 30,
(in millions) 2018 2018
Investments $ 2280 $ 161.8
Receivables 133.1 140.1
Total $ 361.1 § 301.9

While the Company has no contractual obligation to do so, it routinely makes cash investments in the course of launching sponsored funds. The Company
also may voluntarily elect to provide its sponsored funds with additional direct or indirect financial support based on its business objectives. The Company did not
provide financial or other support to its sponsored funds during the three months ended December 31, 2018 . During fiscal year 2018 , the Company purchased
$32.6 million of certain equity and debt securities from two sponsored funds. None of the purchases occurred during the three months ended December 31, 2017 .
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Note 9 — Taxes on Income

The Tax Cuts and Jobs Act (the “Tax Act”), which was enacted into law in the U.S. in December 2017, includes various changes to the tax law, including a
permanent reduction in the corporate income tax rate to 21% and assessment of a one-time transition tax on the deemed repatriation of post-1986 undistributed
foreign subsidiaries’ earnings. The Company completed its analysis of the Tax Act impact during the quarter ended December 31, 2018 with no significant
adjustment to the provisional amounts previously recorded. The transition tax liability of $982.8 million at December 31, 2018 is net of an $87.6 million tax benefit
related to U.S. taxation of deemed foreign dividends. This benefit may be reduced or eliminated by future regulation or legislation. The transition tax liability may
also be adjusted in the future upon issuance of state legislative updates on tax reform and the completion of the Company’s tax return filings for fiscal year 2018.

Note 10 — Commitments and Contingencies

Legal Proceedings

In July 2016, a former employee filed a class action lawsuit captioned Cryer v. Franklin Resources, Inc., et al. in the United States District Court for the
Northern District of California against Franklin, the Franklin Templeton 401(k) Retirement Plan (“Plan”) Investment Committee (“Investment Committee”), and
unnamed Investment Committee members. The plaintiff asserts a claim for breach of fiduciary duty under the Employee Retirement Income Security Act
(“ERISA”), alleging that the defendants selected mutual funds sponsored and managed by the Company (the “Funds”) as investment options for the Plan when
allegedly lower-cost and better performing non-proprietary investment vehicles were available. The plaintiff also claims that the total Plan costs, inclusive of
investment management and administrative fees, are excessive. The plaintiff alleges that Plan losses exceed $79.0 million and seeks, among other things, damages,
disgorgement, rescission of the Plan’s investments in the Funds, attorneys’ fees and costs, and pre- and post-judgment interest.

In November 2017, a second former employee, represented by the same law firm, filed another class action lawsuit relating to the Plan in the same court,
captioned Fernandez v. Franklin Resources, Inc., et al. The plaintiff filed an amended complaint in February 2018, naming the same defendants as those named in
the Cryer action, as well as the Franklin Board of Directors, the Plan Administrative Committee, individual current and former Franklin directors, and individual
current and former Investment Committee members. The plaintiff in this second lawsuit asserts the same ERISA breach of fiduciary duty claim asserted in the
Cryer action, as well as claims for alleged prohibited transactions by virtue of the Plan’s investments in the Funds and for an alleged failure to monitor the
performance of the Investment Committee. The plaintiff alleges that Plan losses exceed $60.0 million and seeks the same relief sought in the Cryer action. In April
2018, the court consolidated the Fernandez action with the existing Cryer action.

While management strongly believes that the claims asserted in the consolidated litigation are without merit, in order to avoid protracted litigation, on
December 3, 2018, Franklin elected to enter into an agreement-in-principle to resolve the matter for a cash payment of $13.9 million , which the Company accrued
as of December 31, 2018 . In addition, Franklin agreed, among other Plan changes, to increase its existing matching contributions from 75% to 85% for eligible
participant salary deferrals for a period of three years. The agreement is subject to court approval.

The Company is from time to time involved in other litigation relating to claims arising in the normal course of business. Management is of the opinion that
the ultimate resolution of such claims will not materially affect the Company’s business, financial position, results of operations or liquidity. In management’s
opinion, an adequate accrual has been made as of December 31, 2018 to provide for any probable losses that may arise from such matters for which the Company
could reasonably estimate an amount.

Other Commitments and Contingencies

At December 31, 2018 , there were no material changes in the other commitments and contingencies as reported in the Company’s Form 10-K for fiscal year
2018.
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Note 11 — Stock-Based Compensation

Stock and stock unit award activity was as follows:

(shares in thousands)

Weighted-Average

Time-Based Performance- Total Grant-Date
for the three months ended December 31, 2018 Shares Based Shares Shares Fair Value
Nonvested balance at October 1, 2018 2,678 1,813 4491 $ 39.08
Granted 3,305 890 4,195 30.79
Vested (251) (606) (857) 38.07
Forfeited/canceled (51 (163) (214) 39.86
Nonvested Balance at December 31, 2018 5,681 1,934 7,615 § 34.61

Total unrecognized compensation expense related to nonvested stock and stock unit awards was $211.0 million at December 31, 2018 . This expense is
expected to be recognized over a remaining weighted-average vesting period of 2.1 years .

Note 12 — Other Income (Expenses)

Other income (expenses) consisted of the following:

Three Months Ended
December 31,

(in millions) 2018 2017
Investment and Other Income (Losses), Net
Dividend income $ 256 $ 4.7
Interest income 9.0 23.8
Gains (losses) on investments, net (15.8) 0.6
Income (losses) from investments in equity method investees (37.6) 352
Gains (losses) on investments of CIPs, net (49.0) 16.0
Rental income 4.9 3.7
Foreign currency exchange gains (losses), net 4.7 2.9
Other, net 0.9) 0.2
Total (59.1) 81.3
Interest Expense (6.4) (10.8)
Other Income (Expenses), Net $ (655 $ 70.5

Substantially all dividend income was generated by investments in nonconsolidated funds. Interest income was primarily generated by cash equivalents and
debt securities. Gains (losses) on investments, net consists primarily of realized and unrealized gains (losses) on trading investment securities and other equity

securities measured at fair value through profit and loss.

Proceeds from the sale of available-for-sale securities were $16.0 million for the three months ended December 31, 2017 . There were no sales of available-

for-sale securities in the current fiscal year.

Net losses recognized on trading investment securities and other equity securities that were held by the Company at December 31, 2018 were $12.1 million ,
and net gains recognized on trading investment securities that were held by the Company at December 31, 2017 were $1.3 million . Net gains (losses) recognized
on trading investment securities of CIPs that were held at December 31, 2018 and 2017 were $(31.2) million and $20.0 million .
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Note 13 — Accumulated Other Comprehensive Income (Loss)

Changes in accumulated other comprehensive income (loss) by component were as follows:

(in millions) Unrealized 3
Currency Losses on Unrealized
Translation Defined Benefit Gains (Losses) on
for the three months ended December 31, 2018 Adjustments Plans Investments Total
Balance at October 1, 2018 $ (372.9) $ 42 $ 65 § (370.6)
Adoption of new accounting guidance — — (8.0) (8.0)
Other comprehensive loss
Other comprehensive loss before reclassifications, net of tax (14.4) (0.4) — (14.8)
Reclassifications to net investment and other income (losses), net of
tax 0.2) — — 0.2)
Total other comprehensive loss (14.6) 0.4) — (15.0)
Balance at December 31, 2018 $ (387.5) $ “46) $ a1s) $ (393.6)
(in millions) Unrealized )
Currency Losses on Unrealized
Translation Defined Benefit Gains on
for the three months ended December 31, 2017 Adjustments Plans Investments Total
Balance at October 1, 2017 $ (281.0) $ 6.0) $ 22 $ (284.8)
Other comprehensive income (loss) 15.8 (1.1 3.5 18.2
Balance at December 31, 2017 $ (265.2) $ 71 $ 57 $ (266.6)

There were no reclassifications from accumulated other comprehensive income (loss) for the three months ended December 31, 2017 .

Note 14 — Subsequent Event

On January 29, 2019 , the Company offered a voluntary buyout to certain U.S. employees who meet specific criteria related to age and years of service. The
impact of this voluntary termination plan is unknown but is expected to result in increased compensation and benefits expense during the remainder of fiscal year
2019.

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

FORWARD-LOOKING STATEMENTS

In this section, we discuss and analyze the results of operations and financial condition of Franklin Resources, Inc. (“Franklin”) and its subsidiaries
(collectively, the “Company”). In addition to historical information, we also make statements relating to the future, called “forward-looking” statements, which are
provided under the “safe harbor” protection of the U.S. Private Securities Litigation Reform Act of 1995. Forward-looking statements are generally written in the
future tense and/or are preceded by words such as “will,” “may,” “could,” “expect,” “believe,” “anticipate,” “intend,” “plan,” “seek,” “estimate” or other similar
words. Moreover, statements that speculate about future events are forward-looking statements. These forward-looking statements involve a number of known and
unknown risks, uncertainties and other important factors that could cause actual results and outcomes to differ materially from any future results or outcomes
expressed or implied by such forward-looking statements. You should carefully review the “Risk Factors” section set forth below, which describes these risks,
uncertainties and other important factors in more detail.

99 <

While forward-looking statements are our best prediction at the time that they are made, you should not rely on them and are cautioned against doing so.
Forward-looking statements are based on our current expectations and assumptions regarding our business, the economy and other future conditions. Because
forward-looking statements relate to the future, they are subject to inherent uncertainties, risks and changes in circumstances that are difficult to predict. They are
neither statements of historical fact nor guarantees or assurances of future performance. Factors or events that could cause our actual results to differ may emerge
from time to time, and it is not possible for us to predict all of them. If a circumstance occurs after the date of this Form 10-Q that causes any of our forward-
looking statements to be inaccurate, whether as a result of new information, future developments or otherwise, we do not have an obligation, and we undertake no
obligation, to announce publicly the change to our expectations, or to make any revision to our forward-looking statements, unless required by law.
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The following discussion should be read in conjunction with our Form 10-K for the fiscal year ended September 30, 2018 (“fiscal year 2018 ) filed with the
U.S. Securities and Exchange Commission, and the consolidated financial statements and notes thereto included elsewhere in this Form 10-Q.

OVERVIEW

We are a global investment management organization and derive our operating revenues and net income from providing investment management and related
services to investors in jurisdictions worldwide through our investment products which include our sponsored funds, as well as institutional and high net-worth
separate accounts. In addition to investment management, our services include fund administration, sales and distribution, marketing, shareholder servicing and
other services. Our products and investment management and related services are distributed or marketed to investors globally under various distinct brand names,
including: Franklin ® , Templeton ® , Franklin Mutual Series ® , Franklin Bissett ® , Fiduciary Trust™, Darby ® , Balanced Equity Management ® , K2 ® |
LibertyShares ® and Edinburgh Partners™. We offer a broad product mix of equity, multi-asset/balanced, fixed income and cash management funds and accounts,
including alternative investment products, which meet a wide variety of specific investment needs of individual and institutional investors. We also provide sub-
advisory services to certain investment products sponsored by other companies which may be sold to investors under the brand names of those other companies or
on a co-branded basis.

The level of our revenues depends largely on the level and relative mix of assets under management (“AUM”). As noted in the “Risk Factors” section set
forth below, the amount and mix of our AUM are subject to significant fluctuations and can negatively impact our revenues and income. The level of our revenues
also depends on mutual fund sales, the number of shareholder transactions and accounts, and the fees charged for our services, which are based on contracts with
our funds or our clients. These arrangements could change in the future.

During our first fiscal quarter, the global equity markets experienced sharp declines as the S&P 500 Index and MSCI World Index decreased 13.5% and
13.3% amid ongoing concerns about slowing economic growth, global trade tensions and rising interest rates, among other things. The global bond markets were
positive as the Bloomberg Barclays Global Aggregate Index increased 1.2% during the quarter.

Our total AUM at December 31, 2018 was $649.9 billion , 9% lower than at September 30, 2018 and 14% lower than at December 31, 2017 . Simple
monthly average AUM (“average AUM”) for the three months ended December 31, 2018 decreased 9% from the same period in the prior fiscal year.

Uncertainties regarding the global economy remain for the foreseeable future. As we continue to confront the challenges of the current economic and
regulatory environments, we remain focused on the investment performance of our products and on providing high quality service to our clients. We continuously
perform reviews of our business model. While we remain focused on expense management, we will also seek to attract, retain and develop employees and invest
strategically in systems and technology that will provide a secure and stable environment. We will continue to seek to protect and further our brand recognition
while developing and maintaining broker-dealer and client relationships. The success of these and other strategies may be influenced by the factors discussed in the
“Risk Factors” section set forth below.

RESULTS OF OPERATIONS
Three Months Ended
December 31,

Percent
(in millions, except per share data) 2018 2017 Change
Operating revenues $ 1,411.5 $ 1,615.5 (13%)
Operating income 411.5 581.1 (29%)
Net income (loss) attributable to Franklin Resources, Inc. 275.9 (583.3) NM
Diluted earnings (loss) per share $ 054 $ (1.06) NM

Operating margin ! 29.2% 36.0%
! Defined as operating income divided by total operating revenues.

Operating income decreased $169.6 million for the three months ended December 31, 2018 , as compared to the same period in the prior fiscal year, as
operating revenues decreased 13% and operating expenses decreased 3% . The net loss attributable to Franklin Resources, Inc. for the three months ended
December 31, 2017 included an estimated income tax charge of $1.1 billion resulting from enactment of the Tax Cuts and Jobs Act of 2017.
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Diluted earnings per share of $0.54 for the three months ended December 31, 2018 includes the impact of a 7% decrease in diluted average common shares
outstanding primarily resulting from repurchases of shares of our common stock during the twelve-month period ended December 31, 2018 . The diluted loss per
share in the prior year reflects a $1.94 per share impact of the estimated income tax charge.

ASSETS UNDER MANAGEMENT

AUM by investment objective was as follows:

December 31, December 31, Percent
(in billions) 2018 2017 Change
Equity
Global/international 166.0 $ 212.0 22%)
United States 97.1 109.4 (11%)
Total equity 263.1 321.4 (18%)
Multi-Asset/Balanced 124.8 142.7 (13%)
Fixed Income
Tax-free 62.0 69.4 (11%)
Taxable
Global/international 147.7 163.7 (10%)
United States 422 50.0 (16%)
Total fixed income 251.9 283.1 (11%)
Cash Management 10.1 6.6 53%
Total 6499 § 753.8 (14%)

AUM at December 31, 2018 decreased 14% from December 31, 2017 as a $70.7 billion decrease from net market change, distributions and other and

$43.0 billion of net outflows were partially offset by $9.8 billion from an acquisition.

Average AUM and the mix of average AUM by investment objective are shown below.

(in billions) Average AUM Percent
for the three months ended December 31, 2018 2017 Change
Equity
Global/international $ 1794 § 210.0 (15%)
United States 106.4 108.7 2%)
Total equity 285.8 318.7 (10%)
Multi-Asset/Balanced 132.1 143.0 (8%)
Fixed Income
Tax-free 62.7 70.1 (11%)
Taxable
Global/international 149.7 164.1 (9%)
United States 434 50.3 (14%)
Total fixed income 255.8 284.5 (10%)
Cash Management 9.5 6.5 46%
Total $ 683.2 $§ 752.7 9%)
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Mix of Average AUM

2018 2017

26% 28%
16% 14%
42% 42%
19% 19%
9% 9%
22% 22%
7% 7%
38% 38%
1% 1%
100% 100%
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Components of the change in AUM are shown below. Net market change, distributions and other includes appreciation (depreciation), distributions to
investors that represent return on investments and return of capital, foreign exchange revaluation and net cash management.

Three Months Ended

December 31,

Percent
(in billions) 2018 2017 Change
Beginning AUM $ 717.1 $ 753.2 (5%)
Long-term sales 21.7 28.1 (23%)
Long-term redemptions (42.4) (39.4) 8%
Long-term net exchanges 0.5) 0.1) 400%
Long-term reinvested distributions 13.9 9.1 53%
Net flows (7.3) 2.3) 217%
Net market change, distributions and other (59.9) 2.9 NM
Ending AUM $ 6499 § 753.8 (14%)
Components of the change in AUM by investment objective were as follows:
(in billions) Equity Fixed Income
Taxable Taxable

for the three months ended Global/ United Multi-Asset/ Global/ United Cash
December 31, 2018 International States Balanced Tax-Free International States Management Total
AUM at October 1, 2018 $ 1944  § 1152 $ 1389 § 639 § 1506 $ 448 $ 93 § 7171
Long-term sales 43 4.0 2.8 1.6 7.4 1.6 — 21.7
Long-term redemptions 9.7) 6.3) (6.8) 3.9 (12.1) (3.6) — (42.4)
Long-term net exchanges 0.4) 0.1 0.2) 0.2) 0.2 — — 0.5)
Long-term reinvested

distributions 4.4 5.0 1.9 0.5 1.8 0.3 — 13.9
Net flows (1.4) 2.8 2.3) (2.0) 2.7 (1.7) — (7.3)
Net market change, distributions

and other (27.0) (20.9) (11.8) 0.1 0.2) 0.9) 0.8 (59.9)
AUM at December 31, 2018 $ 166.0 $ 971 $ 1248 § 62.0 $ 1477  $ 422 $ 101§ 6499
(in billions) Equity Fixed Income

Taxable Taxable

for the three months ended Global/ United Multi-Asset/ Global/ United Cash
December 31, 2017 International States Balanced Tax-Free International States Management Total
AUM at October 1, 2017 $ 2098 $ 1072 $ 1433 § 710 $ 1650 § 506 §$ 63 § 7532
Long-term sales 59 3.6 3.5 1.5 11.1 2.5 — 28.1
Long-term redemptions (11.6) (5.5) (5.8) 3.2) (10.2) 3.1) — (39.4)
Long-term net exchanges 0.1 — 0.1 (0.2) 0.3) 0.2 — 0.1)
Long-term reinvested

distributions 2.0 34 1.7 0.5 1.2 0.3 — 9.1
Net flows 3.6) 1.5 (0.5) (1.4) 1.8 0.1 — 2.3)
Net market change, distributions

and other 5.8 0.7 0.1) 0.2) 3.1) (0.5) 0.3 2.9
AUM at December 31, 2017 $ 2120 $ 1094 § 1427 $ 694 § 163.7 $ 50.0 $ 66 $ 753.8

AUM decreased $67.2 billion during the three months ended December 31, 2018 due to $59.9 billion of net market change, distributions and other, and
$7.3 billion of net outflows. Net market change, distributions and other primarily consists of $43.5 billion of market depreciation, $15.8 billion of long-term
distributions and a $1.4 billion decrease from foreign exchange revaluation. The market depreciation occurred primarily in equity and multi-asset/balanced
products, partially offset by appreciation in global/international fixed income products, and reflected sharp declines in global equity markets as evidenced by
decreases of 13.5% and 13.3% in the S&P 500 Index and MSCI World Index and slightly positive returns in global fixed income markets as evidenced by a 1.2%
increase in the Bloomberg Barclays Global Aggregate Index. The net outflows included $1.4 billion from a multi-asset/balanced fund. Long-term sales decreased

23% to $21.7 billion , as compared to the prior-year period, primarily due
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to lower sales of global/international products. Long-term redemptions increased 8% to $42.4 billion with increases in all investment objectives except
global/international equity products.

AUM increased $0.6 billion during the three months ended December 31, 2017 due to $2.9 billion of net market change, distributions and other, substantially
offset by $2.3 billion of net outflows. Net market change, distributions and other primarily consists of $13.4 billion of market appreciation net of $11.5 billion of
long-term distributions. The market appreciation occurred primarily in equity products and reflected positive returns in global equity markets as evidenced by
increases of 6.6% and 5.6% in the S&P 500 Index and MSCI World Index. The net outflows occurred most significantly in global/international equity products.
Included in the net outflows were outflows of $0.9 billion from two global/international fixed income funds with global macro strategies and $0.7 billion from an
institutional separate account, and inflows of $1.3 billion in a global/international fixed income fund that introduced a new share class structure during fiscal year
2017 and $1.1 billion in an institutional separate account.

Average AUM by sales region was as follows:

Three Months Ended

December 31, Percent

(in billions) 2018 2017 Change
United States $ 458.6 3 499.0 (8%)

International

Europe, Middle East and Africa 93.3 109.0 (14%)
Asia-Pacific 88.5 94.9 (7%)
Canada 27.9 31.8 (12%)
Latin America ! 14.9 18.0 (17%)
Total international 224.6 253.7 (11%)
Total $ 6832 $ 752.7 9%)

! Includes North America-based advisers serving non-resident clients.

The percentage of average AUM in the United States sales region was 67% and 66% for the three months ended December 31, 2018 and 2017 .

The region in which investment products are sold may differ from the geographic area in which we provide investment management and related services to
the products.

Investment Performance Overview

A key driver of our overall success is the long-term investment performance of our investment products. A standard measure of the performance of these
products is the percentage of AUM exceeding benchmarks and peer group medians. Our global/international fixed income products generated notable long-term
results with at least 90% of AUM exceeding the benchmark and peer group median comparisons for the ten-year period. Higher relative investment performance
by these products during the three months ended December 31, 2018 resulted in significant increases from September 30, 2018 to the benchmark and peer group
median comparisons for the one-year period. The performance of our multi-asset/balanced products significantly exceeded the peer group medians for the three-
and ten-year periods, but has lagged in the five-year comparison and against the benchmarks for the one- and five-year periods, reflecting the performance of a
fund that represents 67% of this category. Higher relative investment performance by this fund during the three months ended December 31, 2018 resulted in
significant increases from September 30, 2018 to the benchmark comparisons for the three- and ten-year periods and the peer group median comparison for the
one-year period. The performance of our tax-free and U.S. taxable fixed income, as well as of our equity products, has mostly lagged the benchmarks and peer
group medians during the periods presented.
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The performance of our products against benchmarks and peer group medians is presented in the table below.

Benchmark Comparison ! Peer Group Comparison '3
% of AUM Exceeding Benchmark % of AUM in Top Two Peer Group Quartiles

as of December 31, 2018 1-Year 3-Year 5-Year 10-Year 1-Year 3-Year 5-Year 10-Year
Equity
Global/international 12% 15% 20% 26% 49% 29% 22% 33%
United States 44% 40% 21% 33% 88% 69% 63% 37%

Total equity 25% 25% 21% 29% 65% 45% 39% 35%
Multi-Asset/Balanced 5% 72% 5% 70% 71% 92% 15% 98%
Fixed Income
Tax-free 17% 38% 44% 20% 43% 45% 45% 47%
Taxable

Global/international 72% 68% 52% 90% 78% 83% 73% 95%

United States 5% 31% 12% 60% 32% 36% 24% 8%

Total fixed income 48% 55% 43% 62% 61% 65% 57% 62%
! AUM measured in the 1-year benchmark and peer group rankings represents 88% and 86% of our total AUM as of December 31, 2018 .
2 The benchmark comparisons are based on each fund’s return as compared to a market index that has been selected to be generally consistent with the investment
objectives of the fund.

3 The peer group rankings are sourced from Lipper, a Thomson Reuters Company, Morningstar or eVestment and various international third-party providers in each fund’s

market and were based on an absolute ranking of returns. © 2018 Morningstar, Inc. All rights reserved. The information herein: (1) is proprietary to Morningstar and/or its
content providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are
responsible for any damages or losses arising from any use of this information.

For products with multiple share classes, rankings for all share classes with applicable history in their respective time periods are included. Rankings for most
institutional separate accounts are as of the prior quarter-end due to timing of availability of information. Private equity funds, certain privately-offered emerging
market and real estate funds, cash management funds and certain hedge and other funds are not included. Certain other funds and products were also excluded
because of limited benchmark or peer group data. Had this data been available, the results may have been different. These results assume the reinvestment of
dividends, are based on data available as of January 14, 2019 and are subject to revision. While we remain focused on achieving strong long-term performance, our
future benchmark and peer group rankings may vary from our past performance.

OPERATING REVENUES

The table below presents the percentage change in each operating revenue category.

Three Months Ended
December 31,

Percent
(in millions) 2018 2017 Change
Investment management fees $ 971.8 % 1,113.6 (13%)
Sales and distribution fees 354.8 417.8 (15%)
Shareholder servicing fees 55.1 54.9 0%
Other 29.8 29.2 2%
Total Operating Revenues $ 14115 § 1,615.5 (13%)

Investment Management Fees

Investment management fees are generally calculated under contractual arrangements with our investment products and the products for which we provide
sub-advisory services as a percentage of AUM. Annual fee rates vary by investment objective and type of services provided. Fee rates for products sold outside of
the U.S. are generally higher than for U.S. products.
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Investment management fees decreased $141.8 million for the three months ended December 31, 2018 primarily due to a 9% decrease in average AUM, a
lower effective investment management fee rate and a $15.5 million decrease from a change in presentation of certain fees from investment management fees to
distribution fees upon adoption of new revenue recognition accounting guidance on October 1, 2018 . The decrease in average AUM occurred primarily in the
global/international and multi-asset/balanced investment objectives, and across all sales regions, most significantly in the U.S. and Europe, Middle East and Africa.

Our effective investment management fee rate (annualized investment management fees divided by average AUM) decreased to 56.9 basis points for the
three months ended December 31, 2018 , from 59.2 basis points for the same period in the prior fiscal year. The rate decrease was primarily due to a lower
weighting of AUM in the global/international equity investment objective, which generally has the highest fee rates, along with a higher mix of AUM in lower fee
products within the U.S. and Europe, Middle East and Africa sales regions for this investment objective, and the $15.5 million decrease from the change in
presentation of certain fees discussed above.

Performance-based investment management fees were $4.1 million and $1.8 million for the three months ended December 31, 2018 and 2017 , with the
increase primarily due to fees earned from a real estate fund.

Our product offerings and global operations are diverse. As such, the impact of future changes in AUM on investment management fees will be affected by
the relative mix of investment objective, geographic region, distribution channel and investment vehicle of the assets.

Sales and Distribution Fees

Sales and distribution fees primarily consist of upfront sales commissions and ongoing distribution fees. Sales commissions are earned from the sale of
certain classes of sponsored funds at the time of purchase (“commissionable sales”) and may be reduced or eliminated depending on the amount invested and the
type of investor. Therefore, sales fees will change with the overall level of gross sales, the size of individual transactions, and the relative mix of sales between
different share classes and types of investors.

Our sponsored mutual funds and certain other products generally pay us distribution fees in return for sales, marketing and distribution efforts on their
behalf. The majority of U.S.-registered mutual funds, with the exception of certain money market funds, have adopted distribution plans under Rule 12b-1 (the
“Rule 12b-1 Plans”) promulgated under the Investment Company Act of 1940. The Rule 12b-1 Plans permit the funds to pay us for marketing, marketing support,
advertising, printing and sales promotion services relating to the distribution of their shares, subject to the Rule 12b-1 Plans’ limitations on amounts based on daily
average AUM. Similar arrangements exist for the distribution of non-U.S. funds.

We pay substantially all of our sales and distribution fees to the financial advisers and other intermediaries who sell our funds on our behalf. See the
description of sales, distribution and marketing expenses below.

Sales and distribution fees by revenue driver are presented below.

Three Months Ended
December 31,

Percent
(in millions) 2018 2017 Change
Asset-based fees $ 3024 S 340.8 (11%)
Sales-based fees 49.6 74.3 (33%)
Contingent sales charges 2.8 2.7 4%
Sales and Distribution Fees $ 3548 § 417.8 (15%)

Asset-based distribution fees decreased $38.4 million for the three months ended December 31, 2018 primarily due to a $42.5 million decrease from a 12%
decrease in the related average AUM and a $13.8 million decrease from a lower mix of U.S. Class C assets which have higher fee rates than other share classes.
The decreases were partially offset by a $15.5 million increase from a change in presentation of certain fees to distribution fees from investment management fees
upon adoption of new revenue recognition accounting guidance on October 1, 2018 .

Sales-based fees decreased $24.7 million for the three months ended December 31, 2018 primarily due to a $25.3 million decrease from a 38% decrease in
total commissionable sales. Commissionable sales represented 7% and 9% of total sales for the three months ended December 31, 2018 and 2017 .

Contingent sales charges are earned from investor redemptions within a contracted period of time. These charges are levied only on certain shares sold
without a front-end sales charge, and vary with the mix of redemptions of these shares.
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Shareholder Servicing Fees

Substantially all shareholder servicing fees are earned from our sponsored funds for providing transfer agency services, which include providing shareholder
statements, transaction processing, customer service and tax reporting. These fees are primarily determined based on a percentage of AUM and either the number
of transactions in shareholder accounts or the number of shareholder accounts, while fees from certain funds are based only on AUM.

Shareholder servicing fees increased $0.2 million for the three months ended December 31, 2018 , primarily due to a $2.2 million increase from the
recognition of certain fund reimbursements as revenue upon adoption of new revenue recognition accounting guidance on October 1, 2018 . This increase was
substantially offset by fee decreases primarily resulting from lower levels of related AUM.

Other

Other revenue increased $0.6 million for the three months ended December 31, 2018 primarily due to higher interest and dividend income from consolidated
investment products (“CIPs”).

OPERATING EXPENSES

The table below presents the percentage change in each operating expense category.

Three Months Ended
December 31,

Percent
(in millions) 2018 2017 Change
Sales, distribution and marketing $ 4445 3 528.7 (16%)
Compensation and benefits 355.0 3325 7%
Information systems and technology 60.9 55.0 11%
Occupancy 31.2 29.4 6%
General, administrative and other 108.4 88.8 22%
Total Operating Expenses $ 1,000.0 $ 1,034.4 (3%)

Sales, Distribution and Marketing

Sales, distribution and marketing expenses primarily relate to services provided by financial advisers, broker-dealers and other third parties to our sponsored
funds, including marketing support services. Substantially all sales expenses are incurred from the same commissionable sales transactions that generate sales fee
revenues and are determined as a percentage of sales. Substantially all distribution expenses are incurred from assets that generate distribution fees and are
determined as a percentage of AUM. Marketing support expenses are based on AUM, sales or a combination thereof. Also included is the amortization of deferred
sales commissions related to up-front commissions on shares sold without a front-end sales charge. The deferred sales commissions are amortized over the periods
in which commissions are generally recovered from related revenues.

Sales, distribution and marketing expenses by cost driver are presented below.

Three Months Ended
December 31,

Percent
(in millions) 2018 2017 Change
Asset-based expenses $ 3703 S 440.6 (16%)
Sales-based expenses 52.5 69.0 (24%)
Amortization of deferred sales commissions 21.7 19.1 14%
Sales, Distribution and Marketing $ 4445 § 528.7 (16%)

Asset-based expenses decreased $70.3 million for the three months ended December 31, 2018 primarily due to a $54.3 million decrease from a 12% decrease
in the related average AUM and a $14.4 million decrease from a lower mix of U.S. Class C assets which have higher expense rates than other share classes.
Distribution expenses are generally not directly correlated with distribution fee revenues due to certain international fee structures that do not provide full recovery
of distribution costs.
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Sales-based expenses decreased $16.5 million for the three months ended December 31, 2018 primarily due to a $22.6 million decrease from a 38% decrease
in total commissionable sales. The decrease was partially offset by a $4.2 million increase from the recognition of sales commissions on U.S. Class C shares as
expense at the time of sale, which is consistent with the treatment of contract costs with a useful life of one year or less under new revenue recognition accounting
guidance adopted on October 1, 2018 . The commissions relate to shares sold without a front-end sales charge and were deferred and amortized over one year in
prior periods.

Amortization of deferred sales commissions increased $2.6 million for the three months ended December 31, 2018 primarily due to higher sales of non-U.S.
shares sold without a front-end sales charge, partially offset by the change in accounting for U.S. Class C shares discussed above which resulted in no further
deferral and amortization. The unamortized deferred Class C commission balance of $9.1 million at September 30, 2018 was reversed against retained earnings
upon adoption of the new accounting guidance.

Compensation and Benefits

Compensation and benefit expenses increased $22.5 million for the three months ended December 31, 2018 due to increases of $14.8 million in salaries,
wages and benefits and $7.7 million in variable compensation. Salaries, wages and benefits increased primarily due to increases of $8.2 million from higher
average staffing levels and $5.8 million for annual salary increases that were effective December 1, 2018 and 2017. Variable compensation increased primarily due
to increases of $4.6 million for retention bonuses related to acquisitions and $1.1 million related to product performance fees.

Variable compensation as a percentage of compensation and benefits was 33% for the three months ended December 31, 2018 and 2017 . At December 31,
2018, our global workforce had increased to approximately 9,700 employees from approximately 9,500 at December 31, 2017 .

We continue to place a high emphasis on our pay for performance philosophy. As such, any changes in the underlying performance of our investment
products or changes in the composition of our incentive compensation offerings could have an impact on compensation and benefit expenses going forward.
However, in order to attract and retain talented individuals, our level of compensation and benefit expenses may increase more quickly or decrease more slowly
than our revenue.

Information Systems and Technology

Information systems and technology expenses increased $5.9 million for the three months ended December 31, 2018 primarily due to higher technology
consulting and external data service costs.

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

Three Months Ended
December 31,

(in millions) 2018 2017

Net carrying value at beginning of period $ 1062 $ 102.1
Additions, net of disposals 9.5 16.0
Amortization (11.8) (12.2)
Net Carrying Value at End of Period $ 1039 § 105.9
Occupancy

We conduct our worldwide operations using a combination of leased and owned facilities. Occupancy expenses include rent and other facilities-related costs
including depreciation and utilities.

Occupancy expenses increased $1.8 million for the three months ended December 31, 2018 primarily due to higher rent expense.
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General, Administrative and Other

General, administrative and other operating expenses primarily consist of fund-related service fees payable to external parties, professional fees, advertising
and promotion, travel and entertainment, and other miscellaneous expenses.

General, administrative and other operating expenses increased $19.6 million for the three months ended December 31, 2018 primarily due to a $13.9 million
litigation settlement and higher professional fees and third-party service and fund administration fees, partially offset by lower CIPs expenses. Professional fees
increased $7.3 million primarily related to the imminent acquisition of Benefit Street Partners L.L.C. Third-party fees primarily for sub-advisory and fund
administration services increased $7.1 million , including $2.2 million from the recognition of certain payments reimbursed by funds as expense upon adoption of
new revenue recognition accounting guidance on October 1, 2018 . These increases were partially offset by a $6.0 million decrease in CIPs expenses.

We are committed to investing in advertising and promotion in response to changing business conditions, and to advance our products where we see
continued or potential new growth opportunities. As a result of potential changes in our strategic marketing campaigns, the level of advertising and promotion
expenses may increase more rapidly, or decrease more slowly, than our revenues.

OTHER INCOME (EXPENSES)

Other income (expenses) consisted of the following:

Three Months Ended
December 31,
Percent
(in millions) 2018 2017 Change
Investment and other income (losses), net $ (59.1) $ 81.3 NM
Interest expense (6.4) (10.8) (41%)
Other Income (Expenses), Net $ (65.5) $ 70.5 NM

Investment and other income (losses), net consists primarily of income (losses) from equity method investees, gains (losses) on investments held by the
Company and investments of CIPs, dividend and interest income, rental income and foreign currency exchange gains (losses).

Other income (expenses), net decreased $136.0 million for the three months ended December 31, 2018 , primarily due to lower market valuations which
resulted in losses from equity method investees, investments held by CIPs and investments held by the Company, as compared to gains from each in the prior year.
Lower interest income also contributed to the decrease, which was partially offset by higher dividend income. Equity method investees generated losses of
$37.6 million as compared to income of $35.2 million in the prior year, primarily due to losses on investments held by a global equity fund as compared to gains in
the prior year. Investments of CIPs generated net losses of $49.0 million as compared to net gains of $16.0 million in the prior year. The losses were primarily from
lower market valuations of holdings by various global/international equity and fixed income funds, a multi-asset/balanced fund and a U.S. fixed income fund.
Investments held by the Company generated net losses of $15.8 million as compared to net gains of $0.6 million in the prior year. The losses include $8.4 million
from trading investment securities and $7.5 million from equity securities that were classified as available-for-sale or carried at cost prior to the adoption of new
financial instruments accounting guidance on October 1, 2018 which requires the changes in fair value of these securities to be recognized in earnings. The losses
primarily resulted from lower market valuations of various nonconsolidated funds and other debt and equity securities. Interest income decreased $14.8 million
primarily due to lower levels of cash equivalents and debt securities, partially offset by higher interest rates. The decreases were partially offset by a $20.9 million
increase in dividend income primarily due to higher investments in, and yields on, money market funds.

Significant portions of the net gains (losses) of CIPs are offset in noncontrolling interests in our consolidated statements of income.

Our investments in sponsored funds include initial cash investments made in the course of launching mutual fund and other investment product offerings, as
well as investments for other business reasons. The market conditions that impact our AUM similarly affect the investment income earned or losses incurred on our
investments in sponsored funds.
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Our cash, cash equivalents and investments portfolio by investment objective and accounting classification at December 31, 2018 , excluding third-party
assets of CIPs, was as follows:

Accounting Classification !

Cash and Cash  Equity Securities, Direct
Equivalents at Equity Method Investments Total Direct
(in millions) and Other 2 Fair Value Investments in CIPs Portfolio
Cash and Cash Equivalents $ 6,430.7 $ — 3 — 3 — 3 6,430.7
Investments
Equity
Global/international 3.7 111.5 592.2 88.3 795.7
United States 254 7.8 11.5 5.5 50.2
Total equity 29.1 119.3 603.7 93.8 845.9
Multi-Asset/Balanced 4.4 18.4 52.0 139.4 214.2
Fixed Income
Tax-free — 0.2 4.1 — 4.3
Taxable
Global/international 81.6 98.3 160.0 619.5 959.4
United States 31.3 183.5 — 199.2 414.0
Total fixed income 112.9 282.0 164.1 818.7 1,377.7
Total investments 146.4 419.7 819.8 1,051.9 2,437.8
Total Cash and Cash Equivalents and Investments $ 6,577.1 $ 419.7 $ 819.8 $ 11,0519 $ 8,868.5

1 See Note 1 — Significant Accounting Policies in the notes to consolidated financial statements in Item 8 of Part II of our Form 10-K for fiscal year 2018 for information on
investment accounting classifications.

2 Other consists of $90.8 million of debt securities and $11.9 million of investments in life settlement contracts, both of which are measured at fair value, and $43.7 million
of investments carried at adjusted cost.

TAXES ON INCOME

The Tax Cuts and Jobs Act (the “Tax Act”), which was enacted into law in the U.S. in December 2017, includes various changes to the tax law, including a
permanent reduction in the corporate income tax rate from 35% to 21% effective January 1, 2018 and assessment of a one-time transition tax on the deemed
repatriation of post-1986 undistributed foreign subsidiaries’ earnings. We completed our analysis of the Tax Act impact during the quarter ended December 31,
2018 with no significant adjustment to the provisional amounts previously recorded. The transition tax liability of $982.8 million at December 31, 2018 is net of an
$87.6 million tax benefit related to U.S. taxation of deemed foreign dividends. This benefit may be reduced or eliminated by future regulation or legislation. The
transition tax liability may also be adjusted in the future upon issuance of state legislative updates on tax reform and the completion of our tax return filings for
fiscal year 2018.

Our effective income tax rate was 24.9% and 187.8% for the three months ended December 31, 2018 and 2017 . The rate decrease was primarily due to the
prior year impa