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| am Franklin Templeton

The mosaic of Benjamin Franklin featured on the cover of this annual report
is formed from photographs of over 500 Franklin Templeton employees from
35 nations. This image symbolizes our belief that our enduring strength and
success are drawn directly from the dedication, commitment and hard work
of approximately 8,600 individuals who collectively comprise our firm. As we
work together to deliver an exceptional experience o our customers around the
globe, each of us bears both the responsibility and the privilege of saying “I am
Franklin Templeton,” a statement that encapsulates our unwavering focus on
investment excellence, our unfailing commitment to working with the highest

levels of integrity and our sincere passion for serving our clients.



Financial Highlights

As of and for the fiscal vears ended September 30, 2012 2011 2010 2009 2008
Summary of Operations
[ miliiens)
Operating Revenues $7,101.0 $ 7, 140:0 $ 5,858.0 S48 $6082.4
Operating Income 2,515.2 2,659.8 1,958.7 L2026 20990
Operating Margin / 35.4% 37:3% 335% 28.7% S4.8%
Net Income Attributable to Franklin Resources, Inc. 1,931.4 19286 Lads 7o 8‘368 15882
Financial Data
(i mitiions)
Total Agsets $14, 7515 $13:775:8 $10,7081 - $ 948685 $:9:076:0
Debt 1,566.1 998.2 979‘9/ / };’1? 2693
Franklin Resources, Inc. Stockholders! Equity 9,201.3 85247 FiF2T0 76327 L0744
Operating Cash Flows : 1,066.2 1.621.8 1;651.0 6414 LAabe2
Assets Under Management
(i biltions)
Eriding & 7499 $.659.9 $ 6449 $ 523@ S oB0TS
Average 7057 694.4 57101 A2 2 6049
Per Common Share
Earmings
Basic $ 8.98 $ 866 $o-0636 % 287 % 668
Dituted .95 8,62 633 38” 6,64
Cash Pividends 308 1.00 3.88 0.84 080
Book Value 43,36 41.:82 4T dF28 30.39
Employee Headcount 8,568 8,453 7,927 Tias 8809

Corporate Profile; as of September 30,2012

Franklin Resources, ‘Inc. is a holding company that; together with its various subsidiaries, operates as Franklin Templeton
Irvestmentse, a global investment management organization offering. investment choices under the Frankline, Templetone,
Mutual Seriese, Bissett®, Fiduciary Trust”, Darbye and Balanced Equity Management” brand names. Headquartered in San Mateo,
California, we employ approximately 8,600 people and have offices in 35 countries. We manage $749.9 billion in assets,
cbmm’i‘smg mutual funds and other investment alternatives for individuals, institutions, pension plans, frusts, partnerships and
others. Our common stock is listed on the New York Stock Exchange (BEN) and is included in the Standard & Poor’s 500 Index.




Performance Graph

The following performance graph compares the cumulative total stockholder return of an investment in the common stock of
Franklin Resources, Inc. forthe last five years to that of the Standard & Poor's' 500 Composite Stock Price Index (S&P 500 Index),’
and to the SNL U.S. Asset Manager Index (SNL Asset Manager Index).” The S&P 500 Index, an index to which the company was
added in 1998, consists.of 500 stocks chosen for market size, liquidity and industry group representation, and is one of the most
widely used benchmarks of US equity performance. The SNL Asset Manager Index is a market-value weighted index of 35 asset
management companies. The graph-assumes that the value of the investrrient in the company’s common stock and each index was
$100 at the market close on September 28, 2007 (the last trading day for the fiscal year ended September 30, 2007) and that
all dividends were reinvested. The following information has been obtained from sources believed to be reliable, but neither its
accuracy nor its completeness is guaranteed. The performance graph is not necessarily indicative of future investment performance.

Comparison of Five-Year Cumulative Total Return®
Cumulative Value of $100

$150

$100 o

$50

50
’ 2007 2008 2009 2010 2011 2012
FISCAL YEAR-END DATE FRANKLIN RESOURCES, INC. 526 500 INDEX SNL ASSET MANAGER INDEX
2007 $100.00 $100.00 $100.00
2008 69.61 78.02 77.55
2009 80.46 72.63 75.71
2010 88.89 80.02 78.38
2011 80.23 80.93 70.73
2012 108.04 105.85 93.88

1. Standard & Poor's®, S&P® and S&P 500 are registered trademarks of Standard & Poor's Financial Services LLC.

2. As of 9/30/12, the SNL-Asset Manager Index comprised the following companies: Affiliated Managers Group Inc.; AllianceBernstein Holding LP; Apollo Global Management LLC; Artio
Global tnvestors Inc.; BlackRock Inc.; Blackstone Group LP; Brookfield Asset Management Inc.; Calamos Asset Management Inc.; Carlyle Group LP; Cohen & Steers Inc.; Diamond Hill
Investment Group; Eaton Vance Corp:; Epoch Holding Corp.; Federated Investors Inc.; Financial Engines Inc.; Fortress tnvestment Group LLC: Franklin Resouces Inc.; GAMCO Investors Inc.;
Hennessy Advisors Inc.; Invesco Ltd ; Janus Capital Group Inc.; KKR & Co. LP; Legg Mason Inc.; Manning & Napier; Oakiree Capital Group LLC; Och-Ziff Capital Management Group; Pzena
Investment Management Inc.; SEI Investments Co.; T. Rowe Price Group Inc.; U.S, Global Investors Inc.; Value Line Inc.; Virtus Investment Partners; Waddell & Reed Financial Inc.; Westwood
Holdings Group Inc.; WisdomTree Investments Inc.

3. Data Sources: © SNL Financial LC 2012,

Notwithstanding anything o the contrary set forth in any of the company’s previous or future filings under the Securities Act of 1933,
as.amended, or the Securities Exchange Act of 1934, as amended, that mightincorporate filings made by us under those statutes, the
preceding performance graph shall not be deerned to be “soliciting material,” or to be incorporated by reference into any prior filings
or-future filings made by the company under those statutes.




President and
Chief Executive Officer

Gregory E. Johnson

Dear Fellow Stockholders,

We are pleased to share with you the company’s 2012 annual report. During this
fis

uncertain macroeconomic environment. These resules iHustrate the value of the

al year, Franklin Templeton Investments achieved significant results amid an

firm’s long-term perspective, the diversity of our global business and the hard

work of our employees, whom we consider to be among the best in the industry.

Franklin Templeton’s time-tested investment disciplines have served us well for
65 years, across all market cycles. This year was no exception. Globally, more

than 70% of the company’s long-term ranked a

ts were in the topitwo quartiles

of their respective peer groups at fiscal year-end for total return for the three-

ear period, with more than 80% for the five-year and 10-year periods.!
Y s ) )

Net income and earnings per share for the fiscal year ended §

eptember 30, 2012,

set all-time highs. Net income was $1.9 billion, and diluted carning

per share
grew 4% to $8.95 from $8.62 in the previous fiscal year. Operating income

remained strong at $2.5 billion.

At September 30, 2012, reported assets under management (AUM) also reached
an all-time high of approximately $750 billion, compared to approximarely
$660 billion one year earlier. Market appreciation was a key driver of this 14%

increase, along with strong investor interest in our income-oriented strat

Franklin Templeton’s mutual funds and other investment alternatives raised over
$170 billion on a gross basis during the year—among the best results i the
company’s history-—reflecting our diversified mix of assets by investment strategy,
chient type and geographic region.




We also continued to make progress
on our strategic initiatives, including
developing our solutions and
alternatives capabilities, and
positioning the firm for further

international growth.

FOCUSING ON INVESTMENT
EXCELLENCE

As always, our top priority is to
achieve fong-term investment
excellence. Through active portfolio
management, we strive to consistently
produce superior long-term results
for our clients worldwide. Our
global portfolio teams benefit from
the support of our dedicated risk
management specialists who are
integrated into the investment

selection process.

Notably, Franklin Templeton was
again ranked number one for its
funds’” 10-year performance this
year in Barron’s annual review of
US-registered mutual fund families.”
Franklin Templeton has earned this
recognition in three of the past four
years, a significant achievement for

our investment groups.

Assets Under Management (AUM)
in USD Billions
As of September 30

Our investment professionals continue
to drive this success. We build teams
of talented and experienced portfolio
managers and analysts who are true
experts at what they do. Franklin

Templeton’s 550-plus investment

professionals based around the world

average over 16 vears of experience in (5507

the industry and more than 10 years

with the firm.

Ingrained in our lnvestment traditions
is the importance of creating lasting
wealth for our clients. Our long-term
focus allows our portfolio managers
to avoid the distractions of the latest
news and remain true to their
investment disciplines, even during
periods of heightened market

volatility or short-term shifts in

market sentiment, _
Asset Mix (%

For example, in the first part of the B Equity

fiscal year, our global fixed incom ® Fixed Income
scal year, our global fixe “ome _ :
cal yean 5 come # Hybrid

strategies experienced short-term

Cash Management
underperformance. However, the

portfolio management team used this

period to take advantage of market

dislocations that were out of line with

their long-range thesis. As a result,

‘| feel privileged to be part of a team that is passionate about
investing, diligent, curious and has a high level of integrity.”

Heather Arnold
PORTFOLIO MANAGEMENT, LONDON
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performance for these strategies has
rebounded in a relatively shorr period

of rime.

Recent developments in the municipal
hond market have illustrated another

benefit of having a long-term, carefully

researched perspective. Our municipal
bond department’s 35 years of
experience and deep-rooted expertise
told them that dire predictions of high
default rates in 2011 were extremely
unlikely to occur. When such
predictions failed to materialize and
investors recognized the benefit of the
only tax-exempt asset class, our
tax-free funds experienced a rebound
with almost $5 billion in net new
flows in fiscal year 2012, Our long-
term focus has helped us achieve

a 30% share of the US tax-free
income market in terms of AUM

as of September 30, 20127

Investors have been heavily weighted
taward fixed income for several years,
despite historically low mnterest rates
and the looming potential for
inflation. However, we believe a
return to equity investing is inevitable
and prudent. Franklin Templeton is
striving to be ahead of the curve by
actively promoting the importance of
diversification, as well as the strength

of our equity and hybrid products.

To this end, the company recently
launched the next phase of s “2020
Vision” series with the “Time to Take
Stock™ campaign, The goal is to help
financial advisors and their clients
assess their current situation. The
campaign also shows investors how

they can rebuild their portfolios to

help reach their furure goals, including
simple, actionable steps to increase

exposure to equities.

One of our core strategic witiatives

this year was to expand our

alternative investnyent capabilities.
The quest for non-correlated assets

is driving institutional investors, as

well as individuals, o the aleernatives
market and represents an opportunity
for growth. In an effort to meet
evolving investor needs, we continue
to expand our mulii-asser-and
alternartive strategics: lineup. In
September 2012, the company
announced that it had agreed to

acquire a majority stake in K2

Advisors Heldings LLC; aleadin

independent, fund of hedge funds
solutions provider K2's competitive
rrack record, vision for growth and
conservative risk management make
it a strong ft for Frankdin Templeton,
The acquisition was completed i

November.

CREATING ENDURING CUSTOMER
RELATIONSHIPS

Doing what is right for investors and
continually earning their trust have

always been central to -our mission.

This time-tested approach has been
integral to building strong tustomer

relationships.

In fact, a 2012 study conducted by
the Financial Times found that
rrustworthiness is the most important
attribute when finanicial advisors
choose a fiem o prnage their chienty’

assets. In this study, Franklin Tetwpleton

received the highest score among

o



large US asset management companies
from advisors who associated our

brand with trustworthiness.*

Currently, we have over 220,000
financial professional relationships
worldwide, and it takes a concerted
effort to communicate effectively with
such a geographically diverse group.
But by making it a priority to add
science to the art of selling, we have
worked to reinvent distribution, as
technology has become a significant
factor in building strong relationships
with financial advisors and clients.
We have a terrific global advisory
services group that we support with
the best analytics and enhanced

digital communications.

The firm continues to roll out
redesigned and rebranded country
and regional websites to foster

a more consistent look and feel while
providing expanded functionality
for local teams to customize content
for their stakeholders. A total of

17 websites were launched this fiscal

year, including redesigned websites

for Italy, Japan and the UK, as well
as brand-new websites for Malaysia

and Romania.

As mobile communicarion has become
increasingly important, we have
enhanced our digital presence on
smartphones and tablets to extend
our relationships and strengthen
engagement. In March 2012, we
launched the Franklin Templeton app
for iPad” on the App Store™, which
provides a unique, highly interactive
way for on-the-go US financial
advisors and investors to quickly
access fund information.’ The launch
also increases our connection with the
younger generation of advisors and
investors. Furthermore, we expanded
our presence on social media sites,
most notably in India where the
local Facebook page already has
over 300,000 followers.

As important as technology and
social media are, they do not replace
person-to-person interaction. We
were pleased to see that Franklin

Templeton’s US internal wholesaler

team was recognized as one of the
industry’s best at providing service
and support, according to an advisor
survey by Cogent Research.® In
Canada, DALBAR ranked Franklin
Templeton number one for customer
service among advisor-distributed firms

for the seventh consecutive year.”

GLOBAL PERSPECTIVE WITH
LOCAL EXPERTISE™

Our success over the past 65 years
has been built on a foundation

of solid long-term investment
performance, product innovation and
exceptional customer service. Today,
Franklin Templeton is a diversified
business that spans the globe, with

a presence on six continents, offices
in 35 countries, and customers in

over 150 countries.

We have continued to benefit from
strong interest from institutional
clients, with fiscal year 2012 marking
one of the best years ever for our
institutional business. International
institutional clients showed a broad

interest in equity strategies, managed

“| slhrive to make every customer a life-long customer.”

Sandeep Singh
COUNTRY HEAD, MALAYSIA




both locally and globally. In addition
to our securing mandates in more
rraditional strategies, we were
successful in winning new institutional
client accounts investing with our
local asset managers in Canada, India,

Latin America and Malaysia.

Our flagship cross-border group of

funds, Franklin Templeton Investment

Funds (domiciled in Luxembourg),
reached $142 billion in assets as of
September 30, 2012, an increase of
approximately 9% from the previous
vear, which maintained our ranking
as the largest individual retail cross-
border fund umbrella.® It has been an
important part of our international

growth and an area of ongoing focus,

Product innovation continues to
propel our business, and we aim

to thoughtfully create investment

strategies that will meet investors’
long-term objectives. Local funds
remain a priority-given the universal
investor phenomenon known as
“home-country bias.” Addressing that
bias was a strong driver inour 20171
acquisitions of Balanced Eguity
Management fr. Australia and
Rensburg Fund Management in the

UK. Significant progress was made

during the year toward the integration

of these two groups while preserving
their independent investinent

management.approach.

Additional international product

development effores this year inchuded

offering a broader range of produces

in China, building an onshore fund
range in Taiwan and expanding the
retail fund lineup 10 South Africa.

Also, Franklin Templeton launched

FTIF Franklin Brazit Opportunities
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Fund, leveraging our local asset
management presence in Brazil and
the firm’s global resources to invest
in timely opportunities from across
the Brazilian equity and fixed

income markets.

Globally, the overall result of
regulatory, legislative and tax changes
is expected to have a tremendous
impact on the investment management
industry and our organization in the
years ahead. While the global financial
crisis peaked several years ago, it is
only now that many of the resulting
regulatory responses are coming to
be implemented. As a firm, we will
continue to allocate resources to
enable us to adapt to these changes,
some of which may create new

opportunities,

PROVEN FINANCIAL STRENGTH

AND STABILITY

Franklin Templeton’s financial strength
and stability are hallmarks of our
organization. We strive to operate
our business with prudence and fiscal

responsibility.

The strength of our balance sheet
gives us the ability to invest in
long-term growth projects and to
seed new funds. It also allows us
to return a substantial portion

of our earnings to stockholders
through stock repurchases and

cash dividends.

Over the course of the vear, the
company returned almost $1.5 billion
to shareholders in the form of stock
repurchases and dividends. During
fiscal year 2012, Franklin Resources’
board of directors announced

a $2.00 per share special dividend in

December 2011, and also increased

the regular cash dividend by 8%. The

regular cash dividend has increased
annually since its commencement

in 1981.

In respouse to volatile market

conditions early in the fiscal year, we

issued a challenge to business leaders to

closely manage expenses. Overall, the
company was able to reduce spending
by midyear, demonstrating the quick-
to-act mentality of our employees and

the flexibility of our operating model.

AUM by Region
As of September 30, 2012

B United States ... 66%

B8 Europe, the Middle
East and Africa .. 16%

B Asia-Pacific ... 10%
% Canada . 5%
B8 Latin America 3%

AUM by Client Type
As of September 30, 2012

#® Retail . 76%
8 Institutional 22%
# High Net Worth . ... 2%

‘| partner with colleagues across the globe to bring our products
and services o customers innew and emerging markets.”

Michael Jadalia
MARKETING, DUBAL
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THE MOST IMPORTANT ASSET—
OUR PEOPLE
On this page and throughout this
report, you will see glimpses of what
makes our success possible—namely,
our talented employees. What
continues to define our employees
is their professionalism and their
commitment to a common culture.
They embrace our core values: putting
clients first, building relationships,
achieving quality r@.«;u}rs; and working

with integrity.

This year, we established a new
tradition of formally recognizing our
employees who have worked at least
20 years in the organization. Over
500 dedicated global employees with
this distinction have invested their

careers to build this organization,

LOOKING FORWARD TO 2013
As we enter 2013 and continue to
navigate the global recovery, it is

important to remember that the

1. Sources: AUM measured in

the peer group rankings represents 89% of our total AU as of 9730712

investment management industry
offers tremendous opportuiities

for those well-positioned firms with
the right strategy. We believe our
strong long-terit ivestment
performance, C@Y}‘!}i‘;‘}(‘?d with o
broad product offering and globally
diversified busmesg, positions us well
for the challenges and opportunities

that lie ahead.

Thank vou for your ongoing support

and the trust you have placed in us.

Sincerely,

Gregory E. Johnson

President and Chief

Franklin Resources, Inc,

- The:peer group rankings

ate sourced from Lipper, vIemmgsmr or eVestment in each fund's market-and were based of an abisolute ranking of returns
as ot 9/30712. For products with multiple share classes; rankdngs for the primary shate class are-applied o the entie product,
Private equity, certain privately offéred emerging market and real estate funds and cash nanagement are not neluded.
Certain'other funds and products were also excluded because of limited peer group data: Past ;}aﬁm fance sannot predict
or guarantee future resulis,

2. Source: Bﬁ]!lﬂ/?'& 204112, For the
of 53 and 1 out of 45,

3. Source: Investment Company Institute, 9/30712. Includes US-registered, long-term, opén-and fiuds sold threugh the non-
proprietaty distribution channel,

4, \mm lgnites.com, 1126112, Survey of 241 financial advisors conducted by the Financial Times Global Cus
Insights Teamm, measuring the standing and profila o 21 large and well-known US asset man ;
5. Apple, the Apple logo, iPad, iPhone, and iPad touch are trademarks of Apple lnc., registares
App Store is 3 service mark of Apple dic.

6. Sourse: Prass release; “Mutual Fund Wholesater Quality Index™ Rankings Annotnced,” 10718711 Ca
164? retall investment advisors on five. aspects of their relationship with internal an{i pxtemai i
husiness-building tdeas, problem resofution and support; commitment o helping advisors suscead; integrity and has 18 h; and
depth/breadth of product knowledge.

7. Sourse: DALBAR, Inc., 9/30/12. DALBAR'S Ser vice {uality Measurement program provites an aniual-rank el o
teleptione service being provided by various financial services fiems. These rankings arebased on fotr detafied chiding the
representative’s expertise, professionalism, the level of accomrmodation and {helevel of sales effectiventss during the interaction.
8. Source: Lipper, a Thomson Reuters Gompany, 9730712, Includes open-end retail finds sold outside of the US.

/nvosfom s/mu/d care’ﬂ//‘/y con ffi’d(f:-v"ea femd“ i/we.simme" goals, 1 ] A expenses
2ctus and Wwhich contains this
nvastors should talk

1~ 5- and 10-year periods ended 12/31/11, Frankin Templeton ranked 30 out:of 58, 9out

ammer-& Market

mm coenties;

fo t/me// f// 1t ?c,/a/adwsms or cra/f f mnk/m T cnu)/omn D/.. mbuﬁ; 5,
(800) 342-5236. Please read the prospectus carefully before i




Mission Statement

Franklin Templeton's corporate
values are posted in our offices
around the globe. These are the
principles that guide how we
do business, how we treat our
clients and how we work with

each other.

Qur mission is to be the premier global investment management organization.

Guided by our corporate values and unique perspective, we achieve this mission

by offering high-quality investment solutions, providing outstanding service and

attracting, motivating and retaining talented people.

Our corporate values reflect what is most important to us as a company.
Put Clients First

We strive to know and meet our clients’ needs, and we fully accept our fiduciary

responsibility to protect shareholders’ interests.

Build Relationships
We work to establish enduring relationships with our clients and business

partners. We value collaboration and cooperation in our workplaces.

Achieve Quality Results
We value professional excellence and expertise, and we work rogether to

produce consistent, competitive results for our clients.

Work with Integrity
We speak and act in an honest manner. We believe in being accountable for

the impact we have on others.

‘| analyze risk from every angle to ensure our portfolio managers
make the most informed decisions for our customers.”

Wylie Jollette
GLOBAL INVESTMENT RISK.MANAGEMENT, UNITED STATES




Global Perspective with Local Expertise

As the global economy has become increasingly complex and interconnected, the nature of global investing continues
ta evolve. True global diversification requires more than analyzing international markets from afar; it requires local

knowledge dnd an understanding of market nuances.

Resources on the Ground, Across the Globe

iRy § ﬁ&%y%

» Offices in 35 countries
¥ 15 global trading operations
» 39 research offices

9. Includes joint venture partners with Franklin Templeton lnvestments,




Our global perspective is built on decades of firsthand experience navigating the world’s local market:

A pioneer

in global investing, we have developed an extensive network of research offices and investment professionals in
offic

s around the world—all leveraging a single global trading platform and risk management process.

Chi Minh City®
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Corporate Citizenship

At Franklin Templeton Investments, we believe that Corporate Citizenship is a critical
link between integrity and performance—how we do the right things the right way in

order to deliver value to our stockholders, clients, employees, and our communities.
Citizenship is embedded in our corporate values and is an important element of how

we achieve success in working with all of our key stakeholders.

Being Accountable

Our success is built upon our
reputation for excellence and integrity
in all aspects of our business. Tt is
essential that our stockholders,
clients, mutual fund shareholders
and business partners have confidence
in our governance, ethics and

compliance practices.

Serving Our Clients

We believe that the investments we
make on behalf of our clients are
helping to create opportunities for
economic growth around the world,
and our ability to succeed is
dependent upon serving our clients
and delivering strong results. To do
this, we combine our disciplined
investment approach with global
reach and a fundamental belief of

providing outstanding service.

Being an Employer of Choice

As a premier global investment
management organization, we know
that our business is dependent upon
having a high-performing, committed
workforce. We focus on engaging our
employees, cultivating their skills and
talents, and retaining them as engaged
members of our global team. It is
Franklin Templeton’s policy to employ,
promote, and otherwise treat any and
all employees and applicants on the
basis of merit, qualifications and

competence.

Managing Our Environmental Impact
We seek to limit the effects of our
operations on the environment
through tracking and managing
energy use, water consumption
and carbon emissions, In addition,

Key Highlights

» During global volunteer month,
27 offices organized 78 projects
that engaged over 2,100 volunteers
in community service projects.

¥ With the addition of Poland and

London, we now have 25 active
employee volunteer commitiees.

» At our San Mateo headquarters,
we installed clean energy technology,
a power generation system that
produces electricity in parallel with
the existing utility grid.

» Energy management efforts at the
firm's main office have resulted in
a 9% reduction in absolute carbon
emissions since 2007.

we are increasingly seeing the
influence of these issues within the

investment world.

Supporting Our Communities

We strive to make our communities
stronger and more vibrant places to
live, work and do business. Through
direct contributions and the efforts of
our dedicated employee volunteers,
we work with over 500 nonprofit
organizations and schools around the

world each year.

We invite you to learn the details

of our commitment to Corporate
Citizenship at franklinresources.com/
citizenship.

o




i
)

o

b

)
K

G G

.

B “éﬁ"

e
i

o

R
o

&fﬁ,ﬂ% . .
. sé%ié i %ﬁz ;},5‘:, 5
D

s

.
.

e

.
:‘@? o
S

.

.
’A




SEC

UNITED STATES Malil Processing
SECURITIES AND EXCHANGE COMMISSION Sgction
Washington, D.C. 20549 E 90
' FORM 10-K AN 25 201
(MARK ONE) Was“’"QtOn (2]o

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EMANGE ACT OF 1934

For the fiscal year ended September 30, 2012
or

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

Registrant’s telephone number, including area code: (650) 312-2000
Securities registered pursuant to Section 12(b) of the Act:

Title of each class ‘ Name of each exchange on which registered
Common Stock, par value $.10 per share New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:
None
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
YES 0O NO

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.
O YES NO
Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and
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PART 1

Forward-looking Statements. In addition to historical information, this Annual Report on Form 10-K contains
forward-looking statements that involve a number of known and unknown risks, uncertainties and other important
factors, including the risks and other factors discussed in Item 1A (“Risk 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. When used in this report, words or phrases generally written in the future tense and/or preceded by words
such as “will,” “may,” “could,” “expect,” “believe,” “anticipate,” “intend,” “plan,” “seek,” “‘estimate,” or other similar
words are “forward-looking statements™ as defined in the Private Securities Litigation Reform Act of 1995. Moreover,
statements in Risk Factors, “Management's Discussion and Analysis of Financial Condition and Results of
Operations” (“MD&A”) and elsewhere in this report that speculate about future events are forward-looking statements.

93 & &6

While forward-looking statements are our best prediction at the time that they are made, you should not rely on
them. 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. We caution you against relying
on any of these forward-looking statements. 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 Annual Report on Form
10-K 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.

Item 1. Business.
OVERVIEW

Franklin Resources, Inc. (“Franklin”) is a holding company that, together with its various subsidiaries (collectively,
the “Company”), operates as Franklin Templeton Investments®. We are a global investment management organization
committed to the aim of delivering strong investment performance for our clients by drawing on the experience and
perspective gained throughout our 65 years in the investment management business. We believe in the value of active
investment management, and plan to continue to build on our strengths while pursuing new growth opportunities.
Franklin is regulated as a bank holding company under the Bank Holding Company Act of 1956, as amended (the “BHC
Act”), and has elected to be a financial holding company under the Gramm-Leach-Bliley Act (the “GLB Act”). The
common stock of Franklin is traded on the New York Stock Exchange (the “NYSE”) under the ticker symbol “BEN,”
and is included in the Standard & Poor's 500 Index.

We offer investment choices under our Franklin®, Templeton®, Mutual Series®, Bissett®, Fiduciary Trust™, Darby®
and Balanced Equity Management™ brand names. When used in this report, unless the context otherwise makes clear,
our “funds” means all of the Franklin, Templeton, Mutual Series and Bissett mutual funds. In this report, words such
as “we,” “us,” “our” and similar terms refer to the Company.

We provide investment management and related services to investors in jurisdictions worldwide through products
that include U.S.- and non-U.S.-registered open-end and closed-end funds (“U.S. Funds” and “Non-U.S. Funds”),
unregistered funds, and institutional, high net-worth and separately-managed accounts (collectively, our “sponsored
investment products”). As of September 30, 2012, we had $749.9 billion in assets under management (“AUM”) with
approximately 23.0 million billable shareholder accounts worldwide. In addition to investment management, our
services include fund administration, sales, distribution, shareholder services, transfer agency, trustee, custodial and
other fiduciary services, as well as select private banking services. Our sponsored investment products include a broad
range of equity, hybrid, fixed-income and cash management funds and accounts, including multi-asset allocation
strategies and alternative investment products. We also manage certain sub-advised investment products which may
be sold to the public under one of our brand names or those of other companies or on a co-branded basis.

The investment funds that we manage have various investment objectives designed to meet the needs and goals
of different investors. Most of the investiment funds we manage are open-end mutual funds that continuously offer their
shares to investors. We also offer closed-end funds that issue a set number of shares to investors in a public offering
and the shares are then traded on a public stock exchange. Since the funds themselves do not have direct employees,



to support their operations, the funds contract with separate entities, including our subsidiaries, to provide the investment
management and related services they require. An investment advisory entity manages a fund's portfolio of securities
in accordance with the fund's stated objectives. Investors may purchase shares of an open-end fund through a broker/
dealer, bank or other intermediary which may provide investment advice to the investor, while investors may purchase
shares of a closed-end fund on the stock exchange where the fund is traded. Broker/dealers and other intermediaries
may earn fees and commissions and receive other compensation with respect to the fund shares sold to investors.

The business and regulatory environments in which we operate remain complex, uncertain and subject to change.
In the U.S., the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (the “Reform Act”) imposes
additional restrictions and limitations on our business, and we expect that the Foreign Account Tax Compliance Act
(“FATCA”) will cause us to incur significant administrative and compliance costs. We will continue to review and
evaluate the Reform Act and FATCA and the extent of their impact on our business as the various rules and regulations
required for implementation are adopted. We are also subject to numerous regulations by U.S. and non-U.S. regulators
that add further complexity to our ongoing global compliance operations. :

We continue to focus on the long-term investment performance of our sponsored investment products and on
providing high quality customer service to our clients. The success of these and other strategies may be affected by the
Risk Factors discussed below in Item 1A of Part I of this Annual Report, and other factors as discussed in this section.

COMPANY HISTORY AND ACQUISITIONS

The Company and its predecessors have been engaged in the investment management and related services business
since 1947. Franklin was incorporated in Delaware in November 1969 and originated our mutual fund business with
the Franklin family of funds. The Franklin Funds are known for U.S. taxable and tax-free fixed-income funds, hybrid
funds and growth-oriented equity funds. We have expanded our business, in part, by acquiring companies engaged in
the investment management and/or related services business.

In October 1992, we acquired substantially all of the assets and liabilities of the investment management and
related services business of Templeton, Galbraith & Hansberger Ltd. This acquisition added the Templeton family of
funds to our organization. The Templeton funds are known for their global investment strategies and value style of
investing.

In November 1996, we acquired certain assets and liabilities of Heine Securities Corporation, including Mutual
Series Fund Inc., now known as Franklin Mutual Series Fund Inc. (“Mutual Series”), which provided investment
management services to various accounts and investment companies. Mutual Series is known for its value-oriented
equity funds.

In July 2000, we expanded our business in Korea when we purchased all of the remaining outstanding shares of
a Korean investment management company, Ssangyong Templeton Investment Trust Management Co., Ltd., in which
we previously held a partial interest, making us one of the largest independent foreign money managers in Korea. The
company has been renamed Franklin Templeton Investment Trust Management Co., Ltd.

In October 2000, we acquired all of the outstanding shares of Bissett & Associates Investment Management Ltd.
(“Bissett”). Bissett now operates as part of our Canadian subsidiary, Franklin Templeton Investments Corp. With the
acquisition of Bissett, we added Bissett’s family of Canadian taxable fixed-income and growth-oriented equity mutual
funds to our then existing Canadian based funds (some of which we previously acquired as part of the Templeton family
of funds).

In April 2001, we acquired all of the outstanding shares of Fiduciary Trust Company International (“Fiduciary
Trust”), a bank organized under the New York State Banking Law. Fiduciary Trust provides investment management
and related services to high net-worth individuals and families and institutional clients.

In July 2002, our subsidiary, Franklin Templeton Asset Management (India) Private Limited (“FTAMIPL”),
acquired all of the outstanding shares of Pioneer ITI AMC Limited (“Pioneer”). In April 2007, we completed the
purchase of the remaining 25% interest in each of FTAMIPL and Franklin Templeton Trustee Services Private Limited,
each located in India, making us the largest wholly foreign owned investment manager in India.



In October 2003, we expanded our private equity investment management services in emerging markets when
we acquired all of the remaining outstanding shares of Darby Overseas Investments, Ltd. and all of the remaining
outstanding limited partnership interests of Darby Overseas Partners, L.P. (collectively, “Darby”), in which we
previously held a partial interest. Darby, based in Washington, D.C., sponsors and manages funds for institutional
investors and high net-worth individuals that invest primarily in emerging markets through private equity and mezzanine
finance transactions, including regional and specialized sector funds.

In July 2006, we completed the purchase of all of the remaining interests in a Brazilian investment management
company, Bradesco Templeton Asset Management Ltda., in which we previously held a partial interest. The company
has been renamed Franklin Templeton Investimentos (Brasil) Ltda.

In January 2011, we acquired all of the outstanding shares of a specialty U.K. equity manager, Rensburg Fund
Management Limited (“Rensburg”). Rensburg has been renamed Franklin Templeton Fund Management Limited.

In July 2011, we acquired all of the outstanding shares of a specialty Australian equity manager, Balanced Equity
Management Pty. Limited.

INVESTMENT MANAGEMENT AND RELATED SERVICES

We derive our revenues from providing investment management and related services to our sponsored investment
products and the sub-advised products that we manage. Our investment management fees, which represent a majority
of our revenues, depend to a large extent on the amount of AUM and the types of services provided. Sales and distribution
fees, also a large source of our revenues, consist of sales charges and commissions derived from sales and distribution
of our sponsored investment products.

Our business is conducted through our subsidiaries, including those registered with the United States Securities
and Exchange Commission (the “SEC”) as investment advisers under the Investment Advisers Act of 1940, as amended
(the “Advisers Act”), subsidiaries registered as equivalent investment advisers in jurisdictions including Australia,
Brazil, Canada, Hong Kong, India, Japan, Korea, Malaysia, Mexico, Singapore, The Bahamas, the United Arab Emirates,
the U.K. and certain other subsidiaries.

Categories of AUM

Our fees for providing investment management services are generally based upon the market value of AUM in
the accounts that we advise, the investment category of the account and the types of services that we provide for an
account. As of September 30,2012, AUM by investment category held by investors on a worldwide basis was as follows:

Percentage of

Type of Asset Value in Billions Total AUM
Equity
Growth pdtential, income potential, value or various combinations thereof... $ 297.1 39%
Hybrid
Asset allocation, balanced, flexible and income-mixed funds. . ............ 110.1 15%
Fixed-Income
Both long-term and short-term. . ... ... ... i ' 336.3 45%
Cash Management
Short-term Hquid @SSets . . . .. ..ottt i e e e 6.4 1%

Total. . ... e $ 749.9 100%




Broadly speaking, the change in the net assets of our sponsored investment products depends primarily upon two
factors: (1) the increase or decrease in the market value of the securities held in the portfolio of investments; and (2) the
level of sales (inflows) as compared to the level of redemptions (outflows). We are subject to the risk of asset volatility
resulting from changes in the global financial and equity markets. In addition, changing market conditions may cause
a shift in our asset mix between international and U.S. assets, potentially resulting in a decline in our revenues and
income depending upon the nature of our AUM and the level of management fees we earn based on our AUM. Despite
the risk of volatility, we believe that we are more competitive as a result of the greater diversity of our sponsored
investment products available to our clients.

Bypes of Investment Management and Related Services
1. Investment Management Services

We provide our investment management services pursuant to agreements in effect with each of our sponsored
investment products and the sub-advised products that we manage. Our investment management services include
services to managed accounts for which we have full investment discretion, and to advisory accounts for which we
have no investment discretion. Advisory accounts for which we do not have investment discretion may or may not
include the authority to trade for the account. Our services include fundamental investment research and valuation
analyses, including original economic, political, industry and company research, and analyses of suppliers, customers
and competitors. Our company research utilizes such sources as company public records and other publicly available
information, management interviews, company prepared information, and company visits and inspections. Research
services provided by brokerage firms are also used to support our findings. Our management fee on an account varies,
among other things, with the types of services that we provide for the account.

Our subsidiaries that provide discretionary investment management services for our sponsored investment
products and sub-advised products either perform or obtain investment research and determine which securities the
sponsored investment products or sub-advised products will purchase, hold or sell under the supervision and oversight
of the funds’ boards of directors or trustees, if applicable. In addition, these subsidiaries may take all appropriate steps
toimplement such decisions, including arranging for the selection of brokers and dealers and the execution and settlement
of trades in accordance with detailed criteria set forth in the management agreement for each account, internal policies,
and applicable law and practice. Our subsidiaries conducting non-discretionary investment management services
perform investment research for our clients and make recommendations as to which securities the clients purchase,
hold or sell. In such cases, the subsidiaries may or may not perform trading activities for the products.

Through our subsidiaries, we compensate the personnel who serve as officers of our funds, in addition to the
personnel necessary to conduct such funds’ day-to-day business operations. The funds themselves do not have direct
employees. Our subsidiaries either provide or arrange for the provision of: office space, telephone, office equipment
and supplies; trading desk facilities; authorization of expenditures and approval of bills for payment; preparation of
registration statements, proxy statements and annual and semi-annual reports to fund shareholders, notices of dividends,
capital gains distributions and tax credits, and other regulatory reports; the daily pricing of fund investment portfolios,
including collecting quotations from pricing services; accounting services, including preparing and supervising
publication of daily net asset value quotations, periodic earnings reports and other financial data; services to ensure
compliance with securities regulations, including recordkeeping requirements; preparation and filing of tax reports;
the maintenance of accounting systems and controls; and other administrative services. The funds generally pay their
own expenses, such as external legal, custody and independent audit fees, regulatory registration fees, and other related
expenses. The funds also share in board and shareholder meeting and reporting costs.

Most of our investment management agreements between our subsidiaries and our U.S. Funds must be renewed
each year (after an initial two-year term), and must be specifically approved at least annually by a vote of each fund’s
board of directors or trustees as a whole and separately by the directors/trustees that are not interested persons of such
fund under the Investment Company Act of 1940 (the “Investment Company Act”), or by a vote of the holders of a
majority of such fund’s outstanding voting securities. Our U.S. agreements automatically terminate in the event of their
“assignment,” as defined in the Investment Company Act. In addition, either party may terminate such an agreement
without penalty after prior written notice. If agreements representing a significant portion of our AUM were terminated,
it would have a material adverse impact on us.



Under the majority of our investment management agreements, the funds pay us a monthly fee in arrears based
upon the fund’s average daily net assets. Annual fee rates under our various global agreements are often reduced as net
assets exceed various threshold levels. Annual rates also vary by investment objective and type of services provided.
Our agreements generally permit us to provide services to more than one fund and to other clients so long as our ability
to render services to each of the funds is not impaired, and so long as purchases and sales of portfolio securities for
various advised funds are made on an equitable basis.

We use a “master/feeder” fund of funds structure in certain situations. This structure allows an investment adviser
to manage a single portfolio of securities at the “master fund” level and have multiple “feeder funds” that invest
substantially all of their respective assets into the master fund. Individual and institutional shareholders invest in the
“feeder funds,” which can offer a variety of service and distribution options. A management fee may be charged either
at the master fund level or the feeder fund level depending on the specific requirements of the fund, although funds
also involving performance fees or carried interest will typically charge these together with management fees at the
master fund level. Administrative, shareholder servicing and custodian fees are often waived at the feeder fund level
and only charged at the master fund level, although the feeder funds will indirectly bear their pro-rata share of the
expenses of the master fund as an investor in the master fund. Fees and expenses specific to a feeder fund may be
charged at the level of that feeder fund. In the U.S., our funds of funds enter into expense allocation arrangements with
their affiliated underlying funds pursuant to which the underlying funds pay certain expenses of the fund of funds.

For our U.S. Funds, our management personnel and the fund directors or trustees regularly review the investment
management fee structures for the funds in light of fund performance, the level and range of services provided, industry
conditions and other relevant factors. Investment management fees are generally waived or voluntarily reduced when
a new fund is established and then increased to contractual levels within an established timeline or as net asset values
reach certain levels.

Our Non-U.S. Funds, unregistered funds, institutional, high net-worth and separately-managed accounts, and the
sub-advised products that we manage, have various termination rights and review and renewal provisions.

2, Sales, Distribution and Marketing

A significant portion of our revenues are generated from providing sales and distribution services. Our mutual
funds and certain other products generally pay us distribution fees in return for sales, distribution and marketing efforts
on their behalf. Fund shares are sold primarily through a large network of mdependent intermediaries, including broker/
dealers, financial advisers and other third parties.

Franklin/Templeton Distributors, Inc. (“FTDI”) acts as the principal underwriter and distributor of shares of most
of our open-end U.S. Funds. Certain of our non-U.S. subsidiaries provide sales, distribution and marketing services to
our Non-U.S. Funds distributed outside the U.S. Some of our Non-U.S. Funds, particularly the Luxembourg-domiciled
Franklin Templeton Investment Funds Société d’Investissement a Capital Variable (“SICAV™), are distributed globally
on a cross-border basis, while others are distributed exclusively in local markets. We earn sales and distribution fees
primarily by distributing our funds pursuant to distribution agreements between FTDI or our non-U.S. subsidiaries and
the funds. Under each distribution agreement, we offer and sell the fund’s shares on a continuous basis and pay certain
costs associated with selling, distributing and marketing the fund’s shares, including the costs of developing and
producing sales literature, shareholder reports and prospectuses, which may then be either partially or fully reimbursed
by the funds.

Most of our retail funds are distributed with a multi-class share structure. We adopted this share structure to
provide investors with more sales charge alternatives for their investments. Certain share classes, such as Class A shares,
are sold without a front-end sales charge to shareholders when certain investment criteria are met, although our
distribution subsidiaries pay an up-front commission to financial intermediaries on these sales. Class B shares, which
are available in some of our Non-U.S. Funds, have no front-end sales charges, but instead have a declining schedule
of sales charges (called contingent deferred sales charges) if the investor redeems within a certain number of years
from the original purchase date. Although our open-end U.S. Funds that had offered Class B shares no longer offer
these shares, existing Class B shareholders may continue to exchange shares into Class B shares of different funds and
may continue to reinvest dividends on Class B shares in additional Class B shares. All remaining Class B shares in our
U.S. Funds will convert to Class A shares by March 2013. Class C shares also have no front-end sales charges, although



our distribution subsidiaries pay an up-front commission to-financial intermediaries on these sales. Class C shares do
have a back-end sales charge for redemptions within 12 months from the date of purchase. Although Class C shares
are generally more costly to us in the year of sale, they allow us to be competitive by increasing our presence in various
distribution channels. Class R shares are available for purchase by certain retirement, college savings and health savings
plan accounts in the U.S. only. Outside of the U.S., we offer additional share classes and unit series in response to local
needs.

In the U.S., we also offer Advisor Class shares in many of our Franklin and Templeton funds, and we offer Class
Z shares in the Mutual Series funds, both of which have no sales charges. Advisor and Class Z shares are offered to
certain qualified financial intermediaries, institutions and high net-worth clients (both affiliated and unaffiliated) who
have assets held in accounts managed by a subsidiary of Franklin and are also available to our full-time employees and
current and former officers, trustees and directors. In the U.S., we also offer money market funds to investors without
a sales charge. Under the terms and conditions described in the prospectuses or the statements of additional information
for some funds, certain investors can purchase shares at net asset value or at reduced sales charges. Outside the U.S.,
we offer share classes similar to the Advisor Class shares to certain types of investors, although depending upon the
fund and the country(ies) in which the fund is domiciled, the equivalent share class may be offered on a more restrictive
or less restrictive basis than the similar U.S. Advisor Class shares.

Some of our insurance products funds offered for sale in the U.S. offer a four-class share structure, Class 1, Class
2, Class 3 and Class 4 shares, which are offered at net asset value without a sales charge directly to insurance company
separate accounts, certain qualified plans and other mutual funds (funds of funds).

Internationally, we offer types of share classes based on the local needs of the investors in a particular market,
subject to applicable regulations which may change over time. In the majority of cases, investors in any class of shares
may exchange their shares for a like class of shares in another fund, subject to certain fees that may apply. Our Non-
U.S. Funds have sales charges and fee structures that vary by region.

We derive nearly all of our fund sales through third-party broker/dealers and other similar intermediaries. The
distribution agreements with our open-end U.S. Funds generally provide for FTDI to pay commission expenses for
sales of fund shares to qualifying broker/dealers and intermediaries. These broker/dealers receive various sales
commissions and other fees from FTDI for services in matching investors with funds whose investment objectives
match such investors’ goals and risk profiles. Broker/dealers may also receive fees for their assistance in explaining
the operations of the funds and in servicing and maintaining investors’ accounts, and for reporting and various other
distribution services. We are heavily dependent upon these third-party distribution and sales channels and business
relationships. FTDI may also make payments to certain broker/dealers who provide marketing support services, as
described further below. There is increasing competition for access to these channels, which has caused our distribution
costs to rise and could cause further increases in the future as competition continues and service expectations increase.
As of September 30, 2012, approximately 1,500 local, regional and national banks, securities firms and financial adviser
firms offered shares of our open-end U.S. Funds for sale to the U.S. investing public, and approximately 3,600 banks,
securities firms and financial adviser firms offered shares of our cross-border Non-U.S. Funds for sale outside of the
U.S. In the U.S., we have approximately 90 general wholesalers who interface with financial intermediaries.

Most of our open-end U.S. Funds, with the exception of certain of our money market funds as well as certain
high net-worth and institutional funds, have adopted distribution plans under Rule 12b-1 (the “Rule 12b-1 Plans™)
promulgated under the Investment Company Act (“Rule 12b-17). Under the Rule 12b-1 Plans, the funds bear certain
expenses relating to the distribution of their shares, such as expenses for marketing, marketing support, advertising,
printing and sales promotion, and may provide for the funds to reimburse such expenses that FTDI incurs in distributing
the funds, subject to the Rule 12b-1 Plans’ limitations on amounts. Each fund has a percentage limit for these types of
expenses based on its average daily net AUM. In 2010, the SEC proposed changes to Rule 12b-1 which, if adopted,
could limit our ability to recover expenses relating to the distribution of our funds.

The Rule 12b-1 Plans are established for one year terms and must be approved annually by each fund’s board of
directors or trustees and by a majority of its directors or trustees who are not interested persons of the fund under the
Investment Company Act (the “disinterested fund directors/trustees”). All of these Rule 12b-1 Plans are subject to
termination at any time by a majority vote of the disinterested fund directors/trustees or by the particular fund



shareholders. Fees from the Rule 12b-1 Plans that FTDI receives as revenues are paid primarily to third-party broker/
dealers who provide services to the shareholder accounts and engage in distribution activities. Similar arrangements
exist with the distribution of our Non-U.S. Funds where, generally, our subsidiary that distributes the funds in the local
market arranges for and pays commissions and certain other fees to banks and other intermediaries, a portion of which
fees is paid from maintenance fees received by the subsidiary and a portion of which may derive from the management
fees paid to our various affiliates by the funds.

FTDI and/or its affiliates may make the following additional payments to broker/dealers that sell shares of our
funds:

Marketing support payments. FTDI may make payments to certain broker/dealers who are holders or dealers of
record for accounts in one or more of our open-end U.S. Funds. Consistent with the provisions and limitations set forth
in a fund’s Rule 12b-1 Plan, the fund may reimburse FTDI for payments made to broker/dealers for the cost of some
or all of the marketing support payments. A broker/dealer’s marketing support services may include business planning
assistance, advertising, educating broker/dealer personnel about the funds and shareholder financial planning needs,
placement on the broker/dealer’s list of offered funds, and access to sales meetings, sales representatives and
management representatives of the broker/dealer. FTDI compensates broker/dealers differently depending upon, among
other factors, sales and asset levels, and the level and/or type of marketing and educational activities provided by the
broker/dealer. Such compensation may include financial assistance to broker/dealers that enable FTDI to participate
in and/or present at conferences or seminars, sales or training programs for invited registered representatives and other
employees, client and investor events and other broker/dealer-sponsored events. These payments may vary depending
upon the nature of the event. FTDI periodically reviews its marketing support arrangements to determine whether to
continue such payments. The statement of additional information for each retail U.S. Fund, provided to investors in
such funds upon request, provides a list of broker/dealers that receive such marketing support payments and the
maximum payments received. FTDI may also make marketing support payments to financial intermediaries that serve
as plan service providers to certain employer sponsored retirement plans in connection with activities intended to assist
in the sale of our open-end U.S. Funds to such plans. A portion of the marketing support payments may be reimbursable
to FTDI under the terms of a fund's Rule 12b-1 Plan. We may also make marketing support or similar payments to
intermediaries located outside the U.S. with respect to investments in Non-U.S. Funds.

Transaction support and other payments. FTDI may pay ticket charges per purchase or exchange order placed
by a broker/dealer or one-time payments for ancillary services, such as setting up funds on a broker/dealer’s fund trading
system. From time to time, FTDI, at its expense, may make additional payments to broker/dealers that sell or arrange
for the sale of shares of our U.S. Funds. FTDI routinely sponsors due diligence meetings for registered representatives
during which they receive updates on various funds and are afforded the opportunity to speak with portfolio managers.
Invitation to these meetings is not conditioned on selling a specific number of shares. Those who have shown an interest
in our funds, however, are more likely to be considered. To the extent permitted by their firm’s policies and procedures,
registered representatives’ expenses in attending these meetings may be covered by FTDI. Similar payments may be
made by our non-U.S. subsidiaries that distribute our Non-U.S. Funds to third party distributors of such funds.

Other compensation may be offered to the extent not prohibited by federal or state laws or any self-regulatory
agency, such as the Financial Industry Regulatory Authority (“FINRA”). FTDI makes payments for events it deems
appropriate, subject to FTDI’s guidelines and applicable law.

3. Shareholder and Transfer Agency Services

We receive shareholder servicing fees for providing transfer agency services, which include providing customer
statements, transaction processing, customer service, and tax reporting. One of our subsidiaries, Franklin Templeton
Investor Services, LLC (“FTIS”), serves as shareholder servicing and dividend-paying agent for our open-end U.S.
Funds. FTIS is registered with the SEC as a transfer agent under the Securities Exchange Act of 1934. Generally, FTIS
is compensated under an agreement with each fund on the basis of an annual per account fee that varies with the fund
and the type of services being provided. FTIS also is reimbursed for out-of-pocket expenses. Other subsidiaries provide
similar services to our Non-U.S. Funds, and in some cases are compensated based on AUM.

FTIS may also pay servicing fees to third-party intermediaries primarily to help offset costs associated with client
account maintenance support, statement preparation and transaction processing. Such third parties: (i) maintain omnibus



accounts with the fund in the institution’s name on behalf of numerous beneficial owners of fund shares; or (ii) provide
support for fund shareholder accounts by sharing account data with FTIS through the Depository Trust & Clearing
Corporation systems. The funds reimburse FTIS for these third party payments.

4, High Net-Worth Investment Management and Related Services

Through Fiduciary Trust (including its trust company and investment adviser subsidiaries), we provide investment
management and related services to,among others, high net-worth individuals and families, foundations and institutional
clients. Similarly, through our Canadian high net-worth business unit, Fiduciary Trust Company of Canada (“FTCC”),
we provide services and offer sponsored investment products to high net-worth individuals and families. Our high net-
worth client business seeks to maintain relationships that span generations and help families plan the most appropriate
method of intergenerational wealth transfer.

Individual client assets are typically held in accounts separately managed by individual portfolio managers. These
portfolio managers determine asset allocation and stock selection for client accounts, taking into consideration each
client’s specific long-term objectives while utilizing our macroeconomic and individual stock research.

Fiduciary Trust services that focus on managing family wealth from generation to generation include wealth
management and estate and tax planning. We offer clients personalized attention and estate planning expertise in an
integrated package of services known as Family Resource Management® (“FRM”). Services under FRM provide clients
with an integrated strategy to optimize wealth accumulation and maximize after-tax wealth transfer to the next
generation. Evaluation of third-party investment management products or services is performed by the Strategic
Advisory Group, an investment advisory group within Fiduciary Trust.

5. Institutional Investment Management

We provide a broad array of investment management services to institutional clients, focusing on foundations,
endowment funds and government and corporate pension plans. Our subsidiaries offer a wide range of both U.S. and
international equity, fixed-income and alternative strategies through a variety of investment vehicles, including separate
accounts, open-end and closed-end funds and unregistered funds. In the U.S., we generally operate our institutional
business under the trade name “Franklin Templeton Institutional.”

Through various legal entities, including Franklin Templeton Institutional, LLC and various non-U.S. subsidiaries,
we distribute and market globally the different capabilities of our various subsidiaries under the Franklin, Templeton,
Mutual Series, Bissett, Darby and Balanced Equity Management brand names. We primarily attract new institutional
business through our strong relationships with pension and management consultants, direct sales efforts and additional
mandates from our existing client relationships, as well as from our responses to requests for proposals.

Our U.S. retirement business is conducted through divisions of FTDI that work closely with sponsors, consultants,
record keepers and financial advisors of defined contribution plans, including 401(k) plans, variable annuity products
and individual retirement accounts (“IRAs”). We offer our capabilities to the U.S. retirement industry through a number
of investment options, including sub-advised portfolios, funds, education savings plans and variable insurance funds.

Through our various subsidiaries, we also market and distribute our sponsored investment products to separately-
managed accounts. Our subsidiaries, Franklin Templeton Financial Services Corp. and Templeton/Franklin Investment
Services, Inc., also serve as direct marketing broker/dealers for institutional investors for certain of our institutional
mutual and private funds.

6. Trust and Custody

Through various trust company subsidiaries, including Fiduciary Trust, we offer trust, custody and related services,
including administration, performance measurement, estate planning, tax planning and private banking. We provide
planned giving administration and related custody services for non-profit organizations, including pooled income funds,
charitable remainder trusts, charitable lead trusts and gift annuities, for which we may or may not act as trustee. Our
other subsidiaries involved in the trust business, either as trust companies or companies investing in trust companies,
have full trust powers. Our subsidiary, Franklin Templeton Bank & Trust, F.S.B. (‘“FTB&T”), a federally chartered
savings bank, among other functions, exercises full trust powers and serves primarily as custodian of IRAs and business
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retirement plans invested solely in Franklin Templeton funds. FTB&T also provides Advisor Directed Trust®, a directed
trust service.

7. Alternative Investment Products Management

Darby is primarily engaged in sponsoring and managing funds that invest in private equity and mezzanine finance
transactions in emerging markets in Asia, Latin America and Central/Eastern Europe. Darby offers these investment
funds through private placements to institutional and high net-worth individual investors.

Templeton Asset Management Ltd., an investment adviser, sponsors and manages a limited number of investment
partnerships that also invest primarily in emerging markets in Asia, Latin America and Central/Eastern Europe.

Franklin Templeton Institutional, LLC, an investment adviser, manages investment partnerships that invest in
funds with exposure to global real estate opportunities.

Franklin Advisers, Inc. (“FAI”), an investment adviser, manages an investment partnership that invests in
derivatives across the global equity, global government bond and currency markets. FAI creates tactical long and short
positions within the partnership based on a daily review of macroeconomic and valuation factors to determine the
relative attractiveness of asset classes to each other as well as the attractiveness of individual factors within asset classes.

8. Select Private Banking

Fiduciary Trust, with assets of $901.6 million and deposits of $611.0 million as of September 30, 2012, is insured
by the Federal Deposit Insurance Corporation (“FDIC”), and provides private banking services primarily to high net-
worth clients who maintain trust, custody and/or management accounts. Fiduciary Trust's private banking and credit
products include, among others, loans secured by marketable securities, deposit accounts and other banking services.
Deposits generally include demand and savings deposits, primarily from our private banking clients.

FTB&T, with assets of $187.6 million and deposits of $60.7 million as of September 30, 2012, is also insured
by the FDIC. FTB&T currently provides limited lending services. to existing Fiduciary Trust and FTB&T customers.

Summary of Our Sponsored Investment Products

Our sponsored investment products are offered globally to retail, institutional, high net-worth and separate account
clients, which include individual investors, qualified groups, trustees, tax-deferred (such as IRAs in the U.S. and
retirement saving plans, or RSPs, in Canada) or money purchase plans, employee benefit and profit sharing plans, trust
companies, bank trust departments and institutional investors. Our sponsored investment products include portfolios
managed for some of the world’s largest corporations, endowments, charitable foundations and pension funds, as well
as wealthy individuals and other institutions. We use various investment techniques to focus on specific client objectives
for these specialized portfolios.

1. Investment Objectives Overview

The sponsored investment products that we offer accommodate a variety of investment goals, spanning the
spectrum of our clients’ risk tolerance - from capital appreciation (with our more growth-oriented products) to capital
preservation (with our fixed-income offerings). In seeking to achieve such objectives, each portfolio emphasizes
different strategies and invests in different types of instruments.

Our equity investment products include some that are considered value-oriented, others that are considered
growth-oriented, and some that use a combination of growth and value characteristics, generally identified as blend or
core products. Value investing focuses on identifying companies that our research analysts and portfolio managers
believe are undervalued based on a number of different factors, usually put in the context of historical ratios such as
price-to-earnings or price-to-book value; however, we also consider the future earnings potential of each individual
company on a multi-year basis. Growth investing focuses on identifying companies that our research analysts and
portfolio managers believe have sustainable growth characteristics, meeting our criteria for sustainable growth potential,
quality and valuation. In this effort, the key variables we examine include: market opportunity (overall size and growth);
competitive positioning of the company; assessment of management (strength, breadth, depth, and integrity) and
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execution of plans; and the general financial strength and profitability of the enterprise, to determine whether the growth
and quality aspects are properly reflected in the current share price. Paramount to all of our different equity products
is the incorporation of independent, fundamental research through our own collaborative in-house group of investment
professionals. Our approach across the variety of equity products we manage emphasizes bottom-up stock selection
within a disciplined portfolio construction process, and is complemented by our ongoing assessment of risk at both the
security and portfolio levels.

Portfolios seeking income generally focus on one or more of the following securities: taxable and tax-exempt
money market instruments; tax-exempt municipal bonds; global fixed-income securities; and fixed-income debt
securities of corporations, of the U.S. government and its sponsored agencies and instrumentalities, such as the
Government National Mortgage Association, the Federal National Mortgage Association and the Federal Home Loan
Mortgage Corporation, or of the various states in the U.S. Others focus on investments in particular countries and
regions.

2. Types of Sponsored Investment Products
As of September 30, 2012, our AUM was $749.9 billion.

Our U.S. Funds (including open-end and closed-end funds and our insurance products trust) accounted for $416.3
billion of AUM as of September 30, 2012. Our five largest U.S. Funds and their AUM were Franklin Income Fund
($68.6 billion), Templeton Global Bond Fund ($63.2 billion), Mutual Global Discovery Fund ($18.1 billion), Templeton
Growth Fund ($15.1 billion) and Franklin California Tax-Free Income Fund ($14.8 billion). These five funds
represented, in the aggregate, 24% of total AUM.

Our cross-border products, which are comprised of a variety of investment funds domiciled in Luxembourg and
Ireland and registered for sale tonon-U.S. investors in 39 countries, accounted for $143.6 billion of AUM as of September
30, 2012. Our three largest cross-border funds and their AUM were FTIF - Templeton Global Bond Fund ($42.5 billion),
FTIF - Templeton Global Total Return Fund ($25.9 billion) and FTIF - Templeton Asian Growth Fund ($16.8 billion).
These three funds represented, in the aggregate, 11% of total AUM.

In addition to our cross-border products, in some countries we offer products for the particular local market.
These local/regional funds accounted for $41.6 billion of AUM as of September 30, 2012.

On a company-wide basis, our managed accounts, alternative investment products and trusts accounted for $148.4
billion of AUM as of September 30, 2012, of which $5.2 billion included Darby products and real estate, emerging
markets and global fixed-income investment partnerships.
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3. AUM by Product and Investment Categories

The following table shows AUM by the various types of our sponsored investment products and investment
categories as of September 30, 2012:

13

Other
Managed
Accounts,
Alternative
(in billions) Cross- Local/ Investment
U.S. Border Regional Products
CATEGORY INVESTMENT CLASSIFICATION Funds Funds Funds and Trusts Total
Equity
Asia-Pacific Invests primarily in equity securities
of companies located in the Asia-
Pacific region $ 22 % 210 $ 36 $§ 207 § 475
Canada Invests primarily in equity securities
of companies located in Canada — — 4.2 4.4 8.6
Europe, the Invests primarily in equity securities
Middle East and  of companies located in Europe, the
Africa Middle East and Africa 1.9 4.2 54 0.5 12.0
U.S. Invests primarily in equity securities
of companies located in the U.S. 67.1 5.7 1.5 7.9 82.2
Emerging Invests primarily in equity securities
Markets of companies located in developing
regions of the world 49 7.2 3.9 4.7 20.7
Global/ Invests primarily in equity securities
International of companies doing business either
worldwide or only outside of the U.S. 61.5 10.1 6.0 48.5 126.1
Total Equity 137.6 48.2 24.6 86.7 297.1
Hybrid/Balanced i
Asia-Pacific Invests primarily in equity and fixed-
income securities of companies
located in the Asia-Pacific region — — 1.2 1.9 3.1
Canada Invests primarily in equity and fixed-
income securities of companies
located in Canada — — 1.9 2.7 4.6
Europe, the Invests primarily in equity and fixed-
Middle East and  income securities of companies
Africa located in Europe, the Middle East and
Africa — 0.7 — — 0.7
U.S. Invests primarily in equity and fixed-
income securities of companies
located in the U.S. 80.3 1.3 — 17.5 99.1
Global/ Invests primarily in equity and fixed-
International income securities of companies doing
business either worldwide or only
outside of the U.S. 1.1 1.2 0.2 0.1 2.6
Total Hybrid/
Balanced 81.4 3.2 33 22.2 110.1




Other

Managed
Accounts,
Alternative
(in billions) Cross- Local/ Investment
U.S. Border Regional Products
CATEGORY INVESTMENT CLASSIFICATION Funds Funds Funds and Trusts Total
Fixed-Income
Asia-Pacific Invests primarily in debt securities
offered by companies and
governments located in the Asia-
Pacific region $ — $ 40 $ 46 $ 1.0 $ 96
Canada Invests primarily in debt securities of '
companies and governments located in
Canada — — 35 0.4 3.9
Europe, the Invests primarily in debt securities of
Middle Eastand companies and governments located in
Africa Europe, the Middle East and Africa — 1.0 — 4.7 5.7
Tax-Free Invests primarily in municipal bond
issuers located in the U.S. 78.5 — — 4.7 83.2
U.S. Taxable Invests primarily in taxable debt
securities of companies and
governments located in the U.S. 39.7 8.9 1.8 6.3 56.7
Emerging Invests primarily in taxable debt
Markets securities of companies and
governments located in developing
countries worldwide 1.3 8.1 — 7.5 16.9
Global/ Invests primarily in debt securities of
International companies and governments doing
business either worldwide or only
outside of the U.S. 73.0 69.6 2.8 149 1603
Total Fixed-
Income 192.5 91.6 12.7 39.5 3363
Cash Management Invests primarily in money market
instruments and short-term securities 4.8 0.6 1.0 — 6.4
Total $4163 § 1436 $ 416 $ 1484 $749.9

FINANCIAL INFORMATION ABOUT SEGMENT AND GEOGRAPHIC AREAS

Certain financial information about the Company's business segment and geographic areas is contained in Note
18 — Segment Information in the notes to consolidated financial statements in Item 8 of Part II of this Form 10-K, which
is incorporated herein by reference.

REGULATORY CONSIDERATIONS

Virtually all aspects of our business are subject to various federal, state, and international regulation and
supervision which continue to change and evolve over time. Consequently, there is uncertainty associated with the
regulatory environments in which we operate.

U.S. Regulation

In the U.S., we are currently subject to regulation and supervision by, among others, the SEC, FINRA, the Board
of Governors of the Federal Reserve System (the “FRB”), the FDIC, the Office of the Comptroller of the Currency (the
“OCC”), the Commodity Futures Trading Commission (“CFTC”) and the New York State Department of Financial
Services (“NYDFS”). '

The regulatory environments in which we operate remain uncertain and subject to change. The Reform Act, as
well as other legislative and regulatory changes, impose additional restrictions and limitations on us and will likely
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result in increased scrutiny and oversight of our financial services and products. Due to the complexity and broad scope
of the Reform Act and the time required for ongoing regulatory implementation, we are not able to predict at this time
all of the specific requirements that will be adopted by regulatory agencies having authority over us pursuant to the
Reform Act, or the impact that further changes in regulation would have on our business. The so-called “Volcker Rule”
provisions of the Reform Act restrict the ability of affiliates of insured depository institutions, such as Franklin, to
sponsor or invest in private funds or to engage in certain types of proprietary trading. While the Volcker Rule became
effective on July 21, 2012, final rules for its implementation have not yet been adopted. On April 19, 2012, the FRB
issued a Statement of Policy that confirmed that banking institutions will have two years from the effective date to
conform their activities to the requirements of the Volcker Rule. In addition to the rulemaking mandated by the Reform
Act, new rules adopted by the CFTC removed or limited previously available exemptions and exclusions which will
impose additional registration and reporting requirements for operators of certain mutual funds and certain other pooled
vehicles that use or trade in futures, swaps and other derivatives regulated by CFTC. These regulatory amendments
may require us to change certain of our mutual fund or other pooled vehicle business practices or register additional
entities with the CFTC.

We also expect that FATCA will cause us to incur significant administrative and compliance costs. FATCA, which
is intended to address tax compliance issues related to U.S. taxpayers holding non-U.S. accounts, will require non-U.S.
financial institutions to report to the Internal Revenue Service (“IRS”) information about financial accounts held by
U.S. taxpayers and impose withholding, documentation and reporting requirements on non-U.S. financial institutions.
FATCA remains subject to the adoption of applicable regulations by the IRS, and full implementation will be phased
in over a multi-year period, commencing in 2013. In addition, changes to the regulation of money market funds currently
under discussion could significantly change the structure and operations of those funds.

To the extent our operations or trading in our securities take place outside the U.S., we are subject to regulation
by non-U.S. regulations and regulators, and U.S. regulations and regulators such as the Department of Justice and the
SEC with respect to the Foreign Corrupt Practices Act of 1977.

The Advisers Act imposes numerous obligations on certain of our subsidiaries registered with the SEC as
investment advisers, including record keeping, operating and marketing requirements, disclosure obligations and
prohibitions on fraudulent activities. The Investment Company Act imposes similar obligations on the investment
companies that are advised by our subsidiaries. The SEC is authorized to institute proceedings and impose sanctions
for violations of the Advisers Act and the Investment Company Act, ranging from fines and censure to termination of
an investment adviser’s registration.

The Company and many of the investment companies advised by our various subsidiaries are subject to federal
securities laws and state securities and corporate laws, including those affecting corporate governance, such as the
Sarbanes-Oxley Act of 2002 and rules adopted by the SEC. As a NYSE-listed company, we are also subject to the rules
of the NYSE, including its corporate governance standards. The federal securities laws have also been augmented by
other measures, including the USA Patriot Act of 2001.

FINRA Conduct Rules limit the amount of aggregate sales charges that may be paid in connection with the
purchase and holding of investment company shares sold through broker/dealers. The effect of the rule is to limit the
amount of fees that could be paid pursuant to a fund’s Rule 12b-1 Plan to FTDI, our principal sales and distribution
subsidiary in the U.S., which earns distribution fees on the distribution of fund shares in the U.S. In 2010, the SEC
proposed changes to Rule 12b-1 which, if adopted, could limit our ability to recover expenses relating to the distribution
of our funds.

In addition, in connection with our banking services, we are a bank holding company and a financial holding
company subject to the supervision and regulation of the FRB and the restrictions, limitations and prohibitions of the
BHC Act, as amended by the GLB Act. Significant aspects of the Reform Act relate to changes in the regulation of
banks, thrifts, holding companies and related institutions, and the imposition of various restrictions and limitations on
certain activities of such entities. The Reform Act includes a number of measures that will increase capital and liquidity
requirements, impose limits on leverage, subject dividend payments, stock buybacks and other reductions of capital to
heightened regulatory scrutiny, and enhance supervisory authority and regulatory oversight of non-banking entities,
which may apply to our business.
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FRB policy historically has required bank holding companies to act as a source of strength to their banking
subsidiaries and to commit capital and financial resources to support those subsidiaries. The Reform Act codified this
policy as a statutory requirement. Such support may be required by the FRB at times when we might otherwise determine
not to provide it. In addition, under FRB policy bank holding companies should pay cash dividends on common stock
only out of income available from the previous fiscal year and only if prospective earnings retention is consistent with
anticipated future needs and financial condition.

The Federal banking agencies apply risk-based and leverage capital guidelines to evaluate the capital adequacy
of bank holding companies and depository institutions. The FRB's capital adequacy guidelines applicable to Franklin,
the FDIC's capital adequacy guidelines applicable to Fiduciary Trust, and the OCC's capital adequacy guidelines
applicable to FTB&T are substantially the same. Under the banking agencies' capital guidelines, Franklin and our
banking subsidiaries must meet specific capital adequacy requirements that involve quantitative measures of our assets,
liabilities and certain off-balance sheet items as calculated under regulatory accounting practices. To be considered
“well capitalized” under the current guidelines, a bank holding company must maintain a minimum Tier 1 risk-based
capital ratio of 6% and a minimum total risk-based capital ratio of 10%, and a bank must maintain a minimum Tier 1
leverage ratio of 5%. Bank holding companies are also subject to a leverage requirement, generally at least 5%, but
that requirement is not a condition for “well capitalized” status. As of September 30, 2012, our Tier 1 leverage ratio
was 59%, and our Tier 1 risk-based capital and total risk-based capital ratios were 54%. In addition, both Fiduciary
Trust and FTB&T were well capitalized as of September 30, 2012. A depository institution generally is prohibited from
making capital distributions, including paying dividends, or paying management fees to a holding company if the
institution would thereafter be undercapitalized. Moreover, undercapitalized institutions may not accept, renew or roll
over brokered deposits. Bank regulators are required to take prompt corrective action to resolve any problems associated
with insured depository institutions, such as Fiduciary Trust and FTB&T, if they become undercapitalized. The GLB
Act, however, generally prohibits the FRB from imposing similar capital requirements on regulated non-bank
subsidiaries of a financial holding company. ‘

Franklin has elected to be a financial holding company under the GLB Act. Pursuant to the GLB Act, a qualifying
bank holding company may elect to become a financial holding company to engage in a broader range of activities that
are financial in nature, including securities underwriting, dealing and market making, securitizing assets, sponsoring
mutual funds and investment companies, engaging in insurance underwriting and brokerage activities and investing
(without providing routine management) in companies engaged in non-financial activities. To qualify as a financial
holding company, each of a bank holding company’s U.S. subsidiary banks and other depository institution subsidiaries
must be well capitalized and well managed. The Reform Act added the condition that the bank holding company itself
must be well capitalized and well managed. In addition, each such subsidiary must have achieved at least a “satisfactory”
rating under the Community Reinvestment Act (“CRA”) in the evaluation preceding the financial holding company
election. While FTB&T is subject to CRA requirements, Fiduciary Trust remains exempt from such requirements
because it qualifies as a special purpose bank. Under this regulatory framework and the environment in which we
operate, we are subject to significant constraints that may adversely affect our ability to implement our business plans
and strategies.

The BHC Act generally requires that a bank holding company obtain prior approval of the FRB before acquiring
control of any bank. In addition, the FRB may impose limitations, restrictions, or prohibitions on the activities or
acquisitions of a financial holding company if the FRB believes that the financial holding company does not have
appropriate financial and managerial resources. The FRB has broad authority to prohibit activities of bank holding
companies and their non-banking subsidiaries that represent unsafe and unsound banking practices or that constitute
violations of law or regulation. Civil money penalties may be imposed against bank holding companies, their non-bank
affiliates and officers and directors of such entities for certain activities conducted on a knowing or reckless basis if
those activities cause a substantial loss to the bank holding company.

Each of our banking subsidiaries is subject to restrictions under federal law that limit transactions with Franklin
and its non-bank subsidiaries, including loans and other extensions of credit, investments, or asset purchases. These
and various other transactions, including any payment of money to Franklin and its non-bank subsidiaries, must be on
terms and conditions that are, or in good faith would be, offered to companies that are not affiliated with these entities.
In addition, these laws and related regulations may limit the Company’s ability to obtain funds from subsidiary banks
or affiliates.
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The operations and activities of Fiduciary Trust and its subsidiaries are subject to extensive regulation, supervision
and examination by the FDIC and the NYDFS. Certain of the subsidiaries may also be subject to oversight by various
other state regulators depending upon the specific business that is conducted by the particular subsidiary. FTB&T is
subject to regulation, supervision and examination by the OCC. The laws and regulations of these regulators generally
impose restrictions and requirements, with which we must comply, on capital adequacy, anti-money laundering,
management practices, liquidity, branching, earnings, loans, dividends, investments, reserves against deposits and the
provision of services.

The federal banking agencies and the NYDFS have broad enforcement powers, including the power to terminate
deposit insurance, impose substantial fines and other civil and criminal penalties and appoint a conservator or receiver.
Failure to comply with applicable laws, regulations and supervisory agreements could subject Franklin, our thrift and
banking subsidiaries, as well as officers, directors and other so-called “institution-affiliated parties” of these
organizations to administrative sanctions and potentially substantial civil money penalties. In addition, the appropriate
state or federal chartering agency may appoint the FDIC as conservator or receiver for a banking institution, or the
FDIC may appoint itself if certain circumstances exist.

Non-U.S. Regulation

Our operations outside the U.S. are subject to the laws and regulations of certain non-U.S. jurisdictions and non-
U.S. regulatory agencies and bodies. As we continue to expand our international presence, a number of our subsidiaries
and international operations have become subject to regulatory systems, in various jurisdictions, comparable to those
covering our operations in the U.S. Regulators in these non-U.S. jurisdictions may have broad authority with respect
to the regulation of financial services including, among other things, the authority to grant or cancel required licenses
or registrations. In addition, these regulators may subject certain of our subsidiaries to net capital requirements.

The Financial Services Authority (the “FSA”) currently regulates certain of our subsidiaries in the UK.
Authorization by the FSA is required to conduct any financial services related business in the U.K. pursuant to the
Financial Services and Markets Act 2000. The FSA’s rules under that act govern a firm’s capital resources requirements,
senior management arrangements, conduct of business, interaction with clients, and systems and controls. Breaches of
these rules could result in a wide range of disciplinary actions against our U.K.-regulated subsidiaries.

In addition to the above, our U.K.-regulated subsidiaries and other European subsidiaries and branches, must
comply with the pan-European regime established by the Markets in Financial Instruments Directive (“MiFID”), which
became effective on November 1, 2007 and regulates the provision of investment services and conduct of investment
activities throughout the European Economic Area (“EEA”), as well as the Capital Requirements Directive, which
delineates regulatory capital requirements. MiFID sets out detailed requirements governing the organization and conduct
of business of investment firms and regulated markets. It also includes pre- and post-trade transparency requirements
for equity markets and extensive transaction reporting requirements.

The U.K. has adopted the MiFID rules into national legislation and FSA regulations, as have those other European
jurisdictions in which we have a presence. A review of MiFID by the European Commission has led to the publication
of a draft replacement directive (“MiFID 2”) and a draft new regulation. The proposals, if implemented, are likely to
result in changes to pre- and post-trade reporting obligations and an expansion of the types of instruments subject to
these requirements. They may affect the buying and selling of derivatives by moving most derivative trading onto
regulated trading venues and may control the activities of algorithmic trading. The proposals may also result in changes
to conduct of business requirements including selling practices, intermediary inducements and client categorization,
as well as the conduct of activities within the European Union (“EU”) by non-EU advisers including ours. The proposals
also envision giving the European Commission power to ban certain products and services. In addition, a European
Commission proposal (the European Market Infrastructure Regulation), when implemented, will require the central
clearing of standardized OTC derivatives.

In addition, the FSA has adopted new rules following its retail distribution review (“RDR” rules). These rules,
which come into effect on December 31, 2012, will change how retail clients pay for investment advice given in respect
of all retail investment products, including open-end and closed-end funds, structured products and insurance-based
savings products. In preparation for RDR rule implementation, we have developed new share classes for our funds
offered in the UK., and we are in the process of amending our distribution agreements.
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In the aftermath of the financial crisis, the European Commission set out a detailed plan for EU financial reform,
outlining a number of initiatives to be reflected in new or updated directives, regulations and recommendations of
which the MiFID review was part. These will have direct and indirect effects on our operations in the EEA and the sale
into that region of products managed outside of the EEA.

The EU Alternative Investment Fund Managers Directive (“AIFMD”), which became effective on July 21, 2011,
must be implemented by EU member states by July 22, 2013. The AIFMD will regulate managers of, and service
providers to, alternative investment funds not authorized as UCITS retail funds (“AIFs”) domiciled within and outside
the EU that are offered in the EU. The AIFMD will also regulate the marketing of all AIFs inside the EEA. In general,
the AIFMD is expected to have a staged implementation between mid-2013 and 2018. Compliance with the AIFMD’s
requirements may restrict AIF marketing and place additional compliance obligations in the form of remuneration
policies, capital requirements, reporting requirements, leverage oversight, valuation, stakes in EU companies, the
domicile, duties and liability of custodians and liquidity management.

The European Commission has also published proposals to replace the Market Abuse Directive with a regulation
on insider dealing and market manipulation and with an accompanying directive on criminal sanctions. There are also
ongoing plans to reform the framework to which regulated firms are subject, including in relation to regulatory capital
and the protection of client assets, which will have a direct effect on some of our European operations.

The next iteration of the Undertakings for Collective Investment in Transferable Securities Directive (“UCITS
IV™), which governs authorized retail funds (“UCITS”), was required to be adopted into the national law of each EU
member state by July 1, 2011. Various EU states including the U.K., Luxembourg and Ireland have adopted UCITS IV
requirements into national legislation and regulation. However, several other EU member states are still in various
stages of the adoption process. UCITS IV introduced new requirements including a requirement on UCITS to provide
a key investor information document (“KIID”) prior to any fund sale. The KIID is a two-page summary of the key
aspects of each share class of a fund. There are also European Commission consultations in process that are intended
to enhance retail investor protection, including UCITS V, which is intended to address, among other items, custodial
liability and remuneration policies.

Recent proposals on packaged retail investment products (“PRIPs”) are to be implemented through the
strengthening of MiFID standards (for non-insurance PRIPs), revisions to the Insurance Mediation Directive’s selling
standard (for all insurance-based PRIPs) and new investor disclosure requirements for all PRIPs though a separate EU
legislative process.

In addition, in September 2011, the European Commission proposed a financial transaction tax (“FTT proposal”)
in the EU, which would, if approved by all 27 Member States, apply to all financial transactions where at least one
party is established in an EU Member State and either that party or another party to the transaction is a financial
institution. While the specific terms of the FTT proposal remain subject to negotiation, any tax on securities transactions
could likely have a negative impact on the liquidity of the derivatives and securities markets in Europe and could
adversely impact our European clients’ assets and our non-European clients to the extent that they are or want to be
invested in European assets.

In Canada, our subsidiaries are subject to provincial and territorial laws and are registered with and regulated by
provincial and territorial securities regulatory authorities. The mandate of Canadian securities regulatory authorities is
generally to protect investors and to foster fair and efficient capital markets. Securities regulatory authorities impose
certain requirements on registrants, including a standard of conduct, capital and insurance, record keeping, regulatory
financial reporting, conflict of interest management, compliance systems and securityholder reporting. Failure to comply
with applicable securities laws, regulations and rules could result in, among other things, reprimands, suspension of or
restrictions on an individual's or firm's registration, prohibitions from becoming or acting as a registrant, administrative
penalties or disgorgement. In addition, as a federally licensed trust company, FTCC is subject to regulation and
supervision by the Office of the Superintendent of Financial Institutions Canada and another subsidiary, FTC Investor
Services Inc., is a member of and regulated by the Mutual Fund Dealers Association of Canada. These regulatory bodies
have similar requirements to those of the securities regulatory authorities with a view to ensuring the capital adequacy
and sound business practices of the subsidiaries and the appropriate treatment of their clients.
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In June 2012, the Canadian Securities Administrators, the umbrella organization of provincial and territorial
securities regulatory authorities, released for comment proposed amendments to its rules regarding registrant obligations
that will, if implemented, require additional disclosure by registrants to their clients, including enhanced disclosure at
account opening of all operating charges and fees a client would be required to pay, pre-trade disclosure of any charges
a client would be required to pay, enhanced reporting on client statements that includes charges paid by the client and
all compensation received by registrants in respect of a client's account and new reporting regarding the performance

of investments held in the account. If adopted, these new rules would require us to make changes to our systems to
comply with these new disclosure and reporting standards.

In Singapore, our subsidiaries are subject to, among others, the Securities and Futures Act (“SFA”), the Financial
Advisers Act (“FAA”) and subsidiary legislation promulgated pursuant to these Acts. This legislation is administered
by the Monetary Authority of Singapore (“MAS”). Our asset management subsidiary and its employees conducting
regulated activities specified in the SFA and/or the FAA are required to be licensed with the MAS. Failure to comply
with applicable laws, regulations, codes, directives, notices and guidelines issued by the MAS may result in penalties
including fines, censures and the suspension or revocation of licenses granted by the MAS.

In Australia, our subsidiaries are subject to various Australian federal and state laws and are regulated by the
Australian Securities and Investments Commission (“ASIC”). ASIC regulates companies, financial markets and
financial services in Australia. ASIC imposes certain conditions on licensed financial services organizations that apply
to our subsidiaries, including requirements relating to capital resources, operational capability and controls. Failure to
comply with applicable law, regulations or conditions could result in various sanctions being imposed including
cancellation, suspension or variation of the licenses held by our Australian subsidiaries.

In Hong Kong, our subsidiary is subject to the Securities and Futures Ordinance (the “SFO”), which governs the
securities and futures markets and regulates, among others, offers of investments to the public and provides for the
licensing of trading activities and intermediaries. The SFO is administered by the Securities and Futures Commission
(the “SFC”). The SFC is also empowered under the SFO to establish standards for compliance as well as codes and
guidelines. Our subsidiary and its employees conducting any of the regulated activities specified in the SFO are required
to be licensed with the SFC, and are subject to the rules, codes and guidelines issued by the SFC from time to time.
Failure to comply with the applicable laws, regulations, codes and guidelines issued by the SFC could result in the
suspension or revocation of the licenses granted by the SFC.

In India, our subsidiaries are primarily subject to relevant regulations promulgated by the Securities and Exchange
Board of India (“SEBI”), the Reserve Bank of India (“RBI”) and the Foreign Investment Promotion Board (“FIPB”).
A failure to comply with the applicable laws, regulations, codes, notices, directives, guidelines, orders, circulars and
schemes issued by SEBI, RBI or FIPB may result in penalties including fines, censures and/or suspension or revocation
of licenses, approvals or registration status.

In Japan, our subsidiary is subject to the Financial Instruments and Exchange Law (the “FIEL”) and the Law
Concerning Investment Trusts and Investment Corporations. These laws are administered and enforced by the Japanese
Financial Services Agency (the “JFSA”), which establishes standards for compliance, including capital adequacy and
financial soundness requirements, customer protection requirements and conduct of business rules. The JFSA is
empowered to conduct administrative proceedings that can result in censure, fine, the issuance of cease and desist
orders or the suspension or revocation of registrations and licenses granted under the FIEL.

There are similar legal and regulatory arrangements in force in many other non-U.S. jurisdictions where our
subsidiaries, branches and representative offices, as well as certain joint ventures or companies in which we own
minority stakes, are authorized to conduct business. We are subject to regulation and supervision by, among others, the
Securities Commission of The Bahamas; the Comisso de Valores Mobiliarios in Brazil; the Cayman Islands Monetary
Authority; the China Securities Regulatory Commission in the People’s Republic of China; the Autorité des Marchés
Financiers in France; the Federal Financial Supervisory Authority in Germany; the Central Bank of Ireland; the
Commissione Nazionale per le Societa e la Borsa in Italy; the Financial Services Commission and the Financial
Supervisory Service in Korea; the Commission de Surveillance du Secteur Financier in Luxembourg; the Securities
Commission in Malaysia; the Comision Nacional Bancaria y de Valores in Mexico; the Autoriteit Financiéle Markten
in The Netherlands; the Polish Securities and Exchange Commission; the Romanian National Securities Commission;
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the Comision Nacional del Mercado de Valores in Spain; the Finansinspektionen in Sweden; the Swiss Federal Banking
Commission; the Securities and Futures Bureau of the Ministry of Finance in the Republic of China; the Dubai Financial
Services Authority in the United Arab Emirates; and the State Securities Commission of Vietnam.

COMPETITION

The financial services industry is a highly competitive global industry. There are approximately 9,600 open-end
investment funds of varying sizes, and with varying investment policies and objectives, whose shares are offered to
the public in the U.S., and there are approximately 63,000 open-end investment funds whose shares are offered to the
public outside the U.S.

We face strong competition from numerous investment management companies, securities brokerage and
investment banking firms, insurance companies, banks and other financial institutions, which offer a wide range of
financial and investment management services to the same institutional accounts, separate accounts, retail investors
and high net-worth clients that we are seeking to attract. Competition is based on various factors, including, among
others, business reputation, investment performance, product mix and offerings, service quality and innovation,
distribution relationships, and fees charged.

Due to our international presence and varied product mix, it is difficult to assess our market position relative to
other investment managers on a worldwide basis, but we believe that we are one of the more widely diversified asset
managers based in the U.S. We believe that our equity and fixed-income asset mix coupled with our global presence
will serve our competitive needs well over the long term. We continue to focus on the long-term performance of our
investment products, service to clients and extensive marketing activities through our strong broker/dealer and other
financial institution distribution network as well as with high net-worth and institutional clients. We believe that
performance, diversity of products and customer service, along with fees and costs, are the primary drivers of competition
in the financial services industry.

The periodic establishment of new investment management firms and investment products increases the
competition that we face. Many of our competitors have long-standing and established relationships with broker/dealers,
investment advisers and their clients. Others have focused on, offer and market specific product lines, which provide
strong competition to certain of our asset classes. In addition, consolidation in the financial services industry has created
stronger competitors, some with greater financial resources and broader distribution channels than our own.

We rely largely on third-party broker/dealers and other similar intermediaries to distribute and sell our fund shares.
We have and continue to pursue sales relationships with all types of intermediaries to broaden our distribution network.
We have experienced increased costs related to maintaining our distribution channels and we anticipate that this trend
will continue. A failure to maintain strong business relationships with the major intermediaries who currently distribute
our products may also impair our distribution and sales operations. Additionally, competing broker/dealers whom we
rely upon to distribute and sell our mutual funds may also sell their own proprietary funds and investment products,
which could further limit the distribution of our investment products. Any inability to access and successfully sell our
products to clients through third-party distribution channels could have a negative effect on our level of AUM, related
revenues and overall business and financial condition.

We maintain a technology platform to compete with the rapidly developing and evolving marketplace. However,
technology is subject to rapid change and we cannot guarantee that our competitors may not implement more advanced
platforms for their products, which could affect our business.

We believe that we are well positioned to deal with changes in marketing trends as a result of our already extensive
advertising activities and broad based marketplace recognition. We conduct advertising and promotional campaigns
through various media sources to promote brand recognition. We advertise in major financial publications, as well as
on television and the Internet, to promote brand name recognition and to assist our distribution network. Such activities
include purchasing network and cable programming, sponsorship of sporting events, newspaper and magazine
advertising, online and paid search advertising and social media marketing.
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INTELLECTUAL PROPERTY

We have used, registered, and/or applied to register certain trademarks, service marks and trade names to
distinguish our sponsored investment products and services from those of our competitors in the U.S. and in other
countries and jurisdictions, including, but not limited to, Franklin®, Templeton®, Mutual Series®, Bissett®, Fiduciary
Trust™, Darby®and Balanced Equity Management™. QOur trademarks, service marks and trade names are important
to us and, accordingly, we enforce our trademark, service mark and trade name rights. The Franklin Templeton
Investments® brand has been, and continues to be, extremely well received both in our industry and with our clients,
reflecting the fact that our brand, like our business, is based in part on trust and confidence. If our brand is harmed, our
future business prospects may be adversely affected.

EMPLOYEES

As of September 30, 2012, we employed approximately 8,600 employees and operated offices in 35 countries.
We consider our relations with our employees to be satisfactory.

AVAILABLE INFORMATION

Franklin files reports with the SEC, including current and periodic reports, proxy statements and other information
filed with or furnished to the SEC from time to time. The public may read and copy any of these filings at the SEC’s
Public Reference Room at 100 F Street, N.E., Washington, D.C. 20549. Information on the operation of the Public
Reference Room can be obtained by calling the SEC at 1-800-SEC-0330.

The SEC also maintains an Internet site that contains reports, proxy and information statements, and other
information regarding issuers, including Franklin, who file electronically with the SEC, at www.sec.gov. Additional
information about the Company’s filings can also be obtained at our website at www.franklinresources.com under
“Investor Relations.” We make available free of charge on our website our Annual Report on Form 10-K, Quarterly
Reports on Form 10-Q, Current Reports on Form 8-K and amendments to those reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as soon as reasonably practicable after we electronically
file such material with, or furnish it to, the SEC.

Corporate Governance Guidelines. The Company has adopted Corporate Governance Guidelines. The Corporate
Governance Guidelines are posted on the Company’s website under “Corporate Governance” and are available in print
to any stockholder who requests a copy.

Committee Charters. The Company’s Board of Directors has an Audit Committee, Compensation Committee
and Corporate Governance Committee. The Board of Directors has adopted written charters for each such committee,
which are posted on the Company’s website under “Corporate Governance” and are available in print to any stockholder
who requests a copy.

Item 1A. 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 markets
continue to experience volatility and disruption worldwide. Declines in global financial market conditions have in the
past resulted in significant decreases in our assets under management (“AUM”), revenues and income, and future
declines may negatively impact our performance. Such declines have had and may in the future have an adverse impact
on our results of operations. We may need to modify our business, strategies or operations and we may be subject to
additional constraints or costs in order to satisfy new regulatory requirements or to compete in a changed business
environment.

The amount and mix of our AUM are subject to significant fluctuations. Fluctuations in the amount and mix of
our AUM may be attributable in part to market conditions outside of our control that have had, and in the future could
have, a negative impact on our revenues and income. We derive our operating revenues and net income from providing
investment management and related services. The level of our revenues depends largely on the level and mix of AUM.
Any decrease in the value or amount of our AUM because of market volatility or other factors negatively impacts our
revenues and income. We are subject to an increased risk of asset volatility from changes in the global financial and
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equity markets. Individual financial and equity markets may be adversely affected by economic, political, financial or
other instabilities that are particular to the country or regions in which a market is located, including without limitation
local acts of terrorism, economic crises, political protests, insurrection or other business, social or political crises.
Declines in these markets have caused in the past, and may cause in the future, a decline in our revenues and income.
Global economic conditions, exacerbated by war, terrorism, natural disasters or financial crises, changes in the equity
marketplace, unanticipated changes in currency exchange rates, interest rates, inflation rates, the yield curve, defaults
by derivative counterparties, bond default risks, the sovereign debt crisis in Europe and other factors that are difficult
to predict affect the mix, market values and levels of our AUM. The funds we manage may be subject to an unanticipated
large number of redemptions as a result of such events, causing the funds to sell securities they hold, possibly at a loss,
or draw on any available lines of credit to obtain cash to settle these redemptions, or settle in-kind with securities held
in the applicable fund. We may also, in our discretion, provide financial support to a fund to enable it to maintain
sufficient liquidity in such event. Our investment management fee revenues are primarily based on a percentage of the
value of AUM and vary with the nature of the account or product managed. A decline in the price of stocks or bonds,
or in particular market segments, or in the securities market generally, could cause the value and returns on our AUM
to decline, resulting in a decline in our revenues and income. Moreover, changing market conditions may cause a shift
in our asset mix between international and U.S. assets, potentially resulting in a decline in our revenues and income
depending upon the nature of our AUM and the level of management fees we earn based on our AUM. We generally
derive higher investment management and distribution fees from our international products than from our U.S. products,
and higher sales fees from our U.S. products than from our international products. Additionally, changing market
conditions may cause a shift in our asset mix towards fixed-income products and a related decline in our revenues and
income, as we generally derive higher fee revenues and income from equity products than from fixed-income products
we manage. On the other hand, increases in interest rates, in particular if rapid, or high interest rates, as well as any
uncertainty in the future direction of interest rates, may have a negative impact on our fixed-income products as rising
interest rates or interest rate uncertainty typically decrease the total return on many bond investments due to lower
market valuations of existing bonds. Any decrease in the level of our AUM resulting from price declines, interest rate
volatility or uncertainty, increased redemptions or other factors could negatively impact our revenues and income.

We are subject to extensive and complex, overlapping and frequently changing rules, regulations and legal
interpretations. There is uncertainty associated with the regulatory environment in which we operate. Our business is
subject to extensive and complex, overlapping and frequently changing rules, regulations and legal interpretations in
the countries in which we operate, including, among others, securities, banking, accounting, tax, ethics and privacy
laws and regulations.

The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (the “Reform Act”) imposes additional
restrictions and limitations on us and will likely result in increased scrutiny and oversight of our financial services and
products as the various rules and regulations required for implementation continue to be adopted. Due to the complexity
and broad scope of the Reform Act and the time required for regulatory implementation, we are not able to predict at
this time all of the specific requirements that will be adopted by regulatory agencies having authority over us pursuant
to the Reform Act, or the impact of all of the changes in regulation. The so-called “Volcker Rule” provisions of the
Reform Act restrict the ability of affiliates of insured depository institutions, such as Franklin, to sponsor or invest in
private funds or to engage in certain types of proprietary trading. While the Volcker Rule became effective on July 21,
2012, final rules for its implementation have not yet been adopted. On April 19, 2012, the Board of Governors of the
Federal Reserve System (the “FRB”) issued a Statement of Policy that confirmed that banking institutions will have
two years from the effective date to conform their activities to the requirements of the Volcker Rule. In addition to the
rulemaking mandated by the Reform Act, new rules adopted by the Commodity Futures Trading Commission (“CFTC”)
removed or limited previously available exemptions and exclusions which will impose additional registration and
reporting requirements for operators of certain mutual funds and certain other pooled vehicles that use or trade in
futures, swaps and other derivatives regulated by the CFTC. These regulatory amendments may require us to change
certain of our mutual fund or other pooled vehicle business practices or register additional entities with the CFTC.,
Further, upon implementation, the Foreign Account Tax Compliance Act (“FATCA”), which is intended to address tax
compliance issues related to U.S. taxpayers holding non-U.S. accounts, will require non-U.S. financial institutions to
report to the Internal Revenue Service (“IRS”) information about financial accounts held by U.S. taxpayers and impose
withholding, documentation and reporting requirements on non-U.S. financial institutions. FATCA remains subject to
the adoption of applicable regulations by the IRS, and full implementation will be phased in over a muiti-year period,
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commencing in 2013. We expect that FATCA will cause us to incur significant administrative and compliance costs.
Changes to the regulation of money market funds currently under discussion could significantly change the structure
and operations of those funds.

Financial reporting requirements, and the processes, controls and procedures that have been put in place to address
them, are often comprehensive and complex. We may be adversely affected as a result of new or revised legislation or
regulations or by changes in the interpretation of existing laws and regulations. While management has focused attention
and resources on our compliance policies, procedures and practices, non-compliance with applicable laws or rules or
regulations, conflicts of interest requirements or fiduciary principles, or our inability to keep up with, or adapt to, an
ever changing, complex regulatory environment, could result in civil liability, criminal liability and/or sanctions against
us, including fines and censures, injunctive relief, suspension or expulsion from a particular jurisdiction or market or
the revocation of licenses, any of which could adversely affect our reputation, prospects, revenues and income.

We are subject to U.S. federal securities laws, state laws regarding securities fraud, other federal and state laws
and rules and regulations of certain regulatory and self-regulatory organizations, including those rules and regulations
promulgated by, among others, the SEC, the Financial Industry Regulatory Authority and the New York Stock Exchange.
Because of our non-U.S. operations and/or trading in our securities that take place outside the U.S., we are also subject
to regulation by non-U.S. regulators and U.S. regulators such as the Department of Justice and the SEC with respect
to the Foreign Corrupt Practices Act of 1977. Certain of our subsidiaries are registered with the SEC under the Investment
Advisers Act of 1940 and many of our funds are registered with the SEC under the Investment Company Act, both of
which impose numerous obligations, as well as detailed operational requirements, on our subsidiaries which are
investment advisers to registered investment companies. Our subsidiaries must comply with a myriad of complex and
changing U.S. and/or non-U.S. rules and regulations, some of which may conflict, as well as complex tax regimes.
Additionally, as we continue to expand our operations, sometimes rapidly, into additional non-U.S. jurisdictions, the
rules and regulations of these non-U.S. jurisdictions become applicable, sometimes with short compliance deadlines,
and add further regulatory complexity to our ongoing global compliance operations.

We are also a bank holding company and a financial holding company subject to the supervision and regulation
of the FRB and are subject to the restrictions, limitations and prohibitions of the Bank Holding Company Act of 1956
(the “BHC Act”) and the Gramm-Leach-Bliley Act. In addition, significant aspects of the Reform Act relate to changes
in the regulation of banks, thrifts, holding companies and related institutions, including with respect to regulation and
supervision in the banking industry, and the imposition of various restrictions and limitations on certain activities of -
such entities. The Reform Act includes a number of measures that will increase capital and liquidity requirements,
impose limits on leverage, and enhance supervisory authority and regulatory oversight of non-banking entities which
may apply to our business. The FRB may impose additional limitations or restrictions on our activities, including if
the FRB believes that we do not have the appropriate financial and managerial resources to commence or conduct an
activity or make an acquisition. Further, our banking subsidiary, Fiduciary Trust Company International (“Fiduciary
Trust”), is subject to extensive regulation, supervision and examination by the Federal Deposit Insurance Corporation
and the New York State Department of Financial Services, while other subsidiaries are subject to oversight by the Office
of the Comptroller of the Currency (the “OCC”) and various state regulators.

The laws and regulations imposed by our banking regulators generally involve restrictions and requirements in
connection with a variety of technical, specialized, and expanding matters and concerns. For example, compliance with
anti-money laundering and Know-Your-Customer requirements, both domestically and internationally, and the Bank
Secrecy Act has taken on heightened importance with regulators as a result of efforts to, among other things, limit
terrorism. At the same time, there has been increased regulation with respect to the protection of customer privacy and
the need to secure sensitive customer information. As we continue to address these requirements or focus on meeting
new or expanded ones, we may expend a substantial amount of time and resources. Any inability to meet these
requirements, within the timeframes set by regulators, may subject us to sanctions or other restrictions by the regulators
that could impact our broader business. Moreover, being subject to banking regulation may put us at a disadvantage
compared to our competitors which are not subject to such requirements.

On March 5, 2012, Fiduciary Trust submitted an application to the OCC to convert from a New York state-
chartered bank to an uninsured national banking association with fiduciary powers, the activities of which would be
limited to those authorized by the OCC for a trust bank and activities related thereto. Franklin Templeton Bank & Trust,
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F.S.B. would be merged into this entity and our status as a bank holding company would end. In September 2012, the
OCC advised us that it had changed its policy. We understand that it generally will no longer charter uninsured national
trust banks. In light of this, we are considering alternative structures for our banking subsidiaries. There is no assurance
that we will be able to successfully restructure our subsidiaries or cease to be regulated as a bank holding company.
Moreover, even if such restructuring were to be completed, we could still be subject to enhanced prudential standards
and FRB supervision if the Financial Stability Oversight Council were to designate us as a systemically important non-
bank financial company under the Reform Act.

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 AUM, increase costs and negatively impact our
profitability and future financial results. Since 2001, the federal securities laws have been augmented substantially and
made significantly more complex by, among other measures, the Sarbanes-Oxley Act of 2002, the USA Patriot Act of
2001 and the Reform Act. Moreover, the adoption of new laws or regulations and changes in the interpretation or
enforcement of existing laws or regulations have directly affected, and may continue to affect, our business. With new
laws and changes in interpretation of existing requirements, the associated time we must dedicate to, and related costs
we must incur in, meeting the regulatory complexities of our business have increased. In particular, many provisions
of the Reform Act still require the adoption of rules to implement the Reform Act and mandate multiple studies, which
could result in additional legislative or regulatory action. We may be required to invest significant management time
and resources to address the various provisions of the Reform Act and the numerous regulations that are required to be
issued under it. In addition, the SEC has proposed changes to Rule 12b-1 promulgated under the Investment Company
Act which, if adopted, could limit our ability to recover expenses relating to the distribution of our funds. Outlays
associated with meeting regulatory complexities have also increased as we expand our business into new jurisdictions.
Compliance activities to meet these and other new legal requirements have required us to expend additional time and
resources, and, consequently, we are incurring increased costs of doing business, which potentially negatively impacts
our profitability and future financial results. Moreover, any potential accounting or reporting error, whether financial
or otherwise, if material, could damage our reputation, adversely affect our ability to conduct business, and decrease
revenues and income. Finally, any regulatory and legislative actions and reforms affecting the mutual fund industry,
including compliance initiatives, may negatively impact revenues by increasing our costs of accessing or dealing in
the financial markets or by making certain investment offerings 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, our activities are highly regulated in almost all countries in which we conduct business. The regulatory
environments of the non-U.S. jurisdictions where we conduct our business or where the funds and products we manage
are organized or sold are complex, uncertain and subject to change. Local regulatory environments may vary widely
and place additional demands on our sales, legal and compliance personnel. Failure to comply with the applicable
laws, rules, regulations, codes, directives, notices or guidelines in any of our non-U.S. jurisdictions could result in a
wide range of penalties and disciplinary actions, including fines, censures and the suspension or expulsion from a
particular jurisdiction or market or the revocation of licenses, any of which could adversely affect our reputation and
operations. In recent years, the non-U.S. regulatory environments in which we operate have seen significant increased
and evolving regulation, which has imposed and may continue to impose additional compliance and operational costs
on us in the applicable jurisdictions. Regulators in non-U.S. jurisdictions could also change their policies or laws in a
manner that might restrict or otherwise impede our ability to offer our investment products and services in their respective
markets, or we may be unable to keep up with, or adapt to, the ever changing, complex regulatory requirements in such
jurisdictions or markets, which could further negatively impact our 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-income based taxes, in
both the U.S. and various non-U.S. jurisdictions and are subject to ongoing tax audits in the U.S. and various non-U.S.
jurisdictions. Tax authorities may disagree with certain positions we have taken and assess additional taxes. We regularly
assess the likely outcomes of these audits in order to determine the appropriateness of our tax provision. However,
there can be no assurance that we will accurately predict the outcomes of these audits, and the actual outcomes of these
audits could have a material impact on our net income or financial condition. Changes in tax laws or tax rulings could
materially impact our effective tax rate. For example, proposals for fundamental U.S. corporate tax reform, if enacted,
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could change the amount of taxes we are required to pay and have a significant impact on our future results of operations,
profitability and financial condition.

Any significant limitation, failure or security breach of our software applications, technology or other systems
that are critical to our operations could constrain our operations. We are highly dependent upon the use of various
proprietary and third-party software applications and other technology systems to operate our business. We use our
technology to, among other things, obtain securities pricing information, process client transactions, and provide reports
and other customer services to the clients of the funds we manage. Any inaccuracies, delays, systems failures or security
breaches in these and other processes could subject us to client dissatisfaction and losses. Although we take protective
measures, including measures to effectively secure information through system security technology, our technology
systems may still be vulnerable to unauthorized access, computer viruses or other events that have a security impact,
such as an authorized employee or vendor inadvertently causing us to release confidential information, which could
materially damage our operations or cause the disclosure or modification of sensitive or confidential information.
Breach of our technology systems could result in the loss of valuable information, liability for stolen assets or
information, remediation costs to repair damage caused by the breach, additional security costs to mitigate against
future incidents and litigation costs resulting from the incident. Moreover, loss of confidential customer identification
information could harm our reputation and subject us to liability under laws that protect confidential personal data,
resulting in increased costs or loss of revenues.

Further, although we take precautions to password protect and encrypt our laptops and other mobile electronic
hardware, if such hardware is stolen, misplaced or left unattended, it may become vulnerable to hacking or other
unauthorized use, creating a possible security risk and resulting in potentially costly actions by us. Most of the software
applications that we use in our business are licensed from, and supported, upgraded and maintained by, third-party
vendors. A suspension or termination of certain of these licenses or the related support, upgrades and maintenance could
cause temporary system delays or interruption. In addition, our failure to properly manage and operate our data centers
could have an adverse impact on our business. Although we have in place certain disaster recovery plans, we may
experience system delays and interruptions as a result of natural disasters, power failures, acts of war, and third-party
failures. Technology is subject to rapid change and we cannot guarantee that our competitors may not implement more
advanced technology platforms for their products, which could affect our business. Potential system failures or breaches,
or advancements in technology, and the cost necessary to address them, could result in material financial loss or costs,
regulatory actions, breach of client contracts, reputational harm or legal claims and liability, which in turn could
negatively impact our revenues and income.

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 adverse effect on our revenues and income. Through our subsidiaries, we provide
investment management and related services to our sponsored investment products, that consist of investment funds
and institutional, high net-worth and separately-managed accounts. In addition to investment management, our services
include fund administration, sales, distribution, shareholder services, transfer agency, trustee, custodial and other
fiduciary services, as well as select private banking services. In order to be competitive, we must properly perform our
fund and portfolio administration and related responsibilities, including portfolio recordkeeping and accounting, security
pricing, corporate actions, investment restrictions compliance, daily net asset value computations, account
reconciliations, and required distributions to fund shareholders. In addition, the intentional or unintentional
misrepresentation of our products and services in advertising materials, public relations information, social media or
other external communications could adversely affect our reputation and business prospects. Our investment
management fees, which represent a majority of our revenues, are dependent on fees earned under investment
management agreements that we have with the sponsored investment products we advise. Our revenues could be
adversely affected if such agreements representing a significant portion of our AUM are terminated or significantly
altered. Further, certain of our subsidiaries may act as general partner for various investment partnerships, which may
subject them to liability for the partnerships' liabilities. If we fail to properly perform and monitor our operations, our
business could suffer and our revenues and income could be adversely affected.

We face risks, and corresponding potential costs and expenses, associatedwith conducting operations andgrowing
our business in numerous countries. We sell mutual funds and offer investment management and related services in
many different regulatory jurisdictions around the world, and intend to continue to expand our operations internationally.
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As we do so, we will continue to face challenges to the adequacy of our resources, procedures and controls to consistently
and effectively operate our business. In order to remain competitive, we must be proactive and prepared to implement
necessary resources when growth opportunities present themselves, whether as a result of a business acquisition or
rapidly increasing business activities in particular markets or regions. As we grow, we face a heightened risk that the
necessary resources and/or personnel will be unavailable to take full advantage of strategic opportunities when they
appear or that strategic decisions can be efficiently implemented. Local regulatory environments may vary widely, as
may the adequacy and sophistication of each. Similarly, local distributors, and their policies and practices as well as
financial viability, may be inconsistent or less developed or mature. Notwithstanding potential long-term cost savings
by increasing certain operations, such as transfer agent and other back-office operations, in countries or regions of the
world with lower operating costs, growth of our international operations may involve near-term increases in expenses
as well as additional capital costs, such as information systems and technology costs and costs related to compliance
with particular regulatory or other local requirements or needs. Local requirements or needs may also place additional
demands on sales and compliance personnel and resources, such as meeting local language requirements, while also
integrating personnel into an organization with a single operating language. Finding, hiring and retaining additional,
well-qualified personnel and crafting and adopting policies, procedures and controls to address local or regional
requirements remain a challenge as we expand our operations internationally. Moreover, regulators in non-U.S.
jurisdictions could also change their policies or laws in a manner that might restrict or otherwise impede our ability to
distribute or register investment products in their respective markets. Any of these local requirements, activities, or
needs could increase the costs and expenses we incur in a specific jurisdiction without any corresponding increase in
revenues and income from operating in the jurisdiction. In addition, from time to time we enter into international joint
ventures in which we may not have control. These investments in joint ventures may involve risks, including the risk
that the controlling joint venture partner may have business interests, strategies or goals that are inconsistent with ours,
and the risk that business decisions or other actions or omissions of the controlling joint venture partner or the joint
venture company may result in harm to our reputation or adversely affect the value of our investment in the joint venture.

We depend on key personnel and our financial performance could be negatively affected by the loss of their
services. The success of our business will continue to depend upon our key personnel, including our portfolio and fund
managers, investment analysts, investment advisers, sales and management personnel and other professionals as well
as our executive officers and business unit heads. Competition for qualified, motivated, and highly skilled executives,
professionals and other key personnel in the investment management industry remains significant. Our success depends
to a substantial degree upon our ability to find, attract, retain, and motivate qualified individuals, including through
competitive compensation packages, and upon the continued contributions of these people. Regulations, including
those required to be adopted under the Reform Act, could impose restrictions on compensation paid by financial
institutions, which could restrict our ability to compete effectively for qualified professionals. As our business grows,
we are likely to need to increase correspondingly the overall number of individuals that we employ. Moreover, in order
to retain certain key personnel, we may be required to increase compensation to such individuals, resulting in additional
expense without a corresponding increase in potential revenues. We cannot assure you that we will be successful in
finding, attracting and retaining qualified individuals, and the departure of key investment personnel, in particular, if
not replaced, could cause us to lose clients, which could have a material adverse effect on our financial condition,
results of operations and business prospects.

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 management companies, securities brokerage and investment banking firms,
insurance companies, banks and other financial institutions. Our investment products also compete with products offered
by these competitors as well as real estate investment trusts, hedge funds and others. The periodic establishment of
new investment management companies and other competitors increases the competition that we face. At the same
time, consolidation in the financial services industry has created stronger competitors with greater financial resources
and broader distribution channels than our own. Competition is based on various factors, including, among others,
business reputation, investment performance, product mix and offerings, service quality and innovation, distribution
relationships, and fees charged. Additionally, competing securities broker/dealers whom we rely upon to distribute and
sell our mutual funds may also sell their own proprietary funds and investment products, which could limit the
distribution of our investment products. To the extent that existing or potential clients, including securities broker/
dealers, decide to invest in or distribute the products of our competitors, the sales of our products as well as our market
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share, revenues and income could decline. Our ability to attract and retain AUM is also dependent on the relative
investment performance of our funds and other managed investment portfolios, offering a mix of sponsored investment
products that meets investor demand and our ability to maintain our investment management fees 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 third-party broker/dealers and other similar investment
advisers. Increasing competition for these distribution channels and regulatory initiatives have caused our distribution
costs to rise and could cause further increases in the future or could otherwise negatively impact the distribution of our
products. Pursuant to the Reform Act, the SEC may establish different standards for broker/dealers in their interaction
with retail customers, which could have an impact on sales and/or distribution costs. Higher distribution costs lower
our income; consolidations in the broker/dealer industry could also adversely impact our income. Moreover, if several
of the major financial advisers who distribute our products were to cease operations or limit or otherwise end the
distribution of our products, it could have a significant adverse impact on our income. There is no assurance we will
continue to have access to the third-party broker/dealers and similar investment advisers that currently distribute our
products, or continue to have the opportunity to offer all or some of our existing products through them. A failure to
maintain strong business relationships with the major investment advisers who currently distribute our products may
also impair our distribution and sales operations. Because we use broker/dealers and other similar investment advisers
to sell our products, we do not control the ultimate investment recommendations given to clients. Any inability to access
and successfully sell our products to clients through third-party distribution channels could have a negative effect on
our level of AUM, income and overall business and financial condition.

Our increasing focus on international markets as a source of investments and sales of investment products subjects
us to increased exchange rate and other risks in connection.with our revenues and income generated overseas. While
we maintain a significant portion of our operations in the U.S., we also provide services and earn revenues in The
Bahamas, Asia-Pacific, Europe, Canada, Latin America, the Middle East and Africa. As a result, we are subject to
foreign exchange risk through our non-U.S. operations. Fluctuations in the exchange rates to the U.S. dollar may affect
our financial results from one period to the next. While we have taken steps to reduce our exposure to foreign exchange
risk, for example, by denominating a significant amount of our transactions in U.S. dollars, the situation may change
in the future as our business continues to grow outside the U.S. Appreciation of the U.S. dollar could moderate revenues
from managing investment products internationally or could affect relative investment performance of certain funds
invested in non-U.S. securities. In addition, we have risk associated with the foreign exchange revaluation of U.S. dollar
balances held by certain non-U.S. subsidiaries for which the local currency is the functional currency. Separately,
management fees that we earn tend to be higher in connection with international AUM than with U.S. AUM.
Consequently, adownturn in international markets could have a significant effect on our revenues and income. Moreover,
as our business continues to grow in non-U.S. markets, any ongoing and future business, economic, social or political
unrest affecting these markets, in addition to any direct consequences such unrest may have on our personnel and
facilities located in the affected area, may also have a more lasting impact on the long-term investment climate in these
and other areas and, as a result, our AUM and the corresponding revenues and income that we generate from them may
be 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
our business. We believe that our Franklin Templeton Investments brand has been, and continues to be, well received
both in our industry and with our clients, reflecting the fact that our brand, like our business, is based in part on trust
and confidence. If our reputation is harmed, existing clients may reduce amounts held in, or withdraw entirely from,
funds that we advise or funds may terminate their management agreements with us, which could reduce the amount of
AUM and cause us to suffer a corresponding loss in our revenues and income. Our investment performance, along with
achieving and maintaining superior distribution and client services, is also critical to the success of our business. Strong
investment performance often stimulates sales of our investment products. Poor investment performance as compared
to third-party benchmarks or competitive products could lead to a decrease in sales of investment products we manage
and stimulate redemptions from existing products, generally lowering the overall level of AUM and reducing the
management fees we earn. We cannot assure you that past or present investment performance in the investment products
we manage will be indicative of future performance. Any poor investment performance may negatively impact our
revenues and income. Reputational harm or poor investment performance may cause us to lose current employees and
we may be unable to continue to attract new ones with similar qualifications, motivations, or skills. If we fail to address,
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or appear to fail to address, successfully and promptly the underlying causes of any reputational harm or poor investment
performance, we may be unsuccessful in repairing any existing harm to our reputation or performance and our future
business prospects would likely be affected.

Our future results are dependent upon maintaining an appropriate level of expenses, which is subject to fluctuation.
The level of our expenses is subject to fluctuation and may increase for the following or other reasons: changes in the
level and scope of our advertising expenses in response to market conditions; variations in the level of total compensation
expense due to, among other things, bonuses, changes in our employee count and mix, and competitive factors; changes
in expenses and capital costs, including costs incurred to maintain and enhance our administrative and operating services
infrastructure or to cover uninsured losses and an increase in insurance expenses including through the assumption of
higher deductibles and/or co-insurance liability.

Our ability to successfully integrate widely varied business lines can be impeded by systems and other
technological limitations. Our continued success in effectively managing and growing our business depends on our
ability to integrate the varied accounting, financial, information, and operational systems of our various businesses on
a global basis. Moreover, adapting or developing our existing technology systems to meet our internal needs, as well
as client needs, industry demands and new regulatory requirements, is also critical for our business. The constant
introduction of new technologies presents new challenges to us. We have an ongoing need to continually upgrade and
improve our various technology systems, including our data processing, financial, accounting, shareholder servicing
and trading systems. Further, we also must be proactive and prepared to implement technology systems when growth
opportunities present themselves, whether as a result of a business acquisition or rapidly increasing business activities
in particular markets or regions. These needs could present operational issues or require, from time to time, significant
capital spending. It also may require us to reevaluate the current value and/or expected useful lives of our technology
systems, which could negatively 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 disaster or other business continuity problem, such as an earthquake, tsunami, terrorist
attack, pandemic or other natural or man-made disaster, our continued success will depend, in part, on the safety and
availability of our personnel, our office facilities, and the proper functioning of our computer, telecommunication and
other related systems and operations. While our operational size, the diversity of locations from which we operate, and
our redundant back-up systems provide us with a strong advantage should we experience a local or regional disaster
or other business continuity event, we could still experience near-term operational challenges, in particular depending
upon how a local or regional event may affect our human capital across our operations or with regard to particular
aspects of our operations, such as key executive officers or personnel in our technology group. Moreover, as we grow
our operations in new geographic regions, the potential for particular types of natural or man-made disasters, political,
economic or infrastructure instabilities, or other country- or region-specific business continuity risks increases. Past
disaster recovery efforts have demonstrated that even seemingly localized events may require broader disaster recovery
efforts throughout our operations and, consequently, we regularly assess and take steps to improve upon our existing
business continuity plans and key management succession. However, a disaster on a significant scale or affecting certain
of our key operating areas within or across regions, or our inability to successfully recover should we experience a
disaster or other business continuity problem, could materially interrupt our business operations and cause material
financial loss, loss of human capital, regulatory actions, reputational harm, or legal liability.

Certain of the portfolios we manage, including our emerging market portfolios, are vulnerable to significant
market-specific political, economic or other risks, any of which may negatively impact our revenues and income. Our
emerging market portfolios and revenues derived from managing these portfolios are subject to significant risks of loss
from political, economic, and diplomatic developments, currency fluctuations, social instability, changes in
governmental policies, expropriation, nationalization, asset confiscation and changes in legislation related to non-U.S.
ownership. International trading markets, particularly in some emerging market countries, are often smaller, less liquid,
less regulated and significantly more volatile than those in the U.S.

Regulatory and governmental examinations and/or investigatians, 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 may receive requests for documents or other information from governmental
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authorities or regulatory bodies or we also may become the subject of governmental or regulatory investigations and/
or examinations, and governmental or regulatory investigations and/or examinations that have been inactive could
become active. In addition, we may be named in litigation. We may be obligated, and under our certificate of
incorporation and by-laws and our standard form of indemnification agreement with certain directors in some instances,
we are obligated, or we may choose, to indemnify directors, officers or employees against liabilities and expenses they
may incur in connection with such matters to the extent permitted under applicable law. Even if claims made against
us are without merit, litigation typically is an expensive process. Risks associated with legal liability often are difficult
to assess or quantify and their existence and magnitude can remain unknown for significant periods of time. Eventual
exposures from and expenses incurred relating to any litigation, investigations, examinations and settlements could
adversely impact our AUM, increase costs and negatively impact our profitability and/or our financial results.
Judgments, findings or allegations of wrongdoing by regulatory or governmental authorities or in litigation against us
or settlements with respect thereto could affect our reputation, increase our costs of doing business and/or negatively
impact our revenues, any of which could have a material negative impact 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 depends upon factors such
as the market value of our assets, our operating cash flows and our creditworthiness as perceived by lenders. If we are
unable to obtain funds and financing, we may be forced to incur unanticipated costs or revise our business plans. Further,
our access to the capital markets depends significantly on our credit ratings. A reduction in our long- or short-term
credit ratings could increase our borrowing costs and limit our access to the capital markets. Volatility in the global
financing markets may also impact our ability to access the capital markets should we seek to do so, and have an adverse
effect on investors' willingness to purchase our securities, interest rates, credit spreads and the valuation levels of equity
markets. If we are unable to obtain funds and financing, or access the capital markets in a timely manner, we may be
forced to incur unanticipated costs or revise our business plans, and our business could be adversely impacted.

Our business could be negatively affected if we or our banking subsidiaries fail to satisfy capital and other
regulatory standards, and liquidity needs could affect our banking services. Our bank and thrift subsidiaries are subject
to significant regulation and supervision, which includes minimum regulatory capital standards. Franklin is also subject
to minimum capital and other regulatory standards because it is a bank holding company and financial holding company
registered with the FRB under the BHC Act. Our business could be negatively affected if Franklin or its bank or thrift
subsidiaries fail to meet these standards. Loss of financial holding company status could require that we either cease
activities that are only permissible for us to engage in as a financial holding company or divest our banking subsidiaries
if we desire to continue such activities. The banking regulators are authorized (and sometimes required) to impose a
wide range of requirements, conditions, and restrictions on banks, thrifts, and bank holding companies that fail to
maintain adequate capital levels. The Reform Act imposes more stringent capital, liquidity and leverage ratio
requirements on bank holding companies. In addition, liquidity needs could affect our banking services, which may be
subject to an unanticipated large number of withdrawals as a result of a number of factors, such as changed or unstable
economic conditions, adverse trends or events, interest rates paid by competitors, general interest rate levels, and returns
available to clients on alternative investments. Our banking subsidiaries may be required from time to time to rely on
secondary sources of liquidity, such as the sale of investment securities, Federal Home Loan Bank (“FHLB”) advances
and federal funds lines to enable them to meet such withdrawal demands. These secondary sources may not be sufficient
to meet liquidity needs.

We are dependent on the earnings of our subsidiaries. Substantially all of our operations are conducted through
our subsidiaries. As a result, our cash flow and our ability to fund operations are dependent upon the earnings of our
subsidiaries and the distribution of earnings, loans or other payments by our subsidiaries. Our subsidiaries are separate
and distinct legal entities and have no obligation to provide us with funds for our payment obligations, whether by
dividends, distributions, loans or other payments. Any payments to us by our subsidiaries could be subject to statutory
or contractual restrictions and are contingent upon our subsidiaries' earnings and business considerations.

Item 1B. Unresolved Staff Comments.

None.
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Item 2. Properties.

We conduct our worldwide operations using a combination of leased and owned facilities. While we believe we
have sufficient facilities to conduct our business at present, we will continue to lease, acquire and dispose of facilities
throughout the world as necessary.

We lease space in various states in the U.S., including California, Connecticut, Delaware, Florida, New Jersey,
New York, Utah and the District of Columbia, and in various non-U.S. locations, including Australia, Austria, Brazil,
Canada, China (including Hong Kong), Colombia, France, Germany, Hungary, India, Isle of Man, Italy, Japan, Korea,
Luxembourg, Malaysia, Mexico, The Netherlands, Poland, Romania, Russia, Singapore, Slovakia, South Africa, Spain,
Sweden, Switzerland, Thailand, Turkey, United Arab Emirates, the U.K. (including England and Scotland) and Vietnam.
As of September 30, 2012, we leased and occupied approximately 1,061,000 square feet of space. We have also leased
and subsequently subleased to third parties approximately 77,000 square feet of excess leased space.

In addition, we own four buildings in San Mateo, California; five buildings in Rancho Cordova, California; two
buildings in Stockton, California; five buildings in St. Petersburg, Florida; one building in Ft. Lauderdale, Florida;
three buildings in Hyderabad, India; and two buildings in Nassau, The Bahamas, as well as space in office buildings
in Argentina, India and Singapore. The buildings we own consist of approximately 2,113,000 square feet of space. We
have leased to third parties approximately 351,000 square feet of excess owned space.

Item 3. Legal Proceedings.

The information set forth in response to this Item 3 of Regulation S-K under “Legal Proceedings” is incorporated
by reference from the “Legal Proceedings” section in Note 15 — Commitments and Contingencies in the notes to
consolidated financial statements in Item 8 of Part II of this Form 10-K, which is incorporated herein by reference.

EXECUTIVE OFFICERS OF THE REGISTRANT

Pursuant to General Instruction G(3) to Form 10-K, the following description of our executive officers is included
as an unnumbered item in Part I of this report in lieu of being included in our definitive proxy statement for our annual
meeting of stockholders. Set forth below are the name, age, present title, and certain other information for each of our
executive officers as of November 14, 2012. Each executive officer is appointed by Franklin’s Board of Directors and
holds his/her office until the earlier of his/her death, resignation, retirement, disqualification or removal.

VIJAY C. ADVANI
AGE 51

Executive Vice President - Global Advisory Services since March 2011; formerly, Executive Vice President-Global
Distribution of Franklin from June 2008 to March 2011, and Executive Vice President-Global Advisor Services of
Franklin from December 2005 to June 2008; officer and/or director of various subsidiaries of Franklin; employed by
Franklin or its subsidiaries in various other capacities for more than the past five years.

CHARLES B. JOHNSON
AGE 79

Chairman of the Board since December 1999 and director of Franklin since 1969; formerly, Chief Executive Officer
of Franklin; officer and/or director of various subsidiaries of Franklin; officer and/or director or trustee of various
investment companies managed or advised by subsidiaries of Franklin.

GREGORY E. JOHNSON
AGE 51

President of Franklin since December 1999 and Chief Executive Officer of Franklin since January 2004; officer and/
or director of various subsidiaries of Franklin.
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JENNIFER M. JOHNSON
AGE 48

Executive Vice President and Chief Operating Officer of Franklin since March 2010; formerly, Executive Vice
President—Operations and Technology of Franklin from December 2005 to March 2010, and Senior Vice President and
Chief Information Officer of Franklin from May 2003 to December 2005; officer of Franklin for more than the past
five years; officer or director of various subsidiaries of Franklin. Director, Keynote Systems, Inc. since April 2004.

RUPERT H. JOHNSON, JR.
AGE 72

Vice Chairman since December 1999 and director of Franklin since 1969; officer and/or director of various subsidiaries
of Franklin; officer and/or director or trustee of various investment companies managed or advised by subsidiaries of
Franklin.

KENNETH A. LEWIS
AGE 51

Executive Vice President of Franklin since October 2007 and Chief Financial Officer of Franklin since October 2006;
formerly, Senior Vice-President and Treasurer of Franklin from October 2006 to October 2007, Vice President—
Enterprise Risk Management of Franklin from April 2006 to October 2006 and Vice President and Treasurer of Franklin
from June 2002 to April 2006; officer and/or director of various subsidiaries of Franklin for more than the past five
years.

JOHN M. LUSK
AGE 54

Executive Vice President - Investment Management since March 2011; formerly, Executive Vice President-Portfolio
Operations of Franklin from December 2005 to March 2011, and Vice President of Franklin from January 2004 to
December 2005; officer and/or director of various subsidiaries of Franklin; employed by Franklin or its subsidiaries in
various other capacities for more than the past five years.

CRAIG S. TYLE
AGE 52

Executive Vice President and General Counsel of Franklin since August 2005; formerly, a partner at Shearman &
Sterling LLP (a law firm) from March 2004 to July 2005 and General Counsel for the Investment Company Institute
(a trade group for the U.S. fund industry) from September 1997 through March 2004; officer of various investment
companies managed or advised by subsidiaries of Franklin.

WILLIAM Y. YUN
AGE 53

Executive Vice President—Alternative Strategies of Franklin since June 2008, and formerly Executive Vice President—
Institutional of Franklin from December 2005 to June 2008; President of Fiduciary Trust, a subsidiary of Franklin, from
2000 to December 2005; officer and/or director of other subsidiaries of Franklin; employed by Franklin or its subsidiaries
in various other capacities since the acquisition of Fiduciary Trust in April 2001.

Family Relations. Charles B. Johnson and Rupert H. Johnson, Jr. are brothers. Gregory E. Johnson is the son of
Charles B. Johnson, the nephew of Rupert H. Johnson, Jr. and the brother of Jennifer M. Johnson. Jennifer M. Johnson
is the daughter of Charles B. Johnson, the niece of Rupert H. Johnson, Jr. and the sister of Gregory E. Johnson.

Item 4. Mine Safety Disclosures.
Not applicable.
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PART 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities.

Our common stock is traded‘on the NYSE under the ticker symbol “BEN.” On September 28, 2012 (the last
trading day of our fiscal year), the closing price of our common stock on the NYSE was $125.07 per share. At October 31,
2012, there were approximately 4,650 stockholders of record of our common stock.

The following table sets forth the high and low sales prices for our common stock on the NYSE for each full
quarterly period of the two most recently completed fiscal years.

2012 Fiscal Year 2011 Fiscal Year
Quarter ‘ High Low High Low
October-December. ......... ... ... .. i $ 11238 $ 8771 $ 12500 $ 106.04
January-March .. ... ... .. . $ 12648 $ 9438 $ 13097 $ 10833
April-June. . ... $ 12783 $ 10091 $ 13165 §$ 120.50
July-September. . . ... $ 12820 $ 10598 $ 13756 §  93.58

We declared regular cash dividends of $1.08 per share ($0.27 per share per quarter) and a special cash dividend
of $2.00 per share in the fiscal year ended September 30, 2012 (“fiscal year 2012”), and regular cash dividends 0f $1.00
per share ($0.25 per share per quarter) in the fiscal year ended September 30, 2011 (“fiscal year 2011”). We currently
expect to continue paying comparable regular cash dividends on a quarterly basis to holders of our common stock
depending upon earnings and other relevant factors.

The equity compensation plan information called for by Item 201(d) of Regulation S-K is set forth in Item 12 of
Part I1I of this Form 10-K under the heading “Equity Compensation Plan Information.”

OnJuly 6,2011, our subsidiary Franklin Templeton Investments Australia Limited transferred 85,000 unregistered
shares of our common stock having an aggregate value of $11.4 million as of that date in a private placement in
accordance with Rule 506 under the Securities Act of 1933, as amended, in connection with the subsidiary's acquisition
of all of the outstanding shares of Balanced Equity Management Pty. Limited, a specialty Australian equity manager.

The following table provides information with respect to the shares of our common stock that we repurchased
during the three months ended September 30, 2012.

Maximum
Total Number of Number of Shares
Shares Purchased that May Yet Be
As Part of Publicly  Purchased Under

Total Number of Average Price Announced Plans the Plans or
Month Shares Purchased Paid per Share or Programs Programs
July2012 ... — 3 — — 8,084,963
August2012....... ... ..ol 651,826 $ 116.46 651,826 7,433,137
September 2012 . ................. 184,800 $ 122.90 184,800 7,248,337
Total ....................... 836,626 836,626

Under our stock repurchase program, we can repurchase shares of our common stock from time to time in the
open market and in private transactions in accordance with applicable laws and regulations, including without limitation
applicable federal securities laws. From time to time we have announced the existence of and updates to our continuing
policy of repurchasing shares of our common stock. In December 2011, our Board of Directors authorized the repurchase
of up to 10.0 million additional shares of our common stock under our stock repurchase program. At September 30,
2012, approximately 7.2 million shares remained available for repurchase under the program, which is not subject to
an expiration date.
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Item 6. Selected Financial Data.

FINANCIAL HIGHLIGHTS
as of and for the fiscal years ended September 30, 2012 2011 2010 2009 2008
Summary of Operations (in millions)
Operating revenues ..................... $7,101.0 $ 7,140.0 $ 5853.0 $4,194.1 $6,032.4
Operating income. . .. .........oovuunnn.. 2,515.2 2,659.8 1,958.7 1,202.6 2,099.0
Operatingmargin. ...................... 35.4% 37.3% 33.5% 28.7% 34.8%
Net income attributable to Franklin
Resources,Inc.......................... 1,931.4 1,923.6 1,445.7 896.8 1,588.2
Financial Data (in millions)
Totalassets. . .....ovvvevevneneennnn. $14,751.5 ' $13,775.8 ' $10,708.1 $9468.5 $9,176.5
Debt . ..o 1,566.1 998.2 979.9 121.2 269.3
Debt of consolidated sponsored investment
products ...........c.coiiiiiiiia.. 110.2 134.9 — — —
Debt of consolidated variable interest entities. 1,100.9 1,035.4 — — —
Franklin Resources, Inc. stockholders’ equity . 9,201.3 8,524.7 7,727.0 7,632.2 7,074.4
Operating cashflows . ................... 1,066.2 1,621.8 1,651.0 641.4 1,409.2
Investingcash flows. . ................... 873.4 435.9 (32.7) 289.9 (1,096.1)
Financingcashflows.................... (1,084.9) (968.2) (594.9) (340.6) (1,300.0)
Assets Under Management (in billions)
Ending................. ...t $ 7499 § 6599 $ 6449 §$§ 5234 $§ 5073
AVErage’ .. ... 705.7 694.4 571.1 4422 604.9
Per Common Share
Earnings
BasiC......... .. $§ 898 $ 8.66 $ 636 §$ 387 § 6.68
Diluted. ............. ...t 8.95 8.62 6.33 3.85 6.62
Cashdividends......................... - 3.08 1.00 3.88 0.84 0.80
Bookvalue.................. ... ..., 43.36 41.82 34.49 33.28 30.39

Employee Headcount. . ................. 8,558 8,453 7,927 7,745 8,809

1
2

Includes balances of variable interest entities not consolidated prior to October 1, 2010.
Represents simple monthly average AUM.

Item 7. 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 in Item 1A of Part [ of this Annual Report on Form 10-K and in any more recent filings
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with the U.S. Securities and Exchange Commission (the “SEC”), each of which describe these risks, uncertainties and
other important factors in more detail.

While forward-looking statements are our best prediction at the time that they are made, you should not rely on
them. 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. We caution you therefore against
relying on any of these forward-looking statements. 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 Annual Report
on Form 10-K that causes any of our forward-looking statements to be inaccurate, whether as aresult 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 revisions to our forward-looking statements, unless required by law.

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 products that
include investment funds and institutional, high net-worth and separately-managed accounts (collectively, our
“sponsored investment products” or “SIPs”). In addition to investment management, our services include fund
administration, sales, distribution, shareholder services, transfer agency, trustee, custodial and other fiduciary services,
as well as select private banking services. Our sponsored investment products and investment management and related
services are distributed or marketed to the public globally under seven distinct brand names: Franklin®, Templeton®,
Mutual Series®, Bissett®, Fiduciary Trust™, Darby®and Balanced Equity Management™. We offer a broad range of
SIPs under equity, hybrid, fixed-income and cash management funds and accounts, including alternative investment
products, that meet a wide variety of specific investment needs of individual and institutional investors. We also manage
certain sub-advised investment products which may be sold to the public under one of our brand names or those of
other companies or on a co-branded basis.

Effective July 1, 2012, we have one operating segment, investment management and related services. Previously,
we had a secondary operating segment, banking/finance, which offered select retail banking, private banking and
consumer lending services. During the fiscal year ended September 30, 2012 (“fiscal year 2012”), we significantly
reduced these services and now only offer select private banking services to investment management clients.

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 above in Item 1A of Part I of this Annual Report on Form 10-K, 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 and the number of mutual fund shareholder accounts. The
fees charged for our services are based on contracts with our SIPs or our clients. These arrangements could change in
the future.

During fiscal year 2012, global financial markets produced strong positive returns, evidenced by a 22% increase
in the MSCI World Index, a 30% increase in the S&P 500 Index, and a 5% increase in the Barclays Global Aggregate
Index. The markets recovered from the significant volatility and negative sentiment experienced during the fourth
quarter of the fiscal year ended September 30, 2011 (“fiscal year 2011”), but remained volatile throughout the year
amid continued investor concerns related to the European sovereign debt crisis and the global economy. In this
environment our simple monthly average AUM (“average AUM”) and earnings per share increased slightly from fiscal
year 2011.

Our total AUM at September 30, 2012 was $749.9 billion, 14% higher than at September 30, 2011. The increase
was almost entirely due to $96.4 billion in market appreciation as the strong market returns resulted in valuation increases
in all investment objectives. The increase in average AUM was lower, at 2%, due to market volatility and depreciation
experienced in the fourth quarter of fiscal year 2011. Long-term sales decreased 23% to $170.8 billion for fiscal year
2012, primarily due to reduced demand for global/international fixed-income and equity products. Redemption activity
decreased 7% to $172.7 billion, as global/international equity and tax-free fixed-income product redemptions declined,
but were partially offset by an increase in redemptions in global/international fixed-income products.
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The business and regulatory environments in which we operate remain complex, uncertain and subject to change.
In the U.S., the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (the “Reform Act”) imposes
additional restrictions and limitations on our business, and we expect that the Foreign Account Tax Compliance Act
(“FATCA”) will cause us to incur significant administrative and compliance costs. We are also subject to numerous
regulations by U.S. and non-U.S. regulators that add further complexity to our ongoing global compliance operations.

Uncertainties regarding economic stabilization and improvement remain in 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 SIPs and on providing high quality customer service to our clients. While we are 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 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 in Part I of this Annual Report.

Results of Operations

(dollar amounts in millions, except per share data)

for the fiscal years ended September 30, 2012 2011 2010 vs?: 0210211 Vs?(;lollo
OperatingIncome ............................ $2,5152 $2,659.8  §1,958.7 5)% 36%
Net Income Attributable to Franklin Resources, Inc. 1,93 14 1,923.6 1,445.7 0% 33%
Earnings Per Share
BasiC ... $ 898 $§ 866 § 6.36 4% 36%
Diluted. . ....... .. .. i 8.95 8.62 6.33 4% 36%
Operating Margin'. .. ......................... 35.4% 37.3% 33.5%

! Defined as operating income divided by total operating revenues.

Operating income decreased $144.6 million in fiscal year 2012 primarily due to a 2% decrease in investment
management fee revenues, which resulted from a lower effective management fee rate partially offset by a 2% increase
in average AUM, and $38.5 million of net insurance recoveries during fiscal year 2011 for losses incurred in previous
years. Net income attributable to Franklin Resources, Inc. increased $7.8 million as higher investment and other income,
net more than offset the decrease in operating income.

Operating income increased $701.1 million and net income attributable to Franklin Resources, Inc. increased
$477.9 million in fiscal year 2011 primarily due to a 27% increase in investment management fee revenues, which was
driven by a 22% increase in average AUM and a higher effective management fee rate.

Diluted earnings per share increased in fiscal year 2012 despite the minimal increase in net income due to a 3%
decrease in diluted average common shares outstanding primarily resulting from the repurchase of shares of our common
stock. Diluted earnings per share increased in fiscal year 2011 consistent with the increase in net income and a 2%
decrease in diluted average common shares outstanding.
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Assets Under Management

AUM by investment objective was as follows:

(dollar amounts in billions)

2012 2011
as of September 30, 2012 2011 2010 vs. 2011 vs. 2010
Equity
Global/international . . . ................... $ 2149 $§ 1858 § 2042 16 % (9)%
UnitedStates ...........coovvivinnenn... 82.2 68.4 69.5 20 % 2)%
Totalequity...............coooiinnat, 297.1 254.2 273.7 17 % M% -
Hybrid........... ... ... ... ... ... ..., 110.1 101.3 110.8 9% 9%
Fixed-Income
Tax-free ... 83.2 72.0 77.7 16 % (M%
Taxable
Global/international ................... 196.4 178.8 130.7 10 % 37 %
UnitedStates. . ....................... 56.7 46.9 454 21 % 3%
Total fixed-income.................. 336.3 297.7 253.8 13 % 17%
Cash Management . . .................... 6.4 6.7 6.6 4)% 2%
Total ....... ... ... ... ... ... $ 7499 § 6599 $ 6449 14% 2%
Average forthe Year .................... Wmm__l"/:—n“—/:

AUM at September 30, 2012 increased 14% from September 30, 2011, almost entirely due to $96.4 billion in
market appreciation as strong positive returns in global markets resulted in valuation increases in all investment
objectives. AUM increased 2% during fiscal year 2011, driven by $36.4 billion of net new flows and $12.5 billion from
acquisitions, largely offset by $30.5 billion in market depreciation as volatile market conditions led to valuation
decreases.

Average AUM, which is generally more indicative of trends in revenue for providing investment management
and fund administration services than the year-over-year change in ending AUM, increased by 2% and 22% during
fiscal years 2012 and 2011.
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The average mix of AUM by investment objective is shown below. The change in mix towards fixed-income
products during fiscal years 2012 and 2011 reflects investor preference for globally diversified fixed-income
investments. We expect this trend to continue in the near future.

for the fiscal years ended September 30, 2012 2011 2010
Equity
Global/international .. ........ ... ... ittt 29% 32% 32%
United States. .. ... e et e 11% 11% 12%
Total equity. . ..o vttt 40% 43% 44%
Hybrid ... ... 14% 16% 18%
Fixed-Income
TaX-freE. . vttt e e 11% 10% 13%
Taxable v
Global/international .. ......... ... ...ttt i, 26% 23% 17%
United States . .........oiiiititnii it i 8% 7% 7%
Total fixed-income. .. ....... .. ... i 45% 40% 37%
CashManagement. . ................ .0 ittt ininininnnn, 1% 1% 1%
Total. ... e 100% 100% 100%

Components of the change in AUM were as follows:

(dollar amounts in billions) 2012 2011
for the fiscal year ended September 30, 2012 2011 2010 vs. 2011 vs. 2010
Beginning AUM. ........................ $ 6599 $§ 6449 $§ 5234 2 % 23 %
Long-termsales....................... 170.8 220.8 188.5 (23)% 17 %
Long-term redemptions. ................ (172.7) (184.8) (122.8) (7% 50 %
Net cash management . ................. 0.4) 0.4 42 NM (90)%
Netnewflows...................... 2.3) 36.4 69.9 NM 48)%
Reinvested distributions . ............... 18.4 16.3 11.5 13 % 42 %
Netflows ......................... 16.1 52.7 814 69)% (35)%
Distributions ......................... (22.5) 19.7) (14.2) 14 % 39 %
Acquisitions. . .......... ..o, — 12.5 — (100)% NM
Appreciation (depreciation) and other. . . . . . 96.4 (30.5) 54.3 NM NM
Ending AUM. .......................... $ 7499 $ 6599 $ 6449 14 % 2%
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Components of the change in AUM by investment objective were as follows:

(in billions) Equity Fixed-Income
for the fiscal year ended Global/ United g’.‘,’.’,‘;‘f 1;?:;2:: Cash
September 30, 2012 International States Hybrid Tax-Free  International States Management Total
AUM at October 1,2011 .. $ 1858 $ 684 $1013 § 720 $ 1788 §$ 469 § 6.7 $659.9
Long-termsales . .. .. .. 40.8 16.1 19.3 13.5 64.0 17.1 -— 170.8
Long-term redemptions . @Lr7 (187 (26.5) (8.9) 64.2) (12.7) —  (172.7)
Net exchanges ........ (1.5) 0.2 0.5 0.3 0.9) 1.4 — —
Net cash management . . — — — — — — 0.4) 0.4)
Net new flows. . . . .. 24) (2.4) (6.7) 49 (1.1) 5.8 (0.4) (2.3)
Reinvested distributions. 2.2 1.7 49 2.3 5.6 1.7 — 18.4
Netflows. ......... 0.2) 0.7) (1.8) 7.2 4.5 7.5 0.4) 16.1
Distributions. . ........ 24 (1.8) (5.7) 3.0) (7.5) 2.1 — (22.5)
Appreciation and other. . 31.7 16.3 16.3 7.0 20.6 44 0.1 96.4
AUM at September 30,2012. $ 2149 $ 822 $110.1 §$ 832 § 1964 § 56.7 § 64 $749.9
(in billions) Equity Fixed-Income
for the fiscal year ended Global/ United g’]ﬁ)l;l; T[?:;le)‘lje Cash
September 30, 2011 International States Hybrid Tax-Free  International States Management Total
AUM at October 1,2010 .. $ 2042 $ 695 $110.8 $ 77.7 $§ 1307 $ 454 $ 6.6 $644.9
Long-term sales . . . .. .. 53.3 19.6 21.4 9.5 102.8 14.2 —  220.8
Long-term redemptions . (61.0) (19.1) (29.0) (14.3) (48.5) (12.9) —  (184.8)
Net exchanges . ....... 0.5) 0.3 0.5 (1.9) 24 0.5) (0.3) —
Net cash management . . — — — — — — 0.4 04
Net new flows. . . ... 8.2) 0.8 7.1 (6.7) 56.7 0.8 0.1 36.4
Reinvested distributions. 2.7 1.6 4.2 2.2 43 1.3 - 16.3
Netflows. ......... (5.5) 2.4 2.9 4.5) 61.0 2.1 0.1 52.7
Distributions. . ........ (3.3) (1.7) (5.2) 3.2) (4.6) (1.7) — (19.7)
Acquisitions. . ........ 12.5 — — - — — — 12.5
Appreciation
(depreciation) and other . (22.1) (1.8) (1.4) 2.0 (8.3) 1.1 — (30.5)
AUM at September 30,2011. $ 1858 §$ 684 $101.3 §$ 72.0 $§ 1788 § 469 § 6.7 $659.9
(in billions) Equity Fixed-Income
for the fiscal year ended Global/ United g’(‘,?,l;l; 1[?:;2? Cash
September 30, 2010 International States Hybrid Tax-Free  International States Management Total
AUM at October 1,2009 .. $ 1831 $ 639 $ 982 % 696 $ 633 § 384 $ 6.9 §$5234
Long-termsales . . ..... 50.5 13.4 16.7 14.3 79.5 14.1 — 188.5
Long-term redemptions . 47.0) (14.1) (13.2) .1 (29.2) (10.2) —  (122.8)
Net exchanges ........ (0.6) (0.3) (0.2) 0.1) 54 0.3 4.5) —
Net cash management . . — — — — — — 4.2 4.2
Net new flows. . . . .. 2.9 (1.0) 33 5.1 55.7 4.2 0.3) 69.9
Reinvested distributions. 1.5 0.7 3.8 2.0 23 1.2 — 11.5
Net flows. ... ...... 44 0.3) 7.1 7.1 58.0 54 (0.3) 81.4
Distributions. . ........ (1.5) 0.8) 4.9) 3.2) (2.3) (1.5) — (14.2)
Appreciation and other. . 18.2 6.7 104 4.2 11.7 3.1 — 543
AUM at September 30,2010. $ 204.2 $ 695 $1108 $ 77.7 $ 130.7 § 454 § 6.6 $644.9
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AUM increased $90 0 billion or 14% during fiscal year 2012, almost entirely due to market appreciation of $96.4
billion, partially offset by $2.3 billion in net new outflows. ’Sm‘ng positive returns in global markets, evidenced by
increases in the MSCI World, S&P 500 and Barclays Giokal ‘Aggregate indexes 0f 22%, 30% and 5%, resulted in market
appreciation across all investment objectives. Long-term sales decreased 23% to $170.8 billion, primarily due to reduced
demand for global/international fixed-income and equity products as a result of ongoing investor concerns related to
the European sovereign debt crisis and the strength of the global economic recovery. Long-term redemptions decreased
7% to $172.7 billion, as global/international equity and tax-free fixed-income product redemptions declined, but were
partially offset by an increase in redemptions in global/international fixed-income products. Redemptions included
$11.1 billion from an institutional advisory account in the hybrid objective.

AUM increased $15.0 billion or 2% during fiscal year 2011, driven by $36.4 billion of net new flows and $12.5
billion from acquisitions, largely offset by $30.5 billion in market depreciation. Net new flows decreased 48% from
the prior year, despite a 17% increase in long-term sales led by growth in global/international fixed-income products,
as long-term redemptions increased 50%, with increases in all investment objectives as a result of persistent market
volatility amid investor concerns about economic growth, the sovereign debt crisis in Europe and default risk associated
with municipal bonds. The negative sentiment in the global financial markets, evidenced by a decrease in the MSCI
World Index of 4%, also resulted in significant market depreciation in global/international equity and fixed-income
products. Redemptions included $12.0 billion from an institutional advisory account in the hybrid objective and losses
of a few global equity institutional accounts.

The average mix of AUM by sales region is shown below.

(doilar amounts in billions) - % of % of % of

for the fiscal years ended September 30, 2012 Total 2011 Total 2010 Total
United States ...................... $ 4613 65% $ 4594 66% § 4043 1%

International

Europe, the Middle East and Africa . 112.1 16 % 109.3 16% 68.2 12%
Asia-Pacific..................... 74.3 10% 66.5 9% 50.0 9%
Canada......................... 32.1 5% 33.8 5% 313 5%
Latin America’. . ................. 259 4% 254 4% 17.3 3%
Total international. . . ........... $ 2444 35% $ 2350 34% $§ 166.8 29%
Total. ..................... $ 7057 100% $ 694.4 100% $ 571.1 100%

Latin America sales region includes North America-based advisors serving non-resident clients.

Due to the global nature of our business operations, investment management and related services may be performed
in locations unrelated to the sales region.

Investment Performance Overview

A key driver of our overall success is the long-term investment performance of our SIPs. A standard measure of
the performance of these investment products is the percentage of AUM exceeding benchmarks and peer group medians.
The long-term investment performance of our fixed-income products has been strong with AUM frequently
outperforming the benchmarks and peer group medians for the three-, five- and ten-year periods ended September 30,
2012. Our global/international fixed-income funds generated exceptional results with at least 87% of AUM exceeding
the benchmarks and peer group medians for all periods presented, as did our hybrid products with at least 94% of AUM
exceeding the peer group median for all periods. In addition, at least 95% of AUM of our tax-free fixed-income products
exceeded the peer group medians for the five- and ten-year periods. The long-term per}"ormance of our equity products
has also been solid with AUM regularly exceeding the peer group medians for the three-, five- and ten-year periods.
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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
h % of AUM in Top Two Peer Group
% of AUM Exceeding Benchmark Quartiles
As of September 30, 2012 1-Year 3-Year 5-Year 10-Year 1-Year 3-Year 5-Year 10-Year
Equity
Global/international . . . ... 43% 36% 54% 50% 62% 60% 67% 66%
United States. ........... 2% 13% 36% 38% 17% - 44% 75% 46%
Total equity .......... 30% 28% 48% 46% 48% 54% 70% 58%
Hybrid................... 87% 85% 13% 96% 96% 95% 94% 98%
Fixed-Income
Tax-free................ 75% 61% 2% 31% 41% 70% 95% 100%
Taxable
Global/international . . . . 87% 88% 90% 91% 93% 92% 99% 99%
United States ......... 84% 72% 67% 78% 67% 54% 54% 68%
Total fixed-income . . 83% 78% 62% 70% 74% 80% 90% 94%

AUM measured in the benchmark and peer group rankings represents 89% of our total AUM as of September
30, 2012. 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. The peer group rankings are sourced
from Lipper, Morningstar or eVestment in each fund's market and were based on an absolute ranking of returns as of
September 30, 2012. For products with multiple share classes, rankings for the primary share class are applied to the
entire product. Private equity, certain privately-offered emerging market and real estate funds and cash management
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 October 16, 2012 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 revenue category and the percentage of total operating
revenues represented by each category.

Percentage of Total

Percentage Change Operating Revenues
2012 vs. 2011 vs.

for the fiscal years ended September 30, 2011 2010 2012 2011 2010
Investment managementfees .................... 2)% 27 % 63 % 63% 61%
Sales and distributionfees ...................... 0% 16 % 32% 32% 33%
Shareholder servicing fees ...................... 1 % 6 % 4% 4% 5%
Other,met .......... ... ... ... ... ... ... 82 % (M% 1% 1% 1%

Total Operating Revenues. . . ............... (1)% 22% 100% 100% 100%

Investment Management Fees

Investment management fees are generally calculated under contractual arrangements with our SIPs and the sub-
advised products that we manage as a percentage of the market value of AUM. Annual rates vary by investment objective
and type of services provided. Rates for products sold outside of the U.S. are generally higher than for U.S. products
because they are structured to compensate for certain distribution costs.
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Investment management fees decreased $72.7 million in fiscal year 2012. The decrease in fees was primarily due
to a lower effective fee rate as described below, partially offset by a 2% increase in average AUM which originated
from non-U.S. products, primarily in the global/international fixed-income objective.

Investment management fees increased $956.8 million in fiscal year 2011. Approximately 87% of the increase
was due to a 22% increase in average AUM, which was driven by net new flows from global/international fixed-income
products and acquisitions, as well as higher valuation levels resulting from market appreciation across most investment
objectives during the first nine months of the fiscal year. The increase in fees was also impacted to a lesser extent by
higher effective fee rates.

Our effective investment management fee rate (investment management fees divided by average AUM) was 63.2
basis points for fiscal year 2012, as compared to 65.3 basis points for fiscal year 2011 and 62.6 basis points for fiscal
year2010. The rate decrease in fiscal year 2012 primarily resulted from lower levels and weighting of global/international
equity AUM, which generally carry the highest fee rates, and lower performance-based fees, partially offset by an
increase in the U.S. hybrid rate due to the loss of an $11.1 billion institutional advisory account that had a low fee rate.
The rate increase in fiscal year 2011 primarily resuited from higher levels and relative weighting of international AUM,
which were driven by growth in cross-border products.

Performance-based investment management fees were $13.6 million, $63.9 million, and $30.0 million for fiscal
years 2012, 2011 and 2010.

U.S. industry asset-weighted average management fee rates were as follows'.

(in basis points) Industry Average
for the fiscal years ended September 30, 2012 2011 2010
Equity
Global/international ......... ... ... ... .. . i 61 63 64
United States. . ... ..ottt i it it i e 45 47 47
Hybrid. . ... e 39 40 39
Fixed-Income
s i AP 37 37 37
Taxable
Global/international . . ............. ... ... i 58 56 54
United States .. ...ttt ittt ittt 37 38 38
CashManagement. . ............... ... iiiiiinirniiinennnns. 13 16 17

! U.S. industry asset-weighted average management fee rates were calculated using information available from Lipper® Inc.
as of September 30, 2012, 2011 and 2010 and include all U.S.-registered open-end funds that reported expense data to Lipper
Inc. as of the funds’ most recent annual report date, and for which expenses were equal to or greater than zero. As defined by
Lipper Inc., management fees include fees from providing advisory and fund administration services. The averages combine
retail and institutional funds data and include all share classes and distribution channels, without exception. Variable annuity

products are not included.

Our actual effective investment management fee rates are generally higher than the U.S. industry average rates
as we actively manage our products and have a higher level of international AUM, both of which generate higher fees.
Changes to our effective investment management fee rates in the U.S. have not varied significantly from changes in
industry rates. During fiscal years 2012 and 2011, our U.S. hybrid rate increased by approximately five basis points
more than the industry rate due to losses of institutional advisory accounts of $11.1 billion and $12.0 billion that had
low fee rates.

Our product offerings and global operations are diverse. As such, the impact of future changes in the market value
of 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.
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Sales and Distribution Fees

We earn fees from the sale of certain classes of SIPs on which investors pay a commission at the time of purchase
(“commissionable sales”). Sales commissions are reduced or eliminated on some share classes and for some sale
transactions depending upon 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.

Globally, our mutual funds and certain other products generally pay us distribution fees in return for sales,
marketing and distribution efforts on their behalf. Specifically, the majority of U.S.-registered mutual funds, with the
exception of certain of our money market mutual 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 mutual funds
to bear certain expenses relating to the distribution of their shares, such as expenses for marketing, advertising, printing
and sales promotion, subject to the Rule 12b-1 Plans’ limitations on amounts. The individual Rule 12b-1 Plans set a
percentage limit for Rule 12b-1 expenses based on average daily net AUM of the mutual fund. Similar arrangements
exist for the distribution of our non-U.S. funds where, generally, the distributor of the funds in the local market arranges
for and pays commissions.

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

Sales and distribution fees by revenue driver are presented below:

(dollar amounts in millions) Percentage Change
2012 vs. 2011 vs.
for the fiscal years ended September 30, 2012 2011 2010 2011 2010
Asset-basedfees.......... ..o .. $ 15228 § 1,511.5 $ 1,209.1 1 % 25%
Sales-basedfees ........................... 725.7 737.0 724.8 2)Y% 2%
Contingent sales charges. . . .................. 10.8 15.0 13.2 (28)% 14%
Sales and Distribution Fees. . .. ... ........ $ 22593 $ 2,2635 § 1,947.1 0% 16%

Asset-based distribution fees increased $11.3 million in fiscal year 2012 primarily due to a 2% increase in average
AUM and a higher mix of international AUM, partially offset by a higher mix of fixed-income AUM. Asset-based
distribution fees increased $302.4 million in fiscal year 2011 primarily due to a 22% increase in average AUM and a
higher mix of international AUM. Equity products typically generate higher distribution fees than fixed-income
products, and international products typically generate higher distribution fees than U.S. products. Distribution fees as
a percentage of average AUM were 0.22% for fiscal years 2012 and 2011, and 0.21% for fiscal year 2010.

Sales-based fees decreased $11.3 million in fiscal year 2012 primarily due to an 8% decrease in total
commissionable sales and a higher mix of commissionable fixed-income product sales, substantially offset by a higher
mix of U.S. product sales. Sales fees increased $12.2 million in fiscal year 2011 primarily due to a higher mix of
commissionable equity product sales. Total commissionable sales increased 3% in fiscal year 2011, however the increase
had no impact on sales fees due to a higher mix of international products. Equity products typically generate higher
sales fees than fixed-income products, and U.S. products typically generate higher sales fees than international products.
Sales fees as a percentage of commissionable sales were 3.4%, 3.1% and 3.2% for fiscal years 2012, 2011 and 2010.
Commissionable sales represented 13%, 11% and 12% of total sales for fiscal years 2012 , 2011 and 2010.

Contingent sales charges are earned from investor redemptions within a certain 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.

Shareholder Servicing Fees

We receive shareholder servicing fees as compensation for providing transfer agency services, which include
providing customer statements, transaction processing, customer service, and tax reporting. These fees are generally
fixed charges per shareholder account that vary with the particular type of fund and the service being rendered. In some
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instances, we charge SIPs these fees based on the level of AUM. In the U.S., transfer agency service agreements provide
that accounts closed in a calendar year generally remain billable at a reduced rate through the second quarter of the
following calendar year. In Canada, such agreements provide that accounts closed in the calendar year remain billable
for four months after the end of the calendar year. Accordingly, the level of fees will vary with the change in open
accounts and the level of closed accounts that remain billable. Approximately 4.3 million accounts closed in the U.S.
during calendar year 2011 were no longer billable effective July 1, 2012, as compared to approximately 2.2 million
accounts closed during calendar year 2010 that were no longer billable effective July 1,2011. Approximately 0.2 million
accounts closed in Canada during calendar year 2011 were no longer billable effective May 1, 2012, compared to
approximately 0.3 million accounts closed during calendar year 2010 that were no longer billable effective May 1,
2011

Other services include tax planning and return preparation for individual and trust clients, for which fees are
primarily account based, and trustee services, for which fees are based on the level of AUM.,

Shareholder servicing fees increased $1.7 million in fiscal year 2012 primarily due to a $3.5 million increase in
other service fees, mainly resulting from higher tax planning and return preparation fee rates and levels of trust AUM.
Transfer agency service fees decreased $1.8 million primarily due to unfavorable currency impacts from the stronger
U.S. dollar in all regions and an 8% decrease in billable shareholder accounts in Canada, partially offset by increases
in Europe from a change in fee structures that became effective on January 1, 2011 and a 2% increase in billable
shareholder accounts.

Shareholder servicing fees increased $16.9 million in fiscal year 2011 primarily due to an $11.8 million increase
in Europe resulting from the change in fee structures, a 15% increase in simple monthly average billable shareholder
accounts and a 3% increase in the value of the Euro against the U.S. dollar. Shareholder servicing fees increased $2.3
million in the U.S. mainly due to a 9% increase in simple monthly average billable shareholder accounts, partially
offset by the impact of account conversions to omnibus accounts that earn lower fees.

Other, Net

Other, net revenue primarily consists of dividend and interest income from consolidated SIPs. It also includes
interest income and expense and provisions for loan losses from lending activities.

Other, net revenue increased $36.2 million in fiscal year 2012, primarily due to a $51.4 million increase in income
from consolidated SIPs, including $30.4 million related to limited partnerships and similar structures that were
consolidated as of September 30, 2011 or during fiscal year 2012. The increase was partially offset by a $13.1 million
decrease in net revenue from banking/finance services due to a significant reduction in these services during the year.
We no longer offer retail banking or consumer lending services, but continue to provide private banking services to
investment management clients.

Other, net revenue decreased $3.1 million in fiscal year 2011 primarily due to an $11.5 million decrease in net
revenue from banking/finance services resultmg from reduced activities, partially offset by a $6.7 million increase in
income from consolidated SIPs.
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Operating Expenses

The table below presents the percentage change in each operating expense category and the percentage of total
operating expenses represented by each category.

Percentage of Total
Percentage Change Operating Expenses
2012 vs. 2011 vs.
for the fiscal years ended September 30, 2011 2010 2012 2011 2010

Sales, distribution and marketing . .. .............. 1% 19 % 60 % 61 % 59 %
Compensation and benefits. . . ................... 2% 14 % 27% 27% 28 %
Information systems and technology .............. 6 % 5% 4% 4% 4%
OCCUPANCY ..ottt iianeens )% 1% 3% 3% 3%
General, administrative and other. . .. ............. 20 % ()% 6% 5% 6%
Total Operating Expenses. . ............ S 2% 15% 100% 100% 100%

Sales, Distribution and Marketing

Sales, distribution and marketing expenses primarily consist of payments to financial advisers, broker/dealers
and other third parties for providing services to investors in our SIPs, including marketing support services. Sales
expenses are determined as percentages of sales and are incurred from the same commissionable sales transactions that
generate sales fee revenues. Distribution expenses are determined as percentages of AUM and are incurred from assets
that generate either distribution fees or higher levels of investment management fees. Marketing support expenses are
based on sales, AUM 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 to shareholders. The deferred sales commissions
are amortized over the periods in which commissions are generally recovered from distribution fee revenues and
contingent sales charges received from shareholders of the funds upon redemption of their shares.

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

(dollar amounts in millions) - Percentage Change
2012 vs. 2011 vs.
for the fiscal years ended September 30, 2012 2011 2010 2011 2010
Asset-based expenses . . ........ ... o0 $ 19469 $ 1,881.8 § 1,418.2 3% 33 %
Sales-based expenses .. ........... ... .. ... 662.9 675.8 676.0 (2)% 0%
Amortization of deferred sales commissions . . . . . 129.9 155.2 188.7 (16)% (18)%
Sales, Distribution and Marketing . . .. ... .. $ 2,739.7 $ 2,712.8 $ 12,2829 1% 19 %

Asset-based expenses increased $65.1 million in fiscal year 2012 due to a $35.2 million increase in distribution
expenses on non-U.S. products primarily resulting from a 3% increase in the related average international AUM, a
$25.2 million increase in distribution expenses on U.S. products resulting from a 2% increase in the related average
U.S. AUM and a higher mix of Class C assets, which have higher expense rates than other U.S. product classes, and a
$4.7 million increase in marketing support expenses resulting from a higher mix of the expenses that are based on
AUM.

Asset-based expenses increased $463.6 million in fiscal year 2011 primarily due to a $331.7 million increase in
distribution expenses on non-U.S. products resulting from a 41% increase in average international AUM, anda $117.0
million increase in distribution expenses on U.S. products resulting from a 14% increase in average U.S. AUM.

Asset-based expenses as a percentage of average AUM were 0.28%, 0.27% and 0.25% for fiscal years 2012,
2011 and 2010. Distribution expenses, which are typically higher for non-U.S. products, are generally not directly
correlated with distribution fee revenues due to international fee structures which provide for recovery of certain
distribution costs through investment management fees.
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Sales-based expenses decreased $12.9 million in fiscal year 2012 primarily due to an 8% decrease in total
commissionable sales, substantially offset by a higher mix of U.S. product sales, which typically generate higher
commissions than non-U.S. products. Sales-based marketing support expenses contributed $4.3 million to the decrease
due to a lower mix of the expenses that are based on sales. Sales-based expenses decreased $0.2 million in fiscal year
2011, as total commissionable sales increased 3%, but higher non-U.S. product sales were substantially offset by lower
U.S. product sales and resulted in essentially flat sales commission expenses. Sales-based expenses as a percentage of
sales-based fees were 91%, 92% and 93% for fiscal years 2012, 2011 and 2010.

Amortization of deferred sales commissions decreased $25.3 million in fiscal year 2012 primarily due to a $17.3
million decrease related to lower sales of U.S. Class A and C shares sold without a front-end sales charge to shareholders,
and a $5.7 million decrease related to U.S. Class B shares which were fully amortized in the prior year. Amortization
of deferred sales commissions decreased $33.5 million in fiscal year 2011 primarily due to the full amortization of the
U.S. Class B shares.

Compensation and Benefits

Compensation and benefit expenses increased $24.3 million in fiscal year 2012 primarily due to an increase in
salaries, wages and benefits, partially offset by decreases in commission and variable compensation. Salaries, wages
and benefits increased $38.4 million, primarily due to a $25.1 million increase in salaries and wages resulting from
higher staffing levels and annual merit salary adjustments that were effective December 1, 2011 and a $9.5 million
increase in severance benefits related to various employee terminations. Commissions decreased $11.5 million,
reflecting the 23% decrease in long-term sales. Variable compensation decreased $1.8 million, as an $8.8 million
decrease related to private equity performance fees was substantially offset by higher bonus expense based on our
performance. Compensation and benefit expenses as a percentage of operating revenues were 18%, 17% and 18% for
fiscal years 2012, 2011 and 2010. At September 30, 2012, our global workforce had increased to approximately 8,600
employees from approximately 8,500 employees at September 30, 2011.

Compensation and benefit expenses increased $150.2 million in fiscal year 2011 primarily due to increases in
variable compensation and salaries, wages and benefits. Variable compensation increased $79.0 million, mainly due
to higher bonus expense based on our performance and a $7.0 million increase related to private equity performance
fees. Salaries, wages and benefits increased $74.6 million, primarily due to a $49.7 million increase in salaries and
wages resulting from higher staffing levels, annual merit salary adjustments and unfavorable currency impacts, as well
as an increase of $16.5 million in 401(k) plan matching contributions.

We continue to place a high emphasis on our pay for performance philosophy. As such, any changes in the
underlying performance of our SIPs 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 costs increased $9.8 million and $7.5 million in fiscal years 2012 and 2011
primarily due to higher investments in strategic technology projects for operational purposes.

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

(in millions)

for the fiscal years ended September 30, 2012 2011 2010
Net carrying value at beginning of year. . .. .......................... $ 679 $ 639 § 65.2
Additions, netofdisposals.............. .. .. o i 549 40.4 34.0
AMOITIZAION. . . .. ittt ittt e et e et e e e (32.5) (36.4) (35.3)
Net Carrying Valueat Endof Year............................. $ 903 $ 679 § 63.9
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Occupancy

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

Occupancy costs decreased $1.1 million in fiscal year 2012 primarily due to lower building repairs and
maintenance costs. Occupancy costs increased $1.0 million in fiscal year 2011 primarily due to facility improvement
costs.

General, Administrative and Other

General, administrative and other operating expenses primarily consist of fund administration services and
shareholder servicing fees payable to external parties, advertising and promotion costs, corporate travel and
entertainment, professional fees, and other miscellaneous expenses.

General, administrative and other operating expenses increased $45.7 million in fiscal year 2012 primarily due
to $38.5 million of net insurance recoveries during fiscal year 2011 for losses incurred in previous years, $12.9 million
in current year expenses of limited partnerships and similar structures that were consolidated as of September 30, 2011
and an $8.8 million increase in professional fees mainly related to acquisition activities and changes to our banking/
finance business. The increases were partially offset by a $13.6 million decrease in consulting fees related to private
equity performance fees.

General, administrative and other operating expenses decreased $2.7 million in fiscal year 2011 primarily due to
$38.5 million of net insurance recoveries for losses incurred in prior years, which were substantially offset by various
expense increases. Fund administration services and shareholder servicing fees payable to external parties increased
$10.6 million due to higher average AUM and consulting fees related to private equity performance fees increased
$10.2 million. In addition, advertising and sales and promotion expenses increased $10.1 million and corporate travel
expenses increased $5.8 million due to higher levels of business activity.

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 expenditures may increase more rapidly,
or decrease more slowly, than our revenues.

Other Income (Expenses)

(in millions)

for the fiscal years ended September 30, 2012 2011 2010

Investment and other income, net ............. ... .. .. ..., $ 1997 § 1.8 $ 1276

Interest EXPenSe . . ...ttt e (36.7) (37.4) (16.5)
Other income (expenses),net . ......................oooiiun.... $ 1630 $§ (356) § 1111

Other income (expenses) consists of net investment and other income and interest expense, excluding interest
income and expense from banking/finance activities. Net investment and other income consists primarily of gains
(losses) on trading investment securities, investments of consolidated SIPs and assets and liabilities of consolidated
variable interest entities (“VIEs™); realized gains (losses) on sale of available-for-sale investment securities; income
(losses) from equity method investees; dividend and interest income; other-than-temporary impairments and foreign
currency exchange gains (losses).

Other income (expenses) increased $198.6 million in fiscal year 2012 primarily due to market valuation gains.
Higher market valuations resulted in $25.6 million of net gains from the changes in fair value of the assets and liabilities
of consolidated collateralized loan obligations (“CLOs) as compared to $80.0 million of net losses in the prior year.
Recovery in the financial markets also resulted in a $69.7 million increase in income from equity method investees, a
$36.0 million increase in net gains on trading investment securities, and a $20.2 million decrease in net losses from
securities held by consolidated SIPs. These increases were partially offset by a $24.5 million decrease in realized gains
on available-for-sale investment securities and a $13.2 million decrease in dividend income.

46



Other income (expenses) decreased $146.7 million in fiscal year 2011 primarily due to market valuation losses,
partially offset by higher realized gains. Lower market valuations resulted in $80.0 million of net losses from the changes
in fair value of the assets and liabilities of consolidated CLOs following implementation of new accounting guidance
related to consolidation of VIEs, and in $36.1 million of net losses from securities held by consolidated SIPs as compared
to $8.5 million of net gains in the prior year. Lower market valuations also resulted in a $31.6 million decrease in net
gains on trading investment securities, a $21.0 million decrease in income from equity method investees, and a $12.1
million increase in other-than-temporary impairments on certain available-for-sale and other equity investments. In
addition, interest expense increased by $20.9 million, primarily due to $900 million of long-term debt issued in May
2010. These decreases were partially offset by a $47.6 million increase in realized gains on available-for-sale investment
securities.

Substantially all of the net gains (losses) of consolidated CLOs and limited partnerships and similar structures,
and a significant noncontrolling percentage of the net gains (losses) from other consolidated SIPs are offset in
noncontrolling interests in our consolidated statements of income.

Our investments in SIPs 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 SIPs investments.

The consolidated cash, cash equivalents and investments portfolio by investment objective at September 30, 2012
was as follows:

Assets of
Trading Percent of Consolidated
Percent  Securities Total SIPs and VIEs
Total of Total Includedin Trading Included in Percent
(dollar amounts in millions) Portfolio  Portfolio  Portfolio Securities  Total Portfolio  of Total
Cash and Cash Equivalents . . . ... $ 6,0514 57% $ — 0% $ 267.1 12%
Investment Securities
Equity
Global/international. . . . . ... . 459.5 5% — 0% 346.0 15%
United States . ............. 26.7 0% — 0% 0.2 0%
Totalequity ............ 486.2 5% — 0% 346.2 15%
Hybrid.................... . 199.2 2% — 0% 121.3 5%
Fixed-Income
Tax-free.................. 26.8 0% — 0% — 0%
Taxable
Global/international . . . ... 1,002.0 9% 84.2 7% 579.1 25%
United States............ 2,317.1 22% 1,046.4 93% 984.1 43 %
Total fixed-income . . . . 3,345.9 31% 1,130.6 100% 1,563.2 68%
Total Investment Securities. . . . 4,031.3 38% 1,130.6 100% 2,030.7 88%
Other Investments. ............. 583.2 5% — 0% — 0%
Total Cash and Cash Equivalents
and Investments. . .............. $ 10,665.9 100% § 1,130.6 100% $ 2,297.8 100%

Investments of consolidated SIPs and VIEs are generally assigned a classification in the table above based on
the investment objective of the consolidated SIPs and VIEs holding the securities. Other investments include $424.1
million of investments in equity method investees that hold securities which primarily have a global/international equity
investment objective, are subject to market valuation risks and are readily marketable.
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Taxes on Income

As a multi-national corporation, we often provide our services from locations outside the U.S. Some of these
jurisdictions have lower tax rates than the U.S. The mix of pre-tax income subject to these lower rates, when aggregated
with income originating in the U.S., produces a lower overall effective income tax rate than existing U.S. federal and
state income tax rates.

Our effective income tax rate for fiscal year 2012 was 28.5% as compared to 30.6% in fiscal year 2011 and 29.9%
in fiscal year 2010. The decrease in fiscal year 2012 was primarily due to changes in state tax legislation and lower net
losses attributable to noncontrolling interests, partially offset by earnings in higher tax jurisdictions. The increase in
fiscal year 2011 was primarily due to net losses attributable to noncontrolling interests, partially offset by the recognition
of higher tax reserves in the prior year resulting from new legislation.

The effective income tax rate for future reporting periods will continue to reflect the relative contributions of
non-U.S. earnings that are subject to reduced tax rates and that are not currently included in U.S. taxable income.
Changes in tax rates in these jurisdictions may affect our effective income tax rate and net income.

Liquidity and Capital Resources

Cash flows were as follows:

(in millions)

for the fiscal years ended September 30, 2012 2011 2010
Cash Flow Data
Operating cash flows. . . ...t $ 1,0662 $ 1,621.8 $ 1,651.0
Investing cash flows . ...t FU 873.4 4359 (32.7)
Financingcashflows. ............. .. ...t (1,084.9) (968.2) (594.9)

Net cash provided by operating activities decreased in fiscal year 2012, despite an increase in net income, primarily
due to higher purchases of trading securities, net gains of consolidated VIEs compared to net losses in the prior year,
and a decrease in income taxes payable. Net cash provided by investing activities increased mainly due to cash recognized
due to consolidation of a VIE, proceeds from sale of loans, higher liquidations of investments, net of purchases, and
prior year acquisitions, partially offset by lower collections of loans receivable by consolidated VIEs. Net cash used
in financing activities increased primarily due to a decrease in deposits and higher dividends paid on common stock,
partially offset by proceeds from issuance of senior notes and lower repurchases of common stock.

Net cash provided by operating activities decreased in fiscal year 2011, despite an increase in net income, due to
higher purchases of trading securities, a decrease in income taxes payable and higher net gains on sales of assets,
partially offset by net losses of consolidated VIEs. Investing cash inflows in fiscal year 2011, as compared to investing
cash outflows in the prior fiscal year, were mainly due to higher liquidations of investments, net of purchases, and a
decrease in loans receivable held by consolidated VIEs. Net cash used in financing activities increased primarily due
to proceeds from issuance of debt in the prior fiscal year, repayment of debt by consolidated VIEs, and higher repurchases
of common stock, substantially offset by lower dividends paid on common stock, an increase in deposits, and higher
net subscriptions of noncontrolling interests.

The assets and liabilities of our consolidated VIEs and consolidated SIPs attributable to third-party investors do
not impact our liquidity and capital resources. We have no right to these consolidated entities' assets, other than our
direct equity investment in them, and management fees earned from them. The debt holders of these consolidated
entities have no recourse to our assets beyond the level of our direct investment, therefore we bear no risks associated
with the entities' liabilities. Accordingly, the assets and liabilities of our consolidated VIEs and consolidated SIPs, other
than our direct investments in them, are excluded from the amounts and discussion below.
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Our liquid assets and debt consisted of the following:

(in millions)

as of September 30, 2012 2011 2010
Assets
Cashandcashequivalents. . ............. ... .cciiiiivneinnn.. $ 57843 $ 5,0289 $ 4,119.7
Receivables. ...... ... i i e 823.8 7459 671.8
INVeStMENtS . . ...t e e 2,266.7 1,952.0 2,024.0
Totalliquidassets. . ......... ... ... ... ... .. ... it $ 88748 $ 17,7268 $ 6,815.5
Liabilities -
Debt
Commercial paper. ... .......ouirtittit i $ — 5 300 $ 30.0
Federal Home Loan Bank advances . ............................ 69.0 69.0 51.0
SeNIOr MOLES. . .\ ottt e 1,497.1 899.2 898.9
Totaldebt. . ....... ... ... .. i $ 15661 $ 9982 §$§ 9799
Liquidity

Liquid assets consist of cash and cash equivalents, receivables, and certain investments. Cash and cash equivalents
primarily consist of cash on hand, deposits with financial institutions, money market funds, securities of U.S.
government-sponsored enterprises and the U.S. Treasury, and time deposits. Liquid investments consist of trading and
available-for-sale securities, investments in equity method investees consisting of mutual fund SIPs, direct investments
in redeemable consolidated SIPs, and time deposits with maturities greater than three months.

Cash and cash equivalents at September 30, 2012 increased primarily due to net cash provided by operating and
investing activities, partially offset by net cash used in financing activities. The percentages of cash and cash equivalents
held by our U.S. and non-U.S. operations were 46% and 54% at September 30, 2012, and 45% and 55% at September
30, 2011.

We utilize a significant portion of our liquid assets to fund operational and regulatory requirements and capital
contributions relating to our SIPs. Certain of our subsidiaries are required by our internal policy or regulation to maintain
minimum levels of capital which are partially maintained by retaining cash and cash equivalents. As a result, such
subsidiaries may be restricted in their ability to transfer cash to their parent companies. Also, as a multi-national
corporation, we operate in various locations outside of the U.S. Certain of our non-U.S. subsidiaries are subject to
regulatory or contractual repatriation restrictions or requirements. Such restrictions and requirements limit our ability
to transfer cash between various international jurisdictions, including repatriation to the U.S. Should we require more
capital in the U.S. than is generated domestically, we could elect to reduce the level of discretionary activities, such as
share repurchases, or we could elect to repatriate future earnings from non-U.S. jurisdictions or raise capital through
debt or equity issuance. Certain of these alternatives could result in higher effective tax rates, increased interest expense
or other dilution to our earnings. At September 30, 2012 our U.S. and non-U.S. subsidiaries held approximately $2,094.3
million and $1,988.8 million of our liquid assets to satisfy operational and regulatory requirements and capital
contributions to our SIPs, as compared to approximately $2,140.4 million and $1,933.5 million held at September 30,
2011.

Capital Resources

We believe that we can meet our present and reasonably foreseeable operating cash needs and future commitments
through existing liquid assets, continuing cash flows from operations, the ability to issue debt or equity securities and
borrowing capacity under current credit facilities.

In September 2012, we issued senior unsecured and unsubordinated notes with a total face value of $600.0 million.
The notes consist of $300.0 million issued at a fixed interest rate of 1.375% per annum which mature in September
2017 and $300.0 million issued at a fixed rate of 2.800% per annum which mature in September 2022. Net proceeds
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from the issuance of the notes were used in October 2012 to redeem our 2.000% senior notes due in May 2013 at a
make-whole redemption price of $305.4 million, and in November 2012 to finance the acquisition of a majority interest
in K2 Advisors Holdings LLC for $182.9 million in cash; the remaining net proceeds will be used for general corporate
purposes.

In May 2010, we issued senior unsecured and unsubordinated notes with a total face value of $900.0 million. Of
the notes, $300.0 million was issued at a fixed interest rate of 2.000% per annum and matures in 2013, $250.0 million
was issued at a fixed interest rate of 3.125% per annum and matures in 2015, and $350.0 million was issued at a fixed
interest rate of 4.625% per annum and matures in 2020. Net proceeds from the issuance of the notes were used for
general corporate purposes.

Interest on our senior notes is payable semi-annually. The notes contain an optional redemption feature that allows
us to redeem each series of notes prior to maturity in whole or in part at any time, at a make-whole redemption price.
The indentures governing the notes contain limitations on our ability and the ability of our subsidiaries to pledge voting
stock or profit participating equity interests in our subsidiaries to secure other debt without similarly securing the notes
equally and ratably. The indentures also include requirements that must be met if we consolidate or merge with, or sell
all of our assets to, another entity. As of September 30, 2012, we were in compliance with the covenants of the notes.

In prior years, we secured advances from the Federal Home Loan Bank (“FHLB”) to fund our banking services.
At September 30, 2012, we had $69.0 million of FHLB advances outstanding with a weighted-average interest rate of
3.30%. FHLB advances are subject to collateralization requirements.

At September 30, 2012, we had $500.0 million of short-term commercial paper available for issuance under an
uncommtitted private placement program which has been inactive since April 2012, $270.0 million available in
uncommitted short-term bank lines of credit under the Federal Reserve system, $117.8 million available through the
secured Federal Reserve Bank short-term discount window, $15.3 million available in uncommitted short-term bank
lines of credit and $12.3 million available in secured FHLB short-term borrowing capacity.

Our ability to access the capital markets in a timely manner depends on a number of factors, including our credit
rating, the condition of the global economy, investors’ willingness to purchase our securities, interest rates, credit spreads
and the valuation levels of equity markets. If we are unable to access capital markets in a timely manner, our business
could be adversely impacted.

Uses of Capital

We expect that our main uses of cash will be to invest in and grow our business, acquire shares of our common
stock, fund property and equipment purchases, invest in our SIPs, pay operating expenses of the business, enhance
technology infrastructure and business processes, pay stockholder dividends and repay and service debt.

We declare and pay dividends on a quarterly basis. We declared regular cash dividends of $1.08 per share ($0.27
per share per quarter) and a special cash dividend of $2.00 per share in fiscal year 2012, and regular cash dividends of
$1.00 per share ($0.25 per share per quarter) in fiscal year 2011. We currently expect to continue paying comparable
regular cash dividends on a quarterly basis to holders of our common stock depending upon earnings and other relevant
factors.

We maintain a stock repurchase program to manage our equity capital with the objective of maximizing
shareholder value. Our stock repurchase program is effected through regular open-market purchases and private
transactions in accordance with applicable laws and regulations. During fiscal years 2012 and 2011, we repurchased
7.5 million and 8.2 million shares of our common stock at a cost of $797.4 million and $954.2 million. At September 30,
2012, approximately 7.2 million shares of our common stock remained available for repurchase under our stock
repurchase program, which is not subject to an expiration date.

During fiscal years 2012 and 2011, we invested $365.0 million and $264.0 million, net of redemptions, in our
SIPs.
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In July 2011, we acquired all of the outstanding shares of Balanced Equity Management Pty. Limited, a specialty
Australian equity manager, for $53.7 million in cash and 85,000 shares of Franklin common stock with an aggregate
value of $11.4 million at the acquisition date, for a total purchase consideration of $65.1 million.

In January 2011, we acquired all of the outstanding shares of Rensburg Fund Management Limited, a specialty
U.K. equity manager, for $72.9 million in cash.

In December 2010, we purchased an office building to be used in business operations in Fort Lauderdale, Florida
for $29.7 million in cash.

The funds that we manage have their own resources available for purposes of providing liquidity to meet
shareholder redemptions, including securities that can be sold or provided to investors as in-kind redemptions, and
lines of credit. While we have no contractual obligation to do so, we may voluntarlly elect to provide the funds with
direct or indirect financial support based on our business objectives.

Contractual Obligations and Commercial Commitments
Contractual Obligations and Commitments

The following table summarizes our contractual cash obligations and commitments. We believe that we can meet
these obligations and commitments through existing liquid assets, continuing cash flows from operations and borrowing
capacity under current credit facilities.

(in millions) Payments Due by Period
as of September 30, 2012 Total i vene™  13Years 35Years | myponan
Time deposits' . ......... .. ... .. .. ... .. ..... $ 564 $ 297 $ 15 $ 105 $ 147
Debt' ... 1,848.3 363.1 336.8 366.6 781.8
Debt of consolidated SIPs' ..................... 128.2 49.9 8.7 21.5 48.1
Debt of consolidated VIEs' ... .................. 1,233.0 14.6 30.2 522 1,136.0
Operating leases. . ................coouiinn... 198.4 46.8 79.0 433 29.3
Purchase obligations®. . .. ...................... 126.3 59.7 55.7 5.2 5.7
Total Contractual Obligations . e 3,590.6 563.8 5119 499.3 2,015.6
Committed capital contributions® ................ 68.8 413 . 182 2.9 6.4

Total Contractual Obligations and Commitments. §$ 3,6594 $§ 605.1 $ 530.1 $ 502.2 $ 2,022.0

1
2.

Time deposits and debt amounts include scheduled principal and interest payments.

Purchase obligations include contractual amounts that will be due to purchase goods and services to be used in our operations
and may be canceled at earlier times than those indicated under certain conditions that may include termination fees.
Committed capital contributions primarily relate to discretionary commitments to invest in planned SIP launches.

The debt holders of consolidated VIEs and consolidated SIPs have no recourse to our assets beyond the level of
our direct investments, therefore we bear no risks associated with these entities' liabilities. See Note 13 — Variable
Interest Entities and Consolidated Sponsored Investment Products, in the notes to consolidated financial statements in
Item 8 of Part II of this Form 10-K.

At September 30,2012, our consolidated balance sheet includes liabilities for unrecognized tax benefits of $101.3
million and related accrued interest of $14.6 million (see Note 14 — Taxes on Income in the notes to consolidated
financial statements in Item 8 of Part II of this Form 10-K). The amounts of unrecognized tax benefits and related
interest that are expected to be paid in the next twelve months are de minimus. However, because of the high degree
of uncertainty regarding the timing of future cash outflows of liabilities for unrecognized tax benefits, a reasonable
estimate of the period of cash payments beyond the next twelve months from the balance sheet date of September 30,
2012 cannot be made. Consequently, unrecognized tax benefits have not been included in the table above.
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Off-Balance Sheet Arrangements

In our role as agent or trustee, we facilitate the settlement of investor share purchase, redemption, and other
transactions with affiliated mutual funds. We are appointed by the affiliated mutual funds as agent or trustee to manage,
on their behalf, bank deposit accounts that contain only (i) cash remitted by investors to the affiliated mutual funds for
the direct purchase of fund shares, or (ii) cash remitted by the affiliated mutual funds for direct delivery to the investors
for either the proceeds of fund shares liquidated at the investors’ direction, or dividends and capital gains earned on
fund shares. As of September 30, 2012 and 2011, we held cash of approximately $202.4 million and $124.5 million
off-balance sheet in agency or trust for investors and the affiliated mutual funds.

Critical Accounting Policies

Our consolidated financial statements and accompanying notes are prepared in accordance with accounting
principles generally accepted in the United States of America, which require the use of estimates, judgments, and
assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the periods presented. These estimates, judgments, and assumptions
are affected by our application of accounting policies. Described below are the accounting policies that we believe are
most critical to understanding our results of operations and financial position. For additional information about our
accounting policies, see Note 1 - Significant Accounting Policies in the notes to consolidated financial statements in
Item 8 of Part II of this Form 10-K. '

Consolidation

We consolidate our subsidiaries and SIPs in which we have a controlling financial interest. We are generally
considered to have a controlling financial interest when we own a majority of the voting interest in an entity. We also
consolidate VIEs for which we are considered the primary beneficiary and non-VIE limited partnerships and similar
structures for which we are deemed to have control.

A VIE is an entity in which the equity investment holders have not contributed sufficient capital to finance its
activities or the equity investment holders do not have defined rights and obligations normally associated with an equity
investment.

The assessment of whether an entity is a VIE or voting interest entity (“VOE”) involves judgment and analysis
on a structure by structure basis. When performing the assessment we consider factors such as the entity's legal
organization and our contractual involvement with and ownership interest in the entity. A limited partnership or similar
structure entity for which we are the general partner or managing member, our aggregate investment is not substantive
and the limited partners or other investors do not have the substantive ability to remove us as the general partner or
managing member, liquidate the entity or otherwise participate in the decision making of the entity is a VIE. Otherwise
the entity is a VOE and we are presumed to control the entity unless the limited partners or other investors have the
substantive ability to remove us as the general partner or managing member, liquidate the entity or otherwise participate
in the decision making of the entity.

We use two models for determining whether we are the primary beneficiary of VIEs. For all investment entities
with the exception of CLOs, we are considered to be the primary beneficiary if we have the majority of the risks or
rewards of ownership. For all other VIEs, including CLOs, we are considered to be the primary beneficiary if we have
the power to direct the activities that most significantly impact the VIE's economic performance and the obligation to
absorb losses of or right to receive benefits from the VIE that could potentially be significant to the VIE.

The variable interests that we have in investment entity VIEs consist of our equity ownership interest in and/or
investment management and related service fees earned from these VIEs. We use expected cash flow scenarios to
determine if our investment management and related service fees and/or equity ownership interests provide us with a
majority of the VIE's expected losses or residual returns. Based on our evaluation, we determined that we are not the
primary beneficiary of these VIEs.

We provide collateral management services to our sponsored CLOs, which are asset-backed financing entities
collateralized by a pool of corporate debt securities, and are considered VIEs. We generally earn senior and subordinated
management fees from the CLOs based on the par value of outstanding debt securities and, in certain instances, may
also receive performance-based fees. In addition, we hold equity interests in certain of these entities. We determined
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that we are the primary beneficiary of the CLOs as we have the power to direct the activities that most significantly
impact the CLOs' economic performance in our role as collateral manager and hold a variable interest for which we
have the right to receive benefits that could potentially be significant to the CLOs.

Our evaluation of whether we are the primary beneficiary of VIEs is highly complex and involves significant
judgments, estimates and assumptions. The key estimates and assumptions used in our analyses may include the amount
of AUM, investment management and related service fee rates, the life of the investment product, and the discount rate.
These estimates and assumptions are subject to variability. For example, AUM is impacted by market volatility and
the level of sales, redemptions, contributions, withdrawals and dividend reinvestments of mutual fund shares that occur
daily. In addition, third-party purchases and redemptions, which are outside of our control, can impact our evaluation.
Collateralized assets of CLOs are impacted by market volatility and prepayment rates. There is judgment involved in
assessing whether we have the power to direct the activities that most significantly impact VIEs' economic performance
and the obligation to absorb losses of or the right to receive benefits from VIEs that could potentially be significant to
the VIEs.

While we believe that our evaluation is appropriate, future changes in estimates, judgments, and assumptions
may affect the determination of primary beneficiary status and the resulting consolidation of VIEs in our consolidated
financial statements.

Fair Value Measurements

We use a three-level fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair
value based on whether the inputs to those valuation techniques are observable or unobservable. The three levels of
fair value hierarchy are set forth below. Our assessment of the hierarchy level of the assets or liabilities measured at
fair value is determined based on the lowest level input that is significant to the fair value measurement in its entirety.
Transfers between levels are recognized at the end of each quarter.

Level 1  Unadjusted quoted prices in active markets for identical assets or liabilities.

Level 2 Observable inputs other than Level 1 quoted prices, such as non-binding quoted prices for
similar assets or liabilities in active markets; quoted prices for identical or similar assets or
liabilities in markets that are not active; or inputs other than quoted prices that are observable
or corroborated by observable market data. Level 2 quoted prices are generally obtained from
two independent third-party brokers or dealers, including prices derived from model-based
valuation techniques for which the significant assumptions are observable in the market or
corroborated by observable market data. Quoted prices are validated through price variance
analysis, subsequent sales testing, stale price review, price comparison across pricing vendors
and due diligence reviews of third-party vendors.

Level 3 Unobservable inputs that are supported by little or no market activity. These inputs require
significant management judgment and reflect our estimation of assumptions that market
participants would use in pricing the asset or liability. Level 3 valuations are derived primarily
from model-based valuation techniques in which one or more significant inputs are
unobservable in the market.

The fair values for Level 3 assets and liabilities are determined using various methodologies in accordance with
our global pricing policy which defines valuation and pricing conventions for each security type. When available, we
measure fair value based on the reported net asset value of underlying investments or independent third-party broker
or dealer price quotes. These inputs are evaluated for reasonableness through various procedures which include due
diligence reviews of the third parties, price comparisons across pricing vendors, stale price reviews and subsequent
sales testing. If these inputs are not available, we primarily employ a market-based method, using purchase multiples
observed for comparable third-party transactions, valuations of comparable entities, projected operating results of the
investee entity or subsequent financing transactions entered into by the investee entity. If the inputs for a market-based
method are not available, we utilize an income-based method, which considers the net present value of anticipated
future cash flows of the investment. A discount may be applied due to the nature or duration of any restrictions on the
disposition of the investment. We review and approve the market-based and income-based methods on a periodic basis
for changes that would impact the unobservable inputs incorporated into the valuation process. The fair value
measurements from these methods are further validated through price variance analysis, subsequent sales testing and
market comparable sales.
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We record the majority of our investments at fair value or amounts that approximate fair value. We may also
measure certain assets at fair value on a nonrecurring basis. These fair value measurements generally result from the
application of lower of cost or fair value accounting or write-downs of individual assets. Fair values are estimated for
disclosure purposes for financial instruments that are not measured at fair value.

As of September 30, 2012, Level 3 assets represented 20% of total assets measured at fair value, substantially
all of which related to investments of consolidated SIPs in equity and secured and unsecured debt securities of entities
in emerging markets which are not traded in active markets. Level 3 liabilities, comprised of long-term debt of
consolidated VIEs, represented 6% of total liabilities measured at fair value at September 30, 2012. Transfers into and
out of Level 3 during fiscal year 2012 were immaterial.

Following are descriptions of the significant assets and liabilities measured at fair value, including the fair value
methodologies used and hierarchy levels.

Investment Securities, Trading consist of non-consolidated SIPs. Changes in the fair value of trading securities
are recognized as gains and losses in earnings. The fair value of these securities is determined based on their published
net asset values and they are classified as Level 1.

Investment Securities, Available-for-Sale consist primarily of non-consolidated SIPs, debt securities including
securities of U.S. states and political subdivisions, securities of the U.S. Treasury and federal agencies, corporate debt
securities, mortgage-backed securities, and other equity securities. Realized gains and losses are included in investment
income using either the average cost method or specific identification method. Unrealized gains and losses are recorded
net of tax as part of accumulated other comprehensive income until realized. The fair value of SIPs is determined based
on their published net asset values and they are classified as Level 1. The fair value of debt securities is determined
using quoted market prices, if available, or independent third-party broker or dealer price quotes, which are evaluated
for reasonableness, and they are generally classified as Level 2, except for certain U.S. Treasury securities which are
classified as Level 1.

The fair value of other equity securities, which consist primarily of non-sponsored investment products, is
generally determined based on their published net asset values, and they are classified as Level 1.

Investment securities, available-for-sale are evaluated for other-than-temporary impairment on a quarterly basis
when the cost of an investment exceeds its fair value. For equity securities, we consider many factors, including the
severity and duration of the decline in the fair value below cost, our intent and ability to hold the security for a period
of time sufficient for an anticipated recovery in fair value, and the financial condition and specific events related to the
issuer. When an impairment of an equity security is determined to be other-than-temporary, the impairment is recognized
in earnings. For debt securities, if we intend to sell or it is more likely than not that we will be required to sell a security
before recovery of its amortized cost, the entire impairment is recognized in earnings. If we do not intend to sell or it
is not more likely than not that we will be required to sell the security before anticipated recovery of its amortized cost,
the impairment is separated into the amount of the total impairment related to the credit loss and the amount of the total
impairment related to all other factors. The credit loss component is the difference between the security's amortized
cost and the present value of the expected cash flows, and is recognized in earnings. Losses related to all other factors
are recognized in accumulated other comprehensive income.

While we believe that we have accurately estimated the amount of other-than-temporary impairment in our
investment portfolio, different assumptions could result in changes to the recorded amounts in our consolidated financial
statements.

Investments of Consolidated SIPs consist of trading securities and other investments that are not generally traded
in active markets. Changes in the fair value of the investments are recognized as gains and losses in earnings. The fair
value of the trading securities is determined using quoted market prices, or independent third-party broker or dealer
price quotes if quoted market prices are not available. These securities are primarily classified as Level 1 or Level 2.
If events occur after the close of the primary market for any security, the quoted market prices may be adjusted for the
observable price movements within country specific market proxies.
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The investments that are not generally traded in active markets primarily consist of equity and secured and
unsecured debt securities of entities in emerging markets. The fair value of these securities is generally determined
using significant unobservable inputs and they are classified as Level 3. In these instances, we employ a market-based
approach, using purchase multiples observed for comparable third-party transactions, projected operating results of the
investment, valuations of comparable companies, and subsequent financing transactions entered into by the investee
entities. If the market-based approach is not available, we utilize an income-based approach, which considers the net
present value of anticipated future cash flows of the investment. A discount may also be applied due to the nature or
duration of any restrictions on the disposition of the investment. Investments that are not generally traded in active
markets also include fund products for which the fair value is estimated using net asset value as a practical expedient
and are classified as Level 3.

Investments and Debt of Consolidated VIEs consist of corporate debt securities held and debt issued by CLOs.
We elected the fair value option for all assets and liabilities of our consolidated CLOs. The fair values of the corporate
debt securities and debt are primarily obtained from independent third-party broker or dealer price quotes and they are
classified as Level 2. The CLOs may also hold securities and have issued debt that are classified as Level 3 because
the fair value is determined using significant unobservable inputs. In these instances, we primarily employ the market-
based approach described above for Level 3 securities held by consolidated SIPs.

While we believe the valuation methodologies described above are appropriate, the use of different methodologies
or assumptions to determine fair value could result in a different estimate of fair value at the reporting date.

Goodwill and Other Intangible Assets

Goodwill represents the excess cost of a business acquisition over the fair value of the net assets acquired. Other
intangible assets consist primarily of mutual fund management contracts and customer base assets resulting from
business acquisitions. We amortize these intangible assets over their estimated useful lives, which range from three to
15 years, using the straight-line method, unless the asset is determined to have an indefinite useful life. Indefinite-lived
intangible assets primarily represent contracts to manage mutual fund assets for which there is no foreseeable limit on
the contract period.

We make significant estimates and assumptions when valuing goodwill and other intangible assets in connection
with the initial purchase price allocation of an acquired entity, as well as when evaluating impairment of goodwill and
other intangible assets on an ongoing basis.

Goodwill is tested for impairment annually and when an event occurs or circumstances change that more likely
than not reduce the fair value of the related reporting unit below its carrying value.

The goodwill impairment test involves a two-step process. The first step compares the fair value of the reporting
unit to its carrying value. If the carrying value is less than the fair value, no impairment exists and the second step is
not performed. If the carrying value is higher than the fair value, there is an indication that impairment may exist and
the second step is performed to compute the amount of the impairment. In the second step, impairment is computed
by comparing the implied fair value of reporting unit goodwill with the carrying value of the goodwill. We have one
reporting unit, investment management and related services, consistent with our single operating segment, to which all
goodwill has been assigned..

Indefinite-lived intangible assets are tested for impairment annually and when events or changes in circumstances
indicate the assets might be impaired. Impairment is indicated when the carrying value of the intangible asset exceeds
its fair value.

In estimating the fair value of the reporting unit and indefinite-lived intangible assets, we use valuation techniques
based on an income approach under which future cash flows are discounted. Our future cash flow estimates include
assumptions about revenue and AUM growth rates, the pre-tax profit margin, the average effective fee rate, the effective
tax rate, and the discount rate, which is based on our weighted average cost of capital. The most relevant of these
assumptions to the determination of estimated fair value are the AUM growth rate and the discount rate.
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We performed our annual impairment tests for goodwill and indefinite-lived intangible assets as of August I,
2012. We did not recognize any impairment because our estimates of the fair values of our reporting unit and our
indefinite-lived intangible assets exceeded their respective carrying values. The fair value of the investment management
and related services reporting unit and over 86% of the indefinite-lived intangible assets exceeded their carrying values
by more than 100%.

The assumptions used in our annual impairment tests for goodwill and indefinite-lived intangible assets were
developed taking into account the ongoing volatility in the capital and credit markets. As a result, the growth rate
assumptions used as of August 1, 2012 were lower than the historical compounded growth rates. We estimated the
discounted future cash flows using a 6.0% compounded annual AUM growth rate for goodwill and over 86% of our
indefinite-lived intangible assets, and a discount rate of 12.7%.

We subsequently monitor the market conditions and their potential impact on the assumptions used in the annual
calculations of fair value to determine whether circumstances have changed that would more likely than not reduce the
fair value of our reporting unit below its carrying value, or indicate that our indefinite-lived intangible assets might be
impaired. We consider, among other things, changes in our AUM and weighted-average cost of capital by assessing
whether these changes would impact the reasonableness of the assumptions used in our impairment tests as of August 1,
2012. We also monitor fluctuations of our common stock per share price to evaluate our market capitalization relative
to the reporting unit as a whole. Subsequent to August 1, 2012, there were no impairments to goodwill or indefinite-
lived intangible assets as we determined no events occurred or circumstances changed that would more likely than not
reduce the fair value of the reporting unit below its carrying value, or indicate that our indefinite-lived intangible assets
might be impaired.

We test definite-lived intangible assets for impairment quarterly. Impairment is indicated when the carrying value
of the asset is not recoverable and exceeds its fair value. In evaluating the recoverability of definite-lived intangible
assets, we estimate the undiscounted future cash flows to be derived from these assets. Qur future undiscounted cash
flow projections include assumptions about revenue and AUM growth rates, effective fee rates, investor redemptions,
the pre-tax profit margin, and expected useful lives. The most relevant of these assumptions to determine future cash
flows is the change in the amount of AUM. The assumptions used in our impairment tests are developed taking into
consideration the ongoing market conditions. If the carrying value of an asset is not recoverable through the related
undiscounted cash flows, the impairment loss is measured based on the amount by which the carrying value of the asset
exceeds its fair value. The fair value of the asset is determined by discounted cash flows or other methods as appropriate
for the asset type.

Asof September 30,2012, the undiscounted future cash flow projections for $30.9 million, or 70%, of our definite-
lived intangible assets exceeded their carrying values by at least 35%. We estimated the future undiscounted cash flows
for these assets using AUM growth rates ranging from 5% to 6%. The assumptions used in the impairment tests for
definite-lived intangible assets were developed taking into consideration current market conditions. As of September 30,
2012, a decline in AUM of approximately 27% could cause us to evaluate whether their fair value is below the carrying
value. There was no impairment of definite-lived intangible assets for fiscal year 2012.

While we believe that our impairment tests and the assumptions used to estimate fair value are reasonable and
appropriate, if the assumptions used in our estimates of fair value change in the future, we may be required to record
impairment charges or otherwise accelerate amortization expense.

Revenues

Investment management, shareholder servicing and distribution fees are recognized as earned over the period
in which services are rendered, except for performance-based investment management fees, which are recognized when
earned. Sales commissions related to the sale of shares of SIPs are recognized on trade date. Investment management
fees are generally determined based on a percentage of AUM, except for performance-based investment management
fees, which are based on performance targets established in the related investment management contracts. Shareholder
servicing fees are generally calculated based on the number and type of accounts serviced while distribution fees are
generally based on a percentage of AUM.
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AUM of SIPs 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. The fair values of securities for which
market prices are not readily available are internally valued using various methodologies which incorporate
unobservable inputs as appropriate for each security type.

The pricing of the securities held by SIPs is governed by our global valuation and pricing policy, which defines
valuation and pricing conventions for each security type, including practices for responding to unexpected or unusual
market events. As of September 30, 2012, our total AUM by fair value hierarchy level was 50.5% Level 1, 48.3% Level
2 and 1.2% Level 3.

As substantially all of our AUM is valued based on observable market prices or inputs, market risk is the most
significant risk underlying the valuation of our AUM. While recent economic conditions have resulted in ongoing
market price volatility, the fair value of substantially all of the securities held by SIPs continues to be derived from
observable market inputs.

Income Taxes

Deferred tax assets and liabilities are recorded for temporary differences between the tax basis of assets and
liabilities and the reported amounts in the consolidated financial statements using the statutory tax rates in effect for
the year when the reported amount of the asset or liability is recovered or settled, respectively. The effect on deferred
tax assets and liabilities of a change in tax rates is recognized in income tax expense in the period that includes the
enactment date. A valuation allowance is recorded to reduce the carrying values of deferred tax assets to the amount
that is more likely than not to be realized. For each tax position taken or expected to be taken in a tax return, we
determine whether it is more likely than not that the position will be sustained upon examination based on the technical
merits of the position, including resolution of any related appeals or litigation. A tax position that meets the more likely
than not recognition threshold is measured to determine the amount of benefit to recognize. The tax position is measured
at the largest amount of benefit that is greater than 50% likely of being realized upon settlement. We recognize the
accrual of interest on uncertain tax positions in interest expense and penalties in other operating expenses.

As a multi-national corporation, we operate in various locations outside the U.S. and generate earnings from our
non-U.S. subsidiaries. We indefinitely reinvest the undistributed earnings of our non-U.S. subsidiaries, except for
income previously taxed in the U.S., subject to regulatory or legal repatriation restrictions or requirements, and the
excess net earnings reduced by cash needs for operational and regulatory capital requirements, capital management
plans and capital expenditure plans of our Canadian and U.K. consolidated subsidiaries. As a result, we have not
recognized a provision for U.S. income taxes and a deferred income tax liability on $5.6 billion of cumulative
undistributed non-U.S. earnings that are indefinitely reinvested at September 30, 2012. Changes to our policy of
reinvestment or repatriation of non-U.S. earnings may have a significant effect on our financial condition and results
of operations.

Loss Contingencies

We are involved in various lawsuits and claims encountered in the normal course of business. When such a matter
arises and periodically thereafter, we consult with our legal counsel and evaluate the merits of the claims based on the
facts available at that time. In management’s opinion, an adequate accrual has been made as of September 30, 2012 to
provide for probable losses that may arise from these matters for which we could reasonably estimate an amount. See
also Note 15 — Commitments and Contingencies in the notes to consolidated financial statements in Item 8 of Part II
of this Form 10-K.

New Accounting Guidance

See Note 2 — New Accounting Guidance in the notes to consolidated financial statements in Item 8 of Part I of
this Form 10-K.
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Selected Quarterly Financial Data (Unaudited)

(in millions except per share data)

Quarter ended December 31 March 31 June 30 September 30
Fiscal year 2012
Operating revenues. . ...............oooeevn... $ 1,7019 $ 1,799.3 1,783.6 $ 1,816.2
Operating income . . . ..........covvvuunennn... 632.4 617.1 643.0 622.7
Net income attributable to Franklin Resources, Inc. 480.8 503.2 455.3 492.1
Earnings per share

Basic ........ .. $ 221 $ 2.33 212§ 2.32

Diluted............ .o $ 220 $ 2.32 212 % 2.31
Dividends pershare .. ....................... $ 227 % 0.27 027 $ 0.27
Common stock price per share

High. .. ... ... $ 112.38  $ 126.48 127.83 § 128.20

Low .o $ 87.71 § 94.38 10091 § 105.98
AUM (in billions)

Ending..............o i $ 6703 $ 725.7 707.1 $ 749.9

AVErage . ... ..t 675.0 706.9 710.7 726.7
Fiscal year 2011
Operating revenues. . . ........c..oovvvunnenn.. $ 1,7003 $ 1,749.6 1,853.0 § 1,837.1
Operating income. . . .. e 659.2 629.5 682.7 688.4
Net income attributable to Franklin Resources, Inc. 501.2 503.1 503.3 416.0
Earnings per share

Basic ...... ... .. $ 224 3% 2.26 227§ 1.89

Diluted.......... ... ... . i i $ 223§ 2.25 226 $ 1.88
Dividends pershare . ........................ $ 025 § 0.25 025 $ 0.25
Common stock price per share

High... ... ... $ 125.00 $ 130.97 13165 $ 137.56

Low ..o $ 106.04 3 108.33 12050 $ 93.58
AUM (in billions)

Ending........... ... . i i, $ 670.7 $ 703.5 7342 § 659.9

AVETagE . ... e 655.6 687.2 726.7 714.4

1

Risk Factors

Includes a special cash dividend of $2.00 per share.

For a description of certain risk factors and other important factors that may affect us, our subsidiaries and our
business, please see the description of the risk factors set forth under Item 1A of Part I of this Form 10-K, which is

incorporated herein by reference.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

In the normal course of business, our financial position is subject to market risk, including, but not limited to,
potential loss due to changes in the value of financial instruments including those resulting from adverse changes in
interest rates, foreign currency exchange rates and market valuation. Financial instruments include, but are not limited
to, investment securities, loans, deposits and debt obligations. Management is responsible for managing market risk.
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Our Enterprise Risk Management Committee is responsible for providing a framework to assist management to identify,
assess, and manage market and other risks.

Our market risk from assets and liabilities of consolidated VIEs and consolidated SIPs is limited to that of our
direct investments in, and management fees earned from, these entities. Accordingly, the assets and liabilities of our
consolidated VIEs and consolidated SIPs are excluded from the discussion below.

AUM Market Price Risk

We are exposed to market risk through our investment management and distribution fees, which are generally
calculated as a percentage of the market value of AUM. Changes in equity market prices, interest rates, credit spreads,
foreign exchange rates, or a combination of these factors could cause the value of AUM to decline, which would result
in lower investment management and distribution fees. Our exposure to these risks is minimized as we sponsor a broad
range of investment products in various global jurisdictions, which serves to mitigate the impact of changes in any
particular market(s) or region(s).

Interest Rate Risk

We are exposed to changes in interest rates, primarily through our investments in debt securities, loans receivable,
deposits and debt obligations. At September 30, 2012, we had exposure from $1,782.7 million of investments in debt
securities and SIPs that invest in debt securities, $254.4 million of net loans receivable and $522.3 million of interest-
bearing deposits. We minimize the impact of changes in interest rates related to investments in debt securities by
managing the maturities of these securities, and through diversification, ensuring an appropriate mix of fixed rate and
floating rate investments. Our exposure to the risks from investments in SIPs is also minimized by our broad range of
products in various global jurisdictions, mitigating the impact of changes in any particular market(s) or region(s). We
minimize the impact of changes in interest rates related to our debt obligations by entering into financing transactions
that ensure an appropriate mix of debt at fixed and variable interest rates. At September 30, 2012, all of our outstanding
debt was issued at fixed rates. In addition, we monitor the interest rates and average maturities of our loan and deposit
portfolios.

As of September 30, 2012, we have considered the potential impact of a 100 basis point movement in market
interest rates on our interest-earning cash and cash equivalents, portfolio of debt securities, loans receivable, deposits
and debt obligations. Based on our analysis, we do not expect that such a change would have a material impact on our
operating revenues or results of operations in the next twelve months, for any of these categories or in the aggregate.

Foreign Currency Exchange Risk

We are subject to foreign currency exchange risk through our international operations. While we operate primarily
inthe U.S., we also provide services and earn revenues in The Bahamas, Asia-Pacific, Europe, Canada, Latin America,
the Middle East and Africa. Our exposure to foreign currency exchange risk is minimized in relation to our results of
operations since a significant portion of these revenues is denominated in U.S. dollars. This situation may change in
the future as our business continues to grow outside the U.S. and expenses incurred denominated in foreign currencies
increase. The exposure to foreign currency exchange risk in our consolidated balance sheet mostly relates to cash and
cash equivalents and investments that are denominated in foreign currencies, primarily in Euro, Indian Rupee,
Pound Sterling, and Canadian Dollar. These assets accounted for approximately 10% of total cash and cash equivalents
and investments at September 30, 2012. We also have exposure to foreign exchange revaluation of U.S. dollar balances
held by certain non-U.S. subsidiaries for which their local currency is the functional currency. These assets accounted
for approximately 6% of total cash and cash equivalents and investments at September 30, 2012. We generally do not
use derivative financial instruments to manage foreign currency exchange risk exposure. As a result, both positive and
negative currency fluctuations against the U.S. dollar may affect our results of operations and accumulated other
comprehensive income.

Market Valuation Risk

We are exposed to market valuation risks related to securities we hold that are carried at fair value. To mitigate
the risks we maintain a diversified investment portfolio and, from time to time, we may enter into derivative agreements.

59



The following is a summary of the effect of a 10% increase or decrease in the carrying values of our financial
instruments subject to market valuation risks at September 30, 2012.

Carrying Carrying
Value Value
Carrying Assuming a Assuming a
(in millions) Value 10% Increase 10% Decrease
Investment securities, trading . . .......... ... ... $ 1,1306 $ 1,2437 $ 1,017.5
Investment securities, available-for-sale..................... 870.0 957.0 783.0
Direct investments in consolidated VIEs and consolidated SIPs . . 405.5 446.1 365.0
Total . . .o $ 2,406.1 $ 2,646.8 $ 2,165.5
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Item 8. Financial Statements and Supplementary Data.
Index of Consolidated Financial Statements for the fiscal years ended September 30, 2012, 2011 and 2010.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of Franklin Resources, Inc. and its consolidated subsidiaries (the “Company”) is responsible
for establishing and maintaining adequate internal control over financial reporting for the Company. The Company’s
internal control over financial reporting is a process designed under the supervision of the Company’s principal executive
and principal financial officers to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of the Company’s financial statements for external purposes in accordance with accounting principles
generally accepted in the United States of America.

The Company’s internal control over financial reporting includes those policies and procedures that: (i) pertain
to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions
of the assets of the Company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with accounting principles generally accepted in the United States
of America, and that receipts and expenditures of the Company are being made only in accordance with authorizations
of management and directors of the Company; and (iii) provide reasonable assurance regarding prevention or timely -
detection of unauthorized acquisition, use, or disposition of the Company’s assets that could have a material effect on
the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls
may become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

Management assessed the effectiveness of the Company’s internal control over financial reporting as of
September 30, 2012, based on the framework set forth by the Committee of Sponsoring Organizations of the Treadway
Commission in Internal Control — Integrated Framework. Based on that assessment, management concluded that, as
of September 30, 2012, the Company’s internal control over financial reporting was effective.

The effectiveness of the Company’s internal control over financial reporting as of September 30, 2012 has been
audited by PricewaterhouseCoopers LLP, the independent registered public accounting firm that audits the Company’s
consolidated financial statements, as stated in their report immediately following this report, which expresses an
unqualified opinion on the effectiveness of the Company’s internal contro! over financial reporting as of September 30,
2012.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
and Stockholders of Franklin Resources, Inc.

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income,
of stockholders’ equity, redeemable noncontrolling interests and comprehensive income and of cash flows present fairly,
in all material respects, the financial position of Franklin Resources, Inc. and its subsidiaries (the “Company™) at
September 30, 2012 and 2011, and the results of their operations and their cash flows for each of the three years in the
period ended September 30, 2012 in conformity with accounting principles generally accepted in the United States of
America. Also in our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of September 30, 2012, based on criteria established in Internal Control - Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company’s management
is responsible for these financial statements, for maintaining effective internal control over financial reporting and for
its assessment of the effectiveness of internat control over financial reporting, included in Management’s Report on
Internal Control over Financial Reporting. Our responsibility is to express opinions on these financial statements and
on the Company’s internal control over financial reporting based on our integrated audits. We conducted our audits in
accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are
free of material misstatement and whether effective internal control over financial reporting was maintained in all
material respects. Our audits of the financial statements included examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation. Our audit of internal control over
financial reporting included obtaining an understanding of internal control over financial reporting, assessing the risk
that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control
based on the assessed risk. Our audits also included performing such other procedures as we considered necessary in
the circumstances. We believe that our audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately
and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance
with authorizations of management and directors of the company; and (iii) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have
a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls
may become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

/s/ PricewaterhouseCoopers LLP

San Francisco, California
November 14, 2012
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CONSOLIDATED STATEMENTS OF INCOME

(in millions, except per share data)

for the fiscal years ended September 30, 2012 2011 2010
Operating Revenues
Investment managementfees . ............... ... ...l 44587 $ 45314 $ 3,574.6
Sales and distributionfees. . ........... ... ... ... ... 2,259.3 2,263.5 1,947.1
Shareholder servicingfees ............... ... ... . ... 302.5 300.8 - 2839
Other, Net. . ..ottt e e 80.5 443 474
Total operatingrevenues . ..................ounnnn 7,101.0 7,140.0 5,853.0
Operating Expenses
Sales, distribution and marketing . . ................... 2,739.7 2,712.8 2,282.9
Compensation and benefits. . ........................ 1,255.5 1,231.2 1,081.0
Information systems and technology .................. 182.9 173.1 165.6
OCCUPANCY. - . o vt ti ettt iie e 129.9 131.0 130.0
General, administrative andother. .................... 277.8 232.1 234.8
Total operating €Xpenses .. ..........c.ooevveeeeenn. 4,585.8 4,480.2 3,894.3
OperatingIncome ..................... .., 2,515.2 2,659.8 1,958.7
Other Income (Expenses)
Investment and other income, net. . ................... 199.7 1.8 127.6
Interest EXPense. . .. .covviu it (36.7) (37.4) (16.5)
Other income (expenses),net. .. ...........vvnunnn 163.0 (35.6) 111.1
Income before taxes .. ....ovvvn e 2,678.2 2,624.2 2,069.8
TaXeS ONINCOME . . ..o tv vttt eieieie s 762.7 803.4 618.3
NEtINCOME . ..ottt it e ittt e nneeannnees 1,915.5 1,820.8 1,451.5
Less: Net income (loss) attributable to
Nonredeemable noncontrolling interests . ............ (20.9) (101.6) 0.7
Redeemable noncontrolling interests. ............... 5.0 (1.2) 5.1
Net Income Attributable to Franklin Resources,Inc. ......... 1,9314 § 1,9236 $ 1,445.7
Earnings per Share -
BaSiC . . it e 898 $ 8.66 $ 6.36
Diluted. . ... e 895 § 862 $ 6.33
Dividendsper Share. ............. ... ... .. ... ol 308 $ 1.00 $ 3.88

See Notes to Consolidated Financial Statements.



CONSOLIDATED BALANCE SHEETS

(dollars in millions)

as of September 30, 2012 2011
Assets
Cashandcashequivalents ............................... e $ 5,7843 §$ 5,028.9
Receivables. . ... ... 850.2 773.2
Investments (including $2,000.6 and $1,865.1 at fair value at September 30,
2012and 2001) . ..o 2,583.8 2,422.4
Loansreceivable, net . .............. .. 254.4 401.9
Assets of consolidated sponsored investment products
Cashand cashequivalents.........................c.ooiuuninin.. 42.8 81.5
Investments ............ .o i 1,046.6 945.7
Assets of consolidated variable interest entities
Cashandcashequivalents............ ... ... ...ooiiiiinnnnnnn.. .. 2243 88.2
Investments, atfairvalue. . ............. ... ... ... ... .. ... ... 984.1 822.6
Loansreceivable,net......... .. ... — 149.4
Deferred taxes. . . ... 94.9 107.9
Property and equipment, net. . ....... ... ... ... ... 582.7 589.7
Goodwill and other intangible assets, net. . ...............cco i, 2,141.9 2,148.2
Other. .. 161.5 216.2
Total Assets. . ... ... $ 14,7515 § 13,775.8
Liabilities -
Compensationand benefits. . . ......... ... ... ... ... .. .. ... .. $ 4005 3 400.9
Accounts payable and accrued expenses .. ................... ... 241.6 265.9
CommissiOns. . .. ... ot 383.9 369.5
Deposits .. ... 671.7 890.2
Incometaxes. .. ... ... .. o 11.4 128.8
Debt. . 1,566.1 998.2
Debt of consolidated sponsored investment products ...................... 110.2 134.9

Liabilities of consolidated variable interest entities
Debt (including $1,100.9 and $871.2 at fair value at September 30, 2012 and

200D ) 1,100.9 1,035.4
Other,atfairvalue............... ... . s, 61.9 323
Deferred taxes. . . .. ...t 276.3 274.4
Other. ... 139.8 122.8
Total liabilities. . . ....... ... ... 4,964.3 4,653.3

Commitments and Contingencies (Note 15)
Redeemable Noncontrolling Interests . . ................................. 26.7 18.6

[Table continued on next page]

See Notes to Consolidated Financial Statements.
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CONSOLIDATED BALANCE SHEETS

[Table continued from previous page]

(dollars in millions, except per share data)
as of September 30, 2012 2011
Stockholders’ Equity

Preferred stock, $1.00 par value, 1,000,000 shares authorized; none issued . .. .. $ — 3 —

Common stock, $0.10 par value, 1,000,000,000 shares authorized; 212,208,957
and 217,693,435 shares issued and outstanding, at September 30, 2012 and

70 ) RO I 21.2 21.8
Retained Carnings . . . . ..« v vvvveeeet ettt 9,084.4 8,443.5
Appropriated retained earnings of consolidated variable interest entities . ...... 33.7 19.0
Accumulated other comprehensive income .. ......... ... e 62.0 40.4

Total Franklin Resources, Inc. stockholders’ equity .. ................ ... 9,201.3 8,524.7

Nonredeemable noncontrolling interests . . .. ...t 559.2 579.2

Total stockholders’ equity . . ...ttt 9,760.5 9,103.9

Total Liabilities, Redeemable Noncontrolling Interests and Stockholders’
EQUILY . ..ottt $ 14,7515 $ 13,7758

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY, REDEEMABLE NONCONTROLLING INTERESTS
AND COMPREHENSIVE INCOME

(in millions)

As of and for the fiscal years ended
September 30, 2012, 2011 and 2010

Franklin Resources, In¢.

Common Stock Appropriated

Retained
Earnings of
Consolidated
Variable
Interest
Entities

Accumulated
Other
Compre-
hensive
Income (Loss)

Capital
in Excess
of Par
Amount Value

Retained

Shares Earnings

Equity

Stockholders’

Nonredeemable
Noncontrolling
Interests

Total
Compre-
hensive
Income
(Loss)

Redeemable
Total Non-
Stockholders’  coutrolling
Equity Interests

Balance at October 1,2009 . . ..

Netincome ..................

Other comprehensive income
(loss)

Net unrealized gains on
investments, net of tax ... ..

Currency translation
adjustments..............

Net unrealized losses on
defined benefit plans, net of
tax ......ooiiiiiinn .

Total comprehensive income . . . .

Less: comprehensive income
attributable to noncontrolling
interests ..................

Total comprehensive income
attributable to Franklin
Resources, Inc..............

Cash dividends on common stock
Repurchase of common stock. . . .

Issuance of common stock . . . . ..

Excess tax benefit from stock-
based compensation. . .......

Stock-based compensation. . . . ..
Noncontrolling interests

Net subscriptions. ...........

Net deconsolidations of certain
sponsored investment
products. ................

Disproportional dividends on
equity investment. ..........

Balance at September 30, 2010 .

Adjustment for adoption of new
consolidation guidance. . . .. ..

$ 7,5059 $ — § 1034
1,445.7

$ 7,632.2
1,445.7

2293 $ 229 § —

48.8 48.8

22.1 22.1

0.6) (0.6)

(886.1)
(6.6) (0.6) (535.2)

1.3 0.1

(140.0)

110.4 110.5

11.9 11.9
17.7 17.7

0.6 0.6

(886.1)
(675.8)

$ 2.2
0.7

0.5

$ 7,6344 $ 65.1
1,446.4 5.1

$ 14515
48.8 48.8

22.1 22.1

(0.6) (0.6)
1,521.8

5.8

$ 1,516.0
(886.1) -
(675.8)
110.5

11.9
17.7

05 67.7

— (118.4)
0.6

2240 $ 224 §$ — §$ 7,5309 § — §

e, e o e e ————— —————— St e et —ee e

el e e Sl S — - ———————————————————————— % .

1.5 105.8 0.7) 106.6

See Notes to Consolidated Financial Statements.

[Table continued on next page]
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY, REDEEMABLE NONCONTROLLING INTERESTS
AND COMPREHENSIVE INCOME

(in millions)

As of and for the fiscal years ended
September 30, 2012, 2011 and 2010

Franklin Resources, Inc.

Common Stock Appropriated

Retained
Earnings of
Consolidated
Variable
Interest
Entities

Accumulated
Other
Compre-
hensive
Income (Loss)

Capital
in Excess
of Par
Value

Retained

Shares Amount Earnings

Nonredeemable
Non-
controlling
Interests

Stockholders’
Equity

[Table continued from previous page]

Total
Compre-
hensive
Income
(Loss)

Redeemable
Total Non-
Stockholders’  controlling
Equity Interests

Net income (l0ss) . ............

Net loss reclassified to
appropriated retained eamnings.

Other comprehensive income
(loss)

Net unrealized losses on
investments, net of tax ... ..

Currency translation
adjustments . .............

Net unrealized losses on
defined benefit plans, net of
17 QO

Total comprehensive income . . . .

Less: comprehensive loss
attributable to noncontrolling
interests ..................

Total comprehensive income
attributable to Franklin
Resources, Inc..............

Cash dividends on common stock
Repurchase of common stock. . ..

Issuance of common stock . . .. ..

Excess tax benefit from stock-
based compensation. . .......

Stock-based compensation . . . . ..
Noncontrolling interests

Net subscriptions. ...........

Net consolidations
(deconsolidations) of certain
sponsored investment
products. . ...............

Purchase of noncontrolling
equity interest . .. .........

1,923.6

(86.8)

(78.6)

(53.7)

(0.3)

(221.5)
(8.2) (0.8) (787.5)

19 0.2

(165.9)
139.8

16.3
9.8

(3.5)

1,923.6 (101.6)

(86.8) 86.8

(78.6)

(53.7)

(0.3)

(221.5)
(954.2)
140.0

16.3
9.8

110.7

479.1

(3.5) 0.8

See Notes to Consolidated Financial Statements.

1,822.0 (12) 18208

(78.6) (78.6)

(53.7) (53.7)

(0.3) 0.3)
1,688.2

(102.8)

1,791.0
(221.5) -
(954.2)

140.0

16.3
9.8

110.7 135.8

479.1 (135.5)
Q2.7

[Table continued on next page]
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY, REDEEMABLE NONCONTROLLING INTERESTS
AND COMPREHENSIVE INCOME

(in millions)

As of and for the fiscal years ended
September 30, 2012, 2011 and 2010

[Table continued from previous page]

Franklin Resources, Inc.

Common Stock Appropriated

Retained
Earnings of Accumulated Total
Consolidated Other Nonredeemable Redeemable Compre-
Variable Compre- Non- Total Non- hensive
Retained Interest hensive Stockholders’ controlling Stockholders’ controlling Income
Earnings Entities Income (Loss) Equity Interests Equity Interests (Loss)

Capital in
Excess of

Shares Amount Par Value

Balance at September 30, 2011 .

Net income (loss)

Net income reclassified to
- appropriated retained earnings.

Other comprehensive income
(loss)
Net unrealized gains on
investments, net of tax ... ..
Currency translation
adjustments..............

Net unrealized losses on
defined benefit plans, net of
L7 . O

Total comprehensive income . . . .

Less: comprehensive loss
attributable to noncontrolling
interests ..................

Total comprehensive income
attributable to Franklin
Resources, Inc..............

Cash dividends on common stock
Repurchase of common stock. . . .

Issuance of common stock

Excess tax benefit from stock-
based compensation. ... .....

Stock-based compensation.. . . . ..
Noncontrolling interests

Net subscriptions

Net deconsolidations of certain
sponsored investment
products. . ...............

Consolidation of variable interest

entity ....................
Balance at September 30, 2012 .

2177 $ 218 $ — § 84435 § 190 §

1,931.4 (20.9) 1,910.5 5.0 1,915.5

20.0 20.0 (20.0) —

222 22 22 ’ 222

03 03 0.3 03

(0.9) 0.9) (0.9) 0.9)
1,937.1

(15.9)

$ 1,953.0
(666.7) (666.7) (666.7)
(7.5) (0.7)  (172.9) (623.8) (797.4) (797.4)

2.0 0.1 139.1 139.2 139.2

22.0 22.0 22.0
11.8 11.8 11.8

138.3 138.3 73.8

(117.4) (117.4) (70.7)

(5.3) (5.3) (5.3)

2122 § 212 § — $ 90844 § 337 § 620 $ 92013 §

See Notes to Consolidated Financial Statements.



CONSOLIDATED STATEMENTS OF CASH FLOWS

(in millions)
for the fiscal years ended September 30, 2012 2011 2010

NetIneome .. ...ttt $ 19155 $ 1,8208 $ 14515

Adjustments to reconcile net income to net cash provided by
operating activities:

Depreciation and amortization. . .. ... 212.0 243.6 267.4
Stock-based compensation. . . .......... ..l 101.3 88.7 81.7
Excess tax benefit from stock-based compensation. . . ........... (19.7) (14.7) (11.7)
Gainsonsale of assets. .. ......ooitvin i (34.6) (67.8) (17.5)
Losses (income) from investments in equity method investees, net

o) 87, AP OO (68.6) 1.1 (19.9)
Other-than-temporary impairment of investments. . ............. 10.1 13.6 1.5
Net losses on other investments of consolidated sponsored

investmentproducts . ......... .. oo 16.5 — —
Net (gains) losses of consolidated variable interest entities . . .. ... (23.9) 86.8 —
Provision for 10an 1oSSes . . .........couiiiiiiiiiiia 5.5 4.6 3.3
Deferred INCOME taXES . . . oot v i e et anns 16.3 3.3) (12.1)
Changes in operating assets and liabilities:
Increase in receivables, prepaid expenses and other . ............ (222.8) (230.3) (282.3)
Increase in trading securities, net. .. ............ o et (577.8) (257.7) (72.9)
Increase in trading securities of consolidated sponsored investment

Products, NEL . . . ... (203.0) (260.7) (70.1)
Increase (decrease) in accrued compensation and benefits . ... .. .. (2.6) 72.9 122.0
Increase in commissions payable. . ....... ... ... ... o 14.4 65.5 83.0
Increase (decrease) in income taxes payable................... (74.9) 32.5 93.9
Increase in other liabilities. . . ......... ... ... i 25 26.2 332
Net cash provided by operating activities . .................. 1,066.2 1,621.8 1,651.0
Purchase of investments. .. ........coveererninineren.ns (247.2) (499.5) (695.5)
Liquidation of investments ............. ..., 831.9 690.7 784.4
Purchase of investments by consolidated sponsored investment

Products .. ....ooii e (188.5) — —
Liquidation of investments by consolidated sponsored investment

PrOAUCES . ..ottt e 55.9 — —
Purchase of investments by consolidated variable interest entities . . (417.5) (1,058.2) —
Liquidation of investments by consolidated variable interest

ENEIEIES. . o . ot 520.1 1,295.6 —
Decrease (increase) in loans receivable,net ................... 26.0 (30.0) (64.2)
Proceeds fromsaleofloans. ........ ... .o 141.8 — —
Decrease in loans receivable held by consolidated variable interest

BNHEIES, TIEE . o o ottt et e 59.7 157.1 —
Additions of property and equipment, net..................... (78.4) (131.7) (57.4)
Acquisitions of subsidiaries, net of cash acquired. .............. — (11L.1) —

[Table continued on next page]

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(in millions)

[Table continued from previous page]

for the fiscal years ended September 30, 2012 2011 2010
Cash and cash equivalents recognized due to consolidation of

variable interestentity .............. .. .. ... .. .. . ... 169.6 — —
Cash and cash equivalents recognized due to adoption of new

consolidation guidance. ................ .. ... il — 45.8 —
Cash and cash eciuivalents recognized due to consolidation

adjustment for sponsored investment products .............. — 77.2 —
Net cash provided by (used in) investing activities. .. ......... 873.4 435.9 (32.7)
Increase (decrease) indeposits. . .. .......................... (218.5) $ 2345 $ (8.8)
Issuance of commonstock. .. ......... ... ... ... ... .. ... ... 49.1 49.6 41.8
Dividends paid on commonstock . .......................... (663.0) (216.3) (883.5)
Repurchase of common stock ......... R (797.4) (954.2) (675.8)
Excess tax benefit from stock-based compensation. .. ........... 19.7 14.7 11.7
Decrease in commercial paper,net .......................... (30.0) 0.1) (34.5)
Proceeds from issuanceofdebt ... .......................... 592.3 20.0 952.0
Paymentsondebt............. ... .. .. .. ... .. . .. ... — 2.2) (66.0)
Proceeds from issuance of debt by consolidated sponsored
investmentproducts. .. ...... ... .. i 122.6 — —
Payments on debt by consolidated sponsored investment products . (144.7) — —
Payments on debt by consolidated variable interest entities . . ... .. (227.1) (358.0) —
Noncontrolling interests. . . ......... ..o .. 2121 243.8 68.2
Net cash used in financing activities. . . ..................... (1,084.9) (968.2) (594.9)
Effect of exchange rate changes on cash and cash equivalents. . . . . (1.9) (14.6) 4.2)
Increase in cash and cashequivalents . ....................... 852.8 1,074.9 1,019.2
Cash and cash equivalents, beginning of year.................. 5,198.6 4,123.7 3,104.5
Cash and Cash Equivalents, Endof Year ................... 6,0514 $ 5,198.6 $ 4,123.7
Supplemental Disclosure of Non-Cash Information
Increase (decrease) in noncontrolling interests due to net ’

consolidation (deconsolidation) of certain sponsored investment

ProduCts . ... (188.1) $ 3436 $ (118.4)
Increase in assets (liabilities), net related to consolidation of

variable interestentities . .............. ... .. ... ... ..., (174.9) 60.8 —
Supplemental Disclosure of Cash Flow Information
Cash paid forincometaxes ..............covviiieinnnnnnnn. 8198 § 7619 $ 5333
Cashpaid forinterest. . ..........coovirviinen i, 42.8 41.1 7.1
Cash paid for interest by consolidated sponsored investments

products and consolidated variable interest entities. ... ....... 50.5 50.9 —

See Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 — Significant Accounting Policies

Business. Franklin Resources, Inc. (“Franklin”) is a holding company that, together with its various subsidiaries
(collectively, the “Company”) is referred to as Franklin Templeton Investments. The Company provides investment
management and related services to investors globally through products that include investment funds and institutional,
high net-worth and separately-managed accounts (collectively, the “sponsored investment products” or “SIPs”). In
addition to investment management, the Company's services include fund administration, sales, distribution, shareholder
services, transfer agency, trustee, custodial, and other fiduciary services, as well as select private banking services.

Basis of Presentation. The consolidated financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America, which require the use of estimates, judgments, and assumptions
that affect the reported amounts of assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the periods presented. Management believes that the accounting estimates are
appropriate and the resulting balances are reasonable; however, due to the inherent uncertainties in making estimates,
actual amounts may differ from these estimates. Certain comparative amounts for prior fiscal years have beenreclassified
to conform to the financial statement presentation as of and for the fiscal year ended September 30, 2012 (“fiscal year
20127).

Effective September 30, 2012, the Company changed the presentation of its consolidated balance sheets from a
classified basis to an unclassified basis which does not distinguish balances as current or non-current. Management
believes this presentation election is more useful to readers of its financial statements and provides improved disclosure
of the Company's financial position because it aggregates assets and liabilities of the same nature. The previous classified
presentation was not utilized to derive any metric by which the Company is measured. The new unclassified presentation
is consistent with the manner in which management monitors its financial position, and reduces the presentation
complexities resulting from the consolidation of SIPs and variable interest entities (“VIEs”). Amounts for the
consolidated balance sheet as of September 30, 2011 have been reclassified to conform to the current year presentation.

Effective July 1, 2012, the Company has one operating segment, investment management and related services.
Previously, the Company had a secondary operating segment, banking/finance, which offered select retail banking,
private banking and consumer lending services. During fiscal year 2012, the Company significantly reduced these
services and now only offers select private banking services to investment management clients. The Company's Chief
Executive Officer, who is the chief operating decision maker, no longer reviews financial results from banking/finance
activities, and now allocates resources and assesses performance at the consolidated level.

Consolidation. The consolidated financial statements include the accounts of Franklin and its subsidiaries and
SIPs in which it has a controlling financial interest. The Company is generally considered to have a controlling financial
interest when it owns a majority of the voting interest in an entity. The Company also consolidates VIEs for which it
is considered the primary beneficiary and non-VIE limited partnerships and similar structures for which it is deemed
to have control. All material intercompany accounts and transactions have been eliminated.

A VIE is an entity in which the equity investment holders have not contributed sufficient capital to finance its
activities or the equity investment holders do not have defined rights and obligations normally associated with an equity
investment.

The Company uses two models for determining whether it is the primary beneficiary of VIEs. For all investment
entity VIEs with the exception of collateralized loan obligations (“CLOs”), the Company is considered to be the primary
beneficiary if it has the majority of the risks or rewards of ownership. For all other VIEs, including CLOs, the Company
is considered to be the primary beneficiary if it has the power to direct the activities that most significantly impact the
VIE's economic performance and the obligation to absorb losses of or right to receive benefits from the VIE that could
potentiaily be significant to the VIE.

The variable interests that the Company has in investment entity VIEs consist of its equity ownership interest in
and/or investment management and related service fees earned from these VIEs. The Company uses expected cash
flow scenarios to determine if its investment management and related service fees and/or equity ownership interests
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provide it with a majority of the VIE's expected losses or residual returns. The Company's VIEs include CLOs and,
prior to September 30,2012, automobile loan securitization trusts. Under both models, the key estimates and assumptions
used in the analyses may include the amount of assets under management (“AUM?”), investment management and
related service fee rates, the life of the investment product, prepayment rates, and the discount rate.

. A}

The Company is presumed to control non-VIE limited partnerships and similar structures for which it is the
general partner or managing member unless the limited partners or other investors have the substantive ability to remove
the Company as general partner or managing member, liquidate the entity or otherwise participate in the decision-
making of the entity. The Company's risk of loss in these entities is limited to its investments in the entities as the
general partner and managing member entities are structured as limited liability companies.

Earnings per Share. Basic earnings per share is computed by dividing net income available to the Company's
common shareholders, which exclude participating securities, by the weighted average number of shares of common
stock outstanding during the period. The Company's participating securities consist of its nonvested stock and stock
unit awards that contain nonforfeitable rights to dividends or dividend equivalents. Diluted earnings per share is
computed on the basis of the weighted-average number of shares of common stock plus the effect of dilutive potential
common shares outstanding during the period using the two-class method.

Fair Value Measurements. The Company uses a three-level fair value hierarchy that prioritizes the inputs to
valuation techniques used to measure fair value based on whether the inputs to those valuation techniques are observable
or unobservable. The three levels of fair value hierarchy are set forth below. The Company's assessment of the hierarchy
level of the assets or liabilities measured at fair value is determined based on the lowest level input that is significant
to the fair value measurement in its entirety. Transfers between levels are recognized at the end of each quarter.

Level 1  Unadjusted quoted prices in active markets for identical assets or liabilities.

Level 2  Observable inputs other than Level 1 quoted prices, such as non-binding quoted prices for
similar assets or liabilities in active markets; quoted prices for identical or similar assets or
liabilities in markets that are not active; or inputs other than quoted prices that are observable
or corroborated by observable market data. Level 2 quoted prices are generally obtained from
two independent third-party brokers or dealers, including prices derived from model-based
valuation techniques for which the significant assumptions are observable in the market or
corroborated by observable market data. Quoted prices are validated through price variance
analysis, subsequent sales testing, stale price review, price comparison across pricing vendors
and due diligence reviews of third-party vendors.

Level 3  Unobservable inputs that are supported by little or no market activity. These inputs require
significant management judgment and reflect the Company’s estimation of assumptions that
market participants would use in pricing the asset or liability. Level 3 valuations are derived
primarily from model-based valuation techniques in which one or more significant inputs are
unobservable in the market.

The fair values for Level 3 assets and liabilities are determined using various methodologies in accordance with
the Company's global pricing policy which defines valuation and pricing conventions for each security type. When
available, fair value is measured based on the reported net asset value of underlying investments or independent third-
party broker or dealer price quotes. These inputs are evaluated for reasonableness through various procedures which
include due diligence reviews of the third parties, price comparisons across pricing vendors, stale price reviews and
subsequent sales testing. If these inputs are not available, the Company primarily employs a market-based method,
using purchase multiples observed for comparable third-party transactions, valuations of comparable entities, projected
operating results of the investee entity or subsequent financing transactions entered into by the investee entity. If the
inputs for a market-based method are not available, the Company utilizes an income-based method, which considers
the net present value of anticipated future cash flows of the investment. A discount may be applied due to the nature
or duration of any restrictions on the disposition of the investment. The Company reviews and approves the market-
based and income-based methods on a periodic basis for changes that would impact the unobservable inputs incorporated
into the valuation process. The fair value measurements from these methods are further validated through price variance
analysis, subsequent sales testing and market comparable sales.
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The Company records the majority of its investments at fair value or amounts that approximate fair value on a
recurring basis. Certain assets may also be measured at fair value on a nonrecurring basis. These fair value measurements
generally result from the application of lower of cost or fair value accounting or write-downs of individual assets. Fair
values are estimated for disclosure purposes for financial instruments that are not measured at fair value.

Fair Value Option. The Company elected the fair value option for all assets and liabilities of its consolidated
CLOs as this option better matches the changes in fair value of the assets and liabilities. The decision to elect the fair
value option, which is irrevocable once elected, is determined on an instrument by instrument basis and applied to an
entire instrument. The net gains or losses on assets and liabilities for which the fair value option has been elected include
interest income and expense and are recognized in investment and other income, net in the consolidated statements of
income.

Cash and Cash Equivalents include cash on hand, non-interest-bearing and interest-bearing deposits with financial
institutions, time deposits, securities of U.S. government-sponsored enterprises and the U.S. Treasury, debt instruments
with original maturities of three months or less at the purchase date, and other highly liquid investments, including
money market funds, which are readily convertible into cash. Cash and cash equivalents are carried at cost. Due to the
short-term nature and liquidity of these financial instruments, the carrying values of these assets approximate fair value
and, for disclosure purposes, they are classified as Level 1.

Receivables consist primarily of fees receivable from SIPs and are carried at invoiced amounts. Due to the short-
term nature and liquidity of the receivables, the carrying values of these assets approximate fair value.

Investments consist of investment securities, trading and available-for-sale, investments in equity method
investees and other investments.

Investment Securities, Trading consist of non-consolidated SIPs, and are carried at fair value. Changes in the fair
value of trading securities are recognized as gains and losses in earnings. The fair value of these securities is determined
based on their published net asset values and they are classified as Level 1.

Investment Securities, Available-for-Sale consist primarily of non-consolidated SIPs, securities of U.S. states and
political subdivisions, securities of the U.S. Treasury and federal agencies, corporate debt securities, mortgage-backed
securities, and other equity securities. The securities are carried at fair value. Realized gains and losses are included in
investment income using either the average cost method or specific identification method. Unrealized gains and losses
are recorded net of tax as part of accumulated other comprehensive income until realized. The fair value of SIPs is
determined based on their published net asset values and they are classified as Level 1. The fair value of debt securities
is determined using quoted market prices, if available, or independent third-party broker or dealer price quotes, which
are evaluated for reasonableness, and they are generally classified as Level 2, except for certain U.S. Treasury securities
which are classified as Level 1.

The fair value of other equity securities, which consist primarily of non-sponsored investment products, is
generally determined based on their published net asset values, and they are classified as Level 1.

Investments in Equity Method Investees consist of equity investments in entities, including SIPs, over which the
Company is able to exercise significant influence, but not control. Significant influence is generally considered to exist
when the Company's ownership interest in the voting stock of the investee is between 20% and 50%, although other .
factors, such as representation on the investee's board of directors and the impact of commercial arrangements, also
are considered in determining whether the equity method of accounting is appropriate. Investments in limited
partnerships and limited liability companies for which the Company is not deemed to have control are accounted for
using the equity method of accounting when the Company's investment is considered to be more than minor. Under
the equity method of accounting, the investments are initially carried at cost and subsequently adjusted by the Company's
proportionate share of the entities' net income, which is recognized in earnings.

Other Investments consist of equity investments in entities over which the Company is unable to exercise
significant influence and are not marketable, time deposits and life settlement contracts. The equity investments are
accounted for under the cost method. For disclosure purposes, the fair value of these investments is generally estimated
based on their net asset value and they are classified as Level 3. Time deposits that have maturities greater than three
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months but less than one year from the date of purchase are carried at cost. Due to the short-term nature and liquidity
of these financial instruments, the carrying values of the time deposits approximate fair value, and they are classified
as Level 2. Life settlement contracts are carried at fair value, which is determined based on discounted cash flows using
significant unobservable inputs, and are classified as Level 3. Inputs used to determine the fair value include life
expectancy assumptions and internal rates of return.

Impairment of Investments. Investments other than trading securities are evaluated for other-than-temporary
impairment on a quarterly basis when the cost of an investment exceeds its fair value. For equity securities, the Company
considers many factors, including the severity and duration of the decline in the fair value below cost, the Company's
intent and ability to hold the security for a period of time sufficient for an anticipated recovery in fair value, and the
financial condition and specific events related to the issuer. When an impairment of an equity security is determined
to be other-than-temporary, the impairment is recognized in earnings. For debt securities, if the Company intends to
sell or it is more likely than not that it will be required to sell a security before recovery of its amortized cost, the entire
impairment is recognized in earnings. If the Company does not intend to sell or it is not more likely than not that it will
be required to sell the security before anticipated recovery of its amortized cost, the impairment is separated into the
amount of the total impairment related to the credit loss and the amount of the total impairment related to all other
factors. The credit loss component is the difference between the security's amortized cost and the present value of the
expected cash flows, and is recognized in earnings. Losses related to all other factors are recognized in accumulated
other comprehensive income.

Loans Receivable, net consist primarily of private banking loans to investment management clients. Prior to
September 30, 2012, loans receivable also included retail banking and consumer lending portfolios. Interest on the
loans is accrued using the effective interest method. The majority of private banking loans carry variable interest rates,
which are adjusted periodically. Loans receivable are carried at cost, net of an allowance for loan losses. For disclosure
purposes, the fair value of loans receivable is estimated using discounted cash flow models with interest rates that
consider the current credit and interest rate risks inherent in the loans and the current economic and lending conditions,
and they are classified as Level 3. For certain loans with no significant credit concerns and frequent repricing, estimated
fair values are generally based on the carrying value and they are classified as Level 2.

Allowance for Loan Losses. An allowance for losses on loans receivable is maintained at a level sufficient to
absorb probable losses inherent in the loans. Probable losses are estimated based on contractual delinquency status and
historical loss experience. The allowance is based on aggregated portfolio segment evaluations, generally by loan type,
and reflects the Company's judgment of portfolio risk factors such as economic conditions, bankruptcy trends, product
mix, geographic concentrations and other similar items. A loan is charged to the allowance for loan losses when it is
deemed probable to be uncollectible, taking into consideration the value of the collateral, the financial condition of the
borrower and other factors. Recoveries on loans previously charged-off as uncollectible are credited to the allowance
for loan losses.

Loans past due 90 days or more are reviewed individually to determine whether they are collectible. If warranted,
after considering collateral level and other factors, loans 90 days past due are placed on non-accrual status. Interest
collections on non-accrual loans for which the ultimate collectibility of principal is uncertain are applied as principal
reductions; otherwise, such collections are credited to income when received.

Cash and Cash Equivalents of Consolidated SIPs consist of cash on hand and deposits with financial institutions
and are carried at cost. Due to the short-term nature and liquidity of these financial instruments, the carrying values of
these assets approximate fair value and, for disclosure purposes, they are classified as Level 1.

Investments of Consolidated SIPs consist of trading securities and other investments that are not generally traded
in active markets, and are carried at fair value. Changes in the fair value of the investments are recognized as gains and
losses in earnings. The fair value of the trading securities is determined using quoted market prices, or independent
third-party broker or dealer price quotes if quoted market prices are not available. These securities are primarily classified
as Level 1 or Level 2. If events occur after the close of the primary market for any security, the quoted market prices
may be adjusted for the observable price movements within country specific market proxies.

The investments that are not generally traded in active markets primarily consist of equity and secured and
unsecured debt securities of entities in emerging markets. The fair value of these securities is generally determined
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using significant unobservable inputs and they are classified as Level 3. In these instances, the Company employs a
market-based approach, using purchase multiples observed for comparable third-party transactions, projected operating
results of the investment, valuations of comparable companies, and subsequent financing transactions entered into by
the investee entities. If the market-based approach is not available, the Company utilizes an income-based approach,
which considers the net present value of anticipated future cash flows of the investment. A discount may also be applied
due to the nature or duration of any restrictions on the disposition of the investment. Investments that are not generally
traded in active markets also include fund products for which the fair value is estimated using net asset value as a
practical expedient and are classified as Level 3.

Cash and Cash Equivalents of Consolidated VIEs consist primarily of highly liquid investments, primarily short-
term money market instruments, which are not traded on an active market. The fair value of these instruments is based
on market observable inputs and they are classified as Level 2.

Investments of Consolidated VIEs consist of corporate debt securities and are carried at fair value. The fair value
is primarily obtained from independent third-party broker or dealer price quotes and they are classified as Level 2. If
independent price quotes are not available the fair value is determined using significant unobservable inputs and the
securities are classified as Level 3. In these instances, the Company primarily employs the market-based approach
described above for Level 3 securities held by consolidated SIPs.

Loans Receivable of Consolidated VIEs, net consisted of automobile loans in securitization trusts which were
carried at cost, net of an allowance for loan losses. For disclosure purposes, the fair value was estimated using discounted
cash flow models with interest rates that considered the credit and interest rate risks inherent in the loans and the
economic and lending conditions.

Property and Equipment, net are recorded at cost and are depreciated using the straight-line method over their
estimated useful lives which range from three to 35 years. Expenditures for repairs and maintenance are charged to
expense when incurred. Leasehold improvements are amortized using the straight-line method over their estimated
useful lives or the lease term, whichever is shorter.

Internal and external costs incurred in connection with developing or obtaining software for internal use are
capitalized and amortized over the estimated useful life of the software of three years beginning when the software
project is complete and the application is put into production.

Property and equipment is tested for impairment when there is an indication that the carrying amount of an asset
may not be recoverable. Carrying values are not recoverable when the undiscounted cash flows estimated to be generated
by the assets are less than their carrying value. When an asset is determined to not be recoverable, the impairment loss
is measured based on the excess, if any, of the carrying value of the asset over its respective fair value. Fair value is
determined by discounted future cash flows models, appraisals or other applicable methods.

Goodwill and Other Intangible Assets, net. Goodwill represents the excess cost of a business acquisition over
the fair value of the net assets acquired. Other intangible assets consist primarily of mutual fund management contracts
and customer base assets resulting from business acquisitions. These intangible assets are amortized over their estimated
useful lives, which range from three to 15 years, using the straight-line method, unless the asset is determined to have
an indefinite useful life. Indefinite-lived intangible assets primarily represent contracts to manage mutual fund assets
for which there is no foreseeable limit on the contract period.

Goodwill is tested for impairment annually and when an event occurs or circumstances change that more likely
than not reduce the fair value of the related reporting unit below its carrying value.

The goodwill impairment test involves a two-step process. The first step compares the fair value of the reporting
unit to its carrying value. If the carrying value is less than the fair value, no impairment exists and the second step is
not performed. If the carrying value is higher than the fair value, there is an indication that impairment may exist and
the second step is performed to compute the amount of any impairment. In the second step, impairment is computed
by comparing the implied fair value of the reporting unit goodwill with the carrying value of the goodwill. The Company
has one reporting unit, investment management and related services, consistent with its single operating segment, to
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which all goodwill has been assigned. Prior to July 1, 2012, the Company had a second reporting unit and operating
segment, to which no goodwill had been assigned.

Indefinite-lived intangible assets are tested for impairment annually and when events or changes in circumstances
indicate the assets might be impaired. Impairment is indicated when the carrying value of the intangible asset exceeds
its fair value.

In estimating the fair value of the reporting unit and indefinite-lived intangible assets, the Company uses valuation
techniques based on an income approach under which future cash flows are discounted. The future cash flow estimates
include assumptions about revenue and AUM growth rates, the pre-tax profit margin, the average effective fee rate, the
effective tax rate, and the discount rate, which is based on the Company's weighted average cost of capital.

Definite-lived intangible assets are tested for impairment quarterly. Impairment is indicated when the carrying
value of the asset is not recoverable and exceeds its fair value. In evaluating the recoverability of definite-lived intangible
assets, the Company estimates the undiscounted future cash flows to be derived from these assets. The future
undiscounted cash flow projections include assumptions about revenue and AUM growth rates, effective fee rates,
investor redemptions, the pre-tax profit margin, and expected useful lives. If the carrying value of the asset is not
recoverable through the related undiscounted cash flows, the impairment loss is measured based on the amount by
which the carrying value of the asset exceeds its fair value. The fair value of the asset is determined by discounted cash
flows or other methods as appropriate for the asset type.

Deposits are carried at the aggregate amount of deposits held and include interest-bearing and non-interest-bearing
demand deposits, savings and time deposits. The fair value of deposits with no stated maturities is considered to
approximate their carrying value because they are payable on demand. For disclosure purposes, the fair value of deposits
with stated maturities is estimated based on discounted cash flow models using interest rates offered by comparable
institutions on deposits with similar remaining maturities. All of the deposits are classified as Level 2.

Debt consists of commercial paper, Federal Home Loan Bank ("FHLB") advances and senior notes.

Commercial Paper is carried at amortized cost. Due to the short-term nature and liquidity of these financial
instruments, the carrying value approximates fair value and, for disclosure purposes, they are classified as Level 2.

FHLB Advances are carried at the aggregate amount of outstanding advances. For disclosure purposes, the fair
value is estimated using discounted cash flow models using rates available to the Company for FHLB advances with
similar terms and remaining maturities and they are classified as Level 2.

Senior Notes are carried at amortized cost. For disclosure purposes, the fair value is estimated using quoted market
prices, independent third-party broker or dealer price quotes, or prices of publicly traded debt with similar maturities,
credit risk and interest rates. The notes are classified as Level 2.

Debt of Consolidated SIPs is carried at amortized cost. For disclosure purposes, the fair value is estimated using
a discounted cash flow model that considers current interest rate levels, the quality of the underlying collateral and
current economic conditions. The debt is classified as Level 3.

Debt of Consolidated VIEs consists of debt of CLOs, and is carried at fair value. Prior to September 30, 2012,
debt of consolidated VIEs also included debt of securitization trusts, which was carried at amortized cost. The fair value
of the debt of CLOs is primarily obtained from independent third-party broker or dealer price quotes, in which case
the debtis classified as Level 2. The CLOs also issued debt that is classified as Level 3 because its fair value is determined
using significant unobservable inputs. In these instances, the Company employs a market-based approach, which uses
prices of recent transactions, various market multiples, book values and other relevant information for the instrument
or related or other comparable debt instruments to determine the fair value. Ifthe market-based approach is not available,
the Company utilizes an income-based approach, which considers the net present value of anticipated future cash flows
of the instrument. A discount may also be applied due to the nature or duration of any restrictions on the disposition of
the instrument. For disclosure purposes, the fair value of the debt of securitization trusts was determined using
independent third-party broker or dealer price quotes.
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Other Liabilities of Consolidated VIEs consist primarily of investment trades pending settlement and are carried
at fair value. The fair value of the liabilities is obtained from independent third-party broker or dealer quotes and they
are classified as Level 2.

Noncontrolling Interests relate almost entirely to consolidated SIPs. Noncontrolling interests that are currently
redeemable or convertible for cash or other assets at the option of the holder are classified as temporary equity.
Nonredeemable noncontrolling interests are classified as a component of equity. Net income (loss) attributable to third-
party investors is reflected as net income (loss) attributable to nonredeemable and redeemable noncontrolling interests
in the consolidated statements of income. Sales and redemptions of shares of consolidated SIPs are a component of the
change in noncontrolling interests included in financing activities in the consolidated statements of cash flows.

Appropriated Retained Earnings of Consolidated VIEs represents the difference between the fair values of
consolidated CLOs' assets and liabilities. These amounts are recognized as appropriated retained earnings as the CLO
debt holders, not the Company, will ultimately receive the benefits or absorb the losses associated with the CLOs' assets
and liabilities. Net income (loss) attributable to third-party investors is reflected as net income (loss) attributable to
nonredeemable noncontrolling interests in the consolidated statements of income.

Revenues. Fees from providing investment management and fund administration services (“investment
management fees”), shareholder servicing fees and distribution fees are recognized as earned, over the period in which
services are rendered, except for performance-based investment management fees, which are recognized when earned.
Sales commissions related to the sale of shares of SIPs are recognized on trade date. Investment management fees are
generally determined based on a percentage of AUM, except for performance-based investment management fees,
which are based on performance targets established in the related investment management contracts. Shareholder
servicing fees are generally calculated based on the number and type of accounts serviced while distribution fees are
generally based on a percentage of AUM.

AUM of SIPs 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. The fair values of securities for which
market prices are not readily available are internally valued using various methodologies which incorporate significant
unobservable inputs as appropriate for each security type and represent an insignificant percentage of total AUM.
Pricing of the securities held by SIPs is governed by the Company's global valuation and pricing policy, which defines
valuation and pricing conventions for each security type, including practices for responding to unexpected or unusual
market events.

Advertising and Promotion costs are expensed as incurred.

Stock-based Compensation. The fair value of share-based payment awards is estimated on the date of grant based
on the market price of the underlying shares of the Company's common stock and is amortized to compensation expense
on a straight-line basis over the related vesting period, which is generally three years. Expense relating to awards subject
to performance conditions is recognized if it is probable that the performance goals will be achieved. The probability
of achievement is assessed on a quarterly basis. The total number of awards expected to vest is adjusted for estimated
forfeitures.

Postretirement Benefits. Defined contribution plan costs are expensed as incurred. Defined benefit plan costs are
expensed as the benefits are earned.

Income Taxes. Deferred tax assets and liabilities are recorded for temporary differences between the tax basis of
assets and liabilities and the reported amounts in the consolidated financial statements using the statutory tax rates in
effect for the year when the reported amount of the asset or liability is expected to be recovered or settled, respectively.
The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income tax expense in the period
that includes the enactment date. A valuation allowance is recorded to reduce the carrying values of deferred tax assets
to the amount that is more likely than not to be realized. For each tax position taken or expected to be taken in a tax
return, the Company determines whether it is more likely than not that the position will be sustained upon examination
based on the technical merits of the position, including resolution of any related appeals or litigation. A tax position
that meets the more likely than not recognition threshold is measured to determine the amount of benefit to recognize.
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The tax position is measured at the largest amount of benefit that is greater than 50% likely of being realized upon
settlement. The Company recognizes the accrual of interest on uncertain tax positions in interest expense and penalties
in other operating expenses.

As amultinational corporation, the Company operates in various locations outside the United States and generates
earnings from its non-U.S. subsidiaries. The Company indefinitely reinvests the undistributed earnings of its non-U.S.
subsidiaries, except for income previously taxed in the U.S., subject to regulatory or legal repatriation restrictions or
requirements, and the excess net earnings reduced by cash needs for operational and regulatory capital requirements,
capital management plans and capital expenditure plans of its Canadian and U.K. consolidated subsidiaries.

Foreign Currency Translation. Assets and liabilities of non-U.S. subsidiaries that operate in a local currency
environment, where that local currency is the functional currency, are translated at current exchange rates as of the end
of the accounting period. The related revenues and expenses are translated at average exchange rates in effect during
the period. Net exchange gains and losses resulting from translation are excluded from income and are recorded as part
of accumulated other comprehensive income. Foreign currency transaction gains and losses are reflected in investment
and other income, net in the consolidated statements of income.

Business Combinations are accounted for using the acquisition method of accounting. Application of this method
requires identification of the acquirer, determination of the acquisition date and measurement of the purchase
consideration at fair value. The purchase consideration is allocated to the identifiable assets acquired and liabilities
assumed based upon their estimated fair values at the acquisition date, with any excess recognized as goodwill.

Note 2 — New Accounting Guidance
Accounting Guidance Adopted During Fiscal Year 2012 .

On October 1, 2011, the Company adopted new Financial Accounting Standards Board (“FASB”) guidance that
requires separate disclosures about purchases, sales, issuances and other settlements in the rollforward of activity in
Level 3 fair value measurements.

‘On January 1, 2012, the Company adopted new FASB guidance that requires additional qualitative discussion
for the sensitivity of recurring Level 3 fair value measurements to changes in the unobservable inputs, quantitative
disclosure about the significant unobservable inputs used for all Level 3 measurements, and the categorization by level
of the fair value hierarchy for financial instruments that are not measured at fair value.

See Note 7 — Fair Value Measurements and Note 13 — Variable Interest Entities and Consolidated Sponsored
Investment Products for the expanded disclosures.

New Accounting Guidance Not Yet Adopted

In July 2012, the FASB issued an amendment to the existing impairment guidance for indefinite-lived intangible
assets. The amendment permits a reporting entity to first assess qualitative factors to determine whether it is necessary
to perform the annual quantitative impairment test for indefinite-lived intangible assets. The amendment is effective
for the Company in the first quarter of the fiscal year ending September 30, 2013 (“fiscal year 2013”). The Company
does not expect the adoption of the amendment to have a material impact on its consolidated financial statements.

In September 2011, the FASB issued an amendment to the existing impairment guidance for goodwill. The
amendment permits a reporting entity to first assess qualitative factors to determine whether it is necessary to perform
step one of the two-step annual goodwill impairment test. The amendment is effective for the Company in the first
quarter of fiscal year 2013. The Company does not expect the adoption of the amendment to have a material impact
on its consolidated financial statements.

In June 2011, the FASB issued an amendment to the existing requirements for the presentation of comprehensive
income. The amendment requires the components of net income and other comprehensive income to be presented in
one continuous statement or in two separate but consecutive statements. The adoption of the amendment in the first
quarter of fiscal year 2013 will result in changes to the Company's presentation of total comprehensive income.
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Note 3 — Acquisitions

On January 18,2011, the Company acquired all of the outstanding shares of Rensburg Fund Management Limited
(“Rensburg”), a specialty U.K. equity manager, for a purchase consideration of $72.9 million in cash. The purchase
price was allocated $10.2 million to tangible net assets, $52.6 million to indefinite-lived intangible assets, $14.0 million
to deferred tax liabilities and $24.1 million to goodwill. The indefinite-lived intangible assets relate to management
contracts. At the acquisition date, Rensburg had $1.5 billion in AUM relating to various U.K. unit trusts. Rensburg has
been renamed Franklin Templeton Fund Management Limited.

On July 6, 2011, the Company acquired all of the outstanding shares of Balanced Equity Management Pty. Limited
(“BEM”), a specialty Australian equity manager, for $53.7 million in cash and 85,000 shares of Franklin common stock
with an aggregate value of $11.4 million at the acquisition date, for a total purchase consideration of $65.1 million.
The purchase price was allocated $2.2 million to tangible net assets, $14.5 million to definite-lived intangible assets
and $48.4 million to goodwill. The definite-lived intangible assets relate to management contracts and will be amortized
over a period of 10 years. At acquisition date, BEM had $10.9 billion in AUM.

The Company has not presented pro forma combined results of operations for these acquisitions because the
results of operations as reported in the accompanying consolidated statements of income would not have been materially
different.

Note 4 — Earnings per Share

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

g in millions except per share data)

for the fiscal years ended September 30, 2012 2011 2010
Net Income Attributable to Franklin Resources,Inc.. ......... $ 1,9314 $ 1,9236 $ 1,445.7
Less: Allocation of earnings to participating nonvested stock and
stockunitawards. .. .. ... ... .. .. 11.7 8.6 7.6
Net Income Available to Common Stockholders . ... ... .. S 1,919.7 § 1,9150 § 1,438.1
Weighted-average shares outstanding —basic .................. 213.8 221.0 226.1
Effect of dilutive common stock options and non-participating
nonvested stock unitawards .. .............. .. ... ...l 0.6 1.1 1.3
Weighted-Average Shares Outstanding — Diluted . . . . . . .. 2144 222.1 2274

Earnings per Share
Basic . ... e 8 898 $ 8.66 $ 6.36
Diluted. . ... e $ 895 § 862 § 6.33

Non-participating nonvested stock unit awards excluded from the calculation of diluted earnings per share because
their effect would have been anti-dilutive were 0.1 million for the fiscal year ended September 30, 2012, de minimus
for the fiscal year ended September 30, 2011, and 0.4 million for the fiscal year ended September 30, 2010.

Note 5 — Cash and Cash Equivalents

The disclosures below include details of the Company’s cash and cash equivalents, excluding those of consolidated
VIEs and consolidated SIPs. See Note 13 — Variable Interest Entities and Consolidated Sponsored Investment Products
for information related to the cash and cash equivalents of these entities.
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Cash and cash equivalents consisted of the following:

(in millions)

as of September 30, 2012 2011
Cash on hand and non-interest-bearing deposits with financial institutions. . . . . . .. $ 747 $ 58.0
Interest-bearing deposits with financial institutions .......................... 826.5 ¢ 717.2
SIP money market fUnds . . ... ...ttt 2,233.4 1,887.8
Securities of U.S. government-sponsored enterprises and the U.S. Treasury. ... ... 1,560.0 1,173.5
TimMe dePosits. . ..ot 1,019.8 1,113.9
Other . o 69.9 78.5
Total. ... $ 57843 § 5,0289

Federal Reserve Board regulations require certain of the Company’s banking subsidiaries to maintain reserve
balances on deposits with the Federal Reserve Banks. The required reserve balances were $13.3 million at September
30,2012, and $7.8 million at September 30, 2011.

The Company maintains cash and cash equivalents with financial institutions in various countries, limits the
amount of credit exposure with any given financial institution and conducts ongoing evaluations of the creditworthiness
of the financial institutions with which it does business.

Note 6 -- Investments

The disclosures below include details of the Company’s investments, excluding those of consolidated VIEs and
consolidated SIPs. See Note 13 — Variable Interest Entities and Consolidated Sponsored Investment Products for
information related to the investments held by these entities.

Investments consisted of the following:

(in millions)

as of September 30, 2012 2011
Investment securities, trading . ........... .. ... $ 1,1306 $ 528.6
Investment securities, available-for-sale
SIPS . o e 587.2 925.7
Securities of U.S. states and political subdivisions ........................ 26.8 41.5
Securities of the U.S. Treasury and federal agencies . ...................... 24 24
Corporate debt securities'. . . . . . e 70.3 121.6
Mortgage-backed securities —agency residential® . . ....................... 169.3 221.6
Other equity SECUITIES . . .. ...ttt it ittt et enannns 14.0 23.7
Total investment securities, available-for-sale. ... ...................... 870.0 1,336.5
Investments in equity method investees ................................... 489.0 491.5
Other inVestments . .. ..........iiiitier ettt 94.2 65.8
Total. . . e $ 25838 § 24224

Corporate debt securities are insured by the Federal Deposit Insurance Corporation or non-U.S. government agencies.
Consists of U.S. government-sponsored enterprise obligations.

At September 30, 2012 and 2011, investment securities with aggregate carrying amounts of $120.4 million and
$156.4 million were pledged as collateral for the ability to borrow from the Federal Reserve Bank, $45.2 million and
$60.8 million were pledged as collateral for outstanding FHLB borrowings and amounts available in secured FHLB
short-term borrowing capacity, and $7.3 million and $6.9 million were pledged as collateral for the ability to borrow
from uncommitted short-term bank lines of credit (see Note 12 — Debt).
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A summary of the gross unrealized gains and losses relating to investment securities, available-for-sale is as
follows:

(in millions) Gross Unrealized
as of September 30, 2012 Cost Basis Gains Losses Fair Value
SIPS. o e $ 5168 $ 721§ (1.7 % 587.2
Securities of U.S. states and political subdivisions . . . 25.6 1.2 — 26.8
Securities of the U.S. Treasury and federal agencies. . 24 — — 2.4
Corporate debt securities . ...................... 70.0 0.3 — 70.3
Mortgage-backed securities — agency residential. . . .. 164.8 4.5 — 169.3
Other equity securities .. ................ .. ... 13.5 0.6 0.1) 14.0
Total ... ... $ 7931 $ 78.7 $ (1.8) § 870.0
(in millions) Gross Unrealized
as of September 30, 2011 Cost Basis Gains Losses Fair Value
SIPS. .« e $ 8776 § 780 $ (29.9) § 925.7
Securities of U.S. states and political subdivisions . . . 40.0 1.5 — 41.5
Securities of the U.S. Treasury and federal agencies. . 24 — — 24
Corporate debt securities . ...................... 120.0 1.6 — 121.6
Mortgage-backed securities — agency residential. . . .. 216.7 4.9 — 221.6
Other equity securities . .. .............ooouun... 23.1 0.8 (0.2) 23.7
Total . ... ... ... $ 1,279.8 § 868 $ 30.1) $ 1,336.5

The net unrealized holding gains (losses) on investment securities, available-for-sale included in accumulated
other comprehensive income were $49.9 million, $(29.0) million and $70.4 million for fiscal years 2012, 2011 and
2010. The tax effects of the net unrealized holding gains (losses) included in accumulated other comprehensive income
were $0.9 million, $8.4 million and $(6.8) million for fiscal years 2012, 2011 and 2010.

The following tables show the gross unrealized losses and fair values of investment securities, available-for-sale
with unrealized losses aggregated by investment category and length of time that individual securities have been in a
continuous unrealized loss position:

(in millions) Less Than 12 Months 12 Months or Greater Total
Gross Gross Gross
Unrealized Unrealized Unrealized
as of September 30, 2012 Fair Value Losses Fair Value Losses Fair Value Losses
SIPS oo $ 300 $ 0.7) % 217 $ (1.0) $ 517  § (.7
Other equity securities. ........... 4.4 (0.1 — — 4.4 (0.1)
Total ....................... § 344 8 (085§ 217 8 (10OS 5615 1Y
(in millions) Less Than 12 Months 12 Months or Greater Total
Gross Gross Gross
Unrealized Unrealized Unrealized
as of September 30, 2011 ' Fair Value Losses Fair Value Losses Fair Value Losses
SIPS . ... $ 2289 § (297) § 47 § 02) $ 2336 $§ (299
Other equity securities............ — — 4.1 0.2) 4.1 0.2)
Total ....................... $ 2289 $ (29.7) § 88 § 04 $ 2377 $ (30.1)

——— ————— ——— A—————— ——— —————
e . e e ——€————————— ———————
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The Company recognized other-than-temporary impairment of available-for-sale investments, primarily related
to SIPs, in the amounts of $10.1 million, $7.3 million and $1.5 million during fiscal years 2012, 2011 and 2010. In
fiscal year 2011, the Company also recognized $6.3 million of other-than-temporary impairment of investments in
equity method investees and other. The Company did not recognize any other-than-temporary impairment of available-
for-sale debt securities during fiscal years 2012, 2011 and 2010.

At September 30, 2012, contractual maturities of available-for-sale debt securities were as follows:

(in millions) Cost Basis Fair Value
Dueinone year orless ... ...ttt $ 729 $ 73.2
Due after one year through fiveyears............... ... .. ... . ... ........ 20.9 21.8
Due after five years throughtenyears. .................................... 2.6 2.8
Dueafterten years. . . ...t 1.6 1.7
Total. ... $ 98.0 $ 99.5

Mortgage-backed securities are not included in the table above as their actual maturities may differ from contractual
maturities because issuers may have the right to call or prepay obligations.

Note 7 — Fair Value Measurements

The disclosures below include details of the Company’s fair value measurements, excluding those of consolidated
VIEs and consolidated SIPs. See Note 13 — Variable Interest Entities and Consolidated Sponsored Investment Products
for information related to fair value measurements of the assets and liabilities of these entities.

Assets measured at fair value on a recurring basis were as follows:

(in millions)

~ as of September 30, 2012 Level 1 Level 2 Level 3 Total

Assets

Investment securities, trading. . . ....................... $ 1,0586 $ 693 $ 2.7 $ 1,130.6

Investment securities, available-for-sale
SIPS . o 587.2 — — 587.2
Securities of U.S. states and political subdivisions. . . .. .. — 26.8 — 26.8
Securities of the U.S. Treasury and federal agencies . . . .. — 24 — 2.4
Corporate debt securities. . ......................... — 70.3 — 70.3
Mortgage-backed securities — agency residential . . ... ... — 169.3 — 169.3
Other equity securities. . ...................c.uun... 14.0 — — 14.0

Life settlement contracts ............................. — — 12.1 12.1
Total Assets Measured at Fair Value. . .. ............ $ 1,6598 $ 3381 § 148 $ 2,012.7
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(in millions)

as of September 30, 2011 Level 1 Level 2 Level 3 Total

Assets

Investment securities, trading. . . ............. ... ... $ 4540 $ 746 $ — $§ 5286

Investment securities, available-for-sale
SIPS .\ 925.7 — — 925.7
Securities of U.S. states and political subdivisions. . .. ... — 41.5 — 41.5
Securities of the U.S. Treasury and federal agencies . . . .. — 24 — 24
Corporate debt securities. . . ........................ -— 121.6 — 121.6
Mortgage-backed securities — agency residential ... ..... — 221.6 — 221.6
Other equity securities. . . ...t 19.5 4.1 0.1 23.7

Life settlementcontracts . ........... .. ... . oo, — — 10.8 10.8
Total Assets Measured at Fair Value. .. ............. $ 1,3992 $§ 4658 $ 109 $ 1,875.9

There were no transfers between Level 1 and Level 2 during fiscal year 2012, and there were no significant
transfers between Level 1 and Level 2 during fiscal years 2011 and 2010. There were no transfers into or out of Level
3 during fiscal years 2012, 2011 and 2010.

The changes in Level 3 assets measured at fair value on a recurring basis were as follows:

(in millions)

for the fiscal years ended September 30, 2012 2011 2010
Balance at beginning of year ... ..... ... ... .. $ 109 § 327 §$ 399
Adjustment for adoption of new consolidation guidance. . ............. — (23.3) —
Total realized and unrealized gains (losses): ,

Included in investment and other income, net. . . .................. 33 2.9 6.2

Included in accumulated other comprehensive income. . ............ — — 0.4)
Purchases, sales and settlements, net . .. ......... ... .. ... .. ... 06 ' (1.4) (13.0)
Balanceatendofyear ...... ... ... ... ... ... .ot $ 148 $§ 109 § 32.7

Change in unrealized gains included in net income relating to assets held
at September 30 ... ..o $ 13§ 1.2 $ 4.9

! Consists of purchases of $3.9 million, net of settlements of $3.3 million.

The fair values of life settlement contracts were determined using a discounted cash flow valuation technique.
Significant unobservable inputs used in the fair value measurements at September 30, 2012 included life expectancy,
which ranged from 22 months to 171 months with a weighted-average of 82 months, and internal rate of return, which
ranged from 1.5% to 22.3% with a weighted-average of 11.7%. A significant increase (decrease) in the life expectancy
or the internal rate of return in isolation would result in a significantly lower (higher) fair value measurement.
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Financial instruments that were not measured at fair value were as follows:

(in millions) 2012 . 2011
Carrying Estimated  Fair Value  Carrying Estimated

as of September 30, Value Fair Value Level Value Fair Value
Financial Assets ‘
Cash and cash equivalents ................. $ 57843 §$ 5,7843 1 $ 5,0289 $ 5,028.9
Other investments' ....................... 80.2 851  2or3 51.3 56.9
Loans receivable,net ..................... 254.4 258.7 2 401.9 403.1
Financial Liabilities
Deposits ... $§ 6717 $ 6724 2 $§ 890.2 $§ 8927
Debt:

Commercial paper . .................... —_ — N/A 30.0 30.0

FHLBadvances....................... 69.0 74.5 2 69.0 72.6

Seniornotes ..................c0iun... 1,497.1 1,571.2 2 899.2 942.3

Primarily consist of Level 3 assets.

Note 8 — Loans and Allowance for Loan Losses

The disclosures below include details of the Company’s loans and allowance for loan losses, excluding those of
consolidated VIEs. See Note 13 — Variable Interest Entities and Consolidated Sponsored Investment Products for
information related to the loans and allowance for loan losses of these entities.

Loans receivable by major category consisted of the following:

(in millions)

as of September 30, 2012 2011
Commercial loans . ............... ... i i $ 493 % 38.7
Real estate mortgage loans . .............ooiiiirii i 64.6 77.3
Installmentloans ........... ... ..o it 138.8 286.3
Other . .o 2.2 4.8
Total loansreceivable. .. ....... ... .. ... .. . 254.9 407.1
Less: allowance forloan losses . .. ........... it (0.5) 5.2)
Loans Receivable, Net ... ... ... ... ... ... ... ... ...iiiiiiiiinao.. $ 2544 $ 401.9

At September 30, 2012, loans receivable, net primarily consisted of private banking loans to investment
management clients. Loans receivable at September 30, 2011 also included retail banking and consumer lending
portfolios, which were sold during fiscal year 2012. No loan loss allowance is provided on private banking loans because
these loans generally are payable on demand and are fully secured by assets under the Company's control or subject to
rights of offset. At September 30, 2012 and 2011, loans receivable with aggregate carrying values of $54.1 million and
$47.7 million were pledged as collateral for the ability to obtain FHLB advances.

Interest income on loans receivable totaled $16.9 million, $19.7 million and $15.6 million, with average rates of
4.59%, 4.73% and 4.21%, for fiscal years 2012, 2011 and 2010.
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Maturities of loans receivable at September 30, 2012 were as follows:

After One
~ One Year Through Five After
(in millions) or Less Years Five Years Total
Commercial loans. . ..........ccouiuieunnnn. $ 474 §$ 19 $ —  $ 49.3
Real estate mortgage loans. . ................ 2.7 1.4 60.5 64.6
Installmentloans ............ ... ..., 121.3 6.9 10.6 138.8
Other. . ... 1.6 0.1 0.5 22

Total .......... ... ... ..l $ 173.0 $ 103 $ 716 $ 254.9

Contractual maturities of loans receivable due after one year by repricing characteristic at September 30, 2012
were as follows:

Carrying
(in millions) Value
Loans at fiXxed INtereSt TALES . . . .. oo\ttt ettt et e $ 64.1
Loans at floating or adjustable interestrates. . ................ .o i 17.8
0 13 7Y R PP $ 81.9
Changes in the allowance for loan losses were as follows:
(in millions)
for the fiscal years ended September 30, 2012 2011 2010
Balance at beginning of year. . . .......... ... ... i $ 52§ 54 § 7.0
Provision forloanlosses . ............ oo 53 4.2 33
Charge-offs. . .. ... 4.3) (6.4) 6.7)
Recoveries . ..............c.... e 24 2.0 1.8
Loans sold ... ... i (8.1) — —
BalanceatEndof Year.............. . ... ... ... ... $ 0.5 § 52 § 5.4
Total loan charge-offs, net of recoveries, as a percentage of simple -
monthly average loans receivable ................... . ... 0.63% 1.07% 1.31%
Allowance for loan losses as a percentage of loans receivable .. ......... 0.20% 1.28% 1.43%
Loans receivable by impairment methodology were as follows:
(in millions) 2012 2011 2010
Collectively  Individually  Collectively  Individually  Collectively  Individually
as of September 30, Evaluated Evaluated Evaluated Evaluated Evaluated Evaluated
Loans receivable . ............. $ 2544 § 05 $§ 398 $§ 163 $ 3623 $ 18.0
Less: allowance for loan losses. . . 0.4) 0.1) (3.6) (1.6) 3.5) (1.9
Total. ................... $ 2540 § 04 $ 3872 § 147 §$ 3588 § 16.1
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Non-accrual, past due and restructured loans were as follows:

(in millions)

as of September 30, 2012 2011
Non-accrual loans . . ... ... i $ 24§ 8.3
Loans delinquent for 90 daysormore. . ............coviiniiiininnennn.. — —

Loans modified in troubled debt restructurings. . . ........................... — 9.3

Interest income recognized for loans modified in troubled debt restructurings was not significant in fiscal years
2012, 2011 and 2010.

Note 9 — Property and Equipment, Net

Property and equipment consisted of the following:

(in millions)

Useful Lives
as of September 30, 2012 2011 In Years
Furniture, software and equipment . ......................... $ 667.4 $ 647.1 3-10
Premises and leasehold improvements ....................... 560.3 552.0 5-35
Land. . ... 75.0 75.2 N/A

Totalcost. . ... 1,302.7 1,274.3
Less: Accumulated depreciation and amortization .............. (720.0) (684.6)
Property and Equipment,Net......................... $ 5827 § 589.7

Depreciation and amortization expense related to property and equipment was $67.9 million, $71.5 million and
$67.7 millioninfiscal years 2012,2011 and 2010. No impairment loss in value of property and equipment was recognized
during fiscal years 2012, 2011 and 2010 as the Company determined there was no indicator of impairment.

Note 10 — Goodwill and Other Intangible Assets

Changes in the carrying value of goodwill were as follows:

(in millions)

for the fiscal years ended September 30, 2012 2011
Balance at beginning of year. ......... ... ... . ... .. . i $ 1,536.2 $ 1,444.3
Business combinations. . . ............. i . — 104.6
Foreignexchangeandother............. ... . ... ... ... .. ... ....... 4.6 (12.7)
BalanceatEndof Year. ... ... ... ... ... ... ... ... ... ... .. $ 1,540.8 $ 1,536.2
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Intangible assets were as follows:

2012 2011
(in millions) CaGrl;-(;xsiig Accumulated Cali-‘;}ing Cg-l;'(;siig Accumulated Cal:‘reyting
as of September 30, Value Amortization Value Value Amortization Value
Definite-lived intangible assets
Customerbase .............. $ 1666 $ (1359) § 307 $ 166.1 $ (126.8) $ 393
Other ..................... 493 (36.0) 133 47.7 (34.1) 13.6
2159 (171.9) 44.0 213.8 (160.9) 52.9
Indefinite-lived intangible assets
Management contracts. . ... ... 557.1 — 557.1 559.1 — 559.1
Total ................... $ 7730 § (171.9) $ 601.1 $ 7729 § (160.9) $ 612.0

The Company's annual impairment tests of goodwill and indefinite-lived intangible assets as of August 1, 2012,
2011 and 2010 indicated that there was no impairment in the value of these assets.

Amortization expense related to definite-lived intangible assets was $10.6 million, $10.9 million and $10.4 million
for fiscal years 2012, 2011 and 2010. No impairment loss in the value of the assets was recognized during these periods.

The estimated remaining amortization expense related to definite-lived intangible assets as of September 30,
2012 was as follows:

(in millions)

for the fiscal years ending September' 30, Amount
2003 L $ 10.5
2004 e e e 10.5
2005 o e e 10.3
2006 et e e 5.6
2007 ot e e e e 1.4
Thereafter.............. JE PSP 5.7
77 [P PP $ 44.0
Note 11 — Deposits
Deposits, all of which are held in the Company’s U.S. offices, were as follows:
(in millions)
as of September 30, 2012 2011
Non-interest-bearing demand deposits. . .. ......... ... .. $ 1494 $ 189.6
Interest-bearing deposits
Demand deposits . . ... ..ot 12.7 252
Savings deposits. . . ... .. 461.2 575.9
Time dePosits. . ..o oottt 48.4 99.5
Total interest-bearing deposits . ... ... 5223 700.6
Total . .. $ 671.7 § 890.2

Interest expense on deposits totaled $2.9 million, $4.1 million and $4.7 million, with average rates of 0.42%,
0.74% and 0.83%, for fiscal years 2012, 2011 and 2010.
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Maturities of time deposits in amounts of $100,000 or more were as follows:

(in millions)

as of September 30, 2012 Amount

B MONENS OF 1SS . . .ottt ettt et e e e $ 11.8

Over 3 months through 6 months. . ........ .. .. . i i 0.2

Over 12months .............. e e e 0.1
8 1) 7 1 e $ 12.1

Note 12 — Debt

The disclosures below include details of the Company’s debt, excluding that of consolidated VIEs and consolidated
SIPs. See Note 13 — Variable Interest Entities and Consolidated Sponsored Investment Products for information related
to the debt of these entities.

Debt consisted of the following:

(dollars in millions) Effective Effective
as of September 30, 2012 Interest Rate 2011 Interest Rate
Commercial paper .................ovoeveenn.. $ — ~ NA $ 30.0 0.16%
FHLBadvances ..............ccoeviinnnnnnnnn 69.0 3.30% 69.0 3.30%
Senior notes
$300 million 2.000% notes due May 2013 ... ... 299.9 2.28% 299.7 2.28%
$250 million 3.125% notes due May 2015 ... ... 2499 3.32% 249.8 . 3.32%
$300 million 1.375% notes due September 2017 . 298.4 1.66% — - N/A
$350 million 4.625% notes due May 2020 . .. ... 349.7 4.74% 349.7 4.75%
$300 million 2.800% notes due September 2022 . 299.2 2.93% — N/A
1,497.1 899.2
TotalDebt ....... ... .. ... ... ........ $ 1,566.1 $ 998.2

In prior years, the Company secured advances from the FHLB to fund its banking services. The outstanding
advances are subject to collateralization requirements.

In September 2012, the Company issued senior unsecured and unsubordinated notes with a total face value of
$600.0 million due in September 2017 and 2022. Net proceeds from the issuance of the notes were used in October
2012 to redeem the $300 million 2.000% senior notes due in May 2013, and in November 2012 to finance the acquisition
of a majority interest in K2 Advisors Holdings LLC (see Note 21 — Subsequent Events); the remaining net proceeds
will be used for general corporate purposes. The notes have fixed interest rates with interest payable semi-annually.
The notes were issued at a collective discount of $2.4 million that is being amortized over the term of the notes. The
Company incurred approximately $5.3 million in debt issuance costs, which are included in other assets in the
consolidated balance sheet and are being amortized over the term of the notes.

The senior notes contain an optional redemption feature that allows the Company to redeem each series of notes
prior to maturity in whole or in part at any time, at a make-whole redemption price. The indentures governing the notes
contain limitations on the Company’s ability and the ability of its subsidiaries to pledge voting stock or profit participating
equity interests in its subsidiaries to secure other debt without similarly securing the notes equally and ratably. The
indentures also include requirements that must be met if the Company consolidates or merges with, or sells all or
substantially all of its assets to, another entity. As of September 30, 2012, the Company was in compliance with the

covenants of the notes.
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At September 30, 2012, contractual maturities for debt were as follows:

(in millions)

for the fiscal years ending September 30,

2003 e $ 318.4
2004 L —
2005 e 260.4
2006 . e e e 8.0
2007 e e e 298.4
Thereafter. . . .o e e 680.9

B 1177 $ 1,566.1

At September 30, 2012, the Company had $500.0 million of short-term commercial paper available for issuance
under an uncommitted private placement program which has been inactive since April 2012, $270.0 million available
in uncommitted short-term bank lines of credit under the Federal Reserve system, $117.8 million available through the
secured Federal Reserve Bank short-term discount window, $15.3 million available in uncommitted short-term bank
lines of credit and $12.3 million available in secured FHLB short-term borrowing capacity.

Note 13 — Variable Interest Entities and Consolidated Sponsored Investment Products

The Company sponsors and manages various types of investment products, which consist of both VIEs and non-
VIEs. As described in Note 1 — Significant Accounting Policies, the Company consolidates the non-VIE products which
it controls and the VIE products for which it is the primary beneficiary. The Company has no right to the consolidated
products' assets, other than its direct equity investment in them, and management fees earned from them. The debt
holders of these consolidated entities have no recourse to the Company's assets beyond the level of its direct investment,
therefore the Company bears no risks associated with the entities' liabilities. Prior to September 30, 2012, the Company
also consolidated certain automobile loan securitization trust VIEs, for which its risk of loss was limited in the same
manner as for the consolidated investment products.
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The balances of consolidated VIEs and consolidated SIPs included in the Company's consolidated balance sheets
were as follows:

2012 : 2011
(in millions) Consolidated Consolidated
as of September 30, VIEs SIPs Total VIEs SIPs Total
Assets
Cash and cash equivalents . .. .. $ 2243 § 428 § 267.1 $§ 882 $ 81.5 $ 169.7
Receivables................. 2.7 23.7 26.4 12.0 15.3 27.3
Investments. ................ 984.1 1,046.6 2,030.7 822.6 945.7 1,768.3
Loans receivable,net ... ...... — — — 149.4 — 149.4
Otherassets................. — 0.7 0.7 17.8 0.8 18.6
Total Assets. . ............ $1,211.1 § 1,113.8 $ 2,324.9 $1,0000 $§ 1,043.3 $2,133.3
Liabilities
Accounts payable and accrued
EXPENSES - .\ ovvtie e $ — 218 § 218 $ — § 142 § 142
Debt, at fairvalue .. .......... 1,100.9 — 1,100.9 871.2 — 871.2
Debt....................... — 110.2 110.2 164.2 134.9 299.1
Other liabilities . . ............ 61.9 8.5 70.4 32.3 8.5 40.8
Total liabilities . ........... 1,162.8 140.5 1,303.3 1,067.7 157.6 1,225.3
Redeemable Noncontrolling
Interests ..................... — 26.7 26.7 — 18.6 18.6
Stockholders' Equity
Nonredeemable noncontrolling
interests. . .................. — 556.8 556.8 — 575.1 575.1
Otherequity ................ 48.3 389.8 438.1 22.3 292.0 314.3
Total stockholders' equity . . . 48.3 946.6 994.9 22.3 867.1 889.4
Total Liabilities, Redeemable
Noncontrolling Interests and
Stockholders' Equity........... $1,2111 $ 1,113.8 $ 2,3249 $1,0000 $§ 1,0433 §2,1333

The consolidated VIEs and consolidated SIPs did not have a significant impact on net income attributable to the
Company in fiscal years 2012, 2011 and 2010.

Consolidated VIEs - Collateralized Loan Obligations

The Company provides collateral management services to its sponsored CLOs, which are asset-backed financing
entities collateralized by a pool of corporate debt securities, and are considered VIEs. The Company generally earns
senior and subordinated management fees from the CLOs based on the par value of outstanding investments and, in
certain instances, may also receive performance-based fees. In addition, the Company holds equity interests in certain
of these entities. The debt holders of the CLOs have recourse only to the corresponding collateralized assets, which
cannot be used by the Company for any other purpose. Scheduled debt payments are based on the performance of the
CLOs collateral pool and may be prepaid prior to the contractual maturity dates. The Company is the primary beneficiary
of the CLOs as it has the power to direct the activities that most significantly impact the CLOs' economic performance
in its role as collateral manager and holds a variable interest for which the Company has the right to receive benefits
that could potentially be significant to the CLOs.
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The assets and liabilities of the CLOs are carried at fair value. Changes in the fair values were as follows:

(in millions)

for the fiscal years ended September 30, 2012 2011

Net gains from changes in fair value of assets . . . ....................... $ 909 $ 34.0

Net losses from changes in fair value of liabilities. . .. ................ ... (65.3) (114.0)
Total net gains (losses). .. ..................... .. it $ 256 $ (80.0)

The following table presents the unpaid principal balance and fair values of investments, including investments
90 days or more past due, and debt of the CLOs:

Investments

(in millions)
Total 90 Days or More

as of September 30, 2012 Investments Past Due Long-term Debt
Unpaid principal balance ........................... $ 996.1 $ 72 $ 1,186.5
Excess unpaid principal over fairvalue ................ (12.0) 6.7) (85.6)

Fairvalue ... ....... ... .. i $ 984.1 $ 05 §$ 1,100.9
as of September 30, 2011
Unpaid principal balance ........................... $ 887.8 $ 216 $ 1,044.9
Excess unpaid principal over fairvalue ................ (65.2) (10.2) (173.7)

Fairvalue ........... ... i $ 8226 $ 114 §$ 871.2

Consolidated VIEs - Automobile Loan Securitization Trusts

In previous years, the Company entered into automobile loan securitization transactions with securitization trusts,
which then issued asset-backed securities to private investors. The securitization transactions were comprised of prime,
non-prime and sub-prime contracts for retail installment sales that were secured by new and used automobiles purchased
from motor vehicle dealers. The Company retained the interest-only strips receivable and cash on deposit in the
transactions, which represented the Company's contractual right to receive excess interest and cash from the

securitization trusts.

The Company was the primary beneficiary of the securitization trusts as it also retained servicing responsibilities
for the trusts and received annual servicing fees. The holders of the asset-backed securities had recourse only to the
collateralized assets of the securitization trusts, which could not be used by the Company for any other purpose.

During fiscal year 2012, the Company exercised its repurchase rights with respect to the outstanding loans in
two of the three remaining securitization trusts and sold these loans and the Company's residual interest in the surviving
trust. As the Company also transferred its servicing responsibilities for the last trust and is no longer its primary
beneficiary, it did not consolidate any securitization trusts as of September 30, 2012.

At September 30, 2011, the principal amount of loans serviced by the Company that were held by the securitization
trusts was $155.1 million and of loans that were managed together with the trusts was $83.8 million. The total principal
amount of loans 30 days or more past due was $5.4 million.
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Changes in the allowance for loan losses for the securitization trusts were as follows:

(in millions)

for the fiscal years ended September 30, 2012 2011
Balance at beginning of year. .............. i i $ 57 $ —
Adjustment for adoption of new consolidation guidance .. ........................ — 143
Provision for loan losses . . ........outin i i e 0.2 04
Charge-offs . ... o e 5.7 (14.6)
RECOVEIIES . . .ottt e 24 5.6
Deconsolidation of securitizationtrust .. .......................... PP 2.6) —
BalanceatEndof Year............... ..ot $ — 8§ 57
Total loan charge-offs, net of recoveries, as a percentage of simple monthly average -
loans receivable . ... .. ... e e e 3.73% 3.93%
Allowance for loan losses as a percentage of loans receivable...................... N/A 3.68%

At September 30, 2011, the outstanding principal amount of non-accrual loans was $3.6 million and of loans
modified in troubled debt restructurings was $2.7 million, and there were no loans delinquent for 90 days or more.
Loans receivable other than those modified in troubled debt restructurings were collectively evaluated for impairment.
Interest income recognized for loans modified in troubled debt restructurings was not significant in fiscal years 2012
and 2011.

Consolidated SIPs

Consolidated SIPs primarily consist of non-VIE limited partnerships and similar structures that the Company
controls and other fund products in which the Company has a controlling financial interest.

Investments

Investments of consolidated VIEs and consolidated SIPs consisted of the following:

2012 2011

(in millions) Consolidated Consolidated

as of September 30, VIEs SIPs Total VIEs SIPs Total

Investment securities, trading . . . . . $ — $ 1944 $ 1944 $ — $ 361.1 $ 3611

Other debt securities ... ......... 984.1 317.5 1,301.6 822.6 323.2 1,145.8

Other equity securities. . ......... — 534.7 534.7 —_— 261.4 261.4
Total Investments . .......... $ 984.1 $ 1,046.6 $ 2,030.7 $ 8226 $§ 945.7 § 1,768.3

Investments of consolidated VIEs consist of corporate debt securities. Other debt and equity securities of
consolidated SIPs primarily consist of direct investments in equity and secured and unsecured debt securities of entities
in emerging markets, which are generally not traded in active markets. Other equity securities also include investments
in funds that are not traded in active markets,
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Debt
Debt of consolidated VIEs and consolidated SIPs consisted of the following:

(dollars in millions) Effective Effective
Interest Interest
as of September 30, 2012 Rate 2011 Rate
Debt of consolidated VIEs:
Debt of CLOs, at fair value, due fiscal years 2016-2024 . .. . .. $ 1,100.9 148% $ 871.2 1.20%
Debt of securitization trusts, due fiscal years 2013-2016 . ... .. — N/A 164.2 5.86%
1,100.9 1,035.4
Debt of consolidated SIPs due fiscal years 2013-2018 .......... 110.2 4.20% 1349 5.29%
TotalDebt. . ........ ... ... .. .. .. .. ... ... ..., $ 1,211.1 $ 1,170.3

The debt of CLOs had floating interest rates ranging from 0.67% to 9.98% at September 30, 2012, and both fixed
and floating interest rates ranging from 0.50% to 11.18% at September 30, 2011. The debt of securitization trusts had
both fixed and floating interest rates ranging from 2.14% to 8.18% at September 30, 2011.

The debt of consolidated SIPs had both fixed and floating interest rates ranging from 1.98% to 7.03% at September
30, 2012, and from 2.69% to 6.85% at September 30, 2011. The repayment of amounts outstanding under certain debt
agreements is secured by the assets of the consolidated SIPs and, in some cases, a pledge of the right to call capital.

At September 30, 2012, contractual maturities for debt of consolidated VIEs and consolidated SIPs were as
follows:

(in millions)

for the fiscal years ending September 30,

2008 e e e e s $ 46.5
2004 . e 1.9
2005 . e e e —
2006 . e e 22.0
2007 o 14.9
TRETEAT O . . . o oo ottt et e e e e 1,125.8

Otal . . . .o e e $ 12111
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Fair Value Measurements

The tables below present the balances of assets and liabilities of consolidated VIEs and consolidated SIPs measured
at fair value on a recurring basis.

(in millions)

as of September 30, 2012 Level 1 Level 2 Level 3 Total
Assets
Cash and cash equivalents of consolidated VIEs .. ........ $ — $ 2243 % — § 2243
Receivables of consolidated VIEs. . .................... — 2.7 — 2.7
Investments of consolidated VIEs. . .................... — 984.1 — 984.1
Investments of consolidated SIPs
Debtsecurities .......................... e 6.3 " 493 3175 373.1
Equity securities . . ............................... 145.9 0.6 527.0 673.5
Total Assets Measured at Fair Value. .. .......... $ 1522 $ 1,261.0 $ 8445 § 2,257.7
Liabilities -
Debtof consolidated VIEs. . .......................... $ — $ 1,0330 $ 679 $ 1,100.9
Other liabilities of consolidated VIEs . . ................. — 61.9 — 61.9
Total Liabilities Measured at Fair Value. . ... ..... $ — § 1,049 $ 679 $ 1,162.8

(in millions)

as of September 30, 2011 Level 1 Level 2 Level 3 Total
Assets
Cash and cash equivalents of consolidated VIEs .......... $ 147 $ 735 § — 88.2
Receivables of consolidated VIEs. . .................... — 12.0 — 12.0
Investments of consolidated VIEs. . .................... — 820.7 1.9 822.6
Investments of consolidated SIPs
Debtsecurities ......................iiivii... 5.2 198.8 3249 528.9
Equity securities .. ................ .. ... ... ... .. 127.0 6.1 283.7 416.8
Total Assets Measured at Fair Value. . ........... $ 1469 $ 1,111.1 $ 6105 $ 1,868.5
Liabilities -
Debt of consolidated VIEs. . .......................... $ — $ 7873 % 839 § 8712
Other liabilities of consolidated VIEs . ... ............... — 323 — 32.3
Total Liabilities Measured at Fair Value. . .. ... ... $ — $ 8196 S 839 $ 9035

Transfers into Level 1 from Level 2 were $26.8 million, and transfers into Level 2 from Level 1 were $1.0 million
during fiscal year 2012. Securities were transferred into Level 1 when they were valued using unadjusted quoted market
prices and no longer had adjustments for observable price movements due to decreased liquidity within country-specific
market proxies. Securities were transferred into Level 2 when they were valued based on prices of comparable or similar
securities because quoted market prices were not available as trading in the securities was temporarily halted. There
were no significant transfers between Level 1 and Level 2 during fiscal years 2011 and 2010.
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The changes in Level 3 assets and liabilities measured at fair value on a recurring basis for fiscal years 2012,
2011 and 2010 were as follows:

Investments Investments of
(in millions) of Consolidated SIPs Total Debt of
Consolidated Level 3 Consolidated
for the fiscal year ended September 30, 2012 VIEs Debt Equity Assets VIEs
Balance at October 1,2011............... $ 19 § 3249 $ 2837 $ 6105 S (83.9)
Realized and unrealized gains (losses)

included in investment and other income,

113 PO PP (1.2) (31.2) 13.1 (19.3) (5.0)
Purchases. . .......ccovviiieninnann. — 63.0 312.0 375.0 —
QaleS ..t (1.4) (33.1) (78.8) (113.3) —
Settlements .. .....ovvernerneiininens — — — — 23.8
Consolidation of variable interest entity . . . . . — — — — (4.6)
TransfersintoLevel 3................... 1.6 — — 1.6 —
Transfersoutof Level 3 ................. (0.9) — — 0.9) —
Effect of exchange rate changes .. ......... — 6.1) 3.0) 9.1) 1.8
Balance at September 30,2012 .......... $ — 317 $ 5270 $§ 8445 § (67.9)
Change in unrealized gains (losses) included

in net income relating to assets and

liabilities held at September 30,2012.... § — § 29 $ 38 § 6.7 $ (4.0)

Investments Investments
(in millions) of o Total Debt of
] Consolidated Consolidated Level 3 Consolidated
for the fiscal year ended September 30, 2011 VIEs SIPs Assets VIEs
Balance at October 1,2010. .. ... ...coiiiiiiinn. $ — $ 33 % 33 §$ —
Adjustment for adoption of new consolidation guidance . . . 1.8 —— 1.8 (71.4)
Realized and unrealized gains (losses) included in

investment and other income, net . ................. 0.1 (1.3) (1.2) " (45.6)
Purchases, sales and settlements,net .................. — 14.1 14.1 36.7
Consolidation adjustment . . . .................... ... — 593.1 593.1 —
Transfers outof Level 3,net. ......... ... .. ... ..., — (0.6) (0.6) —
Effect of exchange rate changes . . .................... — — — (3.6)
Balance at September 30,2011...................... $ 19 $§ 6086 $ 6105 $ (83.9)
Change in unrealized gains (losses) included in net income

relating to assets and liabilities held at September 30,

2000 e $ 01 $ 03 $ 04 $ (45.6)

Investments
(in millions) of

Consolidated
for the fiscal year ended September 30, 2010 SIPs
Balance at October 1, 2000, . . ..ottt e $ 2.1
Realized and unrealized gains (losses) included in investment and other income, net .............. (1.1)
Purchases,salesandsettlements,net...............................' ..................... 2.8
Transfers out 0f Level 3, Met. . ..o v vt ettt 0.5)
Total Level 3 Assets at September 30,2010 . ... .......... ...t $ 33
Change in unrealized gains included in net income relating to assets held at September 30, 2010. . . .. $ 0.1

Investments of consolidated SIPs during fiscal years 2011 and 2010 consisted primarily of equity securities.
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The valuation techniques and significant unobservable inputs used in recurring Level 3 fair value measurements
of assets at September 30, 2012 were as follows:

(in millions) ~ Fair Value _  Valuation Technique Significant Unobservable Inputs Range (Weighted Average)

Debt $ 317.5 Discounted cash flow Discountrate ................. 4.9%—25.6% (11.8%)

securities Risk premium. ................ 0.0%—-7.3% (2.1%)

Equity 144.4  Market comparable EBITDA multiple. . . ........... 5.5-8.6 (7.3)

securities compames Discount for lack of marketability.  15.0%-30.0% (22.1%)
47.4 Discounted cash flow Discountrate ................. 12.0%-15.0% (14.8%)

Discount for lack of marketability. 0.0%-50.0% (27.8%)

21.0 Market pricing Price to book valueratio ........ 1.7

AtSeptember 30,2012, Level 3 debt securities held by consolidated SIPs consisted of mezzanine loans, convertible
debentures and corporate loans and notes, and equity securities consisted primarily of common and preferred shares.

The fair values of certain Level 3 assets and liabilities that were determined based on third-party pricing information
or reported net asset value are excluded from the above table. At September 30, 2012, the exclusions consisted of $67.9
million of debt of consolidated VIEs that was valued using third-party broker or dealer price quotes and $314.2 million
of investments in various funds held by consolidated SIPs for which fair value was estimated using net asset value as
a practical expedient. Approximately 55% of these investments consist of an investment in a global fixed-income fund
which is periodically redeemable, with certain restrictions. The other investments are in real estate and private equity
funds which generally invest directly in real estate and equity securities. The investments in these funds are
nonredeemable and are expected to be returned through distributions as a result of liquidations of the funds' underlying
assets over a weighted-average period of approximately 5.9 years. The SIPs' unfunded commitments to the funds totaled
approximately $123.0 million at September 30, 2012, of which the Company was contractually obligated to fund $2.9
million based on its ownership percentage in the SIPs.

Following are descriptions of the sensitivity of the Level 3 recurring fair value measurements to changes in the
significant unobservable inputs presented in the above table.

For securities utilizing the discounted cash flow valuation technique, a significant increase (decrease) in the
discount rate, risk premium or discount for lack of marketability in isolation would result in a significantly lower
(higher) fair value measurement. The discount for lack of marketability used to determine fair value may include other
factors such as liquidity or credit risk. Generally, a change in the discount rate is accompanied by a directionally similar
change in the risk premium and discount for lack of marketability.

For securities utilizing the market comparable companies valuation technique, a significant increase (decrease)
in the EBITDA multiple in isolation would result in a significantly higher (lower) fair value measurement. A significant
increase (decrease) in the discount for lack of marketability in isolation would result in a significantly lower (higher)
fair value measurement. The discount for lack of marketability used to determine fair value may include other factors
such as liquidity or credit risk.

For securities utilizing a market pricing valuation technique, a significant increase (decrease) in the price to book
value ratio would result in a significantly higher (lower) fair value measurement.
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Financial instruments of consolidated VIEs and consolidated SIPs that were not measured at fair value were as
follows:

September 30, 2012 September 30, 2011
Carrying Estimated  Fair Value Carrying Estimated
(in millions) Value Fair Value Level Value Fair Value
Financial Assets
Cash and cash equivalents of consolidated SIPs ... $ 428 § 42.8 1 $ 815 § 815
Loans receivable of consolidated VIEs, net. . ... .. — 3 — N/A $ 1494 § 1532
Financial Liabilities
Debt of consolidated VIEs. . .................. $ — 3 — N/A $ 1642 § 1679
Debt of consolidated SIPs . . ............... ... 110.2 113.0 3 134.9 117.0

Non-consolidated VIEs

VIEs for which the Company is not the primary beneficiary consist of certain sponsored and other investment
products from which the Company earns investment management and related services fees and/or has an equity
ownership interest in the VIE.

The carrying values of the investment management and related service fees receivable from and the equity
ownership interests in these VIEs included in the Company's consolidated balance sheets at September 30, 2012 and
2011 are set forth below. These amounts represent the Company's maximum exposure to loss from these VIEs.

(in millions)

as of September 30, 2012 2011
RECEIVADIES . - o o v oot e e e e e e s $ 438 $ 422
TIVESTMEILS « o o v v et e et e e e e e e et et e e e . 199.7 176.7

Total . . .o $ 2435 § 2189

The Company's total AUM of non-consolidated VIEs was $35.3 billion at September 30, 2012 and $36.1 billion
at September 30, 2011.

While the Company has no contractual obligation to do so, it routinely makes cash investments in the course of
launching SIPs. The Company also may voluntarily elect to provide its SIPs with additional direct or indirect financial
support based on its business objectives. The Company did not provide financial or other support to its SIPs during the
fiscal years ended September 30, 2012 and 2011.

Note 14 — Taxes on Income

Taxes on income were as follows:

(in millions)

for the fiscal years ended September 30, 2012 2011 2010
Current expense
Federal . ... ... i $ 6029 § 576.4 $ 426.5
0] 717 S P 56.1 103.8 71.5
Non-U.S. . e 83.2 122.8 115.0
Deferred €Xpense . .. ... .oviiiiiii i 20.5 0.4 5.3
Total .. ..o $ 762.7 $ 8034 § 618.3

Included in income before taxes was $966.3 million, $1,028.2 million and $902.1 million of pre-tax non-U.S.
income for fiscal years 2012, 2011 and 2010. The provision for U.S. income taxes in fiscal years 2012, 2011 and 2010
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included benefits of $0.5 million, $0.7 million and $2.5 million related to the utilization of net operating loss carry-
forwards. In fiscal years 2012, 2011 and 2010, the Company’s income taxes payable for federal, state and non-U.S.
purposes have been reduced by tax benefits of $22.6 million, $16.3 million and $11.9 million associated with its stock-
based compensation plans. The benefits were recorded as an increase in capital in excess of par value.

The Company’s income in certain countries is subject to reduced tax rates due to tax rulings and tax holidays.
The impact of the reduced rates on income tax expense was $80.0 million or $0.37 per diluted share for fiscal year
2012, $78.3 million or $0.37 per diluted share for fiscal year 2011, and $37.0 million or $0.16 per diluted share for
fiscal year 2010. The tax rulings will expire in fiscal years 2020 and 2022.

The significant components of deferred tax assets and deferred tax liabilities were as follows:

(in millions)

as of September 30, 2012 2011
Deferred Tax Assets .
At FAX S . . o ettt e e $ 09 $ 19.7
Allowance forloanlosses. ................. e 1.0 43
Deferred compensation and employee benefits . .......................... 62.8 53.7
Stock-based compensation . ......... ... .. L 29.2 23.6
Net operating loss carry-forwards ................ ... ... ... ... 27.9 24.4
Tax benefit for uncertain tax positions. . ............ ..o, 29.6 29.9
Other. .. 15.6 19.3
Total deferred tax assets. . . ..........c. i, 165.2 174.9
Valuation allowance for net operating loss carry-forwards. ............... (17.4) (12.3)
Deferred tax assets, net of valuation allowance. . ....................... 147.8 162.6
Deferred Tax Liabilities
Depreciation on fixed @ssets. .. ........coii i e 18.6 18.2
Goodwill and other purchased intangibles . . ............................. 253.8 262.8
Deferred commissions . ............ooiiiniin i e 23.6 22.5
Unrealized gains oninvestments ...................ciiiinerinnnnn... 17.5 2.8
Other. . . 15.7 22.8
Total deferred tax liabilities. . ................ ..., 329.2 329.1
Net Deferred Tax Liability. .. .................................. $ 1814 $ 166.5

Deferred income tax assets and liabilities that relate to the same tax jurisdiction are recorded net on the consolidated
balance sheets. The components of the net deferred tax liability were classified in the consolidated balance sheets as
follows:

(in millions)

as of September 30, 2012 2011

Deferred tax assets. . . ..ottt e e $ 949 § 107.9

Deferred tax liabilities . . .. ...t i e 276.3 274.4
Net Deferred Tax Liability. .. ......... ... ... ... ... ... ... .. ..... $ 1814 $ 166.5

At September 30, 2012, there were $84.1 million of non-U.S. net operating loss carry-forwards, $48.6 million
of which expire between 2014 and 2023 with the remaining carry-forwards having an indefinite life. In addition, there
were $182.4 million in state net operating loss carry-forwards that expire between 2013 and 2032. A partial valuation
allowance has been provided to offset the related deferred tax assets due to the uncertainty of realizing the benefit of
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the net operating loss carry-forwards. The valuation allowance increased $5.1 million in fiscal year 2012 and decreased
$1.6 million in the prior year.

The Company has made no provision for U.S. income taxes on $5.6 billion of cumulative undistributed non-U.S.
earnings that are indefinitely reinvested at September 30, 2012. Determination of the potential amount of unrecognized
deferred U.S. income tax liability related to such reinvested non-U.S. earnings is not practicable because of the numerous
assumptions associated with this hypothetical calculation. However, foreign tax credits would be available to reduce
some portion of this amount. Changes to the Company’s policy of reinvestment or repatriation of non-U.S. earnings
may have a significant effect on its financial condition and results of operations.

The following reconciles the amount of tax expense at the federal statutory rate and taxes on income as reflected
in the consolidated statements of income:

(dollar amounts in millions)

for the fiscal years ended September 30, ' 2012 2011 2010
Federal taxes at statutory rate. . . .. ..... $ 9374 350% $ 9185 350% $ 7244 35.0 %
State taxes, net of federal tax effect . . . .. 344 1.3 % 63.5 24 % 51.7 2.5 %
Effect of non-U.S. operations. . ........ (218.8) 8.2)% (222.0) (8.5)% 177.1) (8.6)%
Effect of net loss (income) attributable to
noncontrolling interests. . ........... 4.7 0.2 % 36.0 1.4 % 2.0) (0.1)%
Change in valuation allowance. ........ — 0.0 % — 0.0 % (5.2) (0.3)%
Other. ... 5.0 0.2 % 7.4 03% 26.5 1.4 %
Tax Provision . .................. $ 762.7 285% $ 8034 306% $ 6183 29.9%

A reconciliation of the beginning and ending balances of gross unrecognized tax benefits is as follows:

(in millions)

for the fiscal years ended September 30, 2012 2011 2010
Balance at beginning of year. . ......... ... ... i i $ 997 § 933 § 760
Additions for tax positions of prioryears .. ......... ... 16.4 8.8 114
Reductions for tax positions of prioryears .............. ... i (6.3) 6.1 0.9)
Additions for tax positions related to the currentyear. . ................... 10.0 10.8 12.2
Settlements with taxing authorities .. ......... ... ... i i (13.7) 4.2) (0.8)
Expirations of statute of limitations. . .....................oi . (4.8) 3.9 (4.6)
BalanceatEndof Year.................... ... .. ... . i $ 1013 $§ 997 § 933

If recognized, substantially all of this amount, net of any deferred tax benefits, would favorably affect the
Company’s effective income tax rate in future periods.

Accrued interest on uncertain tax positions at September 30, 2012 and 2011 was approximately $14.6 million
and $20.3 million, and is not presented in the unrecognized tax benefits table above. Interest expense (benefit) of $(0.3)
million, $3.2 million and $5.1 million was recognized in the consolidated statements of income during fiscal years
2012, 2011 and 2010. Accrued penalties at September 30, 2012 and 2011 were insignificant.

The Company files a consolidated U.S. federal income tax return, multiple U.S. state and local income tax returns,
and income tax returns in multiple non-U.S. jurisdictions. The Company is subject to examination by the taxing
authorities in these jurisdictions. The Company’s major tax jurisdictions and the tax years for which the statutes of
limitations have not expired are as follows: India 1997 to 2012; Canada, Hong Kong and Singapore 2005 to 2012; U.S.
federal 2006 to 2012; the State of California 2007 to 2012; New York City and the State of New Jersey 2008 to 2012;
the States of Florida, Massachusetts, and New York 2009 to 2012; and Luxembourg and the U.K. 2010 to 2012.
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The Company has on-going examinations in various stages of completion in New York City, the State of Florida,
Canada, Hong Kong, India, Singapore and the U.S. Examination outcomes and the timing of settlements are subject
to significant uncertainty. Such settlements may involve some or all of the following: the payment of additional taxes,
the adjustment of deferred taxes and/or the recognition of unrecognized tax benefits. The Company has recognized a
tax benefit only for those positions that meet the more-likely-than-not recognition threshold. It is reasonably possible
that the total unrecognized tax benefit as of September 30, 2012 could decrease by an estimated $4.1 million within
the next twelve months as a result of the expiration of statutes of limitations in the U.S. federal and certain U.S. state
and local and non-U.S. tax jurisdictions, and potential settlements with U.S. states and non-U.S. taxing authorities. The
unrecognized tax benefits described above are contractual obligations; however, at this time, the Company cannot make
a reliable estimate as to the timing of cash settlements beyond the next twelve months. The amounts of unrecognized
tax benefits and related interest that are expected to be paid in the next twelve months are insignificant.

Note 15 — Commitments and Contingencies
Legal Proceedings

The Company is from time to time involved in 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 September 30, 2012, 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

The Company leases office space and equipment under operating leases expiring at various dates through fiscal
year 2022. Lease expense was $58.7 million, $62.1 million and $66.6 million and sublease income totaled $2.0 million,
$1.4 million and $1.7 million for fiscal years 2012, 2011 and 2010.

Future minimum lease payments under long-term non-cancelable operating leases were as follows as of
September 30, 2012:

(in millions)

for the fiscal years ending September 30, Amount
2003, L e e e e e $ 46.8
0 43.4
200 S, o e e e e e 35.6
200 b, o e e e e e 30.2
20 ) 13.1
TS5 0= Y =2 293
Total Minimum Lease Payments. . .. ................ . . i, $ 198.4

Future minimum rentals to be received under non-cancelable subleases totaled $9.3 million at September 30,
2012. '

While the Company has no contractual obligation to do so, it routinely makes cash investments in the course of
launching SIPs. At September 30, 2012, the Company had $68.8 million of committed capital contributions which
primarily relate to discretionary commitments to invest in planned SIP launches. These unfunded commitments are not
recorded in the Company's consolidated balance sheet.

The Company, in its role as agent or trustee, facilitates the settlement of investor share purchase, redemption,
and other transactions with affiliated mutual funds. The Company is appointed by the affiliated mutual funds as agent
or trustee to manage, on their behalf, bank deposit accounts that contain only (i) cash remitted by investors to the
affiliated mutual funds for the direct purchase of fund shares, or (ii) cash remitted by the affiliated mutual funds for
direct delivery to the investors for either the proceeds of fund shares liquidated at the investors’ direction, or dividends
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and capital gains earned on fund shares. At September 30, 2012 and 2011, the Company held cash of approximately
$202.4 million and $124.5 million off-balance sheet in agency or trust for investors and the affiliated mutual funds.

In conjunction with an insurance recovery for prior years' losses, the Company agreed to indemnity its insurance
provider and hold it harmless against future payments that it may be required to make to any insured who does not
release his, her or its rights under the relevant policy or relating to claims under that policy up to available policy limits.
The Company also agreed to indemnify those insured funds that agreed to release any rights under the relevant policy
or relating to claims under that policy, to the same extent of the released rights. While management believes that the
chance of the Company having to make any payments as a result of these indemnities is remote, policy limits for certain
insureds could be up to $88.0 million in the aggregate.

Note 16 — Stock-Based Compensation

The Company’s stock-based compensation plans include the Amended and Restated Annual Incentive
Compensation Plan (the “AIP”) and the 2002 Universal Stock Incentive Plan, as amended and restated (the “USIP”).
Under the terms of the AIP, eligible employees may receive cash, equity awards and/or mutual fund unit awards generally
based on the performance of the Company, its funds and the individual employee. The USIP provides for the issuance
of the Company’s common stock for various stock-related awards to officers, directors and employees. In March 2011,
the Company's stockholders approved an amendment and restatement of the USIP increasing the number of authorized
shares available for issuance under the USIP by 10.0 million shares to a total of 40.0 million shares. At September 30,
2012, approximately 11.5 million shares were available for grant under the USIP. In addition to stock awards and stock
unit awards, the Company may award options and other forms of stock-based compensation to officers, directors and
employees under the USIP. The Compensation Committee of the Board of Directors determines the terms and conditions
of awards under the AIP and USIP.

Stock and St