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Outstanding: 212,602,957 shares of common stock, par value $0.10 per share, of Franklin Resources, Inc. as of
July 23, 2012.
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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements.
FRANKLIN RESOURCES, INC.

Condensed Consolidated Statements of Income

Unaudited

(in thousands, except per share data)
Operating Revenues

Investment management fees

Sales and distribution fees
Shareholder servicing fees

Other, net

Total operating revenues

Operating Expenses

Sales, distribution and marketing
Compensation and benefits
Information systems and technology
Occupancy

General, administrative and other
Total operating expenses

Operating Income

Other Income (Expenses)

Investment and other income (losses), net
Interest expense

Other income (expenses), net

Income before taxes

Taxes on income

Net income

Less: Net income (loss) attributable to
Nonredeemable noncontrolling interests
Redeemable noncontrolling interests

Net Income Attributable to Franklin Resources, Inc.

Earnings per Share
Basic

Diluted

Dividends per Share

See Notes to Condensed Consolidated Financial Statements.
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Three Months Ended
June 30,

2012 2011
$1,114,404 $1,168,920
569,138 594,187
77,221 77,520
22,821 12,406
1,783,584 1,853,033
692,038 719,311
314,563 313,592
44,079 41,266
31,444 32,112
58,538 64,055
1,140,662 1,170,336
642,922 682,697
(17,975 ) 14,503
(10,089 ) (10,056
(28,064 ) 4,447
614,858 687,144
184,906 208,944
429,952 478,200
(24,209 ) (24,575
(1,106 ) (572
$455,267 $503,347
$2.12 $2.27
2.12 2.26
$0.27 $0.25

)
)

Nine Months Ended
June 30,

2012 2011
$3,315,861 $3,338,159
1,679,387 1,707,517
229,365 225,325
60,196 31,908
5,284,809 5,302,909
2,038,099 2,043,399
938,006 921,796
128,805 123,110
95,180 95,683
192,260 147,508
3,392,350 3,331,496
1,892,459 1,971,413
135,612 118,282
(28,287 ) (26,315
107,325 91,967
1,999,784 2,063,380
588,322 599,498
1,411,462 1,463,882
(30,027 ) (44,029
2,218 307
$1,439,271 $1,507,604
$6.66 $6.76
6.65 6.73
$2.81 $0.75

)
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FRANKLIN RESOURCES, INC.
Condensed Consolidated Balance Sheets
Unaudited

(in thousands)

Assets

Current Assets

Cash and cash equivalents

Cash and cash equivalents of consolidated variable interest entities
Receivables

Investment securities, trading

Investment securities, available-for-sale

Investments of consolidated variable interest entities, at fair value
Investments in equity method investees and other

Deferred taxes

Prepaid expenses and other

Total current assets

Banking/Finance Assets

Cash and cash equivalents

Investment securities, available-for-sale

Loans held for sale

Loans receivable, net

Loans receivable of consolidated variable interest entities, net
Other

Total banking/finance assets

Non-Current Assets

Investments of consolidated sponsored investment products
Investments of consolidated variable interest entities, at fair value
Investments in equity method investees and other

Property and equipment, net

Goodwill

Other intangible assets, net

Other

Total non-current assets

Total Assets

[Table continued on next page]

See Notes to Condensed Consolidated Financial Statements.
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June 30,
2012

$4,676,520
42,363
793,914
1,019,226
602,917
69,049
96,639
41,024
7,341,652

666,169
257,873
81,876
266,073
55,347
20,152
1,347,490

822,530
826,187
477,181
585,173
1,528,295
599,193
106,612
4,945,171
$13,634,313

September 30,
2011

$4,699,994
88,238
772,475
889,686
990,976
10,994
21,861
107,898
34,646
7,616,768

410,381
345,486
21,525
401,860
149,386
29,485
1,358,123

584,608
811,618
535,509
589,748
1,536,212
611,979
131,278
4,800,952
$13,775,843
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FRANKLIN RESOURCES, INC.
Condensed Consolidated Balance Sheets
Unaudited

[Table continued from previous page]

(dollars in thousands, except per share data)

Liabilities and Stockholders’ Equity

Current Liabilities

Compensation and benefits

Commercial paper

Current maturities of long-term debt

Current maturities of long-term debt of consolidated variable interest entities, at fair
value

Accounts payable, accrued expenses and other

Commissions

Income taxes

Total current liabilities

Banking/Finance Liabilities

Deposits

Long-term debt of consolidated variable interest entities

Federal Home Loan Bank advances

Other

Total banking/finance liabilities

Non-Current Liabilities

Long-term debt

Long-term debt of consolidated variable interest entities, at fair value
Deferred taxes

Other

Total non-current liabilities

Total liabilities

Commitments and Contingencies (Note 10)

Redeemable Noncontrolling Interests

Stockholders’ Equity

Preferred stock, $1.00 par value, 1,000,000 shares authorized; none issued
Common stock, $0.10 par value, 1,000,000,000 shares authorized; 212,592,351 and
217,693,435 shares issued and outstanding, at June 30, 2012 and September 30, 2011
Retained earnings

Appropriated retained earnings of consolidated variable interest entities
Accumulated other comprehensive income (loss)

Total Franklin Resources, Inc. stockholders’ equity

Nonredeemable noncontrolling interests

Total stockholders’ equity

Total Liabilities and Stockholders’ Equity

See Notes to Condensed Consolidated Financial Statements.

June 30,
2012

$378,950

320,550
290

278,109
368,123
39,954
1,385,976

925,571
61,738
69,000
760
1,057,069

666,997
827,834
263,246
96,572
1,854,649
4,297,694

29,712

21,259

8,704,623
31,993
(8,546
8,749,329
557,578
9,306,907
$13,634,313

September 30,
2011

$400,885
29,997
29,656

24,858

328,303
369,539
128,826
1,312,064

890,189
164,176
69,000
970
1,124,335

1,004,381
846,369
274,435
91,789
2,216,974
4,653,373

18,611

21,769

8,443,531
18,969
40,462
8,524,731
579,128
9,103,859
$13,775,843
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FRANKLIN RESOURCES, INC.
Condensed Consolidated Statements of Cash Flows
Unaudited

(in thousands)

Net Income

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization

Stock-based compensation

Excess tax benefit from stock-based compensation

Net gains on sale of assets

Net losses on non-current investments of consolidated sponsored investment products
Net (gains) losses of consolidated variable interest entities

Equity in net income of affiliated companies

Other-than-temporary impairment of investments

Provision for loan losses

Deferred income taxes

Changes in operating assets and liabilities:

Increase in receivables, prepaid expenses and other

Increase in trading securities, net

Increase (decrease) in income taxes payable

Increase (decrease) in commissions payable

Decrease in other liabilities

Increase (decrease) in accrued compensation and benefits

Net cash provided by operating activities

Purchase of investments

Purchase of investments by consolidated variable interest entities
Liquidation of investments

Liquidation of investments by consolidated variable interest entities
Purchase of banking/finance investments

Liquidation of banking/finance investments

Decrease (increase) in loans receivable, net

Decrease in loans receivable held by consolidated variable interest entities, net
Decrease in loans held for sale

Proceeds from sale of loans held for sale

Additions of property and equipment, net

Acquisition of subsidiaries, net of cash acquired

Cash and cash equivalents recognized due to adoption of new consolidation guidance
Net cash provided by investing activities

Increase in deposits

Issuance of common stock

Dividends paid on common stock

Repurchase of common stock

Excess tax benefit from stock-based compensation

Decrease in commercial paper, net

Proceeds from issuance of debt

Payments on debt

Payments on debt by consolidated variable interest entities

Nine Months Ended
June 30,

2012 2011
$1,411,462 $1,463,882
162,480 181,765
77,419 67,267
(18,675 ) (13,911
(34,667 ) (64,839
26,424 —
(15,666 ) 43,226
(50,275 ) (59,243
8,302 13,606
5,486 4,181
8,082 (3,471
(160,624 ) (222,922
(439,307 ) (539,297
(61,735 ) 18,999
(1,416 ) 88,476
(10,471 ) (8,466
(20,987 ) 39,346
885,832 1,008,599
(340,301 ) (278,833
(337,058 ) (817,282
694,185 521,193
404,832 991,256
— (41,794
86,179 88,092
14,358 (56,252
54,475 123,223
24,858 —
70,026 —
(61,853 ) (84,716
— (58,067
— 45,841
609,701 432,661
35,382 33,551
31,388 35,964
(605,539 ) (161,193
(698,821 ) (617,103
18,675 13,911
(30,017 ) (39
42,873 —
(88,532 ) —
(193,974 ) (259,592

~—

~—
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Noncontrolling interests 197,858 84,742

Net cash used in financing activities $(1,290,707 ) $(869,759 )
[Table continued on next page]

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

Condensed Consolidated Statements of Cash Flows
Unaudited

[Table continued from previous page]

Nine Months Ended

June 30,
(in thousands) 2012 2011
Effect of exchange rate changes on cash and cash equivalents $(18,387 ) $24,772
Increase in cash and cash equivalents 186,439 596,273
Cash and cash equivalents, beginning of period 5,198,613 4,123,716
Cash and Cash Equivalents, End of Period $5,385,052 $4,719,989
Components of Cash and Cash Equivalents
Cash and cash equivalents, beginning of period
Current assets $4,699,994 $3,985,312
Current assets of consolidated variable interest entities 88,238 —
Banking/finance assets 410,381 138,404
Total $5,198,613 $4,123,716
Cash and cash equivalents, end of period
Current assets $4,676,520 $4,481,196
Current assets of consolidated variable interest entities 42,363 77,892
Banking/finance assets 666,169 160,901
Total $5,385,052 $4,719,989

Supplemental Disclosure of Non-Cash Information

Decrease in noncontrolling interests due to net deconsolidation of certain sponsored
investment products

Increase in assets, net of liabilities, related to consolidation of variable interest entities — 60,760
Increase in receivables of consolidated variable interest entities related to investment

$(167,473 ) $(1,674 )

. 9,166 57,111
trades pending settlement
Decrease (increase) in other liabilities of consolidated variable interest entities related

3 . 2,379 (78,328 )

to investment trades pending settlement
Transfers of loans receivable, net to loans held for sale 117,456 —
Transfers of loans receivable of consolidated variable interest entities, net to loans held 37 423 o
for sale ’
Supplemental Disclosure of Cash Flow Information
Cash paid for income taxes $636,954 $586,033
Cash paid for interest 41,763 37,445
Cash paid for interest by consolidated variable interest entities 35,485 35,604

See Notes to Condensed Consolidated Financial Statements.
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FRANKLIN RESOURCES, INC.
Notes to Condensed Consolidated Financial Statements
June 30, 2012
(Unaudited)
Note 1 — Basis of Presentation
The unaudited interim financial statements of Franklin Resources, Inc. (“Franklin”) and its consolidated subsidiaries
(collectively, the “Company”) included herein have been prepared by the Company in accordance with the instructions
to Form 10-Q and the rules and regulations of the U.S. Securities and Exchange Commission (the “SEC”). Under these
rules and regulations, some information and footnote disclosures normally included in financial statements prepared
under accounting principles generally accepted in the United States of America have been shortened or omitted.
Management believes that all adjustments necessary for a fair statement of the financial position and the results of
operations for the periods shown have been made. All adjustments are normal and recurring. These financial
statements should be read together with the Company’s audited financial statements included in its Form 10-K for the
fiscal year ended September 30, 2011 (“fiscal year 2011”). Certain amounts for the comparative prior fiscal year period
have been reclassified to conform to the financial statement presentation as of and for the period ended June 30, 2012.
In the quarter ended September 30, 2011, the Company discontinued the classification of a portion of the investment
management fees earned by certain of its non-U.S. subsidiaries as sales and distribution fees. Amounts for the
comparative prior fiscal year period have been reclassified to conform to the current year presentation. This
reclassification had no impact on previously reported net income or financial position and does not represent a
restatement of any previously published financial results. See Note 1 — Significant Accounting Policies in the
Company's Form 10-K for fiscal year 2011.
The following table presents the effects of the changes in the presentation of operating revenues to the Company’s
previously-reported condensed consolidated statement of income:

Three Months Ended Nine Months Ended
(in thousands) June 30, 2011 June 30, 2011

As Reported Adjustments As Amended As Reported Adjustments As Amended
Operating Revenues

Investment management ¢y 45 046 06,074 $ 1.168.920  $3.260.440 $ 77.719 $ 3,338,159

fees

Sales and distribution fees 620,261 (26,074 ) 594,187 1,785,236 (77,719 ) 1,707,517
Shareholder servicing fees 77,520 — 77,520 225,325 — 225,325
Other, net 12,406 — 12,406 31,908 — 31,908
Total operating revenues $1,853,033 $ — $ 1,853,033  $5,302,909 $ — $ 5,302,909

Note 2 — New Accounting Guidance

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 for the expanded disclosures.

There were no significant updates to new accounting guidance not yet adopted by the Company as disclosed in its
Form 10-K for fiscal year 2011.

7
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Note 3 — Stockholders' Equity, Redeemable Noncontrolling Interests and Comprehensive Income
The changes in total stockholders’ equity and redeemable noncontrolling interests were as follows:

(in thousands)

for the nine months ended June 30, 2012

Balance at October 1, 2011
Net income (loss)
Net income reclassified to appropriated retained

earnings

Other comprehensive income

Net unrealized losses on investments, net of tax
Currency translation adjustments

Net unrealized losses on defined benefit plans, net of

tax

Cash dividends on common stock

Repurchase of common stock

Noncontrolling interests

Net subscriptions

Net deconsolidation of certain sponsored investment

products
Other !

Balance at June 30, 2012

I Primarily relates to stock-based compensation plans.

(in thousands)

for the nine months ended June 30, 2011

Balance at October 1, 2010
Adjustment for adoption of new consolidation

guidance

Net income (loss)

Net loss reclassified to appropriated retained earnings
Other comprehensive income

Net unrealized losses on investments, net of tax
Currency translation adjustments

Net unrealized gains on defined benefit plans, net of

tax

Cash dividends on common stock

Repurchase of common stock

Noncontrolling interests

Net subscriptions

Purchase of noncontrolling equity interest

Net deconsolidation of certain sponsored investment

products
Other !

Franklin
Resources,
Inc.
Stockholders’
Equity
$8,524,731
1,439,271

13,025

(2,638
(46,192

)
)
(178 )
(609,238 )
(698,821 )

129,369
$8,749,329

Franklin
Resources,
Inc.
Stockholders’
Equity
$7,726,994

106,601
1,507,604
(46,294 )
(5,354 )
63,096

232

(166,856 )
(617,103 )

(3,473 )

121,052

Nonredeemable Total

Noncontrolling
Interests

$ 579,128
(30,027 )

(13,025 )

138,880
(117,378 )

$ 557,578

Nonredeemable

Noncontrolling
Interests

$ 3,452

(44,029 )
46,294

70,471
749

Stockholders’
Equity

$9,103,859
1,409,244

(2,638
(46,192

(178

(609,238
(698,821

~— ~ ~—

138,880
(117,378 )

129,369
$9,306,907

Total
Stockholders’
Equity
$7,730,446
106,601
1,463,575

(5,354 )
63,096

232

(166,856 )
(617,103 )
70,471

(2,724 )

121,052

Redeemable
Noncontrolling
Interests

$ 18,611
2,218

58,978
(50,095 )

$29,712

Redeemable
Noncontrolling
Interests

$ 19,533

307

16,995

(1,674 )

10



Balance at June 30, 2011
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$8,686,499  $ 76,937 $8,763,436

I Primarily relates to stock-based compensation plans.

8

$ 35,161
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The components of comprehensive income, including amounts attributable to noncontrolling interests, were as
follows:

Three Months Ended Nine Months Ended
(in thousands) June 30, June 30,

2012 2011 2012 2011
Net income $429,952 $478,200 $1,411,462 $1,463,882
Net unrealized gains (losses) on investments, net of tax (20,309 ) 7,678 (2,638 ) (5,354 )
Currency translation adjustments (64,581 ) 17,771 (46,192 ) 63,096
g)e(t unrealized gains (losses) on defined benefit plans, net of o (178 ) 232
Total comprehensive income 345,062 503,649 1,362,454 1,521,856
Less: comprehensive income (loss) attributable to
Nonredeemable noncontrolling interests (24,209 ) (24,575 ) (30,027 ) (44,029 )
Redeemable noncontrolling interests (1,106 ) (572 ) 2,218 307

Total Comprehensive Income Attributable to Franklin
Resources, Inc.

During the three and nine months ended June 30, 2012, the Company repurchased approximately 2.7 million and 6.7
million shares of its common stock at a cost of $282.0 million and $698.8 million under its stock repurchase program.
In December 2011, the Company’s Board of Directors authorized the repurchase of up to 10.0 million additional shares
of its common stock under the stock repurchase program. At June 30, 2012, approximately 8.1 million shares of
common stock remained available for repurchase under the stock repurchase program. During the three and nine
months ended June 30, 2011, the Company repurchased 1.6 million and 5.1 million shares of its common stock at a
cost of $203.6 million and $617.1 million. The stock repurchase program is not subject to an expiration date.

Note 4 — Earnings per Share

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

$370,377 $528,796 $1,390,263  $1,565,578

Three Months Ended Nine Months Ended
(in thousands, except per share data) June 30, June 30,

2012 2011 2012 2011
Net Income Attributable to Franklin Resources, Inc. $455,267 $503,347 $1,439,271 $1,507,604
Less: AllocaFlon of earnings to participating nonvested stock 3.087 2.887 9.172 7.638
and stock unit awards
Net Income Available to Common Stockholders $452,180 $500,460 $1,430,099 $1,499,966
Weighted-average shares outstanding — basic 213,097 220,313 214,592 221,731
Effect of cl‘llut%ve common stock optlgns and 544 971 622 1.077
non-participating nonvested stock unit awards
Weighted-Average Shares Outstanding — Diluted 213,641 221,284 215,214 222,808
Earnings per Share
Basic $2.12 $2.27 $6.66 $6.76
Diluted 2.12 2.26 6.65 6.73

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 three and nine months ended June 30, 2012, and nil
for the three and nine months ended June 30, 2011.

Note 5 — Variable Interest Entities

The Company has interests in various types of variable interest entities (“VIEs”). It is the primary beneficiary of
collateralized loan obligations (“CLOs”) and an auto loan securitization trust and therefore consolidates these VIEs.
Other VIEs, for which the Company is not the primary beneficiary, primarily consist of certain sponsored and other
investment products (collectively “other investment products”) from which the Company earns investment management

12
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and related services fees and/or has an equity ownership interest in the VIE.

13



Edgar Filing: FRANKLIN RESOURCES INC - Form 10-Q

Collateralized Loan Obligations

The Company provides collateral management services to the CLOs, which are asset-backed financing entities
collateralized by a pool of assets.

The changes in fair values of the underlying assets and liabilities of the CLOs were as follows:

Three Months Ended Nine Months Ended
June 30, June 30,
(in thousands) 2012 2011 2012 2011
Net gains from changes in fair value of assets $9.811 $7,496 $67,222 $71,476
Net losses from changes in fair value of liabilities (11,245 ) (32,717 ) (50,383 ) (111,598 )
Total net gains (losses) $(1,434 ) $(25221 ) $16,839 $(40,122 )

The following tables present the unpaid principal balance and fair value of investments, including investments 90 days
or more past due, and long-term debt of the CLOs:

(in thousands) Investments

as of June 30, 2012 Total Investments 19\/(13013:}’8 or Long-term Debt
Past Due

Unpaid principal balance $ 849,387 $8,306 $ 937,222

Excess unpaid principal over fair value (23,200 ) (6,276 ) (109,098 )

Fair value $ 826,187 $2,030 $ 828,124

(in thousands) Investments

as of September 30, 2011 Total Investments 19\/(I)O]r)eays or Long-term Debt
Past Due

Unpaid principal balance $ 887,838 $21,577 $ 1,044,863

Excess unpaid principal over fair value (65,226 ) (10,178 ) (173,636 )

Fair value $ 822,612 $11,399 $ 871,227

Automobile Loan Securitization Trusts

The Company retained certain interests in and servicing responsibilities for automobile loan securitization trusts
(“securitization trusts”), which originated from securitization transactions between the Company and the securitization
trusts in previous years. During the quarter ended March 31, 2012, the Company exercised its repurchase rights with
respect to the outstanding loans in two of the three remaining securitization trusts and engaged a third party to solicit
bids for these loans and related assets.

The following table provides details of the loans serviced by the Company that were held by the securitization trusts
and the loans that were managed together with them:

) June 30, September 30,
(in thousands) 2012 2011
Principal amount of loans
Loans receivable of consolidated VIEs $57,922 $155,071
Loans receivable — 83,791
Loans held for sale 89,302 8,994
Total $147,224 $247,856
Principal amount of loans 30 days or more past due
Loans receivable of consolidated VIEs $1,482 $3,651
Loans receivable — 1,721
Loans held for sale 2,110 8,994
Total $3,592 $14,366

The Company had previously provided a guarantee to cover shortfalls for one of the securitization trusts in amounts
due to the holders of the asset-backed securities if the shortfall exceeded cash on deposit. The guarantee is no longer
in place due to the Company's repurchase of the outstanding loans of the related trust. The Company did not provide

14
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any additional financial or other

10
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support to the securitization trusts or the holders of the asset-backed securities during fiscal year 2011 or the nine
months ended June 30, 2012.

The original amount of loans serviced for the securitization trusts that were still in existence totaled $0.5 billion and
$1.2 billion at June 30, 2012 and September 30, 2011. The securitization trusts had approximately 7,900 and 19,100
loans outstanding, with weighted-average annualized interest rates of 10.53% and 10.55% at June 30, 2012 and
September 30, 2011.

Other Investment Products

The carrying values of the Company’s investment management and related service fees receivable from and the equity
ownership interests in the other investment product VIEs as recorded in the Company’s condensed consolidated
balance sheets are set forth below. These amounts represent the Company’s maximum exposure to loss from these
investment products.

) June 30, September 30,
(in thousands) 2012 2011
Current Assets
Receivables $36,692 $42.218
Investment securities, available-for-sale 116,146 139,981
Investments in equity method investees and other 27,346 154
Total Current 180,184 182,353
Non-Current Assets
Investments in equity method investees and other 36,514 36,584
Total $216,698 $218,937

The Company’s total assets under management (“AUM?”) of the other investment products was $32.7 billion at June 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 sponsored investment products. The Company also may voluntarily elect to provide its sponsored

investment products with additional direct or indirect financial support based on its business objectives. The Company
did not provide financial or other support to its investment products during fiscal year 2011 or the nine months ended
June 30, 2012.

11
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Note 6 — Investments
Investments consisted of the following:

(in thousands)

Current

Investment securities, trading

Investment securities, available-for-sale
Sponsored investment products

Securities of U.S. states and political subdivisions
Securities of the U.S. Treasury and federal agencies
Other equity securities

Total investment securities, available-for-sale
Investments of consolidated VIEs, at fair value
Investments in equity method investees and other
Total Current

Banking/Finance

Investment securities, available-for-sale
Securities of U.S. states and political subdivisions
Securities of the U.S. Treasury and federal agencies
Corporate debt securities!

Mortgage-backed securities — agency residentidl
Other equity securities

Total investment securities, available-for-sale
Total Banking/Finance

Non-Current

Investments of consolidated sponsored investment products

Debt securities
Equity securities

Total investments of consolidated sponsored investment products

Investments of consolidated VIEs, at fair value
Investments in equity method investees and other
Total Non-Current

June 30,
2012

$1,019,226

553,863
32,788

601

15,665
602,917
69,049
$1,691,192

$56
1,796
70,553
185,468
257,873
$257,873

$338,272
484,258
822,530
826,187
477,181
$2,125,898

September 30,
2011

$889,686

925,711
41,199

602

23,464
990,976
10,994
21,861
$1,913,517

$311
1,837
121,634
221,611
93
345,486
$345,486

$323,208
261,400
584,608
811,618
535,509
$1,931,735

, Corporate debt securities are insured by the Federal Deposit Insurance Corporation or non-U.S. government

agencies.

2 Consists of U.S. government-sponsored enterprise obligations.

At June 30, 2012 and September 30, 2011, current investment securities, trading included $173.0 million and $361.1
million of investments held by sponsored investment products that were consolidated in the Company’s condensed

consolidated financial statements.

At June 30, 2012 and September 30, 2011, banking/finance segment investment securities with aggregate carrying
amounts of $131.7 million and $156.4 million were pledged as collateral for the ability to borrow from the Federal
Reserve Bank, and $49.9 million and $60.8 million were pledged as collateral for outstanding Federal Home Loan

Bank (“FHLB”) borrowings and amounts available in secured FHLB short-term borrowing capacity (see Note 9 — Debt).
In addition, investment management and related services segment securities with an aggregate carrying value of $6.5
million and $6.9 million were pledged as collateral primarily for financing arrangements at June 30, 2012 and

September 30, 2011.

12

17



Edgar Filing: FRANKLIN RESOURCES INC - Form 10-Q

A summary of the gross unrealized gains and losses relating to investment securities, available-for-sale is as follows:

(in thousands) Gross Unrealized

as of June 30, 2012 Cost Basis Gains Losses Fair Value
Sponsored investment products $510,184 $52,925 $(9,246 ) $553,863
Securities of U.S. states and political subdivisions 31,593 1,251 — 32,844
Securities of the U.S. Treasury and federal agencies 2,359 38 — 2,397
Corporate debt securities 70,000 553 — 70,553
Mortgage-backed securities — agency residential 180,984 4,484 — 185,468
Other equity securities 14,994 673 (2 ) 15,665
Total $810,114 $59,924 $(9,248 ) $860,790
(in thousands) Gross Unrealized

as of September 30, 2011 Cost Basis Gains Losses Fair Value
Sponsored investment products $877,632 $78,013 $(29,934 ) $925,711
Securities of U.S. states and political subdivisions 39,950 1,560 — 41,510
Securities of the U.S. Treasury and federal agencies 2,423 16 — 2,439
Corporate debt securities 120,041 1,593 — 121,634
Mortgage-backed securities — agency residential 216,736 4,905 (30 ) 221,611
Other equity securities 23,061 703 (207 ) 23,557
Total $1,279,843 $86,790 $(30,171 ) $1,336,462

The net unrealized holding gains (losses) on investment securities, available-for-sale included in accumulated other
comprehensive income (loss) were $(23.0) million and $21.1 million for the three and nine months ended June 30,
2012, and $15.6 million and $43.6 million for the three and nine months ended June 30, 2011.
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:

Less Than 12 Months 12 Months or Greater Total

(in thousands) Gross Gross Gross
Fair Value Unrealized Fair Value Unrealized Fair Value Unrealized
as of June 30, 2012
Losses Losses Losses
Sponsored investment products $93,803 $09,147 ) $829 $(99 ) $94,632 $(9,246 )
Other equity securities — — 16 2 ) 16 @ )
Total $93,803 $(9,147 ) $845 $(101 ) $94,648 $(9,248 )
Less Than 12 Months 12 Months or Greater Total
(in thousands) Gross Gross Gross
Fair Value Unrealized Fair Value Unrealized Fair Value Unrealized
as of September 30, 2011
Losses Losses Losses
Sponsored investment products $228,926  $(29,731 ) $4,658 $(203 ) $233,584  $(29,934 )
Mqrtgage—backed securities — agency 18,305 (30 )y — o 18,305 (30 )
residential
Other equity securities 8 (1 ) 4,116 (206 ) 4,124 (207 )
Total $247,239  $(29,762 ) $8,774 $(409 ) $256,013  $(30,171 )

The Company recognized $8.3 million of other-than-temporary impairment of investments for the three and nine
months ended June 30, 2012, all of which related to available-for-sale equity securities. The Company did not
recognize any other-than-temporary impairment of investments for the three months ended June 30, 2011. For the nine
months ended June 30, 2011, the Company recognized $13.6 million of other-than-temporary impairment of
investments of which $7.3 million related to available-for-sale equity securities and none related to available-for-sale
debt securities.

18
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At June 30, 2012, contractual maturities of available-for-sale debt securities were as follows:

Cost Basis
$78,198
16,352
22,743
167,643
$284,936

(in thousands)

Due in one year or less

Due after one year through five years
Due after five years through ten years
Due after ten years

Total

Note 7 — Fair Value Measurements

Fair Value
$78,805
17,024
24,547
170,886
$291,262

The Company records the majority of its investments at fair value or amounts that approximate fair value. The tables
below present the balances of assets and liabilities measured at fair value on a recurring basis.

(in thousands)

as of June 30, 2012

Current Assets

Cash and cash equivalents of consolidated VIEs
Receivables of consolidated VIEs

Investment securities, trading

Investment securities, available-for-sale

Sponsored investment products

Securities of U.S. states and political subdivisions
Securities of the U.S. Treasury and federal agencies
Other equity securities

Investments of consolidated VIEs

Banking/Finance Assets

Investment securities, available-for-sale

Securities of U.S. states and political subdivisions
Securities of the U.S. Treasury and federal agencies
Corporate debt securities

Mortgage-backed securities — agency residential
Non-Current Assets

Investments of consolidated sponsored investment products

Debt securities

Equity securities

Investments of consolidated VIEs
Life settlement contracts

Total Assets Measured at Fair Value
Current Liabilities

Current maturities of long-term debt of consolidated VIEs

Other liabilities of consolidated VIEs
Non-Current Liabilities

Long-term debt of consolidated VIEs
Total Liabilities Measured at Fair Value

14

Level 1

$—

918,121

553,863

$1,497,042

Level 2

$42,363
21,119
98,911

32,788
601

56
1,796
70,553
185,468

826,187

$1,279,842

$—
29,566

767,200
$796,766

Level 3

338,272
474,865

11,915
$827,246

$290

60,634
$60,924

Total

$42,363
21,119
1,019,226

553,863
32,788
601
15,665

56
1,796
70,553
185,468

338,272
484,258
826,187
11,915
$3,604,130

$290
29,566

827,834
$857,690
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(in thousands)

as of September 30, 2011

Current Assets

Cash and cash equivalents of consolidated VIEs
Receivables of consolidated VIEs

Investment securities, trading

Investment securities, available-for-sale

Sponsored investment products

Securities of U.S. states and political subdivisions
Securities of the U.S. Treasury and federal agencies
Other equity securities

Investments of consolidated VIEs

Banking/Finance Assets

Investment securities, available-for-sale

Securities of U.S. states and political subdivisions
Securities of the U.S. Treasury and federal agencies
Corporate debt securities

Mortgage-backed securities — agency residential
Other equity securities

Non-Current Assets

Investments of consolidated sponsored investment products

Debt securities

Equity securities

Investments of consolidated VIEs
Life settlement contracts

Total Assets Measured at Fair Value
Current Liabilities

Current maturities of long-term debt of consolidated VIEs

Other liabilities of consolidated VIEs
Non-Current Liabilities

Long-term debt of consolidated VIEs
Total Liabilities Measured at Fair Value

Level 1

$14,700

579,225

925,711

19,365

7,084

$1,546,085

$—

$—

Level 2

$73,538
11,953
279,308

41,199
602
4,099
10,994

311
1,837
121,634
221,611

92
809,762

$1,576,940

$—
32,315

787,301
$819,616

Level 3

323,208
254,224
1,856
10,813
$621,347

$24,858

59,068
$83,926

Total

$88,238
11,953
889,686

925,711
41,199
602
23,464
10,994

311
1,837
121,634
221,611
93

323,208
261,400
811,618
10,813

$3,744,372

$24,858
32,315

846,369

$903,542

Transfers into Level 1 from Level 2 were $1.1 million and $26.8 million during the three and nine months ended
June 30, 2012, and transfers into Level 2 from Level 1 were nil and $0.9 million during the same periods. The
securities that were transferred into Level 1 had adjustments to the quoted market prices for observable price
movements within country-specific market proxies due to after hour trades or decreased liquidity of the market
proxies, or were based on prices of comparable or similar securities because quoted market prices were not available,

during the previous reporting periods but not in the current period. The securities that were transferred into Level 2

were valued based on prices of comparable or similar securities because quoted market prices were not available in the
current period. There were no significant transfers between Level 1 and Level 2 during the three and nine months

ended June 30, 2011.
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The changes in Level 3 assets and liabilities measured at fair value on a recurring basis were as follows:

(in thousands)

for the three months ended June 30,
2012

Balance at April 1, 2012

Realized and unrealized gains
(losses) included in investment and
other income (losses), net
Purchases

Sales

Settlements

Transfers out of Level 3

Effect of exchange rate changes
Balance at June 30, 2012

Change in unrealized gains (losses)
included in net income relating to
assets and liabilities held at June
30, 2012

(in thousands)

for the nine months ended June 30,
2012

Balance at October 1, 2011
Realized and unrealized gains
(losses) included in investment and
other income (losses), net
Purchases

Sales

Settlements

Transfers into Level 3

Transfers out of Level 3

Effect of exchange rate changes
Balance at June 30, 2012

Change in unrealized gains (losses)
included in net income relating to
assets and liabilities held at June
30, 2012

(in thousands)

for the three months ended June 30, 2011

Balance at April 1, 2011

Securities Held by
Consolidated Sponsored
Investment Products

Debt Equity
$319,010 $310,262
486 97

28,929 176,002
4,154 ) (6,503 )
(118 ) —

(4,660 ) 4,020 )
$339,493  $475,838
$2,007 $(1,507 )
Securities Held by

Consolidated Sponsored
Investment Products

Debt Equity
$324,875 $283,710
(17,259 ) (17,223 )
60,565 277,772
(23,017 ) (64,048 )
(446 ) (124 )
(5,225 ) (4,249 )
$339,493  $475,838
$(4,8890 ) $(16,540 )
Securities
Held by
Consolidated
Sponsored
Investment
Products
$ 3,609
86

Investments of
Consolidated Other
VIEs

$ 2,456 $11,589
(227 ) 520

— 206
(1,332 ) —

— (400
(897 ) —

$ — $11,915
$ — $123

Investments of
Consolidated Other
VIEs

$ 1,856 $10,906
(1,213 ) 2,353
— 1,050
(1,333 ) (11

— (2,383
1,587 —

(897 ) —

$ — $11,915
$ — $958

Investments of
Consolidated Other
VIEs

$ 1,826 $9,972
59 520

Total
Level 3
Assets

$643,317
876

205,137
(11,989 )
(518 )
(897 )
(8,680 )
$827,246

$623

Total
Level 3
Assets

$621,347
(33,342 )

339,387
(88,409 )
(2,953 )
1,587

(897 )
9,474 )
$827,246

$(20,471 )

Total
Level 3
Assets

$15,407
665

Long-term
Debt of
Consolidated
VIEs

$ (65,265 )

4,341

$(60,924 )

$ 4,341

Long-term
Debt of
Consolidated
VIEs

$(83,926 )
(2,307 )

23,507

1,802
$(60,924 )

$(2,307 )

Long-term
Debt of
Consolidated
VIEs

$(85,264 )
19,512 )
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Realized and unrealized gains (losses) included
in investment and other income (losses), net

Purchases, sales and settlements, net 1,380
Transfers out of Level 3 (197
Effect of exchange rate changes —
Balance at June 30, 2011 $4,878

Change in unrealized gains (losses) included in
net income relating to assets and liabilities held $ 78
at June 30, 2011

16

)

$ 1,885

$ 59

199

$10,691

$311

1,579
(197

$17,454

$448

) —
(1,130 )
$ (105,906 )

$(19,512 )
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(in thousands) Securities .
Residual
Held by Long-term
Consolidated Interests Investments of Total Debt of
for the nine months ended June 30, rdate rom Consolidated Other Level 3 © O.
Sponsored o Consolidated
2011 Securitization VIEs Assets
Investment ) VIEs
Transactions
Products
Balance at October 1, 2010 $ 3,330 $23,362 $ — $9,365 $36,057 $—
Adjustment for adoption of new (23362 ) 1,738 — (21,624 ) (71382 )
consolidation guidance
Realized and unrealized gains
(losses) included in investment and (1,030 ) — 147 2,044 1,161 43,815 )
other income (losses), net
Purchases, sales and settlements, net 3,185 — — (718 ) 2,467 12,563
Transfers out of Level 3, net (607 ) — — — (607 ) —
Effect of exchange rate changes — — — — — (3,272 )
Balance at June 30, 2011 $ 4,878 $— $ 1,885 $10,691 $17.454 $(105,906 )
Change in unrealized gains (losses)
included in net income relating to $521 §_ $ 147 $902 $1.570 $ (43815 )

assets and liabilities held at June 30,
2011

Securities held by consolidated sponsored investment products for the three and nine months ended June 30, 2011
consisted primarily of equity securities. Other Level 3 assets measured at fair value on a recurring basis primarily
consisted of life settlement contracts for all periods presented. Gains (losses) on Level 3 assets and liabilities
measured at fair value on a recurring basis are included in investments and other income (losses), net in our condensed
consolidated statements of income.

The fair values for Level 3 assets and liabilities were determined using various methodologies in accordance with a
global pricing policy which defines valuation and pricing conventions for each security type. When available, the
Company measures the 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 the 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.

The valuation techniques and significant unobservable inputs used in recurring Level 3 fair value measurements of
assets were as follows:

(in thousands) . . . Significant Range
as of June 30, 2012 Fair Value - Valuation Technique Unobservable Inputs (Weighted Average)
Securities held by consolidated sponsored investment
products

.. Discounted cash Discount rate 3.8%-25.6% (12.0%)
Debt securities $339.493 o Risk premium 0.0%—7.3% (2.0%)

24



Edgar Filing: FRANKLIN RESOURCES INC - Form 10-Q

Market comparable EBITDA multiple 5.5-9.0 (7.3)
companies Discount for lack of marketability 15.0%-30.0% (22.1%)

Equity securities 203,802 Market pricing Price to book value ratio 1.7
Discounted cash Discount rate 12.0%-15.0% (14.8%)
flow Discount for lack of marketability 0.0%—50.0% (28.2%)
Life settlement 11915 Discounted cash Life expectancy (in months) 23-173 (83)
contracts flow Internal rate of return 1.5%-22.3% (11.7%)

At June 30, 2012, Level 3 debt securities held by consolidated sponsored investment products consisted of mezzanine
loans, convertible debentures, corporate loans and notes, and equity securities consisted primarily of common and
preferred shares.

17
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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 June 30, 2012, the exclusions consisted of $60.9
million of long-term debt of consolidated VIEs that were valued using third-party broker or dealer price quotes and
$272.0 million of investments in various funds held by consolidated sponsored investment products that were
estimated using net asset value as a practical expedient. Approximately 56% 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 6.7 years. The
sponsored investment products' unfunded commitments to the funds totaled approximately $88.8 million at June 30,
2012, of which the Company was contractually obligated to fund $2.6 million based on its ownership percentage in
the sponsored investment products.

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.

Securities Held by Consolidated Sponsored Investment Products. 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.

Life Settlement Contracts. 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.

The Company’s financial instruments that were not measured at fair value were as follows:

June 30, 2012 September 30, 2011
(in thousands) Carrying Estimated  Fair Value Carrying Estimated
Value Fair Value  Level Value Fair Value
Financial Assets
Cash and cash equivalents $5,342,689 $5,342,689 1 $5,110,375 $5,110,375
Other investments! 59,194 64,747 2o0r3 51,259 56,908
Loans held for sale 81,876 85,730 2 21,525 23,578
Loans receivable, net 266,073 267,877 3 401,860 403,116
Loans receivable of consolidated VIEs, net 55,347 57,232 3 149,386 153,175
Financial Liabilities
Commercial paper $— $— 2 $29,997 $29,997
Deposits 925,571 927,352 3 890,189 892,719
FHLB advances 69,000 73,572 2 69,000 72,575
Long-term debt - senior notes 899,377 967,010 2 899,174 942,252
Long—term debt of consolidated sponsored 88.170 86.161 3 134.863 117,049
investment products
Long-term debt of consolidated VIEs 61,738 62,453 2 164,176 167,877

I Other investments primarily consist of Level 3 assets.
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Loans held for sale consists of retail installment loans that are secured by collateral and held for sale. These loans are
carried at the lower of cost or estimated fair value in the aggregate. The fair value is estimated based on the whole
loan market price that would be received if the loans were sold in their current condition, which may include
adjustments based on the composition of the loan portfolio and other liquidity factors.

18
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Note 8 — Loans and Allowance for Loan Losses
The following table summarizes the banking/finance segment loans receivable by major category:

) June 30, September 30,
(in thousands) 2012 2011
Commercial loans $53,566 $38,670
Real estate mortgage loans 68,982 77,271
Installment loans! 197,725 441,336
Other 4,170 4,863
Total loans receivable 324,443 562,140
Less: allowance for loan losses (3,023 ) (10,894 )
Total $321,420 $551,246

' Includes loans receivable of consolidated VIEs.

Installment loans primarily consist of secured private banking loans to individuals and automobile receivables. The
allowance for loan losses primarily relates to automobile receivables. No loan loss allowance is provided on secured
private banking loans. At June 30, 2012 and September 30, 2011, loans receivable with aggregate carrying values of
$52.8 million and $47.7 million were pledged as collateral for the ability to obtain FHLB advances.

Maturities of loans receivable at June 30, 2012 were as follows:

After One

(in thousands) One Year Through Five AfFer Total
or Less Five Years

Years
Commercial loans $51,654 $1,912 $— $53,566
Real estate mortgage loans 2,748 1,478 64,756 68,982
Installment loans! 158,608 28,444 10,673 197,725
Other 3,664 172 334 4,170
Total $216,674 $32,006 $75,763 $324,443

' Includes loans receivable of consolidated VIEs.
The following table summarizes contractual maturities of loans receivable due after one year by repricing
characteristic at June 30, 2012:

. Carrying
(in thousands) Value
Loans at fixed interest rates $89,071
Loans at floating or adjustable interest rates 18,698
Total $107,769
Changes in the allowance for loan losses were as follows:
Three Months Ended Nine Months Ended
June 30, June 30,
(in thousands) 2012 2011 2012 2011
Balance, beginning of period $3,523 $13.421 $10,894 $5,449
Adjustment for adoption of new consolidation
; — — — 14,255
guidance
Provision for loan losses 430 578 5,486 4,181
Charge-offs (1,866 ) (3,169 ) (9,786 ) (17,282 )
Recoveries 1,403 1,591 4,573 5,818
Transfers to loans held for sale (467 ) — (8,144 ) —
Balance, End of Period $3,023 $12.421 $3,023 $12,421
Total loan charge-offs, net of recoveries, as a 0.14 % 0.25 % 1.25 % 1.73 %

percentage of simple monthly average loans
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receivable
Allowance for loan losses as a percentage of loans
receivable

19

0.93

%

1.98

% 0.93

%

1.98

%
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The following table summarizes the loans receivable by impairment methodology:
June 30, 2012

(in thousands)

Loans receivable
Less: allowance for loan losses
Total

)

Collectively Individually
Evaluated Evaluated
$321,621 $2,822
(2,059 ) (964
$319,562 $1,858

The following is a summary of non-accrual, past due and restructured loans:

(in thousands)

Non-accrual loans
Loans delinquent for 90 days or more
Loans modified in troubled debt restructurings

June 30, 2011

Collectively Individually
Evaluated Evaluated
$607,507 $20,750
(9,149 ) (3,272 )
$598,358 $17,478
June 30, September 30,
2012 2011
$6,548 $11,928
7,977 11,982

Interest income recognized for loans modified in troubled debt restructurings was not significant for the three and nine

months ended June 30, 2012 and 2011.

Loans held for sale consist of retail installment loans. The net unrealized losses are recognized through a valuation
allowance and included in other, net revenue. Loans held for sale were $81.9 million and $21.5 million at June 30,

2012 and September 30, 2011.
Note 9 — Debt
Outstanding debt consisted of the following:

(dollars in thousands)

Current

Commercial paper

Current maturities of long-term debt

Current maturities of long-term debt of consolidated
sponsored investment products

Current maturities of long-term debt of consolidated
VIEs, at fair value

Total Current

Banking/Finance

Long-term debt of consolidated VIEs, due fiscal year
2016

FHLB advances

Total Banking/Finance

Non-Current

Senior notes

$300 million 2.000% notes due fiscal year 2013
$250 million 3.125% notes due fiscal year 2015
$350 million 4.625% notes due fiscal year 2020

Long-term debt of consolidated sponsored investment
products, due fiscal years 2014-2018

Long-term debt of consolidated VIEs, at fair value,
due fiscal years 2015-2019

Total Non-Current

Total Debt

June 30,
2012

$—
299,842
20,708

290
320,840

61,738

69,000
130,738

249,841
349,694
599,535

67,462

827,834

1,494,831
$1,946,409

Effective

Interest Rate

2.28
2.38

N/A

7.82
3.30

3.32
4.74

5.38

1.08

%
%

%
%

%

%

September 30, Effective

2011 Interest Rate
$29,997 0.16 %
29,656 4.39 %
24,858 8.49 %
84,511

164,176 5.86 %
69,000 3.30 %
233,176

299,710 2.28 %
249,800 3.32 %
349,664 4.75 %
899,174

105,207 5.54 %
846,369 0.88 %
1,850,750

$2,168,437

The Company’s senior unsecured and unsubordinated notes have an aggregate face value of $900.0 million and contain
an optional redemption feature that allows the Company to redeem each series of notes prior to maturity in whole or in
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part at any time, at a make-whole redemption price. The indenture governing the notes contains limitations on the
Company’s ability and the
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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 indenture also includes requirements that must be
met if the Company consolidates or merges with, or sells all or substantially all of its assets to, another entity. At
June 30, 2012, the Company was in compliance with the covenants of the notes.

The long-term debt of consolidated sponsored investment products had both fixed and floating interest rates ranging
from 1.98% to 7.03% at June 30, 2012. The repayment of amounts outstanding under certain debt agreements is
secured by the assets of the consolidated sponsored investment products and, in some cases, a pledge of a right to call
capital.

The long-term debt of consolidated VIEs consists of debt of the consolidated CLOs and had floating interest rates
ranging from 0.70% to 8.47% at June 30, 2012. The banking/finance long-term debt of consolidated VIEs consists of
debt of the consolidated securitization trusts and had fixed interest rates ranging from 7.16% to 8.18% at June 30,
2012. See Note 5 — Variable Interest Entities.

The debt holders of the consolidated sponsored investment products and VIEs have no recourse to the Company's
assets beyond the level of the Company's direct investment in these entities.

The banking/finance segment secures advances from the FHLB to fund its private banking and consumer lending
services. The outstanding advances are subject to collateralization requirements.

At June 30, 2012, contractual maturities for FHLB advances, senior notes, long-term debt of consolidated sponsored
investment products, and long-term debt of consolidated VIEs were as follows:

(in thousands) Long-term Debt of

FHLB Consolidated

Advances and Sponsored Total
for the fiscal years ending September 30, . Investment Products

Senior Notes and

Consolidated VIEs

2012 $— $20,998 $20,998
2013 318,342 — 318,342
2014 — 4,430 4,430
2015 260,341 32,965 293,306
2016 8,000 61,738 69,738
Thereafter 381,694 857,901 1,239,595
Total $968,377 $978,032 $1,946,409

The consolidated VIEs may prepay their debt obligations prior to contractual maturity dates as a result of collateral
asset repayments.

At June 30, 2012, the Company had $500.0 million of short-term commercial paper available for issuance under an
uncommitted private placement program, and $14.7 million available in uncommitted short-term bank lines of credit.
The banking/finance segment had $270.0 million available in uncommitted short-term bank lines of credit under the
Federal Reserve system, $128.9 million available through the secured Federal Reserve Bank short-term discount
window and $15.7 million available in secured FHLB short-term borrowing capacity.

Note 10 — Commitments and Contingencies

Guarantees

At June 30, 2012, the banking/finance segment had issued financial standby letters of credit totaling $9.7 million on
which beneficiaries would be able to draw in the event of non-performance by its customers, primarily in relation to
lease and lien obligations of these banking customers. These standby letters of credit were fully collateralized by
marketable securities at June 30, 2012.

Legal Proceedings

As previously reported in the Company’s Form 10-K for fiscal year 2011, beginning in 2003, Franklin and certain
related parties were named in civil lawsuits relating to industry-wide market timing and late trading investigations by
regulators. The lawsuits were consolidated into three actions - a consolidated class action, a consolidated derivative
action brought on behalf of certain Franklin Templeton Investments mutual funds, and a derivative action brought on
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behalf of Franklin. As described below, all such actions have since been resolved.
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In December 2010, the Company reached agreement to resolve the consolidated class action, pursuant to which the
Company paid $2.75 million towards distribution of settlement amounts reached in lead plaintiff's settlements with
other, non-Company defendants, and towards class counsel's fees, and lead plaintiff agreed to release the class claims
against the Company and related parties. On December 9, 2011, the court approved the agreement and dismissed the
consolidated class action.
On December 20, 2011, following an appellate court ruling in an unrelated case involving similar claims, the plaintiffs
in the consolidated fund derivative action filed a notice of voluntary dismissal of the action with prejudice, with no
settlement by any Company-related defendants. The court dismissed the consolidated fund derivative action on
December 23, 2011.
The Franklin derivative action was never prosecuted, and on February 2, 2012, plaintiff filed a notice of voluntary
dismissal of the action with prejudice, with no settlement by any defendant. The court dismissed the Franklin
derivative action on February 16, 2012.
The Company is from time to time involved in litigation relating to other 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 June 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
At September 30, 2011, the banking/finance segment had commitments to extend credit in an aggregate amount of
$128.2 million, primarily under credit card lines and secured credit lines. The commitments decreased to $3.8 million
at June 30, 2012 as the Company no longer offers credit card loans and loans secured by marketable securities.
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 behalf of the affiliated mutual funds, 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. At June 30, 2012 and September 30, 2011, the
Company held cash of $156.2 million and $124.5 million off-balance sheet in agency or trust for investors and the
affiliated mutual funds.
At June 30, 2012, there were no changes that would have a material effect on the other commitments and
contingencies reported in the Company’s Form 10-K for fiscal year 2011.
Note 11 — Stock-Based Compensation
Stock awards generally entitle holders to the right to sell the underlying shares of the Company’s common stock once
the awards vest. Stock unit awards generally entitle holders to receive the underlying shares of common stock once the
awards vest. Certain performance-based long-term stock and stock unit awards have been granted that generally vest
based on the achievement of predetermined Company financial performance goals. In the event a performance
measure is not achieved at or above a specified threshold level, the portion of the award tied to such performance
measure is forfeited.
Total unrecognized compensation cost related to nonvested stock and stock unit awards, net of estimated forfeitures,
was $130.7 million at June 30, 2012. This cost is expected to be recognized over a remaining weighted-average
vesting period of 1.8 years.
The following table summarizes nonvested stock and stock unit award activity:

Weighted-Average

(shares in thousands) Shares Grant-Date
Fair Value
Nonvested balance at September 30, 2011 1,085 $ 114.57
Granted 1,095 106.70
Vested (202 ) 111.07
Forfeited/canceled (31 ) 111.32
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Nonvested Balance at June 30, 2012 1,947
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$ 110.56
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Note 12 — Segment Information

The Company has two operating segments, investment management and related services and banking/finance. The
Company derives substantially all of its operating revenues from providing investment management and related
services to its sponsored investment products and the sub-advised accounts that it manages. This is the Company’s
primary business and operating segment. The Company’s investment management and related services are marketed to
the public globally under six distinct brand names: Franklin, Templeton, Mutual Series, Bissett, Fiduciary and Darby.
The Company’s secondary business and operating segment is banking/finance. The banking/finance segment offers
select private banking and consumer lending services through its bank subsidiaries. The consumer lending activities
primarily consist of real estate equity lines and home equity/mortgage lending.

Financial information for the Company’s two operating segments is presented in the table below. Inter-segment
transactions are immaterial and excluded from segment income and assets. Operating revenues of the banking/finance
segment are reported net of interest expense and the provision for loan losses.

Three Months Ended Nine Months Ended
(in thousands) June 30, June 30,

2012 2011 2012 2011
Operating Revenues
Investment management and related services $1,778,441 $1,846,281 $5,271,712 $5,282,392
Banking/finance 5,143 6,752 13,097 20,517
Total $1,783,584 $1,853,033 $5,284,809 $5,302,909
Income Before Taxes
Investment management and related services $611,543 $684,196 $1,995,537 $2,053,620
Banking/finance 3,315 2,948 4,247 9,760
Total $614,858 $687,144 $1,999,784 $2,063,380
Operating revenues of the banking/finance segment were as follows:

Three Months Ended Nine Months Ended
(in thousands) June 30, June 30,

2012 2011 2012 2011
Interest and fees on loans $5,652 $9,430 $19,901 $30,480
Interest and dividends on investment securities 1,432 1,626 4,722 5,862
Total interest income 7,084 11,056 24,623 36,342
Interest on deposits (646 ) (991 ) (2,259 ) (3,225 )
Interest on long-term debt (1,915 ) (3,845 ) (7,444 ) (12,850 )
Total interest expense (2,561 ) (4,836 ) (9,703 ) (16,075 )
Net interest income 4,523 6,220 14,920 20,267
Other income 1,050 1,110 3,663 4,431
Provision for loan losses (430 ) (578 ) (5,486 ) (4,181 )
Total $5,143 $6,752 $13,097 $20,517
Operating segment assets were as follows:

) June 30, September 30,
(in thousands) 2012 2011
Investment management and related services $12,286,823 $12,417,720
Banking/finance 1,347,490 1,358,123
Total $13,634,313 $13,775,843

The investment management and related services segment incurs substantially all of the Company’s depreciation and
amortization costs and expenditures on long-lived assets.
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Note 13 — Other Income (Expenses)
Other income (expenses) consisted of the following:
Three Months Ended Nine Months Ended

June 30, June 30,
(in thousands) 2012 2011 2012 2011
Investment and Other Income (Losses), Net
Dividend income $4,692 $7,860 $17,180 $25,547
Interest income 5,506 2,660 9,644 8,222
Gains (losses) on trading investment securities, net 44,373 ) 7,432 15,541 21,084
Gains (losges) on non-current investments of consolidated 934 o 26424 ) —
sponsored investment products, net
Gains (losses) on assets and liabilities of consolidated VIEs, net (1,434 ) (25,221 ) 16,839 (40,122 )
Realized gains on sale of investment securities, available-for-sale 13,485 9,860 36,151 63,759
Realized losses on sale of investment securities, (175 ) (71 ) (1850 ) (383 )

available-for-sale

Income (loss) from investments in equity method investees, net
of tax

Other-than-temporary impairment of investment securities,

(11,344 ) 15,817 50,275 59,243

available-for-sale (8,302 ) — (8,302 ) (7,293 )
Other-than-temporary impairment of investments in equity . o o 6313 )
method investees and other ’

Foreign currency exchange gains (losses), net 16,812 (7,302 ) 12,171 (15,983 )
Other, net 6,174 3,468 14,387 10,521
Total (17,975 ) 14,503 135,612 118,282
Interest expense (10,089 ) (10,056 ) (28,287 ) (26,315 )
Other Income (Expenses), Net $(28,064 ) $4,447 $107,325 $91,967

Substantially all of the Company’s dividend income and realized gains and losses on sale of investment securities,
available-for-sale were generated by investments in its sponsored investment products. Interest income was primarily
generated by investments in trading securities, cash equivalents and debt securities of U.S. states and political
subdivisions, and included $3.2 million of non-investment related interest for the three and nine months ended June
30, 2012. Proceeds from the sale of investment securities, available-for-sale were $149.5 million and $521.4 million
for the three and nine months ended June 30, 2012 and $48.7 million and $451.4 million for the three and nine months
ended June 30, 2011.

Gains (losses) on trading investment securities, net included net losses of $47.5 million and $8.4 million on
investments of consolidated sponsored investment products for the three and nine months ended June 30, 2012, and
net gains of $5.4 million and $14.4 million for the three and nine months ended June 30, 2011. The Company
recognized net gains on trading investment securities that were held at June 30, 2012 and 2011 of $1.8 million and
$35.7 million during the three and nine months ended June 30, 2012, and $2.8 million and $13.7 million during the
three and nine months ended June 30, 2011.

Substantially all of the net gains (losses) of consolidated VIEs and limited partnerships and similar structures and a
significant noncontrolling percentage of the net gains (losses) from other consolidated sponsored investment products
are offset in noncontrolling interests in the Company's condensed consolidated statements of income.

Note 14 — Banking Regulatory Ratios

Franklin is a bank holding company and a financial holding company subject to various U.S. capital adequacy
requirements. Based on the Company’s calculations, it exceeded the applicable U.S. Federal Reserve Board
requirements as listed below.

Capital
(dollar amounts in thousands) June 30, September 30, Adequacy
2012 2011 ..
Minimum
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Tier 1 capital

Total risk-based capital

Tier 1 leverage ratio

Tier 1 risk-based capital ratio
Total risk-based capital ratio

24

$6,341,025 $6,141,354 N/A
6,344,048 6,152,248 N/A

56 % 55 % 5 %
56 % 53 % 4 %
56 % 53 % 8 %
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Forward-Looking Statements

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

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 Form 10-Q that causes any of our forward-looking statements to be inaccurate, whether as a result of new
information, future developments or otherwise, we do not have an obligation, and we undertake no obligation, to
announce publicly the change to our expectations, or to make any revisions to our forward-looking statements, unless
required by law.

The following discussion should be read in conjunction with our Form 10-K for the fiscal year ended September 30,
2011 (“fiscal year 2011”) filed with the U.S. Securities and Exchange Commission (the “SEC”), and the condensed
consolidated financial statements and notes thereto included elsewhere in this Form 10-Q.

Overview

We are a global investment management organization and derive substantially all of our operating revenues and net
income from providing investment management and related services to investors in jurisdictions worldwide through
products that include registered open-end and closed-end funds, unregistered funds, and institutional, high net-worth
and separately-managed accounts (collectively, our “sponsored investment products”). The related services include fund
administration, shareholder services, transfer agency, sales, distribution, custodial, trustee and other fiduciary services.
Our sponsored investment products and investment management and related services are distributed or marketed to
the public globally under six distinct brand names: Franklin, Templeton, Mutual Series, Bissett, Fiduciary and Darby.
We offer a broad range of sponsored investment products through 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 that of other companies.

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

Our secondary business is banking/finance. Our banking/finance group offers select private banking and consumer
lending services through our banking and finance subsidiaries. Our consumer lending activities primarily consist of
real estate equity lines and home equity/mortgage lending.

During the nine months ended June 30, 2012, financial markets provided overall positive returns as they attempted to
recover from the volatility and negative sentiment experienced during the fourth quarter of fiscal year 2011, evidenced
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by increases of 15% in the MSCI World Index and 22% in the S&P 500 Index. The recovery stalled and volatility
increased during the third fiscal quarter amid continued investor concerns related to the European sovereign debt crisis
and the global economy, resulting in quarterly decreases in the MSCI World Index and the S&P 500 Index of 5% and
3%. The ongoing market concerns are likely to result in continued volatility.

Our total AUM at June 30, 2012 was $707.1 billion, 7% higher than at September 30, 2011 and 4% lower than at

June 30, 2011. Simple monthly average AUM (“average AUM”) for the three months ended June 30, 2012 decreased
2% from the same
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period in the prior fiscal year, primarily due to market depreciation of $22.5 billion in the current year period. Net new
flows were $4.8 billion for the three-month period, as long-term sales decreased 28% to $41.6 billion and redemptions
increased 3% to $36.8 billion. Average AUM for the nine months ended June 30, 2012 increased 1% from the same
period in the prior fiscal year, primarily driven by current year market appreciation of $55.6 billion. Net new flows
were negative for the nine-month period, as net outflows of $5.2 billion reflect a 24% decrease in long-term sales to
$128.3 billion and a 2% decrease in redemptions to $132.5 billion. Ongoing investor concerns related to the European
sovereign debt crisis and the strength of the global economic recovery contributed to the lower sales in the current
year and the level of long-term redemptions, most notably in our global/international fixed-income and equity
products.

The business and regulatory environments in which we operate remain uncertain and subject to change. 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 continue to be adopted. We are also subject to various regulations by 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 sponsored investment products 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 set forth
below.

RESULTS OF OPERATIONS

Three Months Ended Nine Months Ended

June 30, Percent June 30, Percent
(dollar amounts in millions, 2012 2011 Change 2012 2011 Change
except per share data)
Operating Income $643.0 $682.7 6 )% $1,892.5 $1,9714 4 )%
Net Income Attributable to
Franklin Resources, Inc. 455.3 503.3 (10 )% 1,439.3 1,507.6 5 )%
Earnings per Share
Basic $2.12 $2.27 7 )% $6.66 $6.76 ¢! )%
Diluted 2.12 2.26 (6 )% 6.65 6.73 (1 )%
Operating Margin! 36.0 % 36.8 % 35.8 % 37.2 %

I Defined as operating income divided by total operating revenues.

Operating income decreased $39.7 million and $78.9 million, and net income attributable to Franklin Resources, Inc.
decreased $48.0 million and $68.3 million for the three and nine months ended June 30, 2012,