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FORWARD-LOOKING STATEMENTS.
We have made in this Report on Form 10-K, and from time to time may otherwise make in our public filings, press
releases and statements by our management, "forward-looking statements" within the meaning of the Private
Securities Litigation Reform Act of 1995, including information relating to anticipated growth in revenues, margins or
earnings per share, anticipated changes in our business or in the amount of our client assets under management
(“AUM”) or assets under advisement (“AUA”), anticipated future performance of our business, including expected
earnings per share in future periods, anticipated future investment performance of our affiliates, our expected future
net client cash flows, anticipated expense levels, changes in expenses, the expected effects of acquisitions and
expectations regarding financial market conditions. The words or phrases "can be," "may be," "expects," "may affect,"
"may depend," "believes," "estimate," "project," "anticipate" and similar words and phrases are intended to identify
such forward-looking statements. Such forward-looking statements are subject to various known and unknown risks
and uncertainties and we caution readers that any forward-looking information provided by or on behalf of Legg
Mason is not a guarantee of future performance.
Actual results may differ materially from those in forward-looking information as a result of various factors, some of
which are beyond our control, including but not limited to those discussed below and those discussed under the
heading "Risk Factors" and elsewhere in this Report on Form 10-K and our other public filings, press releases and
statements by our management. Due to such risks, uncertainties and other factors, we caution each person receiving
such forward-looking information not to place undue reliance on such statements. Further, such forward-looking
statements speak only as of the date on which such statements are made, and we undertake no obligations to update
any forward-looking statement to reflect events or circumstances after the date on which such statement is made or to
reflect the occurrence of unanticipated events.
Our future revenues may fluctuate due to numerous factors, such as: the total value and composition of our AUM; the
mix of our AUM among our affiliates, asset classes, client type and geography; the revenue yield of our AUM; the
volatility and general level of securities prices and interest rates; the relative investment performance of
company-sponsored investment funds and other asset management products both in absolute terms and relative to
competing offerings and market indices; investor sentiment and confidence; general economic conditions; our ability
to maintain investment management and administrative fees at current levels; competitive conditions in our business;
the ability to attract and retain key personnel and the effects of acquisitions, including prior acquisitions.
Our future operating results are also dependent upon the level of operating expenses, which are subject to fluctuation
for the following or other reasons: variations in the level of compensation expense incurred as a result of changes in
the number of total employees, competitive factors, changes in the percentages of revenues paid as compensation or
other reasons; increases in distribution expenses; variations in expenses and capital costs, including depreciation,
amortization and other non-cash charges incurred by us to maintain our administrative infrastructure; unanticipated
costs that may be incurred by Legg Mason from time to time to protect client goodwill, to otherwise support
investment products or in connection with litigation or regulatory proceedings; and the effects of acquisitions and
dispositions.
Our business is also subject to substantial governmental regulation and changes in legal, regulatory, accounting, tax
and compliance requirements that may have a substantial effect on our business and results of operations.
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PART I
ITEM 1. BUSINESS.
General
Legg Mason is a global asset management company. Acting through our subsidiaries, we provide investment
management and related services to institutional and individual clients, company-sponsored mutual funds and other
pooled investment vehicles. We offer these products and services directly and through various financial
intermediaries. We provide our asset management services through a number of asset managers, each of which
generally markets its products and services under its own brand name and, in many cases, distributes retail products
and services through a centralized global distribution platform.
Legg Mason, Inc. was incorporated in Maryland in 1981 to serve as a holding company for its various subsidiaries.
The predecessor companies to Legg Mason trace back to Legg & Co., a Maryland-based broker-dealer formed in
1899. Our subsequent growth occurred primarily through internal expansion and the acquisition of asset management
and broker-dealer firms. In December 2005, Legg Mason completed a transaction in which it sold its primary
broker-dealer businesses to concentrate on the asset management industry.
Additional information about Legg Mason is available on our website at http://www.leggmason.com. We make
available, free of charge, our annual reports 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 and our proxy statements. Investors can find this information under the “Investor Relations”
section of our website. These reports are available through our website as soon as reasonably practicable after we
electronically file the material with, or furnish it to, the Securities and Exchange Commission (“SEC”). In addition, the
Legg Mason, Inc. Corporate Governance Principles, our Code of Conduct for all employees and directors, and the
charters for the committees of our Board of Directors are also available on our corporate website at
http://www.leggmason.com under the “About - Corporate Governance” section. A copy of any of these materials may
also be obtained, free of charge, by sending a written request to Corporate Secretary, Legg Mason, Inc., 100
International Drive, Baltimore, MD 21202. As required, and within the time frames required, by the SEC or the New
York Stock Exchange (“NYSE”), we will post on our website any amendments to the Code of Conduct and any waiver
of the Code of Conduct applicable to any executive officer, director, chief financial officer, principal accounting
officer or controller. The information on our website is not incorporated by reference into this Report.
Unless the context otherwise requires, all references in this Report to “we,” “us,” “our” and “Legg Mason” include Legg
Mason, Inc. and its predecessors and subsidiaries, and the term “asset managers” refers to the asset management
businesses operated by our subsidiaries. References to “fiscal year 2015” or other fiscal years refer to the 12-month
period ended March 31st of the year specified.
Business Developments During the Fiscal Year Ended March 31, 2015
During fiscal year 2015, in addition to the normal course operation of our business, we restructured our debt,
continued to improve our affiliate portfolio through strategic acquisitions and a disposition and continued our
investment in our centralized global distribution platform, Legg Mason Global Distribution.
On June 26, 2014, we completed the closing of the issuance and sale of (i) $250,000,000 aggregate principal amount
of our 2.700% Senior Notes due 2019, (ii) $250,000,000 aggregate principal amount of our 3.950% Senior Notes due
2024 and (iii) $150,000,000 aggregate principal amount of our 5.625% Senior Notes due 2044. In July 2014, the net
proceeds of the issuance and sale of these notes, together with existing cash, were used to redeem the outstanding
$650,000,000 aggregate principal amount of our 5.5% Senior Notes due 2019. The issuance of the notes in July 2014
and the redemption of the 5.5% Senior Notes due 2019 extended our debt maturities while locking in low long-term
market rates and providing greater clarity around our long-term capital structure.
On May 30, 2014, we acquired QS Investors Holdings, LLC, a customized solutions and global quantitative equities
investment firm providing asset management and advisory services to a diverse array of institutional clients. Two of
our wholly-owned subsidiaries, QS Batterymarch Financial Management, Inc. (“Batterymarch”), and QS Legg Mason
Global
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Asset Allocation, LLC (“LMGAA”), are being integrated over time into QS Investors. As of March 31, 2015, the
combined QS Investors business, including Batterymarch and LMGAA, managed approximately $13.9 billion of
AUM. The acquisition of QS Investors further enhances our investment capabilities, and, with the integration over
time of Batterymarch and LMGAA into QS Investors, will help us to create a world-class solutions and global
quantitative equity platform.
On October 1, 2014, we acquired Martin Currie (Holdings) Limited, an international equity specialist headquartered in
Edinburgh, Scotland. Effective January 1, 2015, our Australian equities investment team, which offers Australian
equity products, Australian property trusts and asset allocation products, was combined into Martin Currie. As of
March 31, 2015, Martin Currie, including the Australian equities investment team, managed approximately $12.4
billion in AUM. The acquisition of Martin Currie helps to fill gaps in our international equity products line-up.
On November 7, 2014, we completed the sale of Legg Mason Investment Counsel & Trust Company N.A. ("LMIC")
to Stifel Financial Corporation's Global Wealth Management segment. We sold LMIC because this was not a core
subsidiary and did not generally leverage our distribution capabilities.
See “Item 8. Financial Statements and Supplementary Data” for the revenues, net income and assets of Legg Mason,
which operates in a single reportable business segment. See Note 15 of Notes to Consolidated Financial Statements in
Item 8 of this Report for our revenues generated in, and our long-lived assets (consisting primarily of intangible assets
and goodwill) located in, each of the principal geographic regions in which we conduct business. See Note 7 of Notes
to Consolidated Financial Statements in Item 8 of this Report for our deferred tax assets in the U.S. and in all other
countries, in aggregate.
Business Overview
Acting through our subsidiaries, we provide investment management and related services to institutional and
individual clients, company-sponsored investment funds and retail separately managed account programs. Operating
from asset management offices located in the United States, the United Kingdom and a number of other countries
worldwide, our businesses provide a broad array of investment management products and services. We offer these
products and services directly and through various financial intermediaries. Our investment advisory services include
discretionary and non-discretionary management of separate investment accounts in numerous investment styles for
institutional and individual investors. Our investment products include proprietary mutual funds ranging from money
market and other liquidity products to fixed income, equity and alternative funds managed in a wide variety of
investment styles. We also offer other domestic and offshore funds to both retail and institutional investors and
funds-of-hedge funds.
Our subsidiary asset managers primarily earn revenues by charging fees for managing the investment assets of clients.
Fees are typically calculated as a percentage of the value of AUM; accordingly, the fee income of each of our asset
managers will typically increase or decrease as its average AUM increases or decreases. In addition, the fees on our
AUM vary with the type of account managed, the amount of assets in the account, the asset manager and the type of
client. Increases in AUM generally result from inflows of additional assets from new and existing clients and from
appreciation in the value of client assets (including investment income earned on client assets). Conversely, decreases
in AUM generally result from client redemptions and declines in the value of client assets. Our AUM may also
increase as a result of business acquisitions, or decrease as a result of dispositions.
We may earn performance fees from certain accounts if the investment performance of the assets in the account meets
or exceeds a specified benchmark, high water mark or hurdle rate during a measurement period. For the fiscal years
ended March 31, 2015, 2014 and 2013, of our $2.8 billion, $2.7 billion and $2.6 billion in total revenues, $83.5
million, $107.1 million and $98.6 million, respectively represented performance fees. As of March 31, 2015,
approximately 7% of our total AUM was in accounts that were eligible to pay performance fees.
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As of March 31 of each of the last three fiscal years, we had the following aggregate AUM (in billions, except
percentages):

Assets
Under
Management

Equity
Assets

% of Total in
Equity Assets

Fixed
Income
Assets

% of Total in
Fixed Income
Assets

Liquidity
Assets

% of Total
in Liquidity
Assets

2015 $702.7 $199.4 28 % $376.1 54 % $127.2 18 %
2014 701.8 186.4 27 365.2 52 150.2 21
2013 664.6 161.8 24 365.1 55 137.7 21
From time to time, our reported equity or fixed income assets under management may exclude assets that we are
retained to manage on a short-term or temporary basis.
We believe that market conditions and our investment performance are critical elements in our attempts to grow our
AUM and business. When securities markets are increasing, our AUM will tend to increase because of market
performance, resulting in additional asset management revenues. Similarly, if we can produce positive investment
results, our AUM will tend to increase as a result of our asset managers’ investment performance. In addition,
favorable market conditions or strong relative investment performance can result in increased inflows in assets from
existing and new clients. Conversely, in periods when securities markets are weak or declining, or when we have
produced poor investment performance, absolute or relative to benchmarks or peers, it is likely to be more difficult to
grow our AUM and business and, in such periods, our AUM and business may decline.
We generally manage the accounts of our clients pursuant to written investment management or sub-advisory
contracts between one of our asset managers and the client (or a financial intermediary acting on behalf of the client).
These contracts usually specify, among other things, the management fees to be paid to the asset manager and the
investment strategy for the account, and are generally terminable by either party on relatively short notice. Typically,
investment management contracts may not be assigned (including as a result of transactions, such as a direct or
indirect change of control of the asset manager, that would constitute an assignment under the Investment Advisers
Act of 1940 or other applicable regulatory requirements) without the prior consent of the client. When the asset
management client is a U.S. registered mutual fund or closed-end fund (whether or not one of our asset managers has
sponsored the fund), the fund's board of directors generally must annually approve the investment management
contract, and any material changes to the contract, and the fund’s board of directors and fund shareholders must
approve any assignment of the contract (including as a result of transactions that would constitute an assignment under
the Investment Company Act of 1940).
We conduct the majority of our business through seven primary asset managers and one additional asset manager. Our
asset managers are individual businesses, each of which generally focuses on a portion of the asset management
industry in terms of the types of assets managed (primarily equity or fixed income), the types of products and services
offered, the investment styles utilized, the distribution channels used, and the types and geographic locations of its
clients. Each asset manager is housed in one or more different subsidiaries, all of the voting equity of which is directly
or indirectly owned by Legg Mason except for one joint venture that we own with a former employee. Each of our
primary asset managers is generally operated as a separate business, in many cases with certain distribution functions
being provided by the parent company and other affiliates, that typically markets its products and services under its
own brand name. Consistent with this approach, we have in place revenue sharing agreements with certain of our asset
managers: Brandywine Global Investment Management, ClearBridge Investments, Permal Group Limited, Royce &
Associates, and Western Asset Management Company, and/or certain of their key officers. Pursuant to these revenue
sharing agreements, a specified percentage of the asset manager's revenues, net of certain third party distribution
expenses, is required to be distributed to us and the balance of the revenues (or net revenues) is retained to pay
operating expenses, including salaries and bonuses, but excluding certain expenses such as amortization of acquired
intangible assets and excluding income taxes. Specific compensation allocations are determined by the asset manager's
management, subject to corporate management approval in certain cases. Although, without renegotiation, the revenue
sharing agreements impede our ability to increase our profit margins from these businesses, we believe the agreements
are important because they help us retain and attract talented employees. In addition, the revenue sharing agreements
provide management of these asset managers with incentives to (i) grow the asset managers' revenues, since
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that is retained; and (ii) control operating expenses, which will increase the portion of the revenues retained that is
available to fund growth initiatives and for incentive compensation.
Asset Managers
Our asset managers provide a wide range of investment advisory services to separately managed account clients,
including institutional clients such as pension and other retirement plans, corporations, insurance companies,
endowments and foundations and governments, as well as retail clients such as high net worth individuals and
families, and retail separately managed account programs. In addition, our asset managers also manage or sub-advise
various groups of proprietary and non-proprietary U.S. mutual funds registered under the Investment Company Act of
1940, as amended, including equity, fixed income, liquidity and balanced funds. Certain of our asset managers also
manage or sub-advise numerous international mutual funds that are domiciled and distributed in countries around the
globe.
Western Asset Management Company is a leading global fixed income asset manager for institutional clients.
Headquartered in Pasadena, California, Western Asset Management's operations include investment operations in
New York City, the United Kingdom, Japan, Brazil, Australia and Singapore. Western Asset Management offers a
broad range of products spanning the yield curve and encompassing the world's major bond markets, including a suite
of limited duration and core products, emerging market and high yield portfolios, municipal portfolios and a variety of
sector-oriented and global products. Among the services Western Asset Management provides are management of
separate accounts and U.S. mutual funds, one real estate investment trust, closed-end funds, international funds and
other structured investment products. As of March 31, 2015, Western Asset Management managed assets with a value
of $445.9 billion.
ClearBridge Investments is an equity asset management firm based in New York City that also has offices in San
Francisco, California and Baltimore, Maryland. ClearBridge Investments provides asset management services to
certain of the equity funds (including balanced funds and closed-end funds) in the Legg Mason Funds, to retail
separately managed account programs, to certain of our international funds and, primarily through separate accounts,
to institutional clients. ClearBridge Investments also sub-advises non-proprietary U.S. mutual funds that are sponsored
by third parties. ClearBridge Investments offers a diverse array of investment styles and disciplines, designed to
address a range of investment objectives. Significant ClearBridge Investments investment styles include low volatility,
high active shares and income solutions. In managing assets, ClearBridge Investments generally utilizes a bottoms-up,
research intensive, fundamental approach to security selection that seeks to identify companies with the potential to
provide solid economic returns relative to their risk-adjusted valuations. As of March 31, 2015, ClearBridge
Investments managed assets with a value of $110.5 billion.
Brandywine Global Investment Management is a global asset management firm headquartered in Philadelphia,
Pennsylvania with offices also in the United Kingdom, Canada and Singapore. Brandywine Global provides
investment advisory services primarily to separately managed accounts for institutional clients in a range of fixed
income, including global and international fixed income, and equity investment strategies. Brandywine Global also
provides investment advisory services to high net worth clients through separately managed account programs,
including various non-proprietary wrap accounts sponsored by third parties. In addition, Brandywine Global manages
nine of our proprietary U.S. mutual funds and a number of our international funds. Brandywine Global pursues a value
investing approach in its management of both equity and fixed income assets. As of March 31, 2015, Brandywine
Global managed assets with a value of $66.4 billion.
Royce is the investment advisor to all of The Royce Funds, a proprietary range of equity U.S. mutual funds and to
certain of our international funds. In addition, Royce manages other pooled and separately managed accounts,
primarily for institutional clients. Headquartered in New York City, Royce generally invests in smaller company
stocks, using a value approach. Royce’s stock selection process generally seeks to identify companies with strong
balance sheets and the ability to generate free cash flow. Royce pursues securities that are priced below its estimate of
the issuer’s current worth. As of March 31, 2015, Royce managed assets with a value of $29.6 billion.
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Permal Group Limited is a leading global funds-of-hedge funds management firm with its investment teams located in
London, New York City and Paris and additional offices in Boston, Dubai, Hong Kong, Beijing, Singapore and
Nassau. Permal Group manages products which include both directional and absolute return strategies, and are
available through multi-manager and single manager funds, separately managed accounts and structured products
sponsored by several large financial institutions. Permal Group selects from among thousands of investment managers
and investment firms in designing portfolios that are intended to meet a wide variety of specific investment objectives,
including global, regional, class and sector specific offerings. In managing its directional offerings, Permal Group's
objective is to participate significantly in strong markets, preserve capital in down or volatile markets and outperform
market indices over a full market cycle with reduced risk and volatility. In managing its absolute return strategies,
Permal Group seeks to achieve positive investment returns in all market conditions with low correlation to the overall
equity markets. As of March 31, 2015, Permal managed assets with a value of $19.2 billion.
QS Investors is a customized solutions and global quantitative equities investment firm providing asset management
and advisory services to a diverse array of institutional clients. Headquartered in New York City, QS Investors has
developed approaches to integrating quantitative and behavioral investment insights and dynamically weighting
opportunities in response to changing conditions in the economy and the market. QS Investors offers a broad spectrum
of strategies which includes actively managed U.S. and Global equities, Liquid Alternatives, and Customized
Solutions. Following our acquisition of QS Investors in May 2014, two of our wholly-owned subsidiaries,
Batterymarch and LMGAA, are being integrated over time into QS Investors. As of March 31, 2015, the combined
QS Investors business, including Batterymarch and LMGAA, managed approximately $13.9 billion of AUM.
Martin Currie is an international equity specialist headquartered in Edinburgh, Scotland. It manages active equity
portfolios for a global client base of financial institutions, charities, foundations, endowments, pension funds, family
offices, government agencies and investment funds. Following our acquisition of Martin Currie, our Melbourne-based
Australian equities investment team, which specializes in Australian equity products, Australian property trusts and
asset allocation products, was combined into Martin Currie. As of March 31, 2015, Martin Currie, including the
Australian equities investment team, managed approximately $12.4 billion in AUM.
We and one of our former employees each own 50% of a joint venture that serves as investment manager of two
equity U.S. mutual funds, the Legg Mason Opportunity Trust and the Miller Income Opportunity Trust, within the
Legg Mason Funds family. We include all of the assets managed by the joint venture, which totaled $2.8 billion at
March 31, 2015, in our AUM.
Legg Mason Poland engages in portfolio management, servicing and distribution of both separate account
management services and local funds in Poland. Based in Warsaw, the firm provides portfolio management services
primarily for equity assets to institutions, including corporate pension plans and insurance companies, and, through
funds distributed through banks and insurance companies and individual investors. As of March 31, 2015, Legg
Mason Poland managed assets with a value of $1.1 billion.
United States Mutual Funds
Our U.S. mutual funds primarily consist of two groups of proprietary mutual and closed-end funds (the “Legg Mason
Funds” and the "Royce Funds"). The Legg Mason Funds invest in a wide range of domestic and international equity
and fixed income securities utilizing a number of different investment styles, and also include several money market
funds. The Royce Funds invest primarily in smaller-cap company stocks using a value investment approach.
The Legg Mason Funds consist of 121 mutual funds and 31 closed-end funds in the United States, all of which are
primarily managed or sub-advised by Brandywine Global, ClearBridge Investments, Permal, QS Investors, Western
Asset Management and our joint venture with a former employee. The funds which previously comprised our Western
Asset Funds group are now included in the Legg Mason Funds. The mutual funds and closed-end funds within the
Legg Mason Funds include 59 equity funds (including balanced funds) that invest in a wide spectrum of equity
securities utilizing numerous investment styles, including large- and mid-cap growth funds and international funds.
The fixed income and liquidity mutual funds and closed-end funds within the Legg Mason Funds include 93 funds
that offer a wide variety of investment strategies and objectives, including income funds, investment grade funds and
municipal securities funds. As of March 31, 2015 and 2014, the Legg Mason Funds included $157.2 billion and
$140.2 billion in assets, respectively, in their mutual funds and
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closed-end funds, of which approximately 37% and 38%, respectively, were equity assets, approximately 35% and
32%, respectively, were fixed income assets and approximately 28% and 30%, respectively, were liquidity assets.
The Royce Funds consist of 29 mutual funds and three closed-end funds, most of which invest primarily in
smaller-cap company or micro-cap company stocks using a value approach. The funds differ in their approach to
investing in smaller companies and the universe of securities from which they can select. As of March 31, 2015 and
2014, The Royce Funds included $26.9 billion and $35.3 billion in assets, respectively, substantially all of which were
equity assets. The Royce Funds are distributed through non-affiliated fund supermarkets, Legg Mason Global
Distribution, non-affiliated wrap programs, and direct distribution. In addition, two of the portfolios in The Royce
Funds are distributed only through insurance companies.
International Funds
Outside the United States, we manage, support and distribute numerous proprietary funds across a wide array of
global fixed income, liquidity and equity investment strategies. Our international funds include a broad range of cross
border funds that are domiciled in Ireland and Luxembourg and are sold in a number of countries across Asia, Europe
and Latin America. Our international funds also include local fund ranges that are domiciled in the United Kingdom,
Australia, Japan, Singapore, Poland and Hong Kong and offered to investors in the country of domicile. Our
international funds are distributed and serviced by Legg Mason Global Distribution, as discussed below. Our
international funds, which include equity, fixed income, liquidity and balanced funds are primarily managed or
sub-advised by, Brandywine Global, ClearBridge Investments, Permal, QS Investors, Martin Currie, Royce and
Western Asset Management. In the aggregate, we sponsored and managed 187 and 177 of these international funds,
respectively at March 31, 2015 and 2014, which at those dates had an aggregate of approximately $119.8 billion and
$132.4 billion in assets, respectively, of which approximately 14% and 8%, respectively, were equity assets,
approximately 20% and 14%, respectively were fixed income assets and approximately 66% and 78%, respectively,
were liquidity assets. The information above does not include the funds-of-hedge funds managed by Permal, or the
Brazil-domiciled funds managed by Western Asset Management.
Retail Separately Managed Account Programs
We are a leading provider of asset management services to retail separately managed account programs, commonly
known as managed account or wrap programs. These programs typically allow securities brokers or other financial
intermediaries to offer their clients the opportunity to choose from a number of asset management services pursuing
different investment strategies provided by one or more asset managers, and generally charge an all-inclusive fee that
covers asset management, trade execution, asset allocation and custodial and administrative services. We provide
investment management services to a number of retail separately managed account programs sponsored by several
financial institutions.
Distribution
Our centralized global distribution group, Legg Mason Global Distribution, operates two divisions, the U.S.
Distribution Group and the International Distribution Group. The U.S. Distribution Group markets, distributes and
supports our U.S. mutual funds and retail separately managed account programs. The International Distribution Group
markets, distributes and supports our international funds. In general, our U.S. and international sales and marketing
teams are housed in separate subsidiaries from our asset managers.
In addition, each of our asset managers has its own sales and marketing teams that distribute its products and services,
primarily, in most cases, to institutional investors or high net worth individuals and families. The institutional sales
and marketing teams of our asset managers distribute asset management services to potential clients, both directly and
through consultants. Consultants play a large role in institutional asset management by helping clients select and retain
asset managers. Institutional asset management clients and their consultants tend to be highly sophisticated and
investment performance-driven.
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U.S. Distribution
The U.S. Distribution Group of Legg Mason Global Distribution employs a team of U.S. based sales, marketing and
support staff that market, distribute and support our U.S. mutual funds, including the Legg Mason Funds and the
Royce Funds. Our mutual fund wholesalers distribute the Legg Mason Funds through a number of third-party
distributors. While we have worked to diversify our distribution network, historically, many of the Legg Mason Funds
were principally sold through the retail brokerage business of Citigroup. The retail business created by the
combination of Morgan Stanley's brokerage unit and Citigroup's Smith Barney unit into Morgan Stanley Wealth
Management remains a significant intermediary selling the Legg Mason Funds.
The U.S. Distribution Group distributes institutional share classes of the Legg Mason Funds to institutional clients and
also distributes variable annuity sub-advisory services provided by our asset managers to insurance companies
(including advisory services provided to certain of the Legg Mason Funds that are specifically designed for purchase
through variable annuity contracts and variable life insurance policies offered by participating insurance companies).
Our institutional liquidity funds are primarily distributed by Western Asset Management's sales team. The Royce
Funds are distributed by Royce’s sales team in addition to the U.S. Distribution Group.
In addition to distributing funds, the wholesalers in Legg Mason Global Distribution also support our retail separately
managed account program services. These services are provided through programs sponsored by a variety of financial
institutions.
International Distribution
The International Distribution Group of Legg Mason Global Distribution employs a team of sales, marketing and
support staff that market, distribute and support our international funds to individual and institutional investors across
Asia, Europe and the Americas. The International Distribution Group has sales teams who operate out of distribution
offices in 17 cities in 13 countries and distribute our cross border international funds globally and our international
local fund ranges in their respective countries. The goal of our International Distribution Group is to be a global
partner for firms that utilize or distribute asset management products around the world, but also to be viewed as a local
partner through an understanding of the nuances and needs of each local market that they cover. These distributors
seek to develop deep distribution relationships with retail banks, private banks, asset managers, fund platforms,
pension plans and insurance plans. Our international distribution offices also work with our asset managers on a
case-by-case basis to take advantage of preferences for local distributors or to meet regulatory requirements in
distributing products and services into their local markets.
Legg Mason Investments is the largest business component within the International Distribution Group. It is
responsible for the distribution and servicing of cross border and local fund ranges across Europe, the Americas and
Asia. Legg Mason Investments has offices in locations including London, Paris, Milan, Zurich, Frankfurt, Madrid,
Singapore, Hong Kong, Taipei, Miami, Santiago and New York. Our distribution efforts are not limited to the
locations where we have offices, as Legg Mason Investments distributes cross border funds in more than 30 countries
around the world. This global presence provides Legg Mason Investments with the capabilities to provide a platform
of sales, service, marketing and products that can cater to the different distribution dynamics in each of the three
regions that it covers. Client coverage is local, coordinated across regions, and encompasses multiple distribution
channels including broker-dealers, funds-of-funds, asset managers, independent financial advisers, banks, fund
platforms, insurance companies and other distribution partners. The extent to which each channel takes precedence in
any one market is governed by local market dynamics.
In addition to Legg Mason Investments, Legg Mason Global Distribution includes separate distribution operations in
Australia and Japan. In Australia, our distribution operations distribute local and cross border pooled investment
vehicles sub-advised by our asset managers primarily to retail investors, pension plans, fund-of-funds managers,
insurance companies and government funds/agencies. In Japan, our distribution operations distribute domestic
investment funds, cross border funds and institutional separate accounts primarily to the retail market, which includes
retail banks, private banks, asset managers, funds platforms and insurance companies.
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Permal's products and services are sold outside the United States to non-U.S. high net worth investors through a
network of financial intermediaries by Permal's distribution operations as well as through our International
Distribution Group. Permal's relationships with its financial intermediaries have resulted in wide international
distribution of Permal's products and services. In addition, Permal distributes its products and services to U.S. and
international institutions through Permal's internal distribution teams.
Employees
At March 31, 2015, 2014 and 2013, we had 2,982, 2,843 and 2,975 employees, respectively. None of our employees
are covered by a collective bargaining agreement. We consider our relations with our employees to be satisfactory.
However, competition for experienced asset management personnel is intense and from time to time we may
experience a loss of valuable personnel. We recognize the importance to our business of hiring, training and retaining
skilled professionals.
Competition
We are engaged in an extremely competitive business and are subject to substantial competition in all aspects of our
business. Our competition includes, with respect to one or more aspects of our business, numerous international and
domestic asset management firms and broker-dealers, mutual fund complexes, hedge funds, commercial banks,
insurance companies, other investment companies and other financial institutions. Many of these organizations offer
products and services that are similar to, or compete with, those we offer, and many of these organizations have
substantially more personnel and greater financial resources than we have. Some of these competitors have proprietary
products and distribution channels that make it more difficult for us to compete with them. In addition, many of our
competitors have long-standing and established relationships with distributors and clients. The principal competitive
factors relating to our business are the quality of advice and services provided to investors, the performance records of
that advice and service, the reputation of the company providing the services, the price of the services, the products
and services offered and distribution relationships and compensation offered to distributors.
Competition in our business periodically has been affected by significant developments in the asset management
industry. See “Item 1A. Risk Factors - Risks Related to our Asset Management Business - Competition in the Asset
Management Industry Could Reduce our Revenues and Net Income.”
Regulation
The asset management industry in the United States is subject to extensive regulation under both federal and state
securities and other laws. The SEC is the federal agency charged with administration of the federal securities laws.
Our distribution activities also may be subject to regulation by federal agencies, self-regulatory organizations and state
securities commissions in those states in which we conduct business. In addition, asset management firms are subject
to regulation by various foreign governments, securities exchanges, central banks and regulatory bodies, particularly
in those countries where they have established offices. Due to the extensive laws and regulations to which we are
subject, we must devote substantial time, expense and effort to remaining vigilant about, and addressing, legal and
regulatory compliance matters. Moreover, regulatory changes in one jurisdiction often affect our business operations
in other jurisdictions.
Virtually all aspects of our business are subject to various laws and regulations around the world, some of which are
summarized below. These laws and regulations are primarily intended to protect investment advisory clients and
investors in registered and unregistered investment companies. Under these laws and regulations, agencies that
regulate investment advisers, investment funds and other individuals and entities have broad administrative powers,
including the power to limit, restrict or prohibit the regulated entity or person from conducting business if it fails to
comply with such laws and regulations. Regulators also have a variety of informal enforcement mechanisms available
that could have a significant impact on our business. Possible sanctions for significant compliance failures include the
suspension of individual employees, limitations on engaging in certain lines of business for specified periods of time,
revocation of investment adviser and other registrations, censures and fines. A regulatory proceeding, regardless of
whether it results in a sanction, can require substantial expenditures and can have an adverse effect on our reputation
or business.
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Regulatory Reform
We are subject to numerous regulatory reform initiatives around the world. Any such initiative, or any new laws or
regulations or changes in enforcement of existing laws or regulations, could materially and adversely impact us by
leading to business disruptions, requiring us to change certain business practices and exposing us to additional costs
(including compliance and legal costs). The rules governing the regulation of financial institutions and their holding
companies and subsidiaries are very detailed and technical. Accordingly, the discussion below is general in nature,
does not purport to be complete and is current only as of the date of this report.
Dodd-Frank Wall Street Reform and Consumer Protection Act
In July 2010, the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”) was signed into
law in the United States. The Dodd-Frank Act requires the adoption of extensive regulations and numerous regulatory
decisions, many of which have been adopted and others of which will be forthcoming. As the impact of these rules
will become evident over time, it is not yet possible to predict the ultimate effects that the Dodd-Frank Act or
subsequent implementing regulations and decisions will have on us.
Systemically Important Financial Institution Review
On July 31, 2014, the Financial Stability Oversight Council (“FSOC”) principals directed the staff to undertake a more
focused analysis of industry-wide products and activities to assess potential risks associated with the asset
management industry, and on December 18, 2014 the FSOC issued a Request for Information related to this analysis.
In addition, on January 8, 2014, the Financial Stability Board (“FSB”) and the International Organization of Securities
Commissions (“IOSCO”) issued a consultative document on proposed methodologies to identify nonbank/noninsurance
global systemically important financial institutions (“G-SIFI”). A second FSB-IOSCO consultation is expected to be
released in the near future.
Under the Dodd-Frank Act, we could be designated a systemically important financial institution (“SIFI”) and become
subject to direct supervision by the Board of Governors of the Federal Reserve System (the “Federal Reserve”). If we or
any other asset manager were designated a SIFI or G-SIFI, we could become subject to enhanced prudential, capital,
supervisory and other requirements, such as risk-based capital requirements, leverage limits, liquidity requirements,
resolution plan and credit exposure report requirements, concentration limits, a contingent capital requirement,
enhanced public disclosures, short-term debt limits and overall risk management requirements. Requirements such as
these, which were designed to regulate banking institutions, would likely need to be modified to be applicable to an
asset manager. No proposals have been made indicating how such measures would be adapted for asset managers.
Money Market Fund Reform
On July 23, 2014, the SEC adopted final rules on money market fund reform (the “2014 Rules”), which are designed to
reform the regulatory structure governing money market funds and to address the perceived systemic risks that such
funds present. The 2014 Rules require any institutional prime money market fund and any institutional municipal (or
tax-exempt) money market fund that is registered under the Investment Company Act of 1940 to utilize market-based
valuations to calculate a floating net asset value (“NAV”) rather than using the amortized cost method for valuing
securities maturing in more than 60 days to seek to maintain a stable NAV. The 2014 Rules also provide for new tools
for the funds’ boards designed to address unanticipated changes in the demand for liquidity, or liquidity shocks,
including liquidity fees and redemption gates. Institutional prime and institutional municipal money market funds and
retail money market funds must comply with liquidity fees and redemption gate requirements, but these are optional
for U.S. Government money market funds. Approximately 18% of our AUM as of March 31, 2015, consisted of assets
in money market funds, of which institutional prime or institutional municipal money market funds (including
offshore funds that feed into such money market funds) comprised approximately 80% of that total. The potential
impact of the rules that affect the structure of the funds, which have a two-year compliance period, on our business
remains untested.
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Securities and Exchange Commission Review of Asset Managers
Our business may also be impacted by additional regulatory initiatives by the SEC. In December 2014, the Chair of
the SEC recommended that the SEC enhance its oversight of asset managers by (i) expanding and updating data
requirements with which asset managers must comply, (ii) improving fund level controls, including those related to
liquidity levels and the nature of specific instruments and (iii) ensuring that asset management firms have appropriate
transition plans in place to deal with market stress events or situations where an investment adviser is no longer able
to serve its clients. Although these recommendations have not yet resulted in any proposed rules, any additional SEC
oversight or the introduction of any new reporting, disclosure or control requirements could expose us to additional
compliance costs and may require us to change how we operate our business.
Regulation of Derivatives
The SEC, the Internal Revenue Service (“IRS”) and the Commodity Futures Trading Commission (“CFTC”) each
continue to review the use of futures, swaps and other derivatives by mutual funds. Such reviews could result in
regulations that further limit the use of such products by mutual funds. If adopted, these limitations could require us to
change certain mutual fund business practices or to register additional entities with the CFTC, which could result in
additional costs and/or restrictions. We also report certain information about a number of our private funds to the SEC
and certain information to the CFTC, under systemic risk reporting requirements adopted by both agencies. These
reporting obligations have required, and will continue to require, investments in people and systems to assure timely
and accurate reporting. The rules and regulations applicable to offshore funds, accounts and counterparties will require
us to build and implement new compliance monitoring procedures to address the enhanced level of oversight to which
we will be subject. These rule changes also introduce new requirements for centrally clearing certain swap, and
eventually security-based swap, transactions and for executing certain swap, and eventually security-based swap,
transactions on or through CFTC or SEC-registered trading venues. Jurisdictions outside the United States in which
we operate also have adopted and implemented, or are in the process of considering, adopting or implementing more
pervasive regulation of many elements of the financial services industry, which could further impact us and the
broader markets. This includes the implementation of mandated central clearing of swaps in the European Union (“EU”)
and the implementation of trade reporting, documentation, central clearing and other requirements in various
jurisdictions globally.
Benchmark Reform
In 2013, the IOSCO published principles for regulatory oversight of financial benchmarks, with standards applying to
methodologies for benchmark calculation, and transparency and governance issues in the benchmarking process.
Regulators in some of the jurisdictions in which we operate are analyzing the application of these principles, with a
draft European Regulation published in September 2013. In July 2014, the FSB published a report aimed at reforming
major interest rate benchmarks. These regulations may result in business disruptions or strictly control the activities of
financial services firms.
Alternative Investment Fund Managers Directive
Our European business is impacted by the EU Alternative Investment Fund Managers Directive (“AIFMD”), which
became effective on July 21, 2011. The AIFMD regulates managers of, and service providers to, a broad range of
alternative investment funds (“AIFs”) domiciled within and (depending on the precise circumstances) outside the EU.
The AIFMD also regulates the marketing of all AIFs inside the European Economic Area (“EEA”). The AIFMD is
being implemented in stages, which run through 2018. Compliance with the AIFMD’s requirements restrict alternative
investment fund marketing and impose additional compliance and disclosure obligations regarding remuneration,
capital requirements, leverage, valuation, stakes in EU companies, depositaries, the domicile of custodians and
liquidity management on us. We have incurred, and expect to continue to incur, additional expenses related satisfying
these new compliance and disclosure obligations and the associated risk management and reporting requirements.
Markets in Financial Instrument Directives
We are subject to numerous regulatory reform initiatives in Europe. The United Kingdom and other European
jurisdictions in which we operate have implemented the Markets in Financial Instruments Directive (“MiFID”) rules into
national legislation, and have begun to implement MiFID 2. MiFID 2 builds upon many of the initiatives introduced
through
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MiFID, which focused primarily on equities, to encourage trading across all asset classes to migrate onto open and
transparent markets. MiFID 2, which will come into full effect in January 2017, will be implemented through a
number of more detailed directives, regulations and standards to be made by the European Commission and by the
European Securities and Markets Authority (“ESMA”). It is expected that MiFID 2 will have significant and
wide-ranging impacts on EU securities and derivatives markets, including (i) enhanced investor protection and
governance standards, (ii) rules regarding the ability of portfolio management firms to receive and pay for investment
research relating to all asset classes, (iii) enhanced regulation of algorithmic trading, (iv) the movement of trading in
certain shares and derivatives onto regulated execution venues, (v) the extension of pre- and post-trade transparency
requirements to wider categories of financial instruments, (vi) restrictions on the use of so-called dark pool trading,
(vii) the creation of a new type of trading venue called the Organized Trading Facility for non-equity financial
instruments, (viii) commodity derivative position limits and reporting requirements, (ix) a move away from vertical
silos in execution, clearing and settlement, (x) an enhanced role for ESMA in supervising EU securities and
derivatives markets and (xi) new requirements regarding non-EU investment firms’ access to EU financial markets.
Implementation of these measures will have direct and indirect impacts on us and certain of our affiliates.
Undertakings for Collective Investment in Transferable Securities
The EU has adopted directives on the coordination of laws, regulations and administrative provisions relating to
undertakings for collective investment in transferable securities (“UCITS”) with respect to depositary functions,
remuneration policies and sanctions. UCITS V, which became effective in September 2014, seeks to align the
depositary regime, remuneration rules and sanctioning powers of regulators under UCITS with the requirements of the
AIFMD. UCITS V is required to be incorporated into the national law of each EU member state by second quarter of
2016. In addition, in August 2014 ESMA revised the guidelines it published in 2012 on ETFs and other UCITS funds.
The guidelines introduced new collateral management requirements for UCITS funds concerning collateral received in
the context of derivatives using Efficient Portfolio Management (“EPM”) techniques (including securities lending) and
over-the-counter derivative transactions. These rules, which are now in effect, required us to make a series of changes
to collateral management arrangements applicable to the EPM of UCITS fund ranges and will cause us to incur
additional expenses associated with new risk management and reporting requirements.
Extension of Retail Distribution Review
The United Kingdom and other European jurisdictions in which we operate have recently implemented rules regarding
retail distribution review (the “RDR”) aimed at enhancing consumer protections, overhauling mutual fund fee structures
and increasing professionalism in the retail investment sector. In order to achieve this, RDR requires advisory firms to
explicitly disclose and separately charge clients for their services and clearly describe their services as either
independent or restricted. It also requires individual advisers to adhere to consistent professional standards, including
a code of ethics. Similarly, MiFID 2 will contain a ban on certain advisers recovering commissions and other
nonmonetary benefits from fund managers. These rules, if implemented, may lead to changes to the fees and
commissions we are able to charge to our clients, as well as to our client servicing and distribution models.
Existing U.S. Regulation
Our U.S. asset managers are registered as investment advisors with the SEC, as are several of our international asset
managers, and are also required to make notice filings in certain states. We and certain of our affiliates are also
currently subject to regulation by the SEC, the Department of Labor (the “DOL”), the Federal Reserve, the Financial
Industry Regulatory Authority (“FINRA”), the National Futures Association (“NFA”), the CFTC and other government
agencies and regulatory bodies. Certain of our affiliates are also subject to various anti-terrorist financing, privacy,
anti-money laundering regulations and economic sanctions laws and regulations established by various agencies.     
The Investment Advisers Act of 1940 imposes numerous obligations on registered investment advisers such as us,
including record-keeping, operational and marketing requirements, disclosure obligations and prohibitions on
fraudulent activities. The Investment Company Act of 1940 imposes stringent governance, compliance, operational,
disclosure and related obligations on registered investment companies and their investment advisers and distributors.
The SEC is authorized to institute proceedings and impose sanctions for violations of the Investment Advisers Act of
1940 and the Investment Company Act of 1940, ranging from fines and censure to termination of an investment
adviser’s registration. Investment advisers also are subject to certain state securities laws and regulations.
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of 1940, the Investment Company Act of 1940 or other federal and state securities laws and regulations could result in
investigations, sanctions, disgorgement, fines and reputational damage.
Our trading and investment activities for client accounts are regulated under the Securities Exchange Act of 1934 (the
“Exchange Act”), as well as the rules of various U.S. and non-U.S. securities exchanges and self-regulatory
organizations, including laws governing trading on inside information, market manipulation and a broad number of
technical requirements and market regulation policies in the United States and globally. In addition, the SEC has
recently promulgated new rules that give effect to a section of the Dodd-Frank Act that requires municipal advisors to
register with the SEC. The new rules require entities that provide certain types of advice to, or on behalf of, or solicit
municipal entities or certain other persons, to register with the SEC and the Municipal Securities Rulemaking Board
(“MSRB”) as municipal advisors, thereby subjecting those entities to new or additional regulation by the SEC and
MSRB.
Our broker-dealer subsidiaries are subject to regulations that cover all aspects of the securities business. Much of the
regulation of broker-dealers has been delegated to self-regulatory organizations, principally FINRA. These
self-regulatory organizations have adopted extensive regulatory requirements relating to matters such as sales
practices, compensation and disclosure, and conduct periodic examinations of member broker-dealers in accordance
with rules they have adopted and amended from time to time, subject to approval by the SEC. The SEC,
self-regulatory organizations and state securities commissions may conduct administrative proceedings that can result
in censure, fine, suspension or expulsion of a broker-dealer, its officers or registered employees. These administrative
proceedings, whether or not resulting in adverse findings, can require substantial expenditures and can have an
adverse impact on the reputation or business of a broker-dealer. The principal purpose of regulation and discipline of
broker-dealers is the protection of clients and the securities markets, rather than protection of creditors and
stockholders of the regulated entity.
In addition, our asset managers also may be subject to the Employee Retirement Income Security Act of 1974, as
amended (“ERISA”), and related regulations, particularly insofar as they act as a “fiduciary” under ERISA with respect to
benefit plan clients. ERISA and related provisions of the Internal Revenue Code impose duties on persons who are
fiduciaries under ERISA, and prohibit certain transactions involving the assets of ERISA plan clients and certain
transactions by the fiduciaries (and several other related parties) to the plans. The Department of Labor, which
administers ERISA, has been increasingly active in proposing and adopting regulations affecting the asset
management industry, including the issuance for comment in April 2015 of a proposed fiduciary rule expanding the
types of retirement advice covered by fiduciary protections.
Existing International Regulation
In our international business, we have fund management, asset management, broker-dealer and distribution
subsidiaries domiciled in a number of jurisdictions, including Australia, Brazil, Japan, Hong Kong, Ireland, Poland,
Singapore, Taiwan and the United Kingdom that are subject to extensive regulation under the laws of, and to
supervision by, governmental authorities and regulatory agencies in each of these jurisdictions. Our international
subsidiaries are also authorized or licensed to offer their products and services in several other countries around the
world, and thus are subject to the laws of, and to supervision by, governmental authorities in these additional
countries. In addition, a subsidiary of Permal is a Bahamas bank regulated by the Central Bank of the Bahamas. In
some instances, our international subsidiaries are also affected by U.S. laws and regulations that have extra-territorial
application. Our offshore proprietary funds are subject to the laws and regulatory bodies of the jurisdictions in which
they are domiciled and, for funds listed on exchanges, to the rules of the applicable exchanges. Certain of our funds
domiciled in Ireland and Luxembourg are also registered for public sale in several countries around the world and are
subject to the laws of, and supervision by, the governmental authorities of those countries. All of these non-U.S.
governmental authorities generally have broad supervisory and disciplinary powers, including, among others, the
power to set minimum capital requirements, to temporarily or permanently revoke the authorization to carry on
regulated business, to suspend registered employees, and to invoke censures and fines for both the regulated business
and its registered employees.
The Financial Conduct Authority (“FCA”) currently regulates certain of our affiliates in the United Kingdom.
Authorization by the FCA is required to conduct certain financial services related business in the United Kingdom
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under the Financial Services and Markets Act 2000. The FCA’s rules adopted under that Act govern capital resources
requirements, senior management arrangements, conduct of business, interaction with clients, and systems and
controls. The FCA monitors our compliance with its requirements through a combination of proactive engagement,
event-driven and reactive supervision and thematic based reviews. Breaches of the FCA’s rules may result in a wide
range of disciplinary actions.
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In addition, certain of our affiliates must comply with the pan-European regulatory regime established by MiFID,
which became effective on November 1, 2007 and regulates the provision of investment services and activities
throughout the wider EEA. MiFID, the scope of which is being enhanced through MiFID 2, 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.
Certain of our affiliates are subject to an EU regulation on OTC derivatives, central counterparties and trade
repositories, which was adopted in August 2012 and which requires (i) the central clearing of standardized OTC
derivatives, (ii) the application of risk-mitigation techniques to non-centrally cleared OTC derivatives and (iii) the
reporting of all derivative contracts from February 2014.
In Australia, our affiliates are subject to various Australian federal and state laws and certain subsidiaries are regulated
by the Australian Securities and Investments Commission (“ASIC”). ASIC is Australia’s corporate, markets and financial
services regulator and is responsible for promoting investor, creditor and consumer protection.
Net Capital Requirements
We have three small, non-clearing broker-dealer subsidiaries that primarily distribute our funds and other asset
management products. These broker-dealer subsidiaries are subject to net capital rules that mandate that they maintain
certain levels of capital. In addition, certain of our subsidiaries that operate outside the United States are subject to net
capital or liquidity requirements in the jurisdictions in which they operate. For example, in addition to requirements in
other jurisdictions, our United Kingdom-based subsidiaries and our Singapore-based subsidiaries are subject to the net
capital requirements of the FCA and the Monetary Authority of Singapore, respectively.
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ITEM 1A. RISK FACTORS.
Our business, and the asset management industry in general, is subject to numerous risks, uncertainties and other
factors that could negatively affect our business or results of operations. These risks, uncertainties and other factors,
including the ones discussed below and those discussed elsewhere herein and in our other filings with the SEC, could
cause actual results to differ materially from any forward-looking statements that we or any of our employees may
make.
Risks Related to our Asset Management Business
Poor Investment Performance Could Lead to a Loss of Assets Under Management and a Decline in Revenues
We believe that investment performance is one of the most important factors for the maintenance and growth of our
AUM. Poor investment performance, either on an absolute or relative basis, could impair our revenues and growth
because:

•existing clients might withdraw funds in favor of better performing products, which would result in lower investmentadvisory and other fees;
•our ability to attract funds from existing and new clients might diminish; and
•negative absolute investment performance will directly reduce our managed assets.
In addition, in the ordinary course of our business we may reduce or waive investment management fees, or limit total
expenses, on certain products or services for particular time periods to manage fund expenses, or for other reasons,
and to help retain or increase managed assets. If our revenues decline without a commensurate reduction in our
expenses, our net income will be reduced. From time to time, several of our key equity and fixed income asset
managers generated poor investment performance, on a relative basis or an absolute basis, in certain products or
accounts that they managed, which contributed to a significant reduction in their AUM and revenues and a reduction
in performance fees., and one of our asset managers currently faces these issues. There can be no assurances as to
when, or if, investment performance issues will negatively influence our AUM and revenues.
Assets Under Management May Be Withdrawn, Which May Reduce our Revenues and Net Income
Our investment advisory and administrative contracts are generally terminable at will or upon relatively short notice,
and investors in the mutual funds that we manage may redeem their investments in the funds at any time without prior
notice. Institutional and individual clients can terminate their relationships with us, reduce the aggregate amount of
AUM, or shift their funds to other types of accounts with different rate structures for any number of reasons, including
investment performance, changes in prevailing interest rates, changes in investment preferences of clients, changes in
our reputation in the marketplace, changes in management or control of clients or third-party distributors with whom
we have relationships, loss of key investment management or other personnel and financial market performance. This
risk is underscored by the fact that we have one international client that represents approximately 9% (primarily
liquidity assets) of our total AUM that generates approximately 2% of our operating revenues. In addition, in a
declining securities market, the pace of mutual fund redemptions and withdrawal of assets from other accounts could
accelerate. Poor investment performance generally or relative to other investment management firms tends to result in
decreased purchases of fund shares, increased redemptions of fund shares, and the loss of institutional or individual
accounts.
While we recorded approximately $16.5 billion in net long term inflows for the fiscal year ended March 31, 2015, we
experienced net outflows of equity AUM for the last nine fiscal years due in part to investment performance issues.
Though we experienced net long term inflows in fiscal year 2015, there can be no assurance that inflows will continue
in the future. During fiscal years 2015 and 2014, we had $5.7 billion of net client outflows and $8.3 billion of net
client inflows, respectively, driven by flows in liquidity assets. The fiscal year 2015 net outflows included $22.2
billion in liquidity outflows and $2.7 billion in equity outflows, which were partially offset by $19.2 billion in fixed
income inflows. Fiscal year 2014 inflows were due to inflows in liquidity and fixed income of $12.1 billion and $1.2
billion, respectively, partially offset by outflows in equity assets of $5.0 billion.
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If we Are Unable to Maintain our Fee Levels or If our Asset Mix Changes, our Revenues and Margins Could Be
Reduced
Our profit margins and net income are dependent in significant part on our ability to maintain current fee levels for the
products and services that our asset managers offer. There has been a trend toward lower fees in some segments of the
asset management industry, and no assurances can be given that we will be able to maintain our current fee structure.
Competition could lead to our asset managers reducing the fees that they charge their clients for products and services.
See “Competition in the Asset Management Industry Could Reduce our Revenues and Net Income.” In addition, our
asset managers may be required to reduce their fee levels, or restructure the fees they charge, because of, among other
things, regulatory initiatives or proceedings that are either industry-wide or specifically targeted, or court decisions. A
reduction in the fees that our asset managers charge for their products and services will reduce our revenues and could
reduce our net income. These factors also could inhibit our ability to increase fees for certain products.
Our AUM can generate very different revenues per dollar of managed assets based on factors such as the type of asset
managed (equity assets generally produce greater revenues than fixed income assets), the type of client (institutional
clients generally pay lower fees than other clients), the type of asset management product or service provided and the
fee schedule of the asset manager providing the service. A shift in the mix of our AUM from higher
revenue-generating assets to lower revenue-generating assets may result in a decrease in our revenues even if our
aggregate level of AUM remains unchanged or increases. A decrease in our revenues, without a commensurate
reduction in expenses, will reduce our net income. Although we experienced a shift in the mix of our AUM during
fiscal year 2015, during which our equity AUM increased from $186.4 billion (27% of our total AUM) on March 31,
2014 to $199.4 billion (28% of our total AUM) on March 31, 2015, there can be no assurances that this shift will
continue. In addition, although equity AUM comprised a higher percentage of our total AUM as of March 31, 2015 as
compared to March 31, 2014, average AUM advisory revenue yields, excluding performance fees, were 34 basis
points in both years due to a less favorable product mix with lower yielding products comprising a higher percentage
of our total average AUM for fiscal year 2015 as compared to fiscal year 2014. There can be no assurance that we will
achieve a more favorable product mix in future fiscal years.
Our Mutual Fund Management Contracts May Not Be Renewed, Which May Reduce our Revenues and Net Income
A substantial portion of our revenue comes from managing U.S. mutual funds. We generally manage these funds
pursuant to management contracts with the funds that must be renewed and approved by the funds' boards of directors
annually. A majority of the directors of each mutual fund are independent from us. Although the funds' boards of
directors have historically approved each of our management contracts, there can be no assurance that the board of
directors of each fund that we manage will continue to approve the funds’ management contracts each year, or will not
condition its approval on the terms of the management contract being revised in a way that is adverse to us. If a
mutual fund management contract is not renewed, or is revised in a way that is adverse to us, it could result in a
reduction in our revenues and, if our revenues decline without a commensurate reduction in our expenses, our net
income will be reduced.
Unavailability of Appropriate Investment Opportunities Could Hamper our Investment Performance or Growth
An important component of investment performance is the availability of appropriate investment opportunities for
new client funds. If any of our asset managers are not able to find sufficient investments for new client assets in a
timely manner, the asset manager's investment performance could be adversely affected. Alternatively, if one of our
asset managers does not have sufficient investment opportunities for new funds, it may elect to limit its growth by
reducing the rate at which it receives new funds. Depending on, among other factors, prevailing market conditions, the
asset manager's investment style, regulatory and other limits and the market sectors and types of opportunities in
which the asset manager typically invests (such as less capitalized companies and other more thinly traded securities
in which relatively smaller investments are typically made), the risks of not having sufficient investment opportunities
may increase when an asset manager increases its AUM, particularly when the increase occurs very quickly. If our
asset managers are not able to identify sufficient investment opportunities for new client funds, their investment
performance or ability to grow may be reduced.
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Changes in Securities Markets and Prices May Affect our Revenues and Net Income
A large portion of our revenue is derived from investment advisory contracts with clients. Under these contracts, the
investment advisory fees we receive are typically based on the market value of assets under management.
Accordingly, a decline in the prices of securities generally may cause our revenues and income to decline by:
•causing the value of our AUM to decrease, which would result in lower investment advisory and other fees;

•causing our clients to withdraw funds in favor of investments they perceive offer greater opportunity or lower risk,which would also result in lower investment advisory and other fees; or
•decreasing the performance fees earned by our asset managers.
There are often substantial fluctuations in price levels in the securities markets. These fluctuations can occur on a
daily basis and over longer periods as a result of a variety of factors, including national and international economic
and political events, broad trends in business and finance, and interest rate movements. Reduced securities market
prices generally may result in reduced revenues from lower levels of AUM and loss or reduction in advisory, incentive
and performance fees. Periods of reduced market prices may adversely affect our profitability because fixed costs
remain relatively unchanged. Because we operate in one industry, the business cycles of our asset managers may
occur contemporaneously. Consequently, the effect of an economic downturn may have a magnified negative effect
on our business.
In addition, as of March 31, 2015, a substantial portion of our invested assets consisted of securities and other seed
capital investments. A decline in the value of equity, fixed income or other alternative securities could lower the value
of these investments and result in declines in our non-operating income and net income. Increases or decreases in the
value of these investments could increase the volatility of our earnings.
Changes in Interest Rates Could Have Adverse Effects on our Assets Under Management
Increases in interest rates from their historically low present levels may adversely affect the net asset values of our
AUM. In addition, in a rising interest rate environment, institutional investors may shift liquidity assets that we
manage in pooled investment vehicles to direct investments in the types of assets in which the pooled vehicles invest
in order to realize higher yields than those available in money market and other products or strategies holding
lower-yielding instruments. Furthermore, increases in interest rates may result in reduced prices in equity markets.
Conversely, decreases in interest rates could lead to outflows in fixed income or liquidity assets that we manage as
investors seek higher yields. Any of these effects could lower our AUM and revenues and, if our revenues decline
without a commensurate reduction in our expenses, our net income will be reduced.
The current historically low interest rate environment affects the yields of money market funds, which are based on
the income from the underlying securities less the operating costs of the funds. With short-term interest rates at or near
zero, the operating expenses of money market funds may become greater than the income from the underlying
securities, which reduces the yield of the money market funds to very low levels. In addition, bank deposits may
become more attractive to investors and money market funds could experience redemptions, which could decrease our
revenues and net income. We are monitoring the industry wide low yields of money market funds, which may result in
negative yields, particularly in Europe, which could have a significant adverse effect on the industry in general and
our liquidity business in particular. During the past four fiscal years, we voluntarily waived certain fees or assumed
expenses of money market funds for competitive reasons, such as to maintain competitive yields, which reduces our
advisory fee income and net income. These fee waivers for competitive reasons resulted in approximately $110
million in reduced investment advisory revenues in fiscal year 2015, and have continued into the present fiscal year.
Competition in the Asset Management Industry Could Reduce our Revenues and Net Income
The asset management industry in which we are engaged is extremely competitive and we face substantial
competition in all aspects of our business. We compete with numerous international and domestic asset management
firms and broker-dealers, mutual fund complexes, hedge funds, commercial banks, insurance companies, other
investment companies and other financial institutions. Many of these organizations offer products and services that are
similar to, or compete with, those offered by our asset managers and have substantially more personnel and greater
financial resources than we do. Some of these competitors have proprietary products and distribution channels that
make it more difficult for us to compete with them. In addition, many of our competitors have long-standing and
established relationships with
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distributors and clients. From time to time, our asset managers also compete with each other for clients and assets
under management. Our ability to compete may be adversely affected if, among other things, our asset managers lose
key employees or, as has been the case for certain of the products managed by our asset managers, under-perform in
comparison to relevant performance benchmarks or peer groups.
The asset management industry has experienced from time to time the entry of many new firms, as well as significant
consolidation as numerous asset management firms have either been acquired by other financial services firms or
ceased operations. In many cases, this has resulted in firms with greater financial resources than we have. In addition,
a number of heavily capitalized companies, including commercial banks and foreign entities have made investments
in and acquired asset management firms. Access to mutual fund distribution channels has also become increasingly
competitive. All of these factors could make it more difficult for us to compete, and no assurance can be given that we
will be successful in competing and growing our AUM and business. If clients and potential clients decide to use the
services of competitors, it could reduce our revenues and growth rate, and if our revenues decrease without a
commensurate reduction in our expenses, our net income will be reduced. In this regard, there are a number of asset
classes and product types that are not well covered by our current products and services. When these asset classes or
products are in favor with investors, we will miss the opportunity to gain the assets under management that are being
invested in these assets and face the risk of our managed assets being withdrawn in favor of competitors who provide
services covering these classes or products. For example, to the extent there is a trend in the asset management
business in favor of passive products such as index and certain types of exchange-traded funds, it favors our
competitors who provide those products over active managers like our asset managers. In addition, our asset managers
are not typically the lowest cost provider of asset management services. To the extent that we compete on the basis of
price in any of our businesses, we may not be able to maintain our current fee structure in that business, which could
adversely affect our revenues and net income. In the retail separately managed account program business, there has
been a trend toward more open programs that involve more asset managers who provide only investment models
which the financial institution sponsor's employees use to allocate assets. A number of the programs for which we
provide services have followed this trend, and additional programs could do so in the future. This trend could result in
AUM retention issues due to additional competition within the programs, particularly for products with performance
issues, and reduced management fees, which are typical results of providing investment models rather than advisory
services.
Our business is asset management. As a result, we may be more affected by trends and issues affecting the asset
management industry, such as industry-wide regulatory issues and inquiries, publicity about, and public perceptions of
the industry and asset management industry market cycles, than other financial services companies that have more
diversified businesses.
We May Support Money Market Funds to Maintain Their Stable Net Asset Values, or Other Products we Manage,
Which Could Affect our Revenues or Operating Results
Approximately 18% of our AUM as of March 31, 2015, consisted of assets in money market funds. Money market
funds seek to preserve a stable net asset value. The money market funds our asset managers manage have always
maintained this stable net asset value. However, there is no guarantee that this stable net asset value will be achieved
in the future. Market conditions could lead to severe liquidity or security pricing issues, which could impact their net
asset values. If the net asset value of a money market fund managed by our asset managers were to fall below its
stable net asset value, we would likely experience significant redemptions in AUM and reputational harm, which
could have a material adverse effect on our revenues or net income.
If a money market fund's stable net asset value comes under pressure, we may elect, as we have done in the past, to
provide credit, liquidity, or other support to the fund. We may also elect to provide similar or other support, including
by providing liquidity to a fund, to other products we manage for any number of reasons. We are not legally required
to support any money market fund or other product and there can be no assurance that any support would be sufficient
to avoid an adverse impact on any product or investors in any product. A decision to provide support may arise from
factors specific to our products or from industry-wide factors. If we elect to provide support, we could incur losses
from the support we provide and incur additional costs, including financing costs, in connection with the support.
These losses and additional costs could be material, and could adversely affect our earnings. If we were to take such
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Failure to Comply With Contractual Requirements or Guidelines Could Result in Liability and Loss of Assets Under
Management, Both of Which Could Cause our Net Income to Decline
The asset management contracts under which we manage client assets, including contracts with investment funds,
often specify guidelines or contractual requirements that we are obligated to observe in providing asset management
services. A failure to comply with these guidelines or requirements could result in damage to our reputation, liability
to the client or the client reducing its assets under our management, any of which could cause our revenues and net
income to decline. This risk is increased by the trend toward customized, specialized mandates seen by many of our
asset managers, which tends to result in more complex mandates that are more difficult to administer.
The Soundness of Other Financial Institutions Could Adversely Affect our Business
Volatility in the markets has highlighted the interconnection of the global markets and demonstrated how the
deteriorating financial condition of one institution may materially and adversely impact the performance of other
institutions. Legg Mason, and the funds and accounts that we manage, has exposure to many different industries and
counterparties, and routinely executes transactions with counterparties in the financial industry. We, and the funds and
accounts we manage, may be exposed to credit, operational or other risk in the event of a default by a counterparty or
client, or in the event of other unrelated systemic failures in the markets.
Performance-Based Fee Arrangements May Increase the Volatility of our Revenues
A portion of our total revenues is derived from performance fees. Our asset managers earn performance fees under
certain client agreements if the investment performance in the portfolio meets or exceeds a specified benchmark. If the
investment performance does not meet or exceed the investment return benchmark for a particular period, the asset
manager will not generate a performance fee for that period and, if the benchmark is based on cumulative returns, the
asset manager's ability to earn performance fees in future periods may be impaired. As of March 31, 2015,
approximately 7% of our AUM was in accounts or products that are eligible to earn performance fees. We earned
$83.5 million, $107.1 million and $98.6 million in performance fees during fiscal years 2015, 2014 and 2013,
respectively. An increase or decrease in performance fees, or in performance-based fee arrangements with our clients,
could create greater fluctuations in our revenues.
We Rely Significantly on Third Parties to Distribute Mutual Funds and Certain Other Products
Our ability to market and distribute mutual funds and certain other investment products that we manage is
significantly dependent on access to third-party financial intermediaries that distribute these products. These
distributors are generally not contractually required to distribute our products, and typically offer their clients various
investment products and services, including proprietary products and services, in addition to and in competition with
our products and services. Relying on third-party distributors also exposes us to the risk of increasing costs of
distribution, as we compensate them for selling our products and services in amounts that are agreed between them
and us but which, in many cases, are largely determined by the distributor. There has been a recent trend of increasing
fees paid to certain distributors in the asset management business, and our distribution costs have increased as a result.
While we have worked to diversify our distribution network, historically, many of the Legg Mason Funds were
principally sold through the retail brokerage business of Citigroup. The retail business created by the combination of
Morgan Stanley's brokerage unit and Citigroup's Smith Barney unit into Morgan Stanley Wealth Management remains
a significant intermediary selling the Legg Mason Funds. While the third-party distributors are compensated for
distributing our products and services, there can be no assurances that we will be successful in distributing our
products and services through them. In addition, mergers and other corporate transactions among distributors may
affect our distribution relationships. For example, we are not able to predict the long-term effect of the Morgan
Stanley Wealth Management business on our ability to continue to successfully distribute our funds and other
products through it, or the costs of doing so. If we are unable to distribute our products and services successfully, it
will adversely affect our revenues and net income, and any increase in distribution-related expenses could adversely
affect our net income.
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Our Funds-of-Hedge Funds Business Entails a Number of Additional Risks
Permal operates a portion of its business in the international funds-of-hedge funds business. The funds-of-hedge funds
business typically involves clients being charged fees on two levels - at the funds-of-funds level and at the underlying
funds level. These fees may include management fees and performance fees. There can be no assurance that Permal
will not be forced to change its fee structures by competitive or other pressures or that Permal's fee structures will not
hamper its growth. Furthermore, Permal, consistent with other funds-of-hedge funds managers, has experienced a
trend in recent years of outflows in business from retail high net worth clients and inflows from institutional clients,
which has negatively impacted Permal’s revenues and profits. There can be no assurance that Permal will be able to
continue its transition into the institutional business, or that this transition will not further affect the revenues or profits
of Permal. In addition, Permal may generate significant performance fees from time to time, which could increase the
volatility of our revenues. See “Performance-Based Fee Arrangements May Increase the Volatility of our Revenues.”
Because Permal operates in the funds-of-hedge funds business globally, it is exposed to a number of regulatory
authorities and requirements in different jurisdictions.
Risks Related to our Company
Our Leverage May Affect our Business and May Restrict our Operating Results
At March 31, 2015, on a consolidated basis, we had approximately $1.1 billion in total indebtedness, excluding debt
of consolidated investment vehicles for which we are not responsible, and total stockholders' equity of $4.5 billion,
and our goodwill and other intangible assets were $1.3 billion and $3.3 billion, respectively. As of March 31, 2015,
we had $750 million of additional borrowing capacity available under our various credit agreements, subject to certain
conditions and compliance with the covenants in our bank debt agreements. As a result of this substantial
indebtedness, we are currently required to use a portion of our cash flow to service interest on our debt, which will
limit the cash flow available for other business opportunities. In addition, these servicing obligations will increase in
the future as the principal payments on this debt become due or if we incur additional indebtedness.
Our ability to make scheduled payments of principal, to pay interest, or to refinance our indebtedness and to satisfy
our other debt obligations will depend upon our future operating performance, which may be affected by general
economic, financial, competitive, legislative, regulatory, business and other factors beyond our control and by a
variety of factors specific to our business.
The level of our indebtedness could:

•

limit our ability to obtain additional debt financing in the future or to borrow under our existing credit facilities (our
principal bank debt facility requires that (i) our ratio of net debt (total debt less unrestricted cash in excess of working
capital) to Consolidated EBITDA (as defined therein) not exceed 2.5 to 1, and (ii) our ratio of Consolidated EBITDA
to total cash interest payments on certain Indebtedness (as defined therein) exceeds 4 to 1);
•limit cash flow available for general corporate purposes due to the ongoing cash flow requirements for debt service;

•limit our flexibility, including our ability to react to competitive and other changes in the industry and economicconditions; and
•place us at a competitive disadvantage compared to our competitors that have less debt.
As of March 31, 2015, under the terms of our bank credit agreement our ratio of net debt to Consolidated EBITDA
was 1.3 to 1 and our ratio of Consolidated EBITDA to interest expense was 13.5 to 1, and, therefore, Legg Mason was
in compliance with its bank financial covenants. If our net income significantly declines for any reason, it may be
difficult to remain in compliance with these covenants. Similarly, to the extent that we spend our available cash for
purposes other than repaying debt or acquiring businesses that increase our EBITDA, we will increase our net debt to
Consolidated EBITDA ratio. Although there are actions that we may take if our financial covenant compliance
becomes an issue, there can be no assurance that Legg Mason will remain in compliance with its bank debt covenants.
Our access to credit on reasonable terms is also partially dependent on our credit ratings. If our credit ratings are
downgraded, it will likely become more difficult and costly for us to access the credit markets or otherwise incur new
debt.
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Upon the occurrence of various events, such as a change of control, some or all of our outstanding debt obligations
may come due prior to their maturity dates and may require payments in excess of their outstanding amounts, which in
certain circumstances may be significant.
We May Engage in Strategic Transactions That Could Create Risks
As part of our business strategy, we regularly review, are currently reviewing, and from time to time have discussions
with respect to potential strategic transactions, including potential acquisitions, dispositions, consolidations, joint
ventures or similar transactions and “lift-outs” of portfolio management teams, some of which may be material. There
can be no assurance that we will find suitable candidates for strategic transactions at acceptable prices, have sufficient
capital resources to accomplish our strategy, or be successful in entering into agreements for desired transactions. In
addition, these transactions typically involve a number of risks and present financial, managerial and operational
challenges, including:

•adverse effects on our reported earnings per share in the event acquired intangible assets or goodwill becomeimpaired;

• existence of unknown liabilities or contingencies that arise after
closing; and

•potential disputes with counterparties.
Acquisitions, related transactions and completed acquisitions, including the acquisitions of QS Investors and Martin
Currie and the integration over time of Batterymarch and LMGAA into QS Investors and the combination of our
Australian equities investment team into Martin Currie, pose the risk that any business we acquire may lose customers
or employees or could underperform relative to expectations. We could also experience financial or other setbacks if
transactions encounter unanticipated problems, including problems related to execution or integration. Following the
completion of an acquisition, we may have to rely on the seller to provide administrative and other support, including
financial reporting and internal controls, to the acquired business for a period of time. There can be no assurance that
the seller will do so in a manner that is acceptable to us.
Strategic transactions typically are announced publicly even though they may remain subject to numerous closing
conditions, contingencies and approvals and there is no assurance that any announced transaction will actually be
consummated. The failure to consummate an announced transaction could have an adverse effect on us. Future
transactions may also further increase our leverage or, if we issue equity securities to pay for acquisitions, dilute the
holdings of our existing stockholders.
If our Reputation is Harmed, we Could Suffer Losses in our Business, Revenues and Net Income
Our business depends on earning and maintaining the trust and confidence of clients and other market participants,
and the resulting good reputation is critical to our business. Our reputation is vulnerable to many threats that can be
difficult or impossible to control, and costly or impossible to remediate. Regulatory inquiries, employee misconduct
and rumors, among other things, can substantially damage our reputation, even if they are baseless or satisfactorily
addressed. Regulatory sanctions or adverse litigation results can also cause substantial damage to our reputation. Any
damage to our reputation could impede our ability to attract and retain clients and key personnel, and lead to a
reduction in the amount of our AUM, any of which could have a material adverse effect on our revenues and net
income.
Failure to Properly Address Conflicts of Interest Could Harm our Reputation, Business and Results of Operations
As we have expanded the scope of our businesses and our client base, we must continue to address conflicts between
our interests and those of our clients. In addition, the SEC and other regulators have increased their scrutiny of
potential conflicts of interest. We have procedures and controls that are reasonably designed to address these issues.
However, appropriately dealing with conflicts of interest is complex and difficult and if we fail, or appear to fail, to
deal appropriately with conflicts of interest, we could face reputational damage, litigation or regulatory proceedings or
penalties, any of which may adversely affect our revenues or net income.
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Loss of Key Personnel Could Harm our Business
We are dependent on the continued services of a number of our key asset management personnel and our management
team, including our Chief Executive Officer. The loss of any of such personnel without adequate replacement could
have a material adverse effect on us. Moreover, since certain of our asset managers contribute significantly to our
revenues and net income, the loss of even a small number of key personnel at these businesses could have a
disproportionate impact on our overall business. Additionally, we need qualified managers and skilled employees with
asset management experience in order to operate our business successfully. The market for experienced asset
management professionals is extremely competitive and is increasingly characterized by the movement of employees
among different firms. Due to the competitive market for asset management professionals and the success of some of
our employees, our costs to attract and retain key employees are significant and will likely increase over time. From
time to time, we may work with key employees to revise revenue sharing agreements and other employment-related
terms to reflect current circumstances, including in situations where a revenue sharing agreement may result in
insufficient revenues being retained by the subsidiary. In addition, since the investment track record of many of our
products and services is often attributed to a small number of individual employees, and sometimes one person, the
departure of one or more of these employees could cause the business to lose client accounts or managed assets, which
could have a material adverse effect on our results of operations and financial condition. If we are unable to attract and
retain qualified individuals or our costs to do so increase significantly, our operations and financial results would be
materially adversely affected.
Our Business is Subject to Numerous Operational Risks
We face numerous operational risks related to our business on a day-to-day basis. Among other things, we must be
able to consistently and reliably obtain securities pricing information, process trading activity, process client and
investor transactions and provide reports and other customer service to our clients, investors and distributors. Failure
to keep current and accurate books and records can render us subject to disciplinary action by governmental and
self-regulatory authorities, as well as to claims by our clients. A portion of our software is licensed from and
supported by outside vendors upon whom we rely to prevent operating system failure. A suspension or termination of
these licenses or the related support, upgrades and maintenance could cause system delays or interruption. If any of
our financial, portfolio accounting or other data processing systems, or the systems of third parties on whom we rely,
do not operate properly or are disabled or if there are other shortcomings or failures in our internal processes, people
or systems, or those of third parties on whom we rely, we could suffer an impairment to our liquidity, a financial loss,
a disruption of our businesses, liability to clients, regulatory problems or damage to our reputation. These systems
may fail to operate properly or become disabled as a result of events that are wholly or partially beyond our control,
including a disruption of electrical or communications services or our inability to occupy one or more offices (as
occurred with one of our New York City offices when the office building in which it was located was flooded by
Hurricane Sandy in October 2012). In addition, our operations are dependent upon information from, and
communications with, third parties, and operational problems at third parties may adversely affect our ability to carry
on our business.
We depend on our headquarters, the offices of our subsidiaries, our operations centers and third-party providers for the
continued operation of our business. The failure to maintain an infrastructure commensurate with the size and scope of
our business, a disaster or a disruption in the infrastructure that supports our asset managers, or an event disrupting the
ability of our employees to perform their job functions, including terrorist attacks or a disruption involving electrical
communications, transportation or other services used by us or third parties with whom we conduct business, directly
affecting our headquarters, the offices of our subsidiaries, our operations centers or the travel of our sales, client
service and other personnel, may have a material adverse impact on our ability to continue to operate our business
without interruption or impede the growth of our business. Although we have disaster recovery and business
continuity programs in place, there can be no assurance that these will be sufficient to mitigate the harm that may
result from such a disaster or disruption. If we fail to keep business continuity plans up-to-date or if such plans,
including secure back-up facilities and systems, are improperly implemented or deployed during a disruption, our
ability to operate could be adversely impacted or our ability to comply with regulatory obligations leading to
reputational harm, regulatory fines and sanctions. In addition, insurance and other safeguards might only partially
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Failure to implement effective information and cyber security policies, procedures and capabilities could disrupt
operations and cause financial losses
Our operations rely on the effectiveness of our information and cyber security policies, procedures and capabilities to
provide secure processing, storage and transmission of confidential and other information in our computer systems,
networks and mobile devices and on the computer systems, networks and mobile devices of third parties on which we
rely. Although we take protective measures and endeavor to modify them as circumstances warrant, our computer
systems, software, networks and mobile devices, and those of third parties on whom we rely, may be vulnerable to
cyber-attacks, sabotage, unauthorized access, computer viruses, worms or other malicious code, and other events that
have a security impact. An externally caused information security incident, such as a hacker attack, virus or worm, or
an internally caused issue, such as failure to control access to sensitive systems, could materially interrupt business
operations or cause disclosure or modification of sensitive or confidential client or competitive information and could
result in material financial loss, loss of competitive position, regulatory actions, breach of client contracts, reputational
harm or legal liability. If one or more of such events occur, it potentially could jeopardize our or our clients',
employees' or counterparties' confidential and other information processed and stored in, and transmitted through, our
or third party computer systems, networks and mobile devices, or otherwise cause interruptions or malfunctions in
our, our clients', our counterparties' or third parties' operations. As a result, we could experience material financial
loss, loss of competitive position, regulatory actions, breach of client contracts, reputational harm or legal liability,
which, in turn, could cause a decline in our earnings. We may be required to spend significant additional resources to
modify our protective measures or to investigate and remediate vulnerabilities or other exposures, and we may be
subject to litigation and financial losses that are either not insured against fully or not fully covered through any
insurance that we maintain.
We May Incur Charges Related to Leased Facilities
We continue to be exposed to the risk of incurring charges related to subleases or vacant space for several of our
leased offices. As of March 31, 2015, our future commitments from third parties under non-cancellable subleases were
approximately $163 million, which in total, net of reserves, effectively offsets obligations under our leases for the
properties. As of March 31, 2015, our total future lease commitments for office space that we vacated and are seeking
to sublease were approximately $5 million, of which we reserved approximately $2 million through lease charges to
our earnings during the fiscal year ended March 31, 2015. Under generally accepted accounting principles, at the time
a sublease is entered into or space is deemed permanently abandoned, we must incur a charge equal to the present
value of the amount by which the commitments under the lease exceeds the amount due, or amount expected to be
received, under a sublease. As a result, in a period of declining commercial lease markets, we are exposed to the risk
of incurring charges relating to any premises we are seeking to sublease resulting from longer periods to identify
sub-tenants and reduced market rent rates leading to new sub-tenants paying less in rent than we are paying under our
lease. Also, if a sub-tenant defaults on its sublease, we would likely incur a charge for the rent that we will incur
during the period that we expect would be required to sublease the premises and any reduction in rent that current
market rent rates lead us to expect a new sub-tenant will pay. This risk is underscored by the fact that one sub-tenant
represents approximately half of the future sublease rent commitments described above. There can be no assurance
that we will not recognize additional lease-related charges, which may be material to our results of operations.
Potential Impairment of Goodwill and Intangible Assets Could Increase our Expenses and Reduce our Assets
Determining goodwill and intangible assets, and evaluating them for impairment, requires significant management
estimates and judgment, including estimating value and assessing life in connection with the allocation of purchase
price in the acquisition creating them. Our goodwill and intangible assets may become impaired as a result of any
number of factors, including losses of investment management contracts or declines in the value of managed assets.
Any impairment of goodwill or intangibles could have a material adverse effect on our results of operations. For
example, during the fiscal year ended March 31, 2013, we incurred aggregate impairment charges of $734 million
($508 million, net of taxes) primarily relating to domestic mutual fund contracts and Permal funds-of-hedge funds
contracts. Changes in the assumptions underlying projected cash flows from the assets or reporting unit, resulting
from market conditions, reduced AUM or other factors, could result in an impairment of any of these assets.
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The domestic mutual fund contracts asset acquired in the 2005 acquisition of the Citigroup Asset Management (“CAM”)
business of $2.1 billion and the Permal funds-of-hedge funds contracts assets of $698 million account for
approximately 65% and 20%, respectively, of our indefinite-life intangible assets, while the goodwill in our reporting
unit
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aggregates $1.3 billion. As of March 31, 2015, we also have $487 million of other indefinite-life intangible assets,
which includes an indefinite-life mutual funds contract asset of $124 million recorded at fair value in connection with
the acquisition of Martin Currie (Holdings) Limited in October 2014.
The carrying values of domestic mutual fund contracts and Permal funds-of-hedge funds contracts assets were both
written down to their respective fair values as a result of the aforementioned impairments during the fiscal year ended
March 31, 2013. As a result, decreases in our cash flow projections or increases in the discount rates, resulting from
actual results or changes in assumptions, resulting from market conditions, reduced AUM, less favorable operating
margins, lower yielding asset mixes, and other factors, may result in further impairments of these assets. There can be
no assurances that continued market uncertainty or asset outflows, or other factors, will not produce an additional
impairment in either asset, particularly for the Permal funds-of-hedge funds contracts asset.
During the three months ended March 31, 2015, no triggering events required that we consider impairment tests of
any of our intangible assets or goodwill subsequent to our annual December 31 impairment tests. We completed our
annual impairment tests of goodwill and indefinite-life intangible assets during the quarter ended December 31, 2014,
and determined that there was no impairment in the value of these assets as of December 31, 2014. Cash flows
through December 31, 2014, from our Permal funds-of-hedge funds contracts were slightly lower than the growth
assumptions related to the Permal fund-of-hedge funds contracts assets impairment testing at December 31, 2013.
Therefore, market decreases, outflows or other changes in actual results or the assumptions noted above may result in
an impairment of the Permal fund-of-hedge-funds.
As of December 31, 2014, the date of our most recent annual testing, the estimated fair value of the Permal
funds-of-hedge funds contracts asset exceeded the related carrying value by approximately $88 million and continues
to have the lowest level of excess fair value over carrying value of our more significant mutual fund contract
intangible assets. Assuming all other factors remain the same, our actual results and/or changes in assumptions for the
Permal funds-of-hedge funds contracts cash flow projections over the long term would have to deviate by more than
10%, or the discount rate would have to increase from 14.5% to more than 15.5% for the asset to be deemed impaired.
Cash flows through December 31, 2014, from our domestic mutual fund contracts compared favorably to the growth
assumptions related to the domestic mutual fund contracts assets impairment testing at December 31, 2013, but the
related carrying value remains sensitive to changes in the actual results or assumptions noted above. Therefore, market
decreases, outflows or other changes in actual results or the assumptions noted above may result in an impairment of
the domestic mutual fund contracts assets. As of December 31, 2014, the date of our most recent annual testing, the
estimated fair value of the domestic mutual fund contracts asset exceeded the related carrying value by approximately
$865 million. Assuming all other factors remain the same, our actual results and/or changes in assumptions for the
domestic mutual fund contracts cash flow projections over the long term would have to deviate by more than 30%, or
the discount rate would have to increase from 13.5% to more than 16.5% for the asset to be deemed impaired. Cash
flows from our reporting unit and other indicators of the reporting unit’s fair value have improved notably since
December 31, 2014, such that its estimated fair value exceeds its aggregate carrying value by a material amount at
December 31, 2014. However, changes in the assumptions underlying projected cash flows from the reporting unit or
its EBITDA multiple, resulting from market conditions, reduced AUM or other factors, could still result in an
impairment of goodwill.
There can be no assurances that continued market uncertainty or asset outflows, or other factors, will not produce an
additional impairment. See “Item 7. Management's Discussion and Analysis of Financial Condition and Results of
Operations - Critical Accounting Policies and Estimates - Intangible Assets and Goodwill.”
Our Deferred Tax Assets May Not Be Fully Realizable
As of March 31, 2015, we had approximately $702.2 million in U.S. federal deferred tax assets, which represent tax
benefits that we expect to realize in future periods. Under accounting rules, we are required to recognize a charge to
earnings to reduce our deferred tax assets if it is determined that any future tax benefits are not likely to be realized
before they expire. Deferred tax assets generated in U.S. jurisdictions resulting from net operating losses generally
expire 20 years after they are generated. Those resulting from foreign tax credits generally expire 10 years after they
are generated. In order to realize these future tax benefits, we estimate that we must generate approximately
$3.5 billion in future U.S. earnings before the benefits expire. There can be no assurances that we will achieve this
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level of earnings before some portion of these tax benefits expires. In addition, our belief that we will likely be able to
realize these future tax benefits is based in part upon our estimates of the timing of other differences in revenue and
expense recognition between tax returns and
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financial statements and our understanding of the application of tax regulations, which may prove to be incorrect for
any number of reasons, including future changes in tax or accounting regulations. If we are required to recognize a
charge to earnings to reduce our deferred tax assets, the charge may be material to our earnings or financial condition.
We Are Exposed to a Number of Risks Arising From our International Operations
Our asset managers operate in a number of jurisdictions outside of the United States on behalf of international clients.
We have offices in numerous countries and many cross border and local proprietary funds that are domiciled outside
the United States. Our international operations require us to comply with the legal requirements of various foreign
jurisdictions, expose us to the political consequences of operating in foreign jurisdictions and subject us to
expropriation risks, expatriation controls and potential adverse tax consequences which, among other things, make it
more difficult to repatriate to the United States the cash that we generate outside the U.S. At March 31, 2015, our total
liquid assets, which include cash, cash equivalents and certain current investment securities, of $1.0 billion included
approximately $378 million of cash and investments held by our foreign subsidiaries, some of which, if repatriated,
may be subject to material tax effects. Furthermore, despite controls and other actions reasonably designed to mitigate
these risks, our international operations expose us to risks arising from Legg Mason's potential responsibility for
actions of third party agents and other representatives of our business operating outside our primary jurisdictions of
operation. Our foreign business operations are also subject to the following risks:
•difficulty in managing, operating and marketing our international operations;

•fluctuations in currency exchange rates which may result in substantial negative effects on AUM and revenues in ourU.S. dollar-based financial statements; and
•significant adverse changes in foreign political, economic, legal and regulatory environments.
Legal and Regulatory Risks
Regulatory Matters May Negatively Affect our Business and Results of Operations
Our business is subject to regulation by various regulatory authorities around the world that are charged with
protecting the interests of our clients. We could be subject to civil liability, criminal liability, or sanction, including
revocation of our subsidiaries' registrations as investment advisers, revocation of the licenses of our employees,
censures, fines, or temporary suspension or permanent bar from conducting business, if we violate such laws or
regulations. Any such liability or sanction could have a material adverse effect on our financial condition, results of
operations, reputation, and business prospects. In addition, the regulatory environment in which we operate frequently
changes and has seen significant increased regulation in recent years. Our profitability could be materially and
adversely affected by modification of the rules and regulations that impact the business and financial communities in
general, including changes to the laws governing taxation, antitrust regulation and electronic commerce. In particular,
we have incurred, and will continue to incur, significant additional costs as a result of regulatory changes affecting
U.S. mutual funds and changes to European mutual fund regulation.
We may be adversely affected as a result of new or revised legislation or regulations or by changes in the
interpretation or enforcement of existing laws and regulations. The challenges associated with consistently
interpreting regulations issued in multiple countries may add to such risks. For example, we note that the U.S. federal
government has made, and has proposed further, significant changes to the regulatory structure of the financial
services industry, and we expect to spend time and resources to comply with these regulatory changes. For a summary
of the laws, regulations and regulators to which we are subject, see “Item 1 - Business - Regulation.”
Instances of criminal activity and fraud by participants in the asset management industry, disclosures of trading and
other abuses by participants in the financial services industry and significant governmental intervention and
investment in the financial markets and financial firms have led the U.S. government and regulators to increase the
rules and regulations governing, and oversight of, the U.S. financial system. This activity has resulted in changes to
the laws and regulations governing the asset management industry and more aggressive enforcement of the existing
laws and regulations. For example, the Dodd-Frank Act provides for a comprehensive overhaul of the financial
services regulatory environment and requires the adoption of extensive regulations and many regulatory decisions to
be implemented. Certain provisions of the Dodd-Frank Act will, and other provisions may, require us to change or
impose new limitations on the manner in which we conduct business, will or may increase regulatory compliance
burdens, and may have unintended adverse consequences on the liquidity or structure of the financial markets. The
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ongoing revisions to the laws and regulations governing our business,
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and their counterparts internationally, are an ongoing process. The cumulative effect of these actions may result in
increased expenses, or lower management or other fees, and therefore adversely affect the revenues or profitability of
our business.
Our Business Involves Risks of Being Engaged in Litigation and Liability That Could Increase our Expenses and
Reduce our Net Income
Many aspects of our business involve substantial risks of liability. In the normal course of business, our asset
managers are from time to time named as defendants or co-defendants in lawsuits, or are involved in disputes that
involve the threat of lawsuits, seeking substantial damages. We are also involved from time to time in governmental
and self-regulatory organization investigations and proceedings, including the regulatory proceedings discussed in
Note 8 of Notes to Consolidated Financial Statements. In addition, we are involved in a tax dispute in Brazil arising
from matters relating to the tax deductibility of goodwill amortization with respect to the Brazilian business of our
subsidiary, Western Asset Management. The current amount involved in the dispute is over $40 million. It may take
another five years or more to achieve final resolution of this matter as it potentially could go through multiple levels
of appeal. During that time the current $40 million amount in dispute could increase to approximately $80 million due
to additional interest and penalty accruals and denial of future year deductions. While there can be no assurance of the
timing or outcome of this dispute, we and our local advisors believe that our tax position is correct and it is more
likely than not that we will not be required to pay the taxes in question or any related interest and penalties.
In addition, the investment funds that our asset managers manage are subject to actual and threatened lawsuits and
governmental and self-regulatory organization investigations and proceedings, any of which could harm the
investment returns or reputation of the applicable fund or result in our asset managers being liable to the funds for any
resulting damages. There has been an increased incidence of litigation and regulatory investigations in the asset
management industry in recent years, including customer claims as well as class action suits seeking substantial
damages. Any litigation can increase our expenses and reduce our net income.
Insurance May Not Be Available on a Cost Effective Basis to Protect us From Liability
We face the inherent risk of liability related to litigation from clients, third-party vendors or others and actions taken
by regulatory agencies. To help protect against these potential liabilities, we purchase insurance in amounts, and
against risks, that we consider appropriate, where such insurance is available at prices we deem acceptable. There can
be no assurance, however, that a claim or claims will be covered by insurance or, if covered, will not exceed the limits
of available insurance coverage, that any insurer will remain solvent and will meet its obligations to provide us with
coverage or that insurance coverage will continue to be available with sufficient limits at a reasonable cost. Insurance
costs are impacted by market conditions and the risk profile of the insured, and may increase significantly over
relatively short periods. In addition, certain insurance coverage may not be available or may only be available at
prohibitive costs. Renewals of insurance policies may expose us to additional costs through higher premiums or the
assumption of higher deductibles or co-insurance liability.
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ITEM 1B. UNRESOLVED STAFF COMMENTS.
None.
ITEM 2. PROPERTIES.
We lease all of our office space. Our headquarters and certain other functions are located in an office building in
Baltimore, Maryland, in which we currently hold under lease approximately 372,000 square feet, of which
approximately 173,500 square feet has been subleased to third parties.
Our asset managers and other subsidiaries are housed in office buildings in 17 cities in 13 countries around the world.
The largest of the leases include:

•

ClearBridge Investments, Western Asset Management and our distribution and administrative services
subsidiaries currently occupy approximately 130,000 square feet in an office building located in New York,
New York in which we hold under lease approximately 193,000 square feet. The remaining 63,000 square feet
has been subleased to a third party;

•Western Asset Management’s headquarters is housed in an office building in Pasadena, California in which we occupy
approximately 190,000 square feet; and

•

our distribution and administrative services subsidiaries occupy approximately 79,000 square feet in an office
building located in Stamford, Connecticut in which we hold under lease approximately 138,000 square feet. 47,000
square feet has been subleased to a third party. We are seeking to secure additional tenants to sublease the remaining
12,000 square feet.
See Note 8 of Notes to Consolidated Financial Statements in Item 8 of this Report for a discussion of our lease
obligations.
ITEM 3. LEGAL PROCEEDINGS.
Our current and former subsidiaries have been the subject of customer complaints and have also been named as
defendants in various legal actions arising primarily from securities brokerage, asset management and investment
banking activities, including certain class actions, which primarily allege violations of securities laws and seek
unspecified damages, which could be substantial. For example, we are aware of litigation against certain underwriters
of offerings in which one or more of our former subsidiaries was a participant, but where the former subsidiary is not
now a defendant. In these latter cases, it is possible that we may be called upon to contribute to settlements or
judgments. In the normal course of our business, our current and former subsidiaries have also received subpoenas and
are currently involved in governmental and self-regulatory agency inquiries, investigations and, from time to time,
proceedings. While the ultimate resolution of any threatened or pending litigation, regulatory investigations and other
matters cannot be currently determined, in the opinion of our management, after consultation with legal counsel, due
in part to the preliminary nature of certain of these matters, we are currently unable to estimate the amount or range of
potential losses from these matters, and our financial condition, results of operations and cash flows could be
materially affected during a period in which a matter is ultimately resolved. See Note 8 of Notes to Consolidated
Financial Statements in Item 8 of this Report.
ITEM 4. MINE SAFETY DISCLOSURES.

  Not Applicable.

ITEM 4A. EXECUTIVE OFFICERS OF THE REGISTRANT.
Information (not included in our definitive proxy statement for the 2015 Annual Meeting of Stockholders) regarding
certain of our executive officers is as follows:
Thomas K. Hoops, age 50, was appointed Executive Vice President and Head of Business and Product Development
in January 2014. From March 2000 through January 2014, Mr. Hoops held a variety of positions at Wells Fargo
Corporation and its predecessors, most recently as Head of Affiliated Managers at Wells Fargo Asset Management.
Prior to joining Wells Fargo / Wachovia, he was a Managing Director at a boutique investment bank which
specialized in M&A advisory services
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for emerging growth and middle-market companies and their owners. He began his career as a credit analyst at First
Union National Bank in Charlotte.
Terence Johnson, age 42, was appointed Head of Global Distribution in March 2013 and elected Executive Vice
President in April 2013.  Since October 2012, he had been serving as interim Head of Global Distribution, overseeing
U.S. Distribution, International Distribution, Global Product Development, Marketing, and Administration and
Operations of the division.  Prior to that, Mr. Johnson headed International Distribution at Legg Mason.  Mr. Johnson
joined Legg Mason in December 2005 from Citigroup Asset Management following its acquisition by Legg Mason.
Thomas C. Merchant, age 47, was appointed General Counsel in March 2013 and elected Executive Vice President in
April 2013.  Mr. Merchant continues to serve as Corporate Secretary, a position he has held since 2008.  Mr. Merchant
oversees Legg Mason's legal and compliance departments. Mr. Merchant previously served as Corporate General
Counsel and Deputy General Counsel.  Mr. Merchant joined Legg Mason as Associate General Counsel in 1998.
Peter H. Nachtwey, age 59, was elected Chief Financial Officer and Senior Executive Vice President of Legg Mason
in January 2011 when he joined the firm. From July 2007 through December 2010, Mr. Nachtwey served as Chief
Financial Officer of The Carlyle Group, an alternative investment management firm, where he had responsibility for
all of the financial and a number of the operational functions at the firm. Prior to The Carlyle Group, Mr. Nachtwey
spent more than 25 years at Deloitte & Touche, LLP, an accounting firm, most recently as Managing Partner of the
Investment Management practice.
Ursula Schliessler, age 56, was appointed Chief Administrative Officer in March 2015 and elected Executive Vice
President in April 2015. Ms. Schliessler oversees Legg Mason's technology, human resources, risk management,
internal audit and global fund accounting. Prior to her appointment as Chief Administrative Officer, Ms. Schliessler
served as Head of Global Distribution Business Management for Legg Mason, managing day to day operations and
aligning strategic initiatives to support the growth of Legg Mason's retail business. Ms. Schliessler has been in senior
roles with Legg Mason or predecessor firms since 1988, with a brief interruption between 2007 and 2010.
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PART II
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES.
Shares of Legg Mason, Inc. common stock are listed and traded on the New York Stock Exchange (symbol LM). As
of March 31, 2015, there were approximately 1,300 holders of record of Legg Mason common stock. Information with
respect to our dividends and stock prices is as follows:

Quarter ended
Mar. 31 Dec. 31 Sept. 30 June 30

Fiscal Year 2015
Cash dividend declared per share $0.16 $0.16 $0.16 $0.16
Stock price range:
High 59.19 57.15 52.00 51.80
Low 52.16 45.78 45.68 43.25
Fiscal Year 2014
Cash dividend declared per share $0.13 $0.13 $0.13 $0.13
Stock price range:
High 49.50 44.09 35.85 37.04
Low 39.60 32.44 30.28 29.28
We expect to continue paying cash dividends. However, the declaration of dividends is subject to the discretion of our
Board of Directors. In determining whether to declare dividends, or how much to declare in dividends, our Board will
consider factors it deems relevant, which may include our results of operations and financial condition, our financial
requirements, general business conditions and the availability of funds from our subsidiaries, including all restrictions
on the ability of our subsidiaries to provide funds to us. On April 28, 2015, our Board of Directors declared a regular,
quarterly dividend of $0.20 per share, increasing the regular, quarterly dividend rate paid on shares of our common
stock during the prior fiscal quarter.
Purchases of our Common Stock
The following table sets out information regarding our purchases of Legg Mason common stock during the quarter
ended March 31, 2015:

Period

(a)
Total number
of shares
purchased (1)

(b)
Average price
paid per share
(2)

(c)
Total number of
shares purchased
as part of
publicly announced
plans or programs(3)

(d)
Approximate dollar value
that may
yet be purchased
under the plans
or programs(3)

January 1, 2015 Through
January 31, 2015 366,137 $53.74 363,185 $1,083,966,618

February 1, 2015 Through
February 28, 2015 442,574 57.17 442,574 1,058,664,143

March 1, 2015 Through
March 31, 2015 796,417 56.73 795,904 1,013,514,861

Total 1,605,128 $56.17 1,601,663 $1,013,514,861

(1) Includes shares of vesting restricted stock, and shares received on vesting of restricted stock units, surrendered to
Legg Mason to satisfy related income tax withholding obligations of employees via net share transactions.
(2)Amounts exclude fees.
(3) In connection with a capital plan announced on May 16, 2012, our Board of Directors approved a share repurchase
authorization for up to $1 billion for purchases of common stock. All but $14 million of the share repurchases under
this authorization were completed by March 2015, and the remaining share repurchases under this authorization were
completed in April 2015. On January 27, 2015, our Board of Directors approved a new share repurchase authorization
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for up to $1 billion for additional repurchases of common stock. There is no expiration attached to this share
repurchase authorization.
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ITEM 6. SELECTED FINANCIAL DATA.
(Dollars in thousands, except per share amounts or unless otherwise noted)

Years ended March 31,
2015 2014 2013 2012 2011

OPERATING RESULTS
Operating Revenues $2,819,106 $2,741,757 $2,612,650 $2,662,574 $2,784,317
Operating expenses, excluding
impairment 2,320,887 2,310,864 2,313,149 2,323,821 2,397,509

Impairment of intangible assets and
goodwill — — 734,000 — —

Operating Income (Loss) 498,219 430,893 (434,499 ) 338,753 386,808
Other non-operating expense, net,
including $107,074 debt extinguishment
loss in July 2014 and $68,975 in May
2012

(136,114 ) (13,726 ) (73,287 ) (54,006 ) (23,315 )

Other non-operating income (expense) of
consolidated investment vehicles, net 5,888 2,474 (2,821 ) 18,336 1,704

Income (Loss) before Income Tax
Provision (Benefit) 367,993 419,641 (510,607 ) 303,083 365,197

Income tax provision (benefit) 125,284 137,805 (150,859 ) 72,052 119,434
Net Income (Loss) 242,709 281,836 (359,748 ) 231,031 245,763
Less: Net income (loss) attributable to
noncontrolling interests 5,629 (2,948 ) (6,421 ) 10,214 (8,160 )

Net Income (Loss) Attributable to Legg
Mason, Inc. $237,080 $284,784 $(353,327 ) $220,817 $253,923

PER SHARE
Net Income (Loss) per Share Attributable
to Legg Mason, Inc. Shareholders:
Basic $2.06 $2.34 $(2.65 ) $1.54 $1.63
Diluted $2.04 $2.33 $(2.65 ) $1.54 $1.63
Weighted-Average Number of Shares
Outstanding: (1)
Basic 112,019 121,941 133,226 143,292 155,321
Diluted 113,246 122,383 133,226 143,349 155,484
Dividends Declared $0.64 $0.52 $0.44 $0.32 $0.20
BALANCE SHEET
Total Assets $7,073,977 $7,111,349 $7,269,660 $8,555,747 $8,707,756
Long-term debt 1,058,089 1,039,264 1,144,954 1,136,892 1,201,868
Total Stockholders' Equity 4,484,901 4,724,724 4,818,351 5,677,291 5,770,384
FINANCIAL RATIOS AND OTHER
DATA
Adjusted Income (2) $378,751 $417,805 $347,169 $397,030 $439,248
Adjusted Income per diluted share (2) $3.26 $3.41 $2.61 $2.77 $2.83
Operating Margin 17.7 % 15.7 % (16.6 )% 12.7 % 13.9 %
Operating Margin, as Adjusted (3) 23.0 % 22.0 % 17.5  % 22.3 % 24.3 %
Total debt to total capital (4) 19.1 % 18.0 % 19.2  % 19.6 % 20.1 %
Assets under management (in millions) $702,724 $701,774 $664,609 $643,318 $677,646
Full-time employees 2,982 2,843 2,975 2,979 3,395

Edgar Filing: LEGG MASON, INC. - Form 10-K

51



(1)
Excludes weighted-average unvested restricted shares deemed to be participating securities for the year ended
March 31, 2015. See Note 12 of Notes to Consolidated Financial Statements in Item 8. Financial Statements and
Supplemental Data.

(2)

Adjusted Income is a non-GAAP performance measure. We define Adjusted Income as Net Income (Loss)
Attributable to Legg Mason, Inc., plus amortization and deferred taxes related to intangible assets and goodwill,
and imputed interest and tax benefits on contingent convertible debt less deferred income taxes on goodwill and
indefinite-life intangible asset impairment, if any. We also adjust for certain non-core items, such as intangible
asset impairments, the impact of fair value adjustments of contingent consideration liabilities, if any, the impact of
tax rate adjustments on certain deferred tax liabilities related to indefinite-life intangible assets, and loss on
extinguishment of contingent convertible debt. The calculation of Adjusted Income per diluted share includes
weighted-average unvested restricted shares. See Supplemental Non-GAAP Information in Item 7. Management's
Discussion and Analysis of Financial Condition and Results of Operations.

(3)

Operating Margin, as Adjusted, is a non-GAAP performance measure we calculate by dividing (i) Operating
Income (Loss), adjusted to exclude the impact on compensation expense of gains or losses on investments made to
fund deferred compensation plans, the impact on compensation expense of gains or losses on seed capital
investments by our affiliates under revenue sharing agreements, amortization related to intangible assets,
transition-related costs of streamlining our business model, if any, income (loss) of consolidated investment
vehicles, the impact of fair value adjustments of contingent consideration liabilities, if any, and impairment charges
by (ii) our Operating Revenues, adjusted to add back net investment advisory fees eliminated upon consolidation of
investment vehicles, less distribution and servicing expenses which we use as an approximate measure of revenues
that are passed through to third parties, which we refer to as "Operating Revenues, as Adjusted." See Supplemental
Non-GAAP Information in Item 7. Management's Discussion and Analysis of Financial Condition and Results of
Operations.

(4)Calculated based on total debt as a percentage of total capital (total stockholders' equity plus total debt) as ofMarch 31.
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ITEM 7.  MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS.

EXECUTIVE OVERVIEW

Legg Mason, Inc., a holding company, with its subsidiaries (which collectively comprise "Legg Mason") is a global
asset management firm. Acting through our subsidiaries, we provide investment management and related services to
institutional and individual clients, company-sponsored mutual funds and other investment vehicles. We offer these
products and services directly and through various financial intermediaries. We have operations principally in the U.S.
and the U.K. and also have offices in Australia, Bahamas, Brazil, Canada, Chile, China, Dubai, France, Germany,
Italy, Japan, Luxembourg, Poland, Singapore, Spain, Switzerland and Taiwan. All references to fiscal 2015, 2014 or
2013, refer to our fiscal year ended March 31 of that year. Terms such as "we," "us," "our," and "Company" refer to
Legg Mason.

Our operating revenues primarily consist of investment advisory fees from separate accounts and funds, and
distribution and service fees. Investment advisory fees are generally calculated as a percentage of the assets of the
investment portfolios that we manage. In addition, performance fees may be earned under certain investment advisory
contracts for exceeding performance benchmarks or hurdle rates. The largest portion of our performance fees is earned
based on 12-month performance periods that end in differing quarters during the year, with a portion based on
quarterly performance periods. Distribution and service fees are received for distributing investment products and
services, for providing other support services to investment portfolios, or for providing non-discretionary advisory
services, and are generally calculated as a percentage of the assets in an investment portfolio or as a percentage of new
assets added to an investment portfolio. Our revenues, therefore, are dependent upon the level of our assets under
management ("AUM") and assets under advisement ("AUA") and fee rates, and thus are affected by factors such as
securities market conditions, our ability to attract and maintain AUM and key investment personnel, and investment
performance. Our AUM primarily vary from period to period due to inflows and outflows of client assets as well as
market performance. Client decisions to increase or decrease their assets under our management, and decisions by
potential clients to utilize our services, may be based on one or more of a number of factors. These factors include our
reputation in the marketplace, the investment performance (both absolute and relative to benchmarks or competitive
products) of our products and services, the fees we charge for our investment services, the client or potential client's
situation, including investment objectives, liquidity needs, investment horizon and amount of assets managed, our
relationships with distributors and the external economic environment, including market conditions.

The fees that we charge for our investment services vary based upon factors such as the type of underlying investment
product, the amount of AUM, the asset management affiliate that provides the services, and the type of services (and
investment objectives) that are provided. Fees charged for equity asset management services are generally higher than
fees charged for fixed income or liquidity asset management services. Accordingly, our revenues and average
advisory revenue yields will be affected by the composition of our AUM, with changes in the relative level of equity
assets and alternatives typically more significantly impacting our revenues and average advisory revenue yields.
Average advisory revenue yields are calculated as the ratio of annualized investment advisory fees, excluding
performance fees, to average AUM. In addition, in the ordinary course of our business, we may reduce or waive
investment management fees, or limit total expenses, on certain products or services for particular time periods to
manage fund expenses, or for other reasons, and to help retain or increase managed assets. We have revenue sharing
agreements in place for most of our asset management affiliates, under which specified percentages of the affiliates'
revenues are required to be distributed to us and the balance of the revenues is retained by the affiliates to pay their
operating expenses, including compensation expenses, but excluding certain expenses and income taxes. Under these
agreements, our asset management affiliates retain different percentages of revenues to cover their costs. As such, our
Net Income (Loss) Attributable to Legg Mason, Inc., operating margin and compensation as a percentage of operating
revenues are impacted based on which affiliates and products generate our AUM, and a change in AUM at one
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affiliate or with respect to one product or class of products can have a dramatically different effect on our revenues
and earnings than an equal change at another affiliate or in another product or class of products. In addition, from time
to time, we may agree to changes in revenue sharing agreements and other arrangements with our asset management
personnel, which may impact our compensation expenses and profitability.

The most significant component of our cost structure is employee compensation and benefits, of which a majority is
variable in nature and includes incentive compensation that is primarily based upon revenue levels, non-compensation
related operating expense levels at revenue share-based affiliates, and our overall profitability. The next largest
component of our cost structure is distribution and servicing expense, which consists primarily of fees paid to
third-party distributors for selling our asset management products and services and are largely variable in nature.
Certain other operating costs are typically
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consistent from period to period, such as occupancy, depreciation and amortization, and fixed contract commitments
for market data, communication and technology services, and usually do not decline with reduced levels of business
activity or, conversely, usually do not rise proportionately with increased business activity.

Our financial position and results of operations are materially affected by the overall trends and conditions of the
financial markets, particularly in the U.S., but increasingly in the other countries in which we operate. Results of any
individual period should not be considered representative of future results. Our profitability is sensitive to a variety of
factors, including the amount and composition of our AUM, and the volatility and general level of securities prices
and interest rates, among other things. Periods of unfavorable market conditions are likely to have an adverse effect on
our profitability. In addition, the diversification of services and products offered, investment performance, access to
distribution channels, reputation in the market, attracting and retaining key employees and client relations are
significant factors in determining whether we are successful in attracting and retaining clients. In the last few years,
the industry has seen flows into products for which we do not currently garner significant market share. For a further
discussion of factors that may affect our results of operations, refer to Item 1A. Risk Factors included herein.

The financial services business in which we are engaged is extremely competitive. Our competition includes
numerous global, national, regional and local asset management firms, commercial banks, insurance companies and
other financial services companies. The industry has been impacted by continued economic uncertainty, the constant
introduction of new products and services, and the consolidation of financial services firms through mergers and
acquisitions. The industry in which we operate is also subject to extensive regulation under federal, state, and foreign
laws. Like most firms, we have been impacted by regulatory and legislative changes. Responding to these changes and
keeping abreast of regulatory developments, has required, and will continue to require, us to incur costs that continue
to impact our profitability.

Our strategic priorities are focused on four primary areas listed below.  Management keeps these strategic priorities in
mind when it evaluates our operating performance and financial condition.  Consistent with this approach, we have
also presented in the table below the most important initiatives on which management currently focuses in evaluating
our performance and financial condition.

Strategic Priorities Initiatives

� Products � Create an innovative portfolio of investment products and promote revenue growth
through new product development and leveraging the capabilities of our affiliates

� Identify and execute strategic acquisitions to increase product offerings and fill gaps in
products and services

� Performance � Deliver compelling and consistent performance against both relevant benchmarks and
the products and services of our competitors

� Distribution �
Evaluate and reallocate resources within and to our distribution platform to continue to
maintain and enhance our leading distribution function with the capability to offer
solutions to relevant investment challenges and grow market share worldwide

� Productivity � Operate with a high level of effectiveness and improve ongoing efficiency
� Manage expenses
� Align affiliate economic relationships

The strategic priorities discussed above are designed to drive improvements in our net flows, earnings, cash flows,
AUM and other key metrics, including operating margin.  Certain of these key metrics are discussed in our annual
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results discussion to follow.

In connection with these strategic priorities, on October 1, 2014, we acquired Martin Currie (Holdings) Limited
("Martin Currie"). Martin Currie is a leading global equities specialist based in the United Kingdom with
approximately $9.5 billion of AUM as of the date of acquisition. In connection with this acquisition, as of January 1,
2015, our legacy Australian asset manager became part of Martin Currie and was renamed Martin Currie Australia
("MC Australia").
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Also in connection with these strategic priorities, effective May 31, 2014, we acquired QS Investors Holdings, LLC
("QS Investors"). During the year ended March 31, 2015, we incurred approximately $35.8 million in expenses related
to the integration over time of two of our existing affiliates, Batterymarch Financial Management, Inc.
("Batterymarch") and Legg Mason Global Asset Allocation, LLC ("LMGAA") into QS Investors. Additional costs
related to the integration are not expected to be material.

In addition, on November 7, 2014, we completed the sale of all of our equity interests in Legg Mason Investment
Counsel & Trust Company N.A. ("LMIC"), to Stifel Financial Corporation's Global Wealth Management business,
which did not have a material impact on our consolidated financial condition or results of operations.

See Notes 2 and 8 of Notes to Consolidated Financial Statements in Item 8. Financial Statements and Supplemental
Data included herein for additional information regarding acquisitions and dispositions.

During the years ended March 31, 2015 and 2014, we also incurred $1.6 million and $29.4 million, respectively, in
expenses related to various corporate initiatives implemented in fiscal 2014, including closing down and reorganizing
certain businesses, and ongoing efforts to increase efficiency and effectiveness. Savings realized as a result of these
corporate initiatives are being reinvested into our centralized global distribution business. As a result of reinvesting
these savings and other additional investments, we incurred expenses of approximately $11 million in the year ended
March 31, 2015 and expect these expenses to continue at an annual rate of approximately $28 million to $32 million
going forward.

Net Income Attributable to Legg Mason, Inc. for the year ended March 31, 2015 was $237.1 million, or $2.04 per
diluted share, as compared to $284.8 million, or $2.33 per diluted share for the year ended March 31, 2014.  Average
AUM and total revenues increased in fiscal 2015, as compared to fiscal 2014, as further discussed below.

Strong overall investment performance and improved sales from our global distribution function contributed to net
client inflows in long-term AUM in the year ended March 31, 2015, while total net client flows were negative as a
result of outflows in liquidity AUM. Increases in AUM due to the Martin Currie and QS Investors acquisitions, net
client inflows in long-term AUM, and positive market performance, were offset in part by the reclassification of
certain client assets previously reported as AUM to AUA, as further discussed below, net client outflows in liquidity
AUM, and the impact of the sale of LMIC.

The following discussion and analysis provides additional information regarding our financial condition and results of
operations.

BUSINESS ENVIRONMENT AND RESULTS OF OPERATIONS

During fiscal 2015, the economic environment was characterized by continued domestic growth with improved
economic data in the U.S., with overall markets remaining sensitive to increasing concern over economic conditions in
other countries.

All three major U.S. equity market indices increased during the past three fiscal years, while bond indices were mixed,
as illustrated in the table below:

% Change for the year ended March 31:
Indices(1) 2015 2014 2013
Dow Jones Industrial Average 8.0  % 12.9  % 10.3 %
S&P 500 10.4  % 19.3  % 11.4 %
NASDAQ Composite Index 16.7  % 28.5  % 5.7 %
Barclays Capital U.S. Aggregate Bond Index 5.7  % (0.1 )% 3.8 %
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Barclays Capital Global Aggregate Bond Index (3.7 )% 1.9  % 1.3 %

(1)Indices are trademarks of Dow Jones & Company, McGraw-Hill Companies, Inc., NASDAQ Stock Market, Inc.,and Barclays Capital, respectively, which are not affiliated with Legg Mason.
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The following table sets forth, for the periods indicated, amounts in the Consolidated Statements of Income (Loss) as
a percentage of operating revenues and the increase (decrease) by item as a percentage of the amount for the previous
period:

Percentage of Operating Revenues Period to Period Change(1)
Years Ended
March 31,

2015
Compared

2014
Compared

2015 2014 2013 to 2014 to 2013
Operating Revenues
Investment advisory fees
Separate accounts 29.2 % 28.4 % 28.0  % 6.0 % 6.4 %
Funds 54.8 54.7 55.3 2.9 3.8
Performance fees 3.0 3.9 3.8 (22.0 ) 8.6
Distribution and service fees 12.8 12.7 12.6 3.9 5.2
Other 0.2 0.3 0.3 (32.1 ) 16.7
Total Operating Revenues 100.0 100.0 100.0 2.8 4.9
Operating Expenses
Compensation and benefits 43.7 44.1 45.5 1.9 1.8
Distribution and servicing 21.1 22.6 23.0 (3.9 ) 3.1
Communications and technology 6.5 5.8 5.7 15.5 5.5
Occupancy 3.9 4.2 6.6 (4.8 ) (33.0 )
Amortization of intangible assets 0.1 0.4 0.5 (78.9 ) (12.1 )
Impairment of intangible assets — — 28.1 n/m n/m
Other 7.0 7.2 7.2 1.3 4.0
Total Operating Expenses 82.3 84.3 116.6 0.4 (24.2 )
Operating Income (Loss) 17.7 15.7 (16.6 ) 15.6 n/m
Other Non-Operating Income (Expense)
Interest income 0.3 0.2 0.3 17.2 (15.8 )
Interest expense (2.1 ) (1.9 ) (2.4 ) 10.2 (15.9 )
Other income (expense), net (3.0 ) 1.2 (0.7 ) n/m n/m
Other non-operating income (expense) of
consolidated investment vehicles, net 0.2 0.1 (0.1 ) n/m n/m

Total other non-operating expense (4.6 ) (0.4 ) (2.9 ) n/m (85.2 )
Income (Loss) before Income Tax Provision
(Benefit) 13.1 15.3 (19.5 ) (12.3 ) n/m

Income tax provision (benefit) 4.5 5.0 (5.7 ) (9.1 ) n/m
Net Income (Loss) 8.6 10.3 (13.8 ) (13.9 ) n/m
Less: Net income (loss) attributable to
noncontrolling interests 0.2 (0.1 ) (0.3 ) n/m (54.1 )

Net Income (Loss) Attributable to Legg
Mason, Inc. 8.4 % 10.4 % (13.5 )% (16.8 ) n/m

n/m-not meaningful
(1)Calculated based on the change in actual amounts between fiscal years as a percentage of the prior year amount.
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ASSETS UNDER MANAGEMENT AND ASSETS UNDER ADVISEMENT

Assets Under Management
Our AUM is primarily managed across the following asset classes:
Equity Fixed Income Liquidity

� Large Cap Growth � U.S. Intermediate Investment Grade � U.S. Managed Cash
� Small Cap Core � U.S. Credit Aggregate � U.S. Municipal Cash
� Large Cap Value � Global Opportunistic Fixed Income
� Equity Income � Global Government
� International Equity � U.S. Municipal
� Sector Equity � Global Fixed Income
� Mid Cap Core � U.S. Long Duration
� Emerging Markets Equity � U.S. Limited Duration
� Global Equity � U.S. High Yield
� Large Cap Core � Emerging Markets

The components of the changes in our AUM (in billions) for the years ended March 31, were as follows:
2015 2014 2013

Beginning of period $701.8 $664.6 $643.3
Net client cash flows
Investment funds, excluding liquidity funds(1)
Subscriptions 72.1 52.1 44.9
Redemptions (61.2 ) (58.1 ) (49.0 )
Separate account flows, net 5.6 2.2 (27.3 )
Total long-term flows 16.5 (3.8 ) (31.4 )
Liquidity fund flows, net (21.3 ) 11.8 19.8
Separate account flows, net (0.9 ) 0.3 (0.1 )
Total liquidity flows (22.2 ) 12.1 19.7
Total net client cash flows (5.7 ) 8.3 (11.7 )
Market performance and other (2) 1.6 30.2 34.2
Acquisitions (dispositions), net (3) 5.0 (1.3 ) (1.2 )
End of period $702.7 $701.8 $664.6

(1)Subscriptions and redemptions reflect the gross activity in the funds and include assets transferred between fundsand between share classes.

(2)

Includes the positive impact of market performance and other, including the reinvestment of dividends and other,
of $32.9 billion, $35.1 billion, and $42.5 billion, for the years ended March 31, 2015, 2014, and 2013, respectively,
and the negative impact of foreign currency exchange rate movements of $18.5 billion, $4.9 billion, and $8.3
billion, primarily related to fixed income securities, for the years ended March 31, 2015, 2014 and 2013,
respectively. Fiscal 2015 also includes the reclassification of $12.8 billion of client assets from AUM to AUA in
the first quarter of fiscal 2015.

(3)The year ended March 31, 2015 includes $9.5 billion related to the acquisition of Martin Currie and $5.0 billionrelated to the acquisition of QS Investors, offset in part by $9.5 billion related to the disposition of LMIC.

AUM at March 31, 2015 was $702.7 billion, an increase of $0.9 billion, or 0.1%, from March 31, 2014.  Total net
client outflows were $5.7 billion, as net client outflows of $22.2 billion from the liquidity asset class were
substantially offset by $16.5 billion of net client inflows into long-term asset classes. In fiscal 2015, we experienced
net inflows into long-term asset classes for the first time since fiscal 2007. Net long-term asset inflows were
comprised of fixed income inflows of $19.2 billion offset in part by equity outflows of $2.7 billion. Fixed income
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inflows were primarily in products managed by Brandywine Global Investment Management, LLC ("Brandywine")
and Western Asset Management Company ("Western Asset"). Equity net outflows were primarily in products
managed at Royce & Associates ("Royce"), for which outflows are expected to continue for the near-term, and QS
Investors, including legacy Batterymarch, and were partially offset by equity inflows at ClearBridge Investments,
LLC (“ClearBridge”) and Brandywine. We generally earn higher fees and profits on equity AUM, and outflows in the
equity asset class will more negatively impact our revenues and Net Income (Loss) Attributable to Legg Mason, Inc.
than would outflows in other asset classes. Market performance and other totaled $1.6
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billion, as the positive impact of market performance and other of $32.9 billion was substantially offset by the
negative impact of foreign currency exchange rate fluctuations of $18.5 billion and the reclassification of $12.8 billion
of client assets from AUM to AUA in the first quarter of fiscal 2015, as further discussed below. Acquisitions
(dispositions), net, totaled $5.0 billion, with $9.5 billion related to the acquisition of Martin Currie and $5.0 billion
related to the acquisition of QS Investors, offset in part by $9.5 billion related to the disposition of LMIC.

AUM at March 31, 2014 was $701.8 billion, an increase of $37.2 billion, or 6%, from March 31, 2013.  Total net
client inflows were $8.3 billion, as $12.1 billion of net client inflows into the liquidity asset class were offset in part
by $3.8 billion of net client outflows from long-term asset classes. Net long-term asset outflows were comprised of
equity outflows of $5.0 billion, offset in part by fixed income inflows of $1.2 billion. Equity outflows occurred in
products managed at Royce, legacy Batterymarch, The Permal Group, Ltd. ("Permal"), and Legg Mason Capital
Management (renamed ClearBridge, LLC), and were partially offset by equity inflows at ClearBridge. Fixed income
inflows were primarily in products managed by Brandywine, and were partially offset by outflows principally at
Western Asset, including $4.8 billion in outflows from a single, low-fee global sovereign mandate. Market
performance and other totaled $30.2 billion, as the positive impact of market performance and other of $35.1 billion
was offset in part by the negative impact of foreign currency exchange fluctuations of $4.9 billion. Dispositions of
$1.3 billion resulted from the sale of a small affiliate.

Our investment advisory and administrative contracts are generally terminable at will or upon relatively short notice,
and investors in the mutual funds that we manage may redeem their investments in the funds at any time without prior
notice.  Institutional and individual clients can terminate their relationships with us, reduce the aggregate amount of
assets under management, or shift their funds to other types of accounts with different rate structures for any number
of reasons, including investment performance, changes in prevailing interest rates, changes in our reputation in the
marketplace, changes in management or control of clients or third-party distributors with whom we have relationships,
loss of key investment management personnel or financial market performance.

AUM by Asset Class
AUM by asset class (in billions) for the years ended March 31 were as follows:

% Change

2015 % of
Total 2014 % of

Total 2013 % of
Total

2015
Compared to
2014

2014
Compared to
2013

 Equity $199.4 28 % $186.4 27 % $161.8 24 % 7  % 15 %
Fixed
Income 376.1 54 365.2 52 365.1 55 3 —

Liquidity 127.2 18 150.2 21 137.7 21 (15 ) 9
Total $702.7 100 % $701.8 100 % $664.6 100 % —  % 6 %

Average AUM by asset class (in billions) for the years ended March 31 were as follows:
% Change

2015 % of
Total 2014 % of

Total 2013 % of
Total

2015
Compared to
2014

2014
Compared to
2013

 Equity $195.4 28 % $172.8 26 % $152.1 24 % 13 % 14  %
Fixed
Income 367.1 52 358.7 54 364.5 56 2 (2 )

Liquidity 140.0 20 135.9 20 128.9 20 3 5
Total $702.5 100 % $667.4 100 % $645.5 100 % 5 % 3  %
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The component changes in our AUM by asset class (in billions) for the fiscal years ended March 31, 2015, 2014 and
2013, were as follows:

Equity Fixed
Income Liquidity Total

March 31, 2012 $163.4 $356.1 $123.8 $643.3
Investment funds, excluding liquidity funds
Subscriptions 18.9 26.0 — 44.9
Redemptions (1) (26.4 ) (22.6 ) — (49.0 )
Separate account flows, net (12.9 ) (14.4 ) (0.1 ) (27.4 )
Liquidity fund flows, net — — 19.8 19.8
Net client cash flows (20.4 ) (11.0 ) 19.7 (11.7 )
Market performance and other (2) 13.4 20.0 0.8 34.2
Acquisitions (dispositions), net 5.4 — (6.6 ) (1.2 )
March 31, 2013 161.8 365.1 137.7 664.6
Investment funds, excluding liquidity funds
Subscriptions 27.0 25.1 — 52.1
Redemptions (1) (30.1 ) (28.0 ) — (58.1 )
Separate account flows, net (1.9 ) 4.1 0.3 2.5
Liquidity fund flows, net — — 11.8 11.8
Net client cash flows (5.0 ) 1.2 12.1 8.3
Market performance and other (2) 30.9 (1.1 ) 0.4 30.2
Acquisitions (dispositions), net (1.3 ) — — (1.3 )
March 31, 2014 186.4 365.2 150.2 701.8
Investment funds, excluding liquidity funds
Subscriptions 29.4 42.7 — 72.1
Redemptions (33.7 ) (27.5 ) — (61.2 )
Separate account flows, net 1.6 4.0 (0.9 ) 4.7
Liquidity fund flows, net — — (21.3 ) (21.3 )
Net client cash flows (2.7 ) 19.2 (22.2 ) (5.7 )
Market performance and other (2) 8.7 (6.3 ) (0.8 ) 1.6
Acquisitions (dispositions), net (3) 7.0 (2.0 ) — 5.0
March 31, 2015 $199.4 $376.1 $127.2 $702.7
(1) Fixed income redemptions include $4.7 billion and $6.4 billion for the years ended March 31, 2014 and 2013,
respectively, related to a single, low-fee global sovereign mandate client. Assets related to this client were reclassified
from AUM to AUA during the first quarter of fiscal 2015, as further discussed below.
(2) Total market performance and other includes the positive impact of market performance and other, including the
reinvestment of dividends and other, of $32.9 billion, $35.1 billion, and $42.5 billion, for the years ended March 31,
2015, 2014, and 2013, respectively, and the negative impact of foreign currency exchange rate movements of $18.5
billion, $4.9 billion, and $8.3 billion, for the years ended March 31, 2015, 2014 and 2013, respectively, primarily
related to fixed income securities. The year ended March 31, 2015, also includes the reclassification of $12.8 billion
of client assets from AUM to AUA during the first quarter of fiscal 2015.

(3)
Total acquisitions (dispositions), net, for the year ended March 31, 2015, includes $9.5 billion and $5.0 billion
related to the acquisitions of Martin Currie and QS Investors, respectively, offset in part by $9.5 billion related to
the disposition of LMIC.
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AUM by Distribution Channel
Broadly, we have two principal distribution channels, Global Distribution and Affiliate/Other, through which we sell a
variety of investment products and services. Global Distribution, which consists of our centralized global distribution
operations, principally sells U.S. and international mutual funds and other commingled vehicles, retail separately
managed account programs, and sub-advisory accounts for insurance companies and similar clients. Affiliate/Other
consists of the distribution operations within our asset managers which principally sell institutional separate account
management, liquidity (money market) funds, and funds-of-hedge funds.

The component changes in our AUM by distribution channel (in billions) for the years ended March 31, 2015, 2014
and 2013, were as follows:

Global
Distribution Affiliate/Other Total

March 31, 2012 $220.6 $422.7 $643.3
Net client cash flows, excluding liquidity funds 2.2 (33.7 ) (31.5 )
Liquidity fund flows, net — 19.8 19.8
Net client cash flows 2.2 (13.9 ) (11.7 )
Market performance and other 9.3 24.9 34.2
Acquisitions (dispositions), net — (1.2 ) (1.2 )
March 31, 2013 232.1 432.5 664.6
Net client cash flows, excluding liquidity funds (1.2 ) (2.3 ) (3.5 )
Liquidity fund flows, net — 11.8 11.8
Net client cash flows (1.2 ) 9.5 8.3
Market performance and other 16.5 13.7 30.2
Acquisitions (dispositions), net — (1.3 ) (1.3 )
March 31, 2014 247.4 454.4 701.8
Net client cash flows, excluding liquidity funds 16.4 (0.8 ) 15.6
Liquidity fund flows, net — (21.3 ) (21.3 )
Net client cash flows 16.4 (22.1 ) (5.7 )
Market performance and other 6.2 (4.6 ) 1.6
Acquisitions (dispositions), net — 5.0 (1) 5.0
March 31, 2015 $270.0 $432.7 $702.7
(1) Includes $9.5 billion related to the acquisition of Martin Currie, $5.0 billion related to the acquisition of QS
Investors, offset in part by $9.5 billion related to the disposition of LMIC.

Effective Fee Rates
Our overall effective fee rate across all asset classes and distribution channels was approximately 34 basis points for
each of the years ended March 31, 2015, 2014 and 2013.  Fees for managing equity assets are generally higher,
averaging approximately 65 basis points for the year ended March 31, 2015, 70 basis points for the year ended March
31, 2014, and 75 basis points for the year ended March 31, 2013. The average fees rate for managing equity assets has
declined over the last three years due to a shift in the mix of equity assets from higher fee equity products to lower fee
equity products. This compares to fees for managing fixed income assets, which averaged approximately 30 basis
points for the year ended March 31, 2015, and 25 basis points for each of the years ended March 31, 2014, and 2013,
and liquidity assets, which averaged under 10 basis points (reflecting the impact of current advisory fee waivers due to
the low interest rate environment) for each of the years ended March 31, 2015, 2014, and 2013.  Equity assets are
primarily managed by ClearBridge, Royce, Brandywine, Permal, QS Investors (including legacy Batterymarch assets)
and Martin Currie; fixed income assets are primarily managed by Western Asset, Brandywine, and Permal; and
liquidity assets are managed by Western Asset. Fee rates for assets distributed through Legg Mason Global
Distribution, which are predominately retail in nature, averaged approximately 50 basis points for each of the years
ended March 31, 2015, 2014 and 2013, while fee rates for assets distributed through the Affiliate/Other channel
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averaged approximately 30 basis points for each of the years ended March 31, 2015, 2014 and 2013.
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Investment Performance

Overall investment performance of our AUM for the years ended March 31, 2015, 2014 and 2013, was generally
positive compared to relevant benchmarks.

Year ended March 31, 2015
For the year ended March 31, 2015, most U.S. indices produced positive returns. The best performing was the
NASDAQ Composite, returning 16.7%. These returns were achieved in an economic environment characterized by
uneven global growth and heightened sensitivity to economic news such as declining oil prices and unrest in the
Middle East.

In the fixed income markets, the Federal Reserve kept the target rate and discount rate steady while signaling an
increase in the Federal Reserve funds target rate in the near term. Overall, the yield curve flattened over the year as
many long-dated yields declined.

The lowest performing fixed income sector for the year was high yield bonds, as measured by the Barclays U.S. High
Yield Index, which returned 2.0%.  The best performing fixed income sector for the year was corporate bonds as
measured by the Barclays U.S. Credit Index, which returned 6.7%.

Year ended March 31, 2014
For the year ended March 31, 2014, most U.S. indices produced positive returns. The best performing was the
NASDAQ Composite, returning 28.5%. These returns were achieved in an economic environment characterized by
uneven global growth and heightened sensitivity to economic news, such as concerns for economic growth in China
and the ongoing Ukraine/Russia crisis.

In the fixed income markets, the Federal Reserve kept the target rate and discount rate steady while tapering the
bond-buying program. The yield curve steepened over the year but flattened in the last quarter as many long-dated
yields declined.

The lowest performing fixed income sector for the year was U.S. Treasury Inflation Protected Securities ("TIPS"), as
measured by the Barclays U.S. TIPS Index which declined 6.5%.  The best performing fixed income sector for the
year was high yield bonds as measured by the Barclays U.S. High Yield Bond Index, which returned 7.5% as of
March 31, 2014.

Year ended March 31, 2013
For the year ended March 31, 2013, most U.S. indices produced positive returns. The best performing was the S&P
400 Mid Cap Index, which returned 17.8%. These returns were achieved in an economic environment characterized
by uneven domestic growth and heightened sensitivity to economic news which included improving unemployment
and housing figures, the anticipation and implementation of the sequestration, concerns surrounding the fiscal cliff,
and periodic developments in the continuing European sovereign debt crisis. 

In the fixed income markets, the Federal Reserve affirmed its commitment to hold the federal funds rate at historic
lows, by beginning a third round of quantitative easing and continuing support of the secondary mortgage market.
These actions were taken to keep interest rates low and stimulate economic growth, and resulted in a downward shift
in the yield curve over the year.

The lowest performing fixed income sector for the year was U.S. government bonds, as measured by the Barclays
U.S. Government Bond Index, which returned 3.0%.  The best performing fixed income sector for the year was high
yield bonds as measured by the Barclays U.S. High Yield Bond Index, which returned 13.1%.
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The following table presents a summary of the percentages of our AUM by strategy(1) that outpaced their respective
benchmarks as of March 31, 2015, 2014 and 2013, for the trailing 1-year, 3-year, 5-year, and 10-year periods:

As of March 31, 2015 As of March 31, 2014 As of March 31, 2013
1-year 3-year 5-year 10-year 1-year 3-year 5-year 10-year 1-year 3-year 5-year 10-year

Total
(includes
liquidity)

67 % 84 % 86 % 88 % 75 % 87 % 84 % 92 % 84 % 85 % 88 % 91 %

Equity:
Large cap 24 % 64 % 74 % 94 % 67 % 91 % 52 % 76 % 65 % 68 % 88 % 80 %
Small cap 10 % 11 % 26 % 42 % 33 % 26 % 29 % 82 % 13 % 15 % 27 % 62 %
Total
equity
(includes
other
equity)

30 % 58 % 66 % 81 % 54 % 69 % 45 % 77 % 48 % 50 % 62 % 71 %

Fixed
income:
U.S.
taxable 74 % 94 % 93 % 88 % 94 % 94 % 94 % 97 % 96 % 94 % 91 % 90 %

U.S.
tax-exempt 100 % 100 % 100 % 100 % 0% 100 % 100 % 100 % 100 % 100 % 100 % 100 %

Global
taxable 77 % 89 % 88 % 84 % 54 % 82 % 98 % 93 % 89 % 94 % 95 % 98 %

Total fixed
income 76 % 93 % 92 % 88 % 74 % 91 % 96 % 96 % 94 % 94 % 93 % 94 %

The following table presents a summary of the percentages of our U.S. mutual fund assets(2) that outpaced their Lipper
category averages as of March 31, 2015, 2014 and 2013, for the trailing 1-year, 3-year, 5-year, and 10-year periods:

As of March 31, 2015 As of March 31, 2014 As of March 31, 2013
1-year 3-year 5-year 10-year 1-year 3-year 5-year 10-year 1-year 3-year 5-year 10-year

Total
(excludes
liquidity)

55 % 65 % 63 % 70 % 44 % 63 % 56 % 68 % 59 % 57 % 70 % 64 %

Equity:
Large cap 46 % 82 % 73 % 69 % 49 % 86 % 55 % 54 % 90 % 79 % 77 % 40 %
Small cap 15 % 19 % 21 % 59 % 27 % 19 % 25 % 72 % 27 % 16 % 48 % 68 %
Total
equity
(includes
other
equity)

38 % 57 % 53 % 63 % 39 % 55 % 42 % 60 % 56 % 44 % 59 % 53 %

Fixed
income:
U.S.
taxable 80 % 87 % 86 % 86 % 80 % 85 % 92 % 85 % 74 % 92 % 85 % 90 %

U.S.
tax-exempt 83 % 57 % 60 % 88 % 27 % 61 % 68 % 86 % 50 % 57 % 86 % 84 %

Global
taxable 79 % 86 % 81 % 55 % 27 % 86 % 84 % 86 % 71 % 74 % 95 % 54 %
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Total fixed
income 80 % 78 % 77 % 84 % 54 % 78 % 83 % 86 % 64 % 76 % 87 % 85 %

(1)

For purposes of investment performance comparisons, strategies are an aggregation of discretionary portfolios
(separate accounts, investment funds, and other products) into a single group that represents a particular investment
objective. In the case of separate accounts, the investment performance of the account is based upon the
performance of the strategy to which the account has been assigned. Each of our asset managers has its own
specific guidelines for including portfolios in their strategies. For those managers which manage both separate
accounts and investment funds in the same strategy, the performance comparison for all of the assets is based upon
the performance of the separate account.

As of March 31, 2015, 2014 and 2013, 90%, 91% and 90% of total AUM is included in strategy AUM, respectively,
although not all strategies have three-, five-, and ten-year histories.  Total strategy AUM includes liquidity assets.
Certain assets are not included in reported performance comparisons. These include: accounts that are not managed in
accordance with the guidelines outlined above; accounts in strategies not marketed to potential clients; accounts that
have not yet been assigned to a strategy; and certain smaller products at some of our affiliates.

Past performance is not indicative of future results. For AUM included in institutional and retail separate accounts and
investment funds included in the same strategy as separate accounts, performance comparisons are based on
gross-of-fee performance. For investment funds (including fund-of-hedge funds) which are not managed in a separate
account format, performance comparisons are based on net-of-fee performance. These performance comparisons do
not reflect the actual performance of any specific separate account or investment fund; individual separate account and
investment fund performance may differ.

(2)

Source: Lipper Inc. includes open-end, closed-end, and variable annuity funds. As of March 31, 2015, 2014 and
2013, the U.S. long-term mutual fund assets represented in the data accounted for 21%, 20% and 19%,
respectively, of our total AUM. The performance of our U.S. long-term mutual fund assets is included in the
strategies.

40

Edgar Filing: LEGG MASON, INC. - Form 10-K

70



The following table presents a summary of the absolute and relative performance compared to the applicable
benchmark for a representative sample of funds within our AUM, net of management and other fees as of the end of
the period presented, for the 1-year, 3-year, 5-year, and 10-year periods, and from each fund's inception. The table
includes a representative sample of funds from each significant subclass of our investment strategies (i.e., large cap
equity, small cap equity, etc.). The funds within this group are representative of the performance of significant
investment strategies we offer, that as of March 31, 2015, constituted an aggregate of approximately $436.1 billion, or
approximately 62% of our total AUM. The only meaningful exclusion of funds are our funds-of-hedge funds
strategies, which involve privately placed hedge funds, and represent only 3% of our total AUM as of March 31, 2015,
for which investment performance is not made publicly available. Providing investment returns of funds provides a
relevant representation of our performance while avoiding the many complexities relating to factors such as multiple
fee structures, bundled pricing, and asset level break points, that would arise in reporting performance for strategies or
other product aggregations.

Annualized Absolute/Relative Total Return vs.
Benchmark

Fund Name/Index(1) Inception
Date

Performance
Type(2) 1-year 3-year 5-year 10-year Inception

Equity
Large Cap
ClearBridge Aggressive Growth Fund 10/24/1983 Absolute 11.38% 20.93% 18.65% 9.61% 12.62%
Russell 3000 Growth Relative (4.38)% 4.48% 2.94% 0.19% 2.47%
ClearBridge Equity Income 11/6/1992 Absolute 9.61% 13.63% 13.26% 7.21% 8.70%
Russell 3000 Value Relative 0.67% (2.67)% (0.40)% (0.03)% (1.50)%
ClearBridge Appreciation Fund 3/10/1970 Absolute 10.57% 14.55% 12.83% 7.90% 10.44%
S&P 500 Relative (2.16)% (1.56)% (1.63)% (0.11)% (0.10)%
ClearBridge Value Trust 4/16/1982 Absolute 9.09% 16.15% 11.68% 2.49% 12.06%
S&P 500 Relative (3.64)% 0.04% (2.79)% (5.52)% 0.08%
ClearBridge All Cap Value 11/12/1981 Absolute 6.58% 13.41% 10.40% 6.02% 10.33%
Russell 3000 Value Relative (2.35)% (2.89)% (3.26)% (1.22)% (1.75)%
ClearBridge Large Cap Growth Fund 8/29/1997 Absolute 15.82% 18.85% 14.67% 8.59% 8.12%
Russell 1000 Growth Relative (0.27)% 2.51% (0.97)% (0.77)% 2.01%
ClearBridge Large Cap Value Fund 12/31/1988 Absolute 9.28% 15.54% 13.64% 7.73% 9.69%
Russell 1000 Value Relative (0.05)% (0.89)% (0.12)% 0.52% (0.83)%
Legg Mason Brandywine Diversified
Large Cap Value Fund 9/7/2010 Absolute 8.61% 14.76% n/a n/a 16.44%

Russell 1000 Value Relative (0.72)% (1.68)% n/a n/a 0.49%

Small Cap
Royce Pennsylvania Mutual 6/30/1967 Absolute 0.11% 11.57% 11.64% 8.17% 11.93%
Russell 2000 Relative (8.11)% (4.70)% (2.93)% (0.64)% n/a
Royce Premier Fund 12/31/1991 Absolute (0.01)% 9.06% 11.23% 9.85% 12.03%
Russell 2000 Relative (8.22)% (7.21)% (3.34)% 1.03% 2.08%
Royce Total Return Fund 12/15/1993 Absolute 2.57% 12.90% 12.12% 7.80% 11.16%
Russell 2000 Relative (5.64)% (3.37)% (2.45)% (1.02)% 1.99%
ClearBridge Small Cap Growth 7/1/1998 Absolute 4.83% 15.11% 16.58% 10.16% 10.84%
Russell 2000 Growth Relative (7.23)% (2.63)% 0.00% 0.14% 3.97%
Royce Special Equity 5/1/1998 Absolute 4.32% 11.68% 11.45% 8.74% 9.77%
Russell 2000 Relative (3.89)% (4.59)% (3.11)% (0.08)% 2.18%
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Annualized Absolute/Relative Total Return vs.
Benchmark

Fund Name/Index(1) Inception
Date

Performance
Type(2) 1-year 3-year 5-year 10-year Inception

Fixed Income
U.S. Taxable
Western Asset Core Plus Fund 7/8/1998 Absolute 7.07% 4.94% 6.20% 6.11% 6.58%
Barclays US Aggregate Relative 1.35% 1.84% 1.79% 1.18% 1.15%
Western Asset Core Bond Fund 9/4/1990 Absolute 6.85% 4.26% 5.84% 5.47% 7.24%
Barclays US Aggregate Relative 1.13% 1.15% 1.43% 0.55% 0.70%
Western Asset Total Return
Unconstrained 7/6/2006 Absolute 1.74% 3.10% 3.82% n/a 4.99%

Barclays US Aggregate Relative (3.98)% (0.01)% (0.60)% n/a (0.29)%
Western Asset Short Term Bond Fund 11/11/1991 Absolute 0.96% 1.32% 2.25% 2.06% 3.74%
Citi Treasury Gov't/Credit 1-3 YR Relative (0.11)% 0.36% 0.92% (0.89)% (0.68)%
Western Asset Intermediate Bond Fund 7/1/1994 Absolute 4.24% 3.26% 4.56% 5.05% 6.08%
Barclays Intermediate Gov't/Credit Relative 0.65% 0.95% 1.04% 0.71% 0.61%
Western Asset Inflation Index Plus Bond 3/1/2001 Absolute 2.45% 0.46% 3.85% 4.33% 5.58%
Barclays US TIPS Relative (0.65)% (0.17)% (0.44)% (0.23)% (0.20)%
Western Asset High Yield Fund 9/28/2001 Absolute (0.69)% 6.73% 7.90% 7.09% 7.75%
Barclays US Corp High Yield Relative (2.69)% (0.73)% (0.69)% (1.09)% (1.32)%
Western Asset Mortgage Defined
Opportunity Fund Inc. 2/24/2010 Absolute 14.07% 19.58% 17.61% n/a 17.66%

BOFAML Floating Rate Home Loan
Index Relative 11.69% 12.36% 11.35% n/a 11.42%

Western Asset Corporate Bond Fund 11/6/1992 Absolute 7.47% 6.70% 7.20% 5.10% 6.79%
Barclays US Credit Relative 0.72% 1.82% 0.97% (0.70)% 0.07%
Western Asset Adjustable Rate Income 6/22/1992 Absolute 0.81% 1.87% 2.48% 1.74% 2.85%
Citi T-Bill 6-Month Relative 0.75% 1.77% 2.36% 0.19% (0.09)%

U.S. Tax-Exempt
Western Asset Managed Municipals Fund 3/4/1981 Absolute 7.93% 4.52% 5.54% 5.44% 7.98%
Barclays Municipal Bond Relative 1.31% 0.47% 0.43% 0.59% 0.53%

Global Taxable
Legg Mason Brandywine Global
Opportunities Bond 11/1/2006 Absolute 1.37% 3.68% 6.49% n/a 6.52%

Citi World Gov't Bond Relative 6.87% 5.32% 5.07% n/a 3.22%
Legg Mason Brandywine Global Fixed
Income 10/31/2003 Absolute (0.81)% 1.21% 3.92% 4.23% 4.89%

Citi World Gov't Bond Relative 4.69% 2.85% 2.50% 1.15% 1.03%
Legg Mason Western Asset Global Multi
Strategy Fund 8/31/2002 Absolute 2.73% 2.53% 3.65% 4.83% 6.87%

50% Barclays Global Aggregate/ 25%
Barclays High Yield 2%/25% JP Morgan
Emerging Market Bond Index

Relative 2.97% (0.22)% (1.32)% (1.12)% (0.63)%

Western Asset Global High Yield Bond
Fund 2/22/1995 Absolute (3.17)% 5.35% 6.58% 6.10% 7.36%

Barclays Global High Yield Relative (0.92)% (1.03)% (1.35)% (2.12)% (1.92)%

Edgar Filing: LEGG MASON, INC. - Form 10-K

73



Western Asset Emerging Markets Debt 10/17/1996 Absolute (0.49)% 1.23% 4.64% 7.23% 9.81%
JPM EMBI Global Relative (4.57)% (3.15)% (2.19)% (0.82)% 0.52%
Legg Mason Western Asset Australian
Bond Trust 6/30/1983 Absolute 10.94% 8.11% 8.45% 7.25% 6.68%

UBS Australian Composite Bond Index Relative (0.18)% 0.99% 0.82% 0.54% 0.59%
Legg Mason Western Asset Global Core
Plus Bond Fund 12/31/2010 Absolute 10.26% 6.83% n/a n/a 6.12%

Barclays Global Aggregate Index Relative 2.88% 2.27% n/a n/a 1.34%

Liquidity
Western Asset Institutional Liquid
Reserves Ltd. 12/31/1989 Absolute 0.07% 0.11% 0.15% 1.73% 3.42%

Citi 3-Month T-Bill Relative 0.05% 0.06% 0.08% 0.32% 0.30%
(1) Listed in order of size based on AUM of fund within each subcategory.

(2)Absolute performance is the actual performance (i.e., rate of return) of the fund. Relative performance is thedifference (or variance) between the performance of the fund and its stated benchmark.
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Assets Under Advisement
During the quarter ended June 30, 2014, we began reporting AUA as a result of the acquisition of approximately $98
billion of AUA from QS Investors. Also during the first quarter of fiscal 2015, approximately $12.8 billion of assets
previously reported as AUM, primarily related to a low-fee global sovereign mandate for which investment discretion
had abated over time, were reclassified to AUA. We experienced significant AUA outflows during the year ended
March 31, 2015 as a result of one client redeeming approximately $80 billion. These redemptions did not have a
material impact on our net income due to their low fee nature. As of March 31, 2015, AUA was approximately $35
billion, primarily comprised of approximately $17 billion related to QS Investors, approximately $11 billion related to
Western Asset and approximately $7 billion related to ClearBridge. AUA fee rates vary with the level of
non-discretionary service provided, and, as of March 31, 2015, our average annualized fee rate related to AUA was in
the low single digit basis points. Fees for AUA, aggregating $30 million, are considered servicing fees and are
therefore recorded in Distribution and service fees in the Consolidated Statement of Income for the year ended March
31, 2015. Prior to fiscal 2015, fees for AUA were not material.

RESULTS OF OPERATIONS

In accordance with financial accounting standards on consolidation, we consolidate and separately identify certain
sponsored investment vehicles. The consolidation of these investment vehicles has no impact on Net Income (Loss)
Attributable to Legg Mason, Inc. and does not have a material impact on our consolidated operating results. We also
hold investments in other consolidated sponsored investment funds and the change in the value of these investments,
which is recorded in Other non-operating income (expense), is reflected in our Net Income (Loss), net of amounts
allocated to noncontrolling interests, if any. See Notes 1, 3, and 16 of Notes to Consolidated Financial Statements for
additional information regarding the consolidation of investment vehicles.

Operating Revenues
The components of total operating revenues (in millions), and the dollar and percentage changes between periods were
as follows:

Years Ended March 31, 2015 Compared to 2014 2014 Compared to
2013

2015 2014 2013 $ Change % Change $ Change % Change
Investment advisory fees:
Separate accounts $824.2 $777.4 $730.3 $46.8 6.0  % $47.1 6.4 %
Funds 1,544.5 1,501.3 1,446.1 43.2 2.9 55.2 3.8
Performance fees 83.5 107.1 98.6 (23.6 )(22.0 ) 8.5 8.6
Distribution and service fees 361.2 347.6 330.5 13.6 3.9 17.1 5.2
Other 5.7 8.4 7.2 (2.7 )(32.1 ) 1.2 16.7
Total operating revenues $2,819.1 $2,741.8 $2,612.7 $77.3 2.8  % $129.1 4.9 %

Total operating revenues for the year ended March 31, 2015, were $2.82 billion, an increase of 2.8% from $2.74
billion for the year ended March 31, 2014. This increase was primarily due to the impact of a 6% increase in average
long-term AUM, offset in part by a decrease in performance fees. Although equity AUM comprised a higher
percentage of our total AUM as of March 31, 2015, as compared to March 31, 2014, average AUM advisory revenue
yields, excluding performance fees, were 34 basis points in both the years ended March 31, 2015 and 2014, due to a
slightly less favorable product mix, with lower yielding products comprising a higher percentage of our total average
AUM for the year ended March 31, 2015, as compared to the year ended March 31, 2014.

Total operating revenues for the year ended March 31, 2014, were $2.74 billion, an increase of 4.9% from $2.61
billion for the year ended March 31, 2013. This increase was primarily due to the impact of a 3% increase in average
long-term AUM. Average AUM advisory revenue yields, excluding performance fees, were 34 basis points in both the
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Investment Advisory Fees from Separate Accounts
For the year ended March 31, 2015, investment advisory fees from separate accounts increased $46.8 million, or
6.0%, to $824.2 million, as compared to $777.4 million for the year ended March 31, 2014. Of this increase, $34.7
million was due to higher average equity assets managed by ClearBridge, $29.5 million was due to higher average
fixed income assets managed by Western Asset and Brandywine, and $17.4 million was due to Martin Currie,
including an increase in revenues related to MC Australia. These increases were offset in part by approximately $25
million of revenues associated with certain existing client assets which were reclassified from AUM to AUA during
the year ended March 31, 2015, as previously discussed. These revenues are now included in Distribution and service
fees for fiscal 2015. The increases were also offset in part by a decrease of $15.8 million resulting from the sale of
LMIC in November 2014.

For the year ended March 31, 2014, investment advisory fees from separate accounts increased $47.1 million, or
6.4%, to $777.4 million, as compared to $730.3 million for the year ended March 31, 2013. Of this increase, $32.8
million was the result of higher average equity assets managed by ClearBridge, $23.2 million resulted from higher
revenues at Permal, including those resulting from the acquisition of Fauchier Partners Management Limited
("Fauchier") in March 2013, and $7.9 million was due to higher average fixed income assets managed by Brandywine.
These increases were offset in part by a decrease of $17.6 million due to lower average equity assets managed by
Batterymarch and a decrease of $6.8 million due to the sale of a small affiliate in August 2013.

Investment Advisory Fees from Funds
For the year ended March 31, 2015, investment advisory fees from funds increased $43.2 million, or 2.9%, to $1.54
billion, as compared to $1.50 billion for the year ended March 31, 2014. Of this increase, $80.1 million was due to
higher average equity assets managed by ClearBridge, $30.5 million was due to higher average fixed income assets
managed by Brandywine and Western Asset, and $14.7 million was due to Martin Currie, including the increase in
revenues related to MC Australia. These increases were offset in part by a decrease of $40.5 million due to lower
average equity assets managed by Royce, a decrease of $33.8 million due to lower average assets managed by Permal,
and a net decrease of $9.3 million in fees from liquidity assets, due to fee waivers on liquidity funds managed by
Western Asset, primarily to maintain certain yields to investors.

For the year ended March 31, 2014, investment advisory fees from funds increased $55.2 million, or 3.8%, to $1.5
billion, as compared to $1.4 billion for the year ended March 31, 2013. Of this increase, $85.6 million was due to
higher average equity assets managed by ClearBridge and $16.5 million was due to higher average fixed income
assets managed by Brandywine, offset in part by a decrease of $48.7 million due to lower average fixed income assets
managed by Western Asset.

Investment Advisory Performance Fees
Of our total AUM as of March 31, 2015, 2014, and 2013, approximately 7%, 6%, and 6% was in accounts that were
eligible to earn performance fees. For the year ended March 31, 2015, performance fees decreased $23.6 million to
$83.5 million, as compared to $107.1 million for the year ended March 31, 2014, primarily due to lower fees earned
on assets managed at Permal, offset in part by an increase in fees earned on assets managed at Brandywine.

For the year ended March 31, 2014, performance fees increased $8.5 million to $107.1 million, as compared to $98.6
million for the year ended March 31, 2013, primarily due to higher fees earned on assets managed at Permal,
including those resulting from the Fauchier acquisition, offset in part by the impact of $32.0 million of fees received
by Western Asset in the prior year, related to the wind-down of its participation in the U.S. Treasury's Public-Private
Investment Program ("PPIP"). Strong performance fees were heavily influenced by strong equity markets in fiscal
2014.
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Distribution and Service Fees
For the year ended March 31, 2015, distribution and service fees increased $13.6 million, or 3.9%, to $361.2 million,
as compared to $347.6 million for the year ended March 31, 2014, primarily as a result of approximately $25 million
of revenues related to client assets that were reclassified from AUM to AUA, as previously discussed, the revenues
associated with which are now included in Distribution and service fees for fiscal 2015, as well as an increase in
average mutual fund AUM subject to distribution and service fees. These increases were offset in part by the impact of
increased fee waivers related to liquidity funds managed by Western Asset.

For the year ended March 31, 2014, distribution and service fees increased $17.1 million, or 5.2%, to $347.6 million,
as compared to $330.5 million for the year ended March 31, 2013, resulting from an increase in average fee rates
received on mutual fund AUM subject to distribution and service fees.

Operating Expenses
The components of total operating expenses (in millions), and the dollar and percentage changes between periods
were as follows:

Years Ended March 31, 2015 Compared to 2014 2014 Compared to 2013
2015 2014 2013 $ Change % Change $ Change % Change

Compensation and
benefits $1,232.8 $1,210.4 $1,188.5 $22.4 1.9  % $21.9 1.8  %

Distribution and servicing 594.8 619.1 600.6 (24.3 ) (3.9 ) 18.5 3.1
Communications and
technology 182.4 157.9 149.7 24.5 15.5 8.2 5.5

Occupancy 109.7 115.2 171.9 (5.5 ) (4.8 ) (56.7 ) (33.0 )
Amortization of intangible
assets 2.6 12.3 14.0 (9.7 ) (78.9 ) (1.7 ) (12.1 )

Impairment of intangible
assets — — 734.0 — n/m (734.0 ) n/m

Other 198.6 196.0 188.4 2.6 1.3 7.6 4.0
Total operating expenses $2,320.9 $2,310.9 $3,047.1 $10.0 0.4  % $(736.2 ) (24.2 )%
n/m - not meaningful

Total operating expenses for the year ended March 31, 2015, remained relatively flat at $2.32 billion, as compared to
$2.31 billion, for the year ended March 31, 2014. Total operating expenses for the year ended March 31, 2014, were
$2.31 billion, a decrease of 24.2% from $3.05 billion, for the year ended March 31, 2013, with the decrease primarily
attributable to $734.0 million of intangible asset impairment charges recorded during fiscal 2013, as further discussed
below.

Operating expenses for the years ended March 31, 2015, 2014, and 2013 incurred at the investment management
affiliate level comprised approximately 70% of total operating expenses in each year, excluding the impairment
charges, which are deemed to be corporate expenses. The remaining operating expenses are comprised of corporate
costs, including Legg Mason Global Distribution ("LMGD") costs.
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Compensation and Benefits
The components of Total Compensation and Benefits (in millions), and the dollar and percentage changes between
periods were as follows:

Years Ended March 31, 2015 Compared to
2014

2014 Compared to
2013

2015 2014 2013 $
 Change % Change $ Change % Change

Salaries and incentives $976.9 $949.5 $926.6 $27.4 2.9  % $22.9 2.5  %
Benefits and payroll taxes
(including deferred
compensation)

214.7 214.5 204.8 0.2 0.1 9.7 4.7

Transition costs and severance 31.8 29.4 20.6 2.4 8.2 8.8 42.7
Gains on deferred compensation
and seed capital investments 9.4 17.0 36.5 (7.6 ) (44.7 ) (19.5 ) (53.4 )

Total Compensation and Benefits $1,232.8 $1,210.4 $1,188.5 $22.4 1.9  % $21.9 1.8  %

Total Compensation and Benefits for the year ended March 31, 2015, increased 1.9% to $1.23 billion, as compared to
$1.21 billion for the year ended March 31, 2014; and for the year ended March 31, 2014, increased 1.8% to $1.21
billion, as compared to $1.19 billion for the year ended March 31, 2013:

•

Salaries and incentives increased $27.4 million, to $976.9 million for the year ended March 31, 2015, as compared to
$949.5 million for the year ended March 31, 2014, principally due to an increase of $15.8 million in incentive-based
compensation for distribution and corporate personnel, primarily related to increased retail sales in our global
distribution group. A $9.7 million increase in net compensation at investment affiliates also contributed to the
increase. The increase in net compensation at investment affiliates was primarily due to the acquisition of Martin
Currie and the impact of increased revenues at certain revenue-share based affiliates, offset in part by the impact of
the sale of LMIC in November 2014 and the sale of a small affiliate and the closing down of certain businesses in
connection with our previously discussed corporate initiatives in fiscal 2014.

•

Salaries and incentives increased $22.9 million, to $949.5 million for the year ended March 31, 2014, as compared to
$926.6 million for the year ended March 31, 2013, principally due to a $14.7 million increase in net compensation at
investment affiliates, primarily resulting from higher revenues, and a net increase of $8.3 million in incentive-based
compensation and salaries for corporate and distribution personnel, partially as a result of increased retail sales.

•
Benefits and payroll taxes increased slightly to $214.7 million for the year ended March 31, 2015, as compared to
$214.5 million for the year ended March 31, 2014, primarily as a result of an increase in payroll taxes and recruiting
costs.

•

Benefits and payroll taxes increased $9.7 million, to $214.5 million for the year ended March 31, 2014, as compared
to $204.8 million for the year ended March 31, 2013, primarily as a result of a $3.5 million increase in costs
associated with certain employee benefit plans, a $2.5 million increase in health insurance expense, and a $2.2 million
increase in payroll-related taxes.

•

Transition costs and severance increased $2.4 million, to $31.8 million for the year ended March 31, 2015, as
compared to $29.4 million for the year ended March 31, 2014, primarily due to higher compensation costs associated
with the previously discussed integration of Batterymarch and LMGAA over time into QS Investors, as compared to
compensation costs associated with various corporate initiatives recognized in the prior year.

•
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Transition costs and severance increased $8.8 million, to $29.4 million for the year ended March 31, 2014, as
compared to $20.6 million for the year ended March 31, 2013, primarily due to higher compensation costs recognized
in fiscal 2014 associated with the previously discussed corporate initiatives and integration of Batterymarch and
LMGAA over time into QS Investors, as compared to compensation costs recognized in fiscal 2013 associated with
retention awards granted in fiscal 2012 to certain executives and key employees in connection with our prior Chief
Executive Officer stepping down in September 2012 and the subsequent reorganization of our executive committee.
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For the year ended March 31, 2015, compensation as a percentage of operating revenues decreased to 43.7% from
44.1% for the year ended March 31, 2014, due to the impact of decreased revenues at certain revenue share-based
affiliates that retain a higher percentage of revenues as compensation, offset in part by the impact of higher
compensation costs for corporate and distribution personnel.

For the year ended March 31, 2014, compensation as a percentage of operating revenues decreased to 44.1% from
45.5% for the year ended March 31, 2013, due to the impact of compensation decreases related to a reduction in net
market gains on assets invested for deferred compensation plans and seed capital investments and the compensation
impact of the wind-down of Western Asset's participation in the PPIP in fiscal 2013.

Distribution and Servicing
For the year ended March 31, 2015, distribution and servicing expenses decreased 3.9% to $594.8 million, as
compared to $619.1 million for the year ended March 31, 2014, primarily due to a net decrease of $20.9 million in
structuring fees related to closed-end fund launches.

For the year ended March 31, 2014, distribution and servicing expenses increased 3.1% to $619.1 million, as
compared to $600.6 million for the year ended March 31, 2013, with $15.2 million of the increase due to an increase
in average AUM in certain products for which we pay fees to third-party distributors.

Communications and Technology
For the year ended March 31, 2015, communications and technology expense increased 15.5% to $182.4 million, as
compared to $157.9 million for the year ended March 31, 2014, primarily due to increases in technology consulting,
data management, depreciation expenses, and market data costs, principally resulting from cyber-security and data
governance enhancements and the addition of Martin Currie and QS Investors expenses.

For the year ended March 31, 2014, communications and technology expense increased 5.5% to $157.9 million, as
compared to $149.7 million for the year ended March 31, 2013, primarily as a result of an increase in technology
consulting, market data, and telephone expenses.

Occupancy
For the year ended March 31, 2015, occupancy expense decreased 4.8% to $109.7 million, as compared to $115.2
million for the year ended March 31, 2014, primarily due to a decrease of $2.0 million in depreciation on furniture and
leaseholds and a $1.9 million decrease in rent expense, principally as a result of lease reserves taken on vacant space
in fiscal 2014.

For the year ended March 31, 2014, occupancy expense decreased 33.0% to $115.2 million, as compared to $171.9
million for the year ended March 31, 2013, primarily due to the impact of real estate related charges totaling $52.8
million recognized in fiscal 2013 and a $4.6 million decrease in rent expense, primarily as a result of lease reserves
taken on vacant space in fiscal 2013. These decreases were offset in part by $7.9 million in real estate related charges
taken during fiscal 2014 in connection with the previously discussed corporate initiatives.

Amortization and Impairment of Intangible Assets
For the year ended March 31, 2015, amortization of intangible assets decreased 78.9% to $2.6 million, as compared to
$12.3 million for the year ended March 31, 2014, primarily due to certain management contracts becoming fully
amortized in October 2014 and December 2013 and the sale of LMIC, offset in part by additional amortization
expense related to the acquisitions of QS Investors and Martin Currie.
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For the year ended March 31, 2014, amortization of intangible assets decreased 12.1% to $12.3 million, as compared
to $14.0 million for the year ended March 31, 2013, primarily due to certain management contracts becoming fully
amortized in December 2013.

Impairment of intangible assets was $734.0 million in the year ended March 31, 2013. The impairment charges related
to our domestic mutual fund contracts asset, Permal funds-of-hedge fund contracts asset, and Permal trade name. The
impairment charges resulted from a number of trends and factors, which resulted in a reduction of the projected cash
flows and our overall assessment of fair value of the assets, such that the domestic mutual fund contracts asset, Permal
funds-of-hedge funds contracts asset, and Permal trade name asset, declined below their carrying values, and
accordingly were
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impaired by $396.0 million, $321.0 million, and $17.0 million, respectively in fiscal 2013. See Note 5 of Notes to
Consolidated Financial Statements for further discussion of the impairment charges.

Other
For the year ended March 31, 2015, other expenses increased $2.6 million, or 1.3%, to $198.6 million, as compared to
$196.0 million for the year ended March 31, 2014, primarily due to a $5.9 million increase in travel and entertainment
expenses, a $5.3 million increase in advertising expenses, and a $4.7 million increase in professional fees. These
increases were offset in part by a $14.2 million decrease in expense reimbursements paid to certain mutual funds.

For the year ended March 31, 2014, other expenses increased $7.6 million, or 4.0%, to $196.0 million, as compared to
$188.4 million for the year ended March 31, 2013, primarily due to a $14.7 million increase in expense
reimbursements paid to certain mutual funds and a $5.0 million charge for a fair value adjustment to increase the
Contingent consideration liability related to the acquisition of Fauchier, as the acquired business had performed better
than initially projected. These increases were offset in part by an $8.0 million decrease in franchise taxes, as well as a
$5.3 million decrease in professional fees.

Non-Operating Income (Expense)
The components of total other non-operating income (expense) (in millions), and the dollar and percentage changes
between periods were as follows:

Years Ended March 31, 2015 Compared to 2014 2014 Compared to 2013
2015 2014 2013 $ Change % Change $ Change % Change

Interest income $7.5 $6.4 $7.6 $1.1 17.2 % $(1.2 ) (15.8 )%
Interest expense (58.3 ) (52.9 ) (62.9 ) (5.4 ) 10.2 10.0 (15.9 )
Other income (expense), net (85.3 ) 32.8 (18.0 ) (118.1 ) n/m 50.8 n/m
Other non-operating income
(expense) of consolidated
investment vehicles, net

5.9 2.4 (2.8 ) 3.5 n/m 5.2 n/m

Total other non-operating expense $(130.2 ) $(11.3 ) $(76.1 ) $(118.9 ) n/m $64.8 (85.2 )%
n/m - not meaningful

Interest Income
For the year ended March 31, 2015, interest income increased 17.2% to $7.5 million, as compared to $6.4 million for
the year ended March 31, 2014, driven by higher yields earned on investment balances.

For the year ended March 31, 2014, interest income decreased 15.8% to $6.4 million, as compared to $7.6 million for
the year ended March 31, 2013, driven by the impact of lower average interest-bearing investment balances.

Interest Expense
For the year ended March 31, 2015, interest expense increased 10.2% to $58.3 million, as compared to $52.9 million
for the year ended March 31, 2014, primarily due to an increase in interest accruals for uncertain tax positions and
interest accretion on Contingent consideration liabilities related to the acquisitions of QS Investors and Martin Currie.

For the year ended March 31, 2014, interest expense decreased 15.9% to $52.9 million, as compared to $62.9 million
for the year ended March 31, 2013, primarily as a result of a $5.6 million decrease in the interest accruals for uncertain
tax positions and a $4.4 million decrease due to the refinancing of the 2.5% Convertible Senior Notes (the
"Convertible Notes") in May 2012 and the five-year term loan in January 2014.

Other Income (Expense), Net
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For the year ended March 31, 2015, other income (expense), net, decreased $118.1 million, to expense of $85.3
million, as compared to income of $32.8 million in fiscal 2014. This decrease was primarily due to a $107.1 million
charge related to the refinancing of the 5.5% Senior Notes in July 2014. A reduction in net market gains of $7.6
million on seed capital investments and assets invested for deferred compensation plans, which are offset by
corresponding decreases in compensation mentioned above, and a reduction in net market gains of $5.3 million on
corporate investments, which are not offset in compensation, also contributed to the decrease.
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For the year ended March 31, 2014, other income (expense), net, improved $50.8 million, to income of $32.8 million,
from an expense of $18.0 million in fiscal 2013. This increase was primarily a result of the impact of a $69.0 million
loss on debt extinguishment recognized in connection with the repurchase of the Convertible Notes in May 2012,
offset in part by a $19.5 million decrease in net market gains on seed capital investments and assets invested for
deferred compensation plans, which are offset by corresponding decreases in compensation discussed above.

Other Non-Operating Income (Loss) of Consolidated Investment Vehicles
For the year ended March 31, 2015, other non-operating income (expense) of consolidated investment vehicles
("CIVs"), net, increased $3.5 million to income of $5.9 million, primarily due to an increase in net market gains on
investments of certain CIVs.

For the year ended March 31, 2014, other non-operating income (expense) of CIVs, net, improved $5.2 million to
income of $2.4 million, from expense of $2.8 million in fiscal 2013, primarily due to net market gains on investments
of certain CIVs.

Income Tax Provision (Benefit)
For the year ended March 31, 2015, the provision for income taxes was $125.3 million, as compared $137.8 million in
the year ended March 31, 2014. The effective tax rate was 34.0% for the year ended March 31, 2015, as compared to
32.8% for the year ended March 31, 2014. The change in the effective rate was primarily related to the impact of
income tax benefits recorded in fiscal 2014 with respect to the U.K. corporate rate reductions, as further discussed
below. The impact of CIVs decreased the effective rate by 0.5 percentage points for the year ended March 31, 2015,
and increased the effective rate by 0.2 percentage points for the year ended March 31, 2014.

For the year ended March 31, 2014, the provision for income taxes was $137.8 million, compared to an income tax
benefit of $150.9 million in the year ended March 31, 2013. The effective tax rate was 32.8% for the year ended
March 31, 2014, compared to an effective benefit rate of 29.5% in the year ended March 31, 2013. The change in the
effective rate was primarily related to a higher relative proportion of pre-tax income (loss) in jurisdictions with higher
tax rates as a result of the lower statutory rates in jurisdictions where certain intangible assets which were impaired in
fiscal 2013 were held, substantially offset by adjustments to deferred tax balances and other reserves.

In July 2012, the U.K. Finance Act 2012 was enacted, which reduced the main U.K. corporate tax rate from 25% to
24% effective April 1, 2012 and to 23% effective April 1, 2013. In July 2013, the Finance Bill 2013 was enacted,
further reducing the main U.K. corporate tax rate to 21% effective April 1, 2014 and to 20% effective April 1, 2015.
The impact of tax rate changes on certain existing deferred tax assets and liabilities resulted in a tax benefit of $19.2
million and $18.1 million on the revaluation of deferred tax assets and liabilities for the years ended March 31, 2014
and 2013, respectively; and impacted the effective rate by 4.6 percentage points in the year ended March 31, 2014,
and 3.5 percentage points in the year ended March 31, 2013. The impact of CIVs increased the effective rate by 0.2
percentage points for the year ended March 31, 2014, and reduced the effective rate by 0.5 percentage points for the
year ended March 31, 2013.

Net Income (Loss) Attributable to Legg Mason, Inc. and Operating Margin
Net Income Attributable to Legg Mason, Inc. for the year ended March 31, 2015, totaled $237.1 million, or $2.04 per
diluted share, compared to $284.8 million, or $2.33 per diluted share, in the year ended March 31, 2014.  The decrease
was primarily attributable to the pre-tax, non-operating charge of $107.1 million ($68.5 million, net of income tax
benefits, or $0.59 per diluted share) related to the refinancing of the 5.5% Senior Notes in fiscal year ended March 31,
2015, offset in part by a $20.7 million decrease in costs related to closed-end fund launches, and the net impact of
increased operating revenues. Operating margin was 17.7% for the year ended March 31, 2015, compared to 15.7%
for the year ended March 31, 2014.
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Net Income Attributable to Legg Mason, Inc. for the year ended March 31, 2014, totaled $284.8 million, or $2.33 per
diluted share, compared to Net Loss Attributable to Legg Mason, Inc. of $353.3 million, or $2.65 per diluted share, in
the year ended March 31, 2013.  The increase was primarily attributable to the impact of the pre-tax impairment
charges of $734.0 million ($508.3 million, net of income tax benefits, or $3.81 per diluted share), recorded in fiscal
2013, the impact of the $69.0 million pre-tax loss ($44.8 million, net of income tax benefits, or $0.34 per diluted
share) on debt extinguishment recognized in connection with the repurchase of the 2.5% Convertible Notes in May
2012, the impact of $52.8 million of real estate related charges recognized in fiscal 2013, and the net impact of
increased operating revenues, as previously discussed. In addition, Net Income Attributable to Legg Mason, Inc. per
diluted share benefited from a reduction in weighted-average shares outstanding as a result of share repurchases.
Operating margin was 15.7% for the year ended March 31, 2014, compared to (16.6)% for the year ended March 31,
2013.
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Supplemental Non-GAAP Financial Information
As supplemental information, we are providing performance measures that are based on methodologies other than
generally accepted accounting principles (“non-GAAP”) for "Adjusted Income" and "Operating Margin, As Adjusted"
that management uses as benchmarks in evaluating and comparing our period-to-period operating performance.

Adjusted Income decreased to $378.8 million, or $3.26 per diluted share, for the year ended March 31, 2015, from
$417.8 million, or $3.41 per diluted share, for the year ended March 31, 2014. The decrease was primarily attributable
to the pre-tax, non-operating charge of $107.1 million ($68.5 million, net of income tax, or $0.59 per diluted share)
related to the refinancing of the 5.5% Senior Notes in the year ended March 31, 2015, offset in part by the net impact
of increased operating revenues. Operating Margin, as Adjusted, for the years ended March 31, 2015 and 2014, was
23.0% and 22.0%, respectively. Operating Margin, as Adjusted, for the years ended March 31, 2015 and 2014, was
reduced by 1.7 and 1.5 percentage points, respectively, due to costs associated with the integration of Batterymarch
and LMGAA over time into QS Investors and various other corporate initiatives as previously discussed. Operating
Margin, as Adjusted, for the year ended March 31, 2014, was also reduced by 1.0 percentage point due to structuring
fees related to closed-end fund and real estate investment trust launches during that fiscal year.

Adjusted Income increased to $417.8 million, or $3.41 per diluted share, for the year ended March 31, 2014, from
$347.2 million, or $2.61 per diluted share, for the year ended March 31, 2013. Operating Margin, as Adjusted, for the
years ended March 31, 2014 and 2013, was 22.0% and 17.5%, respectively. Operating Margin, as Adjusted, for the
year ended March 31, 2014, was reduced by 1.5 percentage points due to costs associated with the previously
discussed corporate initiatives and restructuring charges related to the integration of Batterymarch and LMGAA over
time into QS Investors, and by 1.0 percentage point due to structuring fees related to a closed-end fund launch during
that fiscal year. Operating Margin, as Adjusted, for the year ended March 31, 2013, was reduced by 3.5 percentage
points due to real estate related charges and management transition compensation costs recorded during that fiscal
year, and by 1.0 percentage point due to structuring fees related to closed-end fund and real estate investment trust
launches during that fiscal year.

Adjusted Income
We define "Adjusted Income" as Net Income (Loss) Attributable to Legg Mason, Inc., plus amortization and deferred
taxes related to intangible assets and goodwill, imputed interest and tax benefits on contingent convertible debt less
deferred income taxes on goodwill and indefinite-life intangible asset impairment, if any. We also adjust for non-core
items that are not reflective of our economic performance, such as intangible asset impairments, the impact of fair
value adjustments of contingent consideration liabilities, if any, the impact of tax rate adjustments on certain deferred
tax liabilities related to indefinite-life intangible assets, and loss on extinguishment of contingent convertible debt.

We believe that Adjusted Income provides a useful representation of our operating performance adjusted for non-cash
acquisition related items and other items that facilitate comparison of our results to the results of other asset
management firms that have not issued/extinguished contingent convertible debt or made significant acquisitions. We
also believe that Adjusted Income is an important metric in estimating the value of an asset management business.

Adjusted Income only considers adjustments for certain items that relate to operating performance and comparability,
and therefore, is most readily reconcilable to Net Income (Loss) Attributable to Legg Mason, Inc. determined under
GAAP. This measure is provided in addition to Net Income (Loss) Attributable to Legg Mason, Inc., but is not a
substitute for Net Income (Loss) Attributable to Legg Mason, Inc. and may not be comparable to non-GAAP
performance measures, including measures of adjusted earnings or adjusted income, of other companies. Further,
Adjusted Income is not a liquidity measure and should not be used in place of cash flow measures determined under
GAAP. Fair value adjustments of contingent consideration liabilities may or may not provide a tax benefit, depending
on the tax attributes of the acquisition transaction. We consider Adjusted Income to be useful to investors because it is
an important metric in measuring the economic performance of asset management companies, as an indicator of value,
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and because it facilitates comparison of our operating results with the results of other asset management firms that
have not issued/extinguished contingent convertible debt or made significant acquisitions.

In calculating Adjusted Income, we adjust for the impact of the amortization of management contract assets and
impairment of indefinite-life intangible assets, and add (subtract) the impact of fair value adjustments on contingent
consideration liabilities, if any, all of which arise from acquisitions, to Net Income (Loss) Attributable to Legg Mason,
Inc. to reflect the fact that these items distort comparisons of our operating results with the results of other asset
management firms that have not engaged in significant acquisitions. Deferred taxes on indefinite-life intangible assets
and goodwill include actual tax
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benefits from amortization deductions that are not realized under GAAP absent an impairment charge or the
disposition of the related business. Because we fully expect to realize the economic benefit of the current period tax
amortization, we add this benefit to Net Income (Loss) Attributable to Legg Mason, Inc. in the calculation of Adjusted
Income. However, because of our net operating loss carry-forward, we will receive the benefit of the current tax
amortization over time. Conversely, we subtract the non-cash income tax benefits on goodwill and indefinite-life
intangible asset impairment charges and U.K. tax rate adjustments on excess book basis on certain acquired
indefinite-life intangible assets, if applicable, that have been recognized under GAAP. We also add back, if applicable,
non-cash imputed interest and the extinguishment loss on contingent convertible debt adjusted for amounts allocated
to the conversion feature, as well as adding the actual tax benefits on the imputed interest that are not realized under
GAAP. We do not adjust for debt extinguishment losses resulting from prepayment fees. These adjustments reflect
that these items distort comparisons of our operating results to prior periods and the results of other asset management
firms that have not engaged in significant acquisitions, including any related impairments, or issued/extinguished
contingent convertible debt.

Should a disposition, impairment charge or other non-core item occur, its impact on Adjusted Income may distort
actual changes in the operating performance or value of our firm. Accordingly, we monitor these items and their
related impact, including taxes, on Adjusted Income to ensure that appropriate adjustments and explanations
accompany such disclosures.

Although depreciation and amortization of fixed assets are non-cash expenses, we do not add these charges in
calculating Adjusted Income because these charges are related to assets that will ultimately require replacement.
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A reconciliation of Net Income (Loss) Attributable to Legg Mason, Inc. to Adjusted Income (in thousands except per
share amounts) is as follows:

For the Years Ended March 31,
2015 2014 2013

Net Income (Loss) Attributable to Legg Mason, Inc. $237,080 $284,784 $(353,327 )
Plus (less):
Amortization of intangible assets 2,625 12,314 14,019
Loss on extinguishment of 2.5% senior notes — — 54,873
Impairment of intangible assets — — 734,000
Contingent consideration fair value adjustment — 5,000 —
Deferred income taxes on intangible assets:
Impairment charges — — (225,748 )
Tax amortization benefit 139,046 134,871 135,588
U.K. tax rate adjustment — (19,164 ) (18,075 )
Imputed interest on convertible debt (2.5% senior notes) — — 5,839
Adjusted Income $378,751 $417,805 $347,169
Net Income (Loss) per diluted share Attributable to Legg
Mason, Inc. Shareholders $2.04 $2.33 $(2.65 )

Plus (less):(1)
Amortization of intangible assets 0.02 0.10 0.11
Loss on extinguishment of 2.5% senior notes — — 0.41
Impairment of intangible assets — — 5.51
Contingent consideration fair value adjustment — 0.04 —
Deferred income taxes on intangible assets:
Impairment charges — — (1.69 )
Tax amortization benefit 1.20 1.10 1.02
U.K. tax rate adjustment — (0.16 ) (0.14 )
Imputed interest on convertible debt (2.5% senior notes) — — 0.04
Adjusted Income per diluted share $3.26 $3.41 $2.61
(1) In calculating Adjusted Income per diluted share, we include the weighted-average of unvested restricted shares
deemed to be participating securities and the earnings allocated to these participating securities. For purposes of this
non-GAAP performance measure, earnings are allocated in the same ratio to participating securities and common
shares. As a result, the inclusion of these participating securities and the earnings allocated thereto do not impact the
per share amounts of the adjustments made to Net Income (Loss) per diluted share Attributable to Legg Mason, Inc.
Shareholders.

Operating Margin, as Adjusted
We calculate "Operating Margin, as Adjusted," by dividing (i) Operating Income (Loss), adjusted to exclude the
impact on compensation expense of gains or losses on investments made to fund deferred compensation plans, the
impact on compensation expense of gains or losses on seed capital investments by our affiliates under revenue sharing
agreements, amortization related to intangible assets, income (loss) of CIVs, the impact of fair value adjustments of
contingent consideration liabilities, if any, and impairment charges by (ii) our operating revenues, adjusted to add
back net investment advisory fees eliminated upon consolidation of investment vehicles, less distribution and
servicing expenses which we use as an approximate measure of revenues that are passed through to third parties,
which we refer to as "Operating Revenues, as Adjusted." The compensation items are removed from Operating
Income (Loss) in the calculation because they are offset by an equal amount in Other non-operating income (expense),
and thus have no impact on Net Income (Loss) Attributable to Legg Mason, Inc. We adjust for the impact of
amortization of management contract assets and the impact of fair value adjustments of contingent consideration
liabilities, if any, which arise from acquisitions to reflect the fact that these items distort comparison of our operating
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results with results of other asset management firms that have not engaged in significant acquisitions. Impairment
charges and income (loss) of CIVs are removed from Operating Income (Loss) in the calculation because these items
are not reflective of our core asset management operations. We use Operating Revenues, as Adjusted, in the
calculation to show the operating margin without distribution and servicing expenses, which we use to approximate
our distribution revenues that are passed through to third parties as a direct cost of selling our products, although
distribution and servicing expenses may include commissions paid in connection with the launching of closed-end
funds for which there
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is no corresponding revenue in the period. Operating Revenues, as Adjusted, also include our advisory revenues we
receive from CIVs that are eliminated in consolidation under GAAP.

We believe that Operating Margin, as Adjusted, is a useful measure of our performance because it provides a measure
of our core business activities. It excludes items that have no impact on Net Income (Loss) Attributable to Legg
Mason, Inc. and indicates what our operating margin would have been without the distribution revenues that are
passed through to third parties as a direct cost of selling our products, amortization related to intangible assets,
changes in the fair value of contingent consideration liabilities, if any, impairment charges, and the impact of the
consolidation of certain investment vehicles described above. The consolidation of these investment vehicles does not
have an impact on Net Income (Loss) Attributable to Legg Mason, Inc. This measure is provided in addition to our
operating margin calculated under GAAP, but is not a substitute for calculations of margins under GAAP and may not
be comparable to non-GAAP performance measures, including measures of adjusted margins of other companies.

Effective April 1, 2013, we revised our definition of Operating Margin, as Adjusted, to add back the amortization of
intangible assets. We have applied this change to all periods presented, and the impact on results for the year ended
March 31, 2013 was an increase of 0.7 percentage points.

The calculation of Operating Margin and Operating Margin, as Adjusted, is as follows (dollars in thousands):
For the Years Ended March 31,
2015 2014 2013

Operating Revenues, GAAP basis $2,819,106 $2,741,757 $2,612,650
Plus (less):
Operating revenues eliminated upon consolidation of
investment vehicles 721 1,950 2,397

Distribution and servicing expense excluding
consolidated investment vehicles (594,746 ) (619,022 ) (600,582 )

Operating Revenues, as Adjusted $2,225,081 $2,124,685 $2,014,465

Operating Income (Loss), GAAP basis $498,219 $430,893 $(434,499 )
Plus:
Gains (losses) on deferred compensation and seed
investments, net 9,369 16,987 36,497

Impairment of intangible assets — — 734,000
Contingent consideration fair value adjustment — 5,000 —
Amortization of intangible assets 2,625 12,314 14,019
Operating income and expenses of consolidated
investment vehicles 899 2,370 2,959

Operating Income, as Adjusted $511,112 $467,564 $352,976

Operating Margin, GAAP basis 17.7 % 15.7 % (16.6 )%
Operating Margin, as Adjusted 23.0 22.0 17.5

LIQUIDITY AND CAPITAL RESOURCES

The primary objective of our capital structure is to appropriately support our business strategies and to provide needed
liquidity at all times, including maintaining required capital in certain subsidiaries. Liquidity and the access to
liquidity is important to the success of our ongoing operations. Our overall funding needs and capital base are
continually reviewed to determine if the capital base meets the expected needs of our businesses. We intend to
continue to explore potential acquisition opportunities as a means of diversifying and strengthening our asset
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management business. These opportunities may from time to time involve acquisitions that are material in size and
may require, among other things, and subject to existing covenants, the raising of additional equity capital and/or the
issuance of additional debt.
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The consolidation of variable interest entities discussed above does not impact our liquidity and capital resources. We
have no rights to the benefits from, nor do we bear the risks associated with, the assets and liabilities of the CIVs
beyond our investments in and investment advisory fees generated from these vehicles, which are eliminated in
consolidation. Additionally, creditors of the CIVs have no recourse to our general credit beyond the level of our
investment, if any, so we do not consider these liabilities to be our obligations.

Our assets consist primarily of intangible assets, goodwill, cash and cash equivalents, investment securities, and
investment advisory and related fee receivables. Our assets have been principally funded by equity capital, long-term
debt and the results of our operations. At March 31, 2015, cash and cash equivalents, total assets, long-term debt and
stockholders' equity were $0.7 billion, $7.1 billion, $1.1 billion and $ 4.5 billion, respectively. Total assets include
amounts related to CIVs of $0.1 billion.

Cash and cash equivalents are primarily invested in liquid domestic and non-domestic money market funds that hold
principally domestic and non-domestic corporate commercial paper and bonds, government and agency securities, and
bank deposits. We have not recognized any losses on these investments. Our monitoring of cash and cash equivalents
partially mitigates the potential that material risks may be associated with these balances.

The following table summarizes our Consolidated Statements of Cash Flows for the years ended March 31 (in
millions):

2015 2014 2013
Cash flows provided by operating activities $568.1 $437.3 $303.3
Cash flows provided by/(used in) investing activities (208.0 ) 137.6 (11.0 )
Cash flows used in financing activities (507.0 ) (639.0 ) (735.9 )
Effect of exchange rate changes (41.5 ) (10.9 ) (5.7 )
Net change in cash and cash equivalents (188.4 ) (75.0 ) (449.3 )
Cash and cash equivalents, beginning of period 858.0 933.0 1,382.3
Cash and cash equivalents, end of period $669.6 $858.0 $933.0

Cash inflows provided by operating activities during fiscal 2015 were $568.1 million, primarily related to Net Income,
adjusted for non-cash items, and net activity related to CIVs. Cash inflows provided by operating activities during
fiscal 2014 were $437.3 million, primarily related to Net Income, adjusted for non-cash items, offset in part by net
purchases of trading and other investments and a decrease in net activity related to CIVs, primarily due to the
wind-down of a consolidated loan obligation ("CLO").  See Note 16 of Notes to Consolidated Financial Statements for
additional information regarding the CLO. Cash inflows provided by operating activities during fiscal 2013 were
$303.3 million, primarily related to net sales of trading and other investments and results of operations, adjusted for
non-cash items, offset in part by the allocation of extinguished debt repayment and payments for accrued
compensation.

Cash outflows used in investing activities during fiscal 2015, were $208.0 million, primarily related to payments
associated with the acquisitions of Martin Currie and QS Investors of $183.7 million (net of acquired cash) and
payments made for fixed assets of $45.8 million; offset in part by the proceeds from businesses sold of $47.0 million.
Cash inflows provided by investing activities during fiscal 2014, were $137.6 million, primarily related to net activity
related to CIVs, offset in part by payments made for fixed assets. Cash outflows used in investing activities during
fiscal 2013 were $11.0 million, primarily related to payments related to the acquisition of Fauchier and payments
made for fixed assets, offset in part by net activity related to CIVs.

Cash outflows used in financing activities during fiscal 2015 were $507.0 million, primarily related to the repayment
of long-term debt of $645.8 million, the repurchases of 6.9 million shares of our common stock for $356.5 million, the
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repayment of long-term debt of CIVs of $79.2 million, and dividends paid of $70.8 million, offset in part by the
proceeds from the issuance of $658.8 million of long-term debt. Cash outflows used in financing activities during
fiscal 2014 were $639.0 million, primarily related to the repayment of long-term debt of $500.4 million, the
repayment of long-term debt of CIVs of $133.0 million, the repurchase of 9.7 million shares of our common stock for
$360.0 million, and dividends paid of $62.0 million, offset in part by the proceeds from the long-term debt issuances
of $393.7 million. Cash outflows used in financing activities during fiscal 2013 were $735.9 million, primarily related
to the repayment of long-term debt of $1.05 billion, the repurchase of 16.2 million shares of our common stock for
$425.5 million, the $250.0 million repayment of short-term debt,
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and dividends paid of $55.3 million, offset in part by the proceeds from the subsequent long-term debt issuances of
$1.14 billion.

Financing Transactions
The table below reflects our primary sources of financing (in thousands) as of March 31, 2015:

Available
at March 31,

Amount Outstanding at
March 31,

Type 2015 2015 2014 Interest Rate Maturity
2.7% Senior Notes due July 2019 $250,000 $250,000 $— 2.70% July 2019

5.5% Senior Notes due May 2019 — — 650,000 5.50% Redeemed July
2014

3.95% Senior Notes due July 2024 250,000 250,000 — 3.95% July 2024
5.625% Senior Notes due January 2044 550,000 550,000 400,000 5.625% January 2044

Revolving credit agreements 750,000 — —
LIBOR + 1.5% +
0.20% annual
commitment fee

June 2017

Capital Plan and Other Financing Transactions
In May 2012, we announced a capital plan that included refinancing our then outstanding Convertible Notes. The
refinancing was effected through the issuance of $650 million of 5.5% Senior Notes due 2019 (the "5.5% Senior
Notes"), the net proceeds of which, together with cash on hand and $250 million of remaining borrowing capacity
under a then existing revolving credit facility, were used to repurchase all $1.25 billion of the Convertible Notes. The
terms of the repurchase included the repayment of the Convertible Notes at par plus accrued interest, a prepayment fee
of $6.3 million, and the issuance of warrants to the holders of the Convertible Notes. The warrants replaced a
conversion feature of the Convertible Notes, and provide for the purchase, in the aggregate and subject to adjustment,
of 14.2 million shares of our common stock, on a net share settled basis, at an exercise price of $88 per share. The
warrants expire in July 2017 and can be settled, at our election, in either shares of common stock or cash. In
connection with the extinguishment of the Convertible Notes, hedge transactions (purchased call options and
warrants) executed in connection with the initial issuance of the Convertible Notes were also terminated.

Also, pursuant to the capital plan, in June 2012, we entered into an unsecured credit agreement which provided for a
$500 million revolving credit facility and a $500 million term loan, which was repaid in fiscal 2014, as further
discussed below. The proceeds of the term loan were used to repay the $500 million of outstanding borrowings under
the previous revolving credit facility, which was then terminated.
In January 2014, we issued $400 million of 5.625% Senior Notes due 2044, the net proceeds of which, together with
cash on hand, were used to repay the $450 million of outstanding borrowings under the five-year term loan entered
into in conjunction with the unsecured credit agreement noted above. The 5.625% Senior Notes were sold at a
discount of $6.3 million, which is being amortized to interest expense over the 30 year term.
Also in January 2014, we entered into a $250 million incremental revolving credit facility, which was contemplated
in, and is in addition to the $500 million revolving credit facility available under, the existing credit agreement. These
revolving credit facilities are available to fund working capital needs and for general corporate purposes and expire in
June 2017. There were no borrowings outstanding under either of our revolving credit facilities as of either March 31,
2015 or 2014.
In June 2014, we issued $250 million of 2.7% Senior Notes due 2019 at a discount of $0.6 million, $250 million of
3.95% Senior Notes due 2024 at a discount of $0.5 million, and an additional $150 million of 5.625% Senior Notes
due 2044 at a premium of $9.8 million. In July 2014, these proceeds of $659 million, net of related fees, together with
cash on hand, were used to redeem the outstanding $650 million of the 5.5% Senior Notes. The retirement of the 5.5%
Senior Notes resulted in a pre-tax, non-operating charge of $107.1 million in July 2014, consisting of a cash
make-whole premium payment of $98.6 million, net of $0.6 million from a reverse treasury lock, to call the 5.5%
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Senior Notes and $8.5 million associated with existing deferred costs and original issue discount.

55

Edgar Filing: LEGG MASON, INC. - Form 10-K

98



The financial covenants under our bank debt agreement include: maximum net debt to EBITDA ratio of 2.5 to 1 and
minimum EBITDA to interest expense ratio of 4.0 to 1. Debt is defined to include all obligations for borrowed money,
excluding non-recourse debt of CIVs, and capital leases. Under these net debt covenants, our debt is reduced by the
amount of our unrestricted cash in excess of the greater of subsidiary cash or $375 million. EBITDA is defined as
consolidated net income (loss) plus/minus tax expense (benefit), interest expense, depreciation and amortization,
amortization of intangibles, any extraordinary expense or losses, and any non-cash charges, as defined in the
agreements. As of March 31, 2015, our net debt to EBITDA ratio was 1.3 to 1 and EBITDA to interest expense ratio
was 13.5 to 1, and, therefore, we have maintained compliance with the applicable covenants.

If our net income (loss) significantly declines, or if we spend our available cash, it may impact our ability to maintain
compliance with the financial covenants. If we determine that our compliance with these covenants may be under
pressure at a time when we either have outstanding borrowings under these facilities, want to utilize available
borrowings, or otherwise desire to keep borrowings available, we may elect to take a number of actions, including
reducing our expenses in order to increase our EBITDA, using available cash to repay all or a portion of our
outstanding debt subject to these covenants or seeking to negotiate with our lenders to modify the terms or to
restructure our debt. Using available cash to repay indebtedness would make the cash unavailable for other uses and
might affect the liquidity discussions and conclusions. Entering into any modification or restructuring of our debt
would likely result in additional fees or interest payments.
Our outstanding bank debt agreement is currently impacted by the ratings of two rating agencies. The interest rate and
annual commitment fee on our revolving lines of credit are based on the higher credit rating of the two rating
agencies. In June 2011, our rating by one of these agencies was downgraded one grade below the other. Should the
other agency downgrade our rating, absent an upgrade from the former agency, our interest costs will rise modestly.

In addition, our Board of Directors authorized $1.0 billion for additional purchases of our common stock, $14 million
of which remained available as of March 31, 2015. The capital plan contemplates using up to 65% of cash generated
from future operations to purchase shares of our common stock, and our current approach is to use $90 million per
quarter on share repurchases, subject to market conditions and other potential uses of cash. In January 2015, our Board
of Directors authorized $1.0 billion for additional purchases of our common stock.

Other Transactions
We expect that over the next 12 months cash generated from our operating activities and available cash on hand will
be adequate to support our operating and investing cash needs, and planned share repurchases, however we would
likely need to raise financing, potentially by utilizing borrowing capacity under our revolving credit facility, if we
elect to make any acquisitions. We currently intend to utilize our other available resources for any number of potential
activities, including, but not limited to, acquisitions, seed capital investments in new products, repurchase of shares of
our common stock, repayment of outstanding debt, or payment of increased dividends. In addition to our ordinary
operating cash needs, we anticipate other cash needs during the next 12 months, as discussed below.
On October 1, 2014, we acquired all outstanding equity interests of Martin Currie. The acquisition required an initial
payment
of approximately $203 million (using the foreign exchange rate as of October 1, 2014 for the £125 million contract
amount),
which we funded from existing cash resources. In addition, contingent consideration payments may be due on the
March 31 following the first, second and third anniversaries of closing, aggregating up to approximately $483 million
(using the foreign exchange rate as of March 31, 2015 for the maximum £325 million contract amount), inclusive of
the payment of certain potential pension and other obligations, and dependent on the achievement of certain financial
metrics, as specified in the share purchase agreement, at March 31, 2016, 2017, and 2018. The Contingent
consideration liability established at closing had an acquisition date fair value of $75.2 million (using the foreign
exchange rate as of October 1, 2014). Actual payments to be made may also include amounts for certain potential
pension and other obligations that are accounted for separately. As of March 31, 2015, the fair value of the Contingent
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consideration liability was $70.1 million, a decrease of $5.1 million from October 1, 2014, substantially all of which is
attributable to changes in the exchange rate, net of accretion. In addition, Martin Currie and the trustees of the pension
plan referenced above have recently received a notice that the Pensions Regulator in the U.K. is reviewing the plan’s
current structure and funding status. While the review is just commencing, there can be no assurance that the review
will not result in accelerated funding. See Note 2 of Notes to Consolidated Financial Statements for additional
information.

Effective May 31, 2014, we completed the acquisition of QS Investors. The transaction included an initial cash
payment of $11 million, which was funded from existing cash resources. In addition, contingent consideration of up to
$10 million and
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$20 million for the second and fourth anniversary payments may be due in July 2016 and July 2018, respectively,
dependent on the achievement of certain net revenue targets, and subject to a potential catch-up adjustment in the
fourth anniversary payment for any second anniversary payment shortfall. The Contingent consideration liability
established at closing had an acquisition date fair value of $13.4 million, and has accreted to $13.6 million as of
March 31, 2015.

In connection with the integration over time of two existing affiliates, Batterymarch and LMGAA, into QS Investors,
we have incurred approximately $38 million in total restructuring and transition costs, of which approximately 10%
were non-cash charges, and approximately $29 million have been paid to date. Any additional charges related to the
integration are not expected to be material. See Note 2 of Notes to Consolidated Financial Statements for additional
information.

In March 2013, we completed the acquisition of all of the outstanding share capital of Fauchier, a leading European
based manager of funds-of-hedge funds, from BNP Paribas Investment Partners, S.A. The transaction included an
initial cash payment of $63.4 million, which was funded from existing cash resources. As of March 31, 2015,
approximately $22 million (using the exchange rate as of March 31, 2015 for the maximum £15 million payment
amount) was due under the agreements governing the acquisition of Fauchier for the second anniversary contingent
consideration. This amount was funded from existing cash resources and paid in May 2015. In addition, contingent
consideration of up to approximately $30 million (using the exchange rate as of March 31, 2015 for the £20 million
maximum contractual amount), may be due on or about the fourth anniversary of closing, dependent on achieving
certain levels of revenue, net of distribution costs. The fair value of the contingent consideration liability was
approximately $27.1 million as of March 31, 2015, $22.2 million of which relates to the previously discussed second
anniversary payment. The decrease of $2.4 million from March 31, 2014, was attributable to changes in the exchange
rate, net of accretion. We have executed currency forwards to economically hedge the risk of movements in the
exchange rate between the U.S. dollar and the British pound in which the estimated contingent liability payment
amounts are denominated.

In June 2013 and March 2014, we implemented affiliate management equity plans that will entitle certain key
employees of Permal and ClearBridge, respectively, to participate in 15% of the future growth of the respective
enterprise value (subject to appropriate discounts), if any, as further discussed in Notes 1 and 11 of Notes to
Consolidated Financial Statements. Repurchases of units granted under the plans may impact future liquidity
requirements.

Certain of our asset management affiliates maintain various credit facilities for general operating purposes. Certain
affiliates are subject to the capital requirements of various regulatory agencies. All such affiliates met their respective
capital adequacy requirements during the periods presented.

See Notes 2 and 6 of Notes to Consolidated Financial Statements for additional information related to the acquisitions
of Fauchier, QS Investors, and Martin Currie and our debt, respectively.

Future Outlook
As described above, we currently project that our cash flows from operating activities will be sufficient to fund our
present and foreseeable, near-term liquidity needs. As of March 31, 2015, we had approximately $400 million in cash
and cash equivalents in excess of our working capital requirements. As previously discussed, we intend to utilize up to
$90 million of cash generated from future operations to purchase shares of our common stock during each quarter of
the year ending March 31, 2016, subject to market conditions and other cash needs. As of March 31, 2015, we also
had undrawn revolving credit facilities totaling $750 million, expiring June 2017. We do not currently expect to raise
incremental debt or equity financing over the next 12 months beyond our current levels, unless we enter into one or
more acquisitions. However, there can be no assurances of these expectations as our projections could prove to be
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incorrect, events may occur that require additional liquidity in excess of amounts under our revolving credit facility,
such as an opportunity to refinance indebtedness, or market conditions might significantly worsen, affecting our
results of operations and generation of available cash. If these events result in our operations and available cash being
insufficient to fund liquidity needs, we would likely seek to manage our available resources by taking actions such as
reducing future share repurchases, reducing operating expenses, reducing our expected expenditures on investments,
selling assets (such as investment securities), repatriating earnings from foreign subsidiaries, reducing our dividend, or
modifying arrangements with our affiliates and/or employees. Should these types of actions prove insufficient, or
should an acquisition or refinancing opportunity arise, we would likely utilize borrowing capacity under our revolving
credit facility or seek to raise additional equity or debt.

Our liquid assets include cash, cash equivalents, and certain current investment securities. At March 31, 2015, our
total liquid assets of approximately $1.0 billion included $378 million of cash and investments held by foreign
subsidiaries. Other
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net working capital amounts of foreign subsidiaries are not significant. In order to increase our cash available in the
U.S. for general corporate purposes, we plan to utilize up to $257 million of foreign cash over the next several years,
of which only $16 million is accumulated foreign earnings. Due to certain tax planning strategies, we anticipate that
we will generate a tax benefit of approximately $12 million with respect to this repatriation and adjusted the tax
reserve accordingly in fiscal 2014. No further repatriation of accumulated prior period foreign earnings is currently
planned.  However, if circumstances change, we will provide for and pay any applicable additional U.S. taxes in
connection with repatriation of offshore funds. It is not practical at this time to determine the income tax liability that
would result from any further repatriation of accumulated foreign earnings.

Credit and Liquidity Risk
Cash and cash equivalent deposits involve certain credit and liquidity risks. We maintain our cash and cash
equivalents with a number of high quality financial institutions or funds and from time to time may have
concentrations with one or more of these institutions. The balances with these financial institutions or funds and their
credit quality are monitored on an ongoing basis.

Off-Balance Sheet Arrangements
Off-balance sheet arrangements, as defined by the Securities and Exchange Commission ("SEC"), include certain
contractual arrangements pursuant to which a company has an obligation, such as certain contingent obligations,
certain guarantee contracts, retained or contingent interest in assets transferred to an unconsolidated entity, certain
derivative instruments classified as equity or material variable interests in unconsolidated entities that provide
financing, liquidity, market risk or credit risk support. Disclosure is required for any off-balance sheet arrangements
that have, or are reasonably likely to have, a material current or future effect on our financial condition, results of
operations, liquidity or capital resources. We generally do not enter into off-balance sheet arrangements, as defined,
other than those described in the Contractual Obligations section that follows and Consolidation discussed in Critical
Accounting Policies and Notes 1 and 16 of Notes to Consolidated Financial Statements.
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Contractual and Contingent Obligations
We have contractual obligations to make future payments, principally in connection with our long-term debt,
non-cancelable lease agreements, acquisition agreements and service agreements. See Notes 6 and 8 of Notes to
Consolidated Financial Statements for additional disclosures related to our commitments.

The following table sets forth these contractual obligations (in millions) by fiscal year, and excludes contractual
obligations of CIVs, as we are not responsible or liable for these obligations:

2016 2017 2018 2019 2020 Thereafter Total
Contractual Obligations
Long-term borrowings by
contract maturity $— $— $— $— $250.0 $800.0 $1,050.0

Interest on long-term
borrowings and credit facility
commitment fees

49.1 49.1 48.0 47.6 44.2 786.9 1,024.9

Minimum rental and service
commitments 134.0 112.6 97.7 81.6 75.2 291.1 792.2

Total Contractual Obligations 183.1 161.7 145.7 129.2 369.4 1,878.0 2,867.1
Contingent Obligations
Payments related to business
acquisitions(1)
    Martin Currie 483.0 — — — — — 483.0
    Other 22.3 40.0 — 20.0 — — 82.3
Total payments related to
business acquisitions 505.3 40.0 — 20.0 — — 565.3

Total Obligations(2)(3)(4)(5) $688.4 $201.7 $145.7 $149.2 $369.4 $1,878.0 $3,432.4

(1)

The amount of contingent payments reflected for any year represents the maximum amount that could be payable
at the earliest possible date under the terms of the business purchase agreements, using the applicable exchange
rate as of March 31, 2015, for amounts denominated in other than the U.S. dollar. The related contingent
consideration liabilities had a fair value of $110.8 million as of March 31, 2015, net of certain potential pension
and other obligations related to Martin Currie. See Notes 2 and 8 of Notes to Consolidated Financial Statements.

(2)
The table above does not include approximately $34.3 million in capital commitments to investment partnerships
in which Legg Mason is a limited partner. These obligations will be outstanding, or funded as required, through the
end of the commitment periods running through fiscal 2021.

(3)The table above does not include amounts for uncertain tax positions of $68.1 million (net of the federal benefit forstate tax liabilities), because the timing of any related cash outflows cannot be reliably estimated.

(4)The table above does not include redeemable noncontrolling interests, primarily related to CIVs, of $45.5 million,because the timing of any related cash outflows cannot be reliably estimated.

(5)

The table above excludes potential obligations arising from the ultimate settlement of awards under the affiliate
management equity plans with key employees of Permal and ClearBridge due to the uncertainty of the timing and
amounts ultimately payable. See Note 11 of Notes to Consolidated Financial Statements for additional information
regarding affiliate management equity plans.

MARKET RISK
We maintain an enterprise risk management program to oversee and coordinate risk management activities of Legg
Mason and its subsidiaries. Under the program, certain risk activities are managed at the subsidiary level. The
following describes certain aspects of our business that are sensitive to market risk.

Revenues and Net Income (Loss)
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The majority of our revenue is calculated from the market value of our AUM. Accordingly, a decline in the value of
the underlying securities will cause our AUM, and thus our revenues, to decrease. In addition, our fixed income and
liquidity AUM are subject to the impact of interest rate fluctuations, as rising interest rates may tend to reduce the
market value of bonds held in various mutual fund portfolios or separately managed accounts. In the ordinary course
of our business, we may also reduce or waive investment management fees, or limit total expenses, on certain
products or services for particular time periods to manage fund expenses, or for other reasons, and to help retain or
increase managed assets. Market conditions, such as the current historical low interest rate environment, may lead us
to take such actions. Performance fees may be earned on certain investment advisory contracts for exceeding
performance benchmarks, and strong markets tend to increase these fees. Declines in market values of AUM will
result in reduced fee revenues and net income. We generally earn higher
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fees on equity assets than fees charged for fixed income and liquidity assets. Declines in market values of AUM in this
asset class will have a greater impact on our revenues. In addition, under revenue sharing agreements, certain of our
affiliates retain different percentages of revenues to cover their costs, including compensation. Our net income (loss),
profit margin and compensation as a percentage of operating revenues are impacted based on which affiliates generate
our revenues, and a change in AUM at one subsidiary can have a dramatically different effect on our revenues and
earnings than an equal change at another subsidiary.

Trading and Non-Trading Assets
Our trading and non-trading assets are comprised of investment securities, including seed capital in sponsored mutual
funds and products, limited partnerships, limited liability companies and certain other investment products.

Trading and other current investments, excluding CIVs, at March 31, 2015 and 2014, subject to risk of security price
fluctuations are summarized in the table below (in thousands):

2015 2014
Investment securities, excluding CIVs:
Trading investments relating to long-term incentive compensation plans $80,529 $109,648
Trading investments of proprietary fund products and other trading investments 358,034 335,456
Equity method investments relating to long-term incentive compensation plans,
proprietary fund products and other investments 16,172 22,622

Total current investments, excluding CIVs $454,735 $467,726

Approximately $31.8 million and $33.7 million of trading and other current investments related to long-term incentive
compensation plans as of March 31, 2015 and 2014, respectively, have offsetting liabilities such that fluctuation in the
market value of these assets and the related liabilities will not have a material effect on our net income (loss) or
liquidity. However, it will have an impact on our compensation expense with a corresponding offset in other
non-operating income (expense). Trading and other current investments of $57.4 million and $90.0 million at
March 31, 2015 and 2014, respectively, relate to other long-term incentive plans for which the related liabilities do not
completely offset due to vesting provisions. Therefore, fluctuations in the market value of these trading investments
will impact our compensation expense, non-operating income (expense) and net income (loss).

Approximately $365.5 million and $344.0 million of trading and other current investments at March 31, 2015 and
2014, respectively, are investments in proprietary fund products and other investments for which fluctuations in
market value will impact our non-operating income (expense). Of these amounts, the fluctuations in market value
related to approximately $37.5 million and $19.9 million of proprietary fund products as of March 31, 2015 and 2014,
respectively, have offsetting compensation expense under revenue share agreements. The fluctuations in market value
related to approximately $163.0 million and $109.8 million in proprietary fund products as of March 31, 2015 and
2014, respectively, are substantially offset by gains (losses) on market hedges and therefore do not materially impact
Net Income (Loss) Attributable to Legg Mason, Inc. Investments in proprietary fund products are not liquidated
before the related fund establishes a track record, has other investors, or a decision is made to no longer pursue the
strategy.

Non-trading assets, excluding CIVs, at March 31, 2015 and 2014, subject to risk of security price fluctuations are
summarized in the table below (in thousands):

2015 2014
Investment securities, excluding CIVs:
Available-for-sale $— $12,072
Investments in partnerships, LLCs and other 14,511 24,464
Equity method investments in partnerships and LLCs 48,344 62,973
Other investments 77 90
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Total non-trading assets, excluding CIVs $62,932 $99,599

Investment securities of CIVs totaled $48.0 million and $50.5 million as of March 31, 2015 and 2014, respectively,
and investments of CIVs totaled $31.8 million as of March 31, 2014. As of March 31, 2015 and 2014, we held equity
investments
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in the CIVs of $15.6 million and $39.4 million, respectively. Fluctuations in the market value of investments of CIVs
in excess of our equity investment will not impact Net Income (Loss) Attributable to Legg Mason, Inc. However, it
may have an impact on other non-operating income (expense) of CIVs with a corresponding offset in Net income
(loss) attributable to non-controlling interests.

Valuation of trading and non-trading investments is described below within Critical Accounting Policies under the
heading "Valuation of Financial Instruments." See Notes 1 and 14 of Notes to Consolidated Financial Statements for
further discussion of derivatives.

The following is a summary of the effect of a 10% increase or decrease in the market values of our financial
instruments subject to market valuation risks at March 31, 2015 (in thousands):

Carrying Value
Fair Value
Assuming a
10% Increase(1)

Fair Value
Assuming a
10% Decrease(1)

Investment securities, excluding CIVs:
Trading investments relating to long-term
incentive compensation plans $80,529 $88,582 $72,476

Trading investments of proprietary fund products
and other trading investments 358,034 393,837 322,231

Equity method investments relating to long-term
incentive compensation plans, proprietary fund
products and other investments

16,172 17,789 14,555

Total current investments, excluding CIVs 454,735 500,208 409,262
Investments in CIVs 15,553 17,108 13,998
Investments in partnerships, LLCs and other 14,511 15,962 13,060
Equity method investments in partnerships and
LLCs 48,344 53,178 43,510

Other investments 77 85 69
Total investments subject to market risk $533,220 $586,541 $479,899

(1)

Gains and losses related to certain investments in deferred compensation plans and proprietary fund products are
directly offset by a corresponding adjustment to compensation expense and related liability. In addition,
investments in proprietary fund products of approximately $163.0 million have been economically hedged to limit
market risk. As a result, a 10% increase or decrease in the unrealized market value of our financial instruments
subject to market valuation risks would result in a $26.4 million increase or decrease in our pre-tax earnings as of
March 31, 2015.

Also, as of March 31, 2015 and 2014, cash and cash equivalents included $353.3 million and $456.6 million,
respectively, of money market funds.

Foreign Exchange Sensitivity
We operate primarily in the U.S., but provide services, earn revenues and incur expenses outside the U.S.
Accordingly, fluctuations in foreign exchange rates for currencies, principally in the U.K., Brazil, Japan, Canada,
Singapore, Australia, and those denominated in the euro, may impact our AUM, revenues, expenses, comprehensive
income (loss) and net income (loss). We and certain of our affiliates have entered into forward contracts to manage a
portion of the impact of fluctuations in foreign exchange rates on their results of operations. We do not expect foreign
currency fluctuations to have a material effect on our net income (loss) or liquidity.

Interest Rate Risk
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Exposure to interest rate changes on our outstanding debt is substantially mitigated as our $250 million of 3.95%
senior notes due July 2024 and $550 million of 5.625% Senior Notes due July 2044 are at fixed interest rates. In June
2014, we entered into an interest rate swap contract, designated as a fair value hedge, to effectively convert our $250
million of 2.7% Senior Notes due July 2019 from fixed rate debt to floating rate debt. As of March 31, 2015, and as a
result of the interest rate swap, we estimate that a 1% change in interest rates would result in a net annual change to
interest expense of $2.5 million. On an economic basis, the interest rate swap contract wholly or partially hedges
interest rate exposure on operating cash. See Notes 6 and 14 of Notes to Consolidated Financial Statements for
additional discussion of debt and derivatives and hedging, respectively.
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Accounting policies are an integral part of the preparation of our financial statements in accordance with accounting
principles generally accepted in the United States of America. Understanding these policies, therefore, is a key factor
in understanding our reported results of operations and financial position. See Note 1 of Notes to Consolidated
Financial Statements for a discussion of our significant accounting policies and other information. Certain critical
accounting policies require us to make estimates and assumptions that affect the amounts of assets, liabilities,
revenues and expenses reported in the financial statements. Due to their nature, estimates involve judgment based
upon available information. Therefore, actual results or amounts could differ from estimates and the difference could
have a material impact on the consolidated financial statements.

We consider the following to be our critical accounting policies that involve significant estimates or judgments.

Consolidation
In the normal course of our business, we sponsor and manage various types of investment vehicles. For our services,
we are entitled to receive management fees and may be eligible, under certain circumstances, to receive additional
subordinate management fees or other incentive fees. Our exposure to risk in these entities is generally limited to any
equity investment we have made or are required to make, and any earned but uncollected management fees.
Uncollected management fees from managed investment vehicles were not material at March 31, 2015, we have not
issued any investment performance guarantees to these investment vehicles or their investors, and we did not sell or
transfer assets to any of these investment vehicles. In accordance with financial accounting standards, we consolidate
certain sponsored investment vehicles, some of which are designated as CIVs.

Certain investment vehicles we sponsor and are the manager of are considered to be variable interest entities ("VIEs")
(further described below) while others are considered to be voting rights entities (“VREs”) subject to traditional
consolidation concepts based on ownership rights. Investment vehicles that are considered VREs are consolidated if
we have a controlling financial interest in the investment vehicle, absent substantive investor rights to replace the
manager of the entity (kick-out rights). We may also fund the initial cash investment in certain VRE investment
vehicles to generate an investment performance track record in order to attract third-party investors in the product. Our
initial investment in a new product typically represents 100% of the ownership in that product. As further discussed
below, these “seed capital investments” are consolidated as long as we maintain a controlling financial interest in the
product, but they are not designated as CIVs unless the investment is longer-term.

A VIE is an entity which does not have adequate equity to finance its activities without additional subordinated
financial support; or the equity investors, as a group, do not have the normal characteristics of equity for a potential
controlling financial interest.

Investment Company VIEs
For most sponsored investment funds deemed to be investment companies, including money market funds, we
determine we are the primary beneficiary of a VIE if we absorb a majority of the VIE's expected losses, or receive a
majority of the VIE's expected residual returns, if any. Our determination of expected residual returns excludes gross
fees paid to a decision maker if certain criteria are met. In determining whether we are the primary beneficiary of an
investment company VIE, we consider both qualitative and quantitative factors such as the voting rights of the equity
holders; economic participation of all parties, including how fees are earned and paid to us; related party (including
employees’) ownership; guarantees and implied relationships.

In determining the primary beneficiary, we must make assumptions and estimates about, among other things, the
future performance of the underlying assets held by the VIE, including investment returns, cash flows, and credit and
interest rate risks. In determining whether a VIE is significant for disclosure purposes, we consider the same factors
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used for determination of the primary beneficiary.

Other VIEs
For other sponsored investment funds that do not meet the investment company criteria, such as collateralized debt
obligation entities and CLO entities, we determine on a fund by fund basis if we are the primary beneficiary of a VIE
if we have both the power to direct the activities of the VIE that most significantly impact the entity's economic
performance, the obligation to absorb losses, or the right to receive benefits, that potentially could be significant to the
VIE. We consider the management
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fee structure, including the seniority level of our fees, the current and expected economic performance of the entity, as
well as other provisions included in the governing documents that might restrict or guarantee an expected loss or
residual return.

In evaluating whether we have the obligation to absorb losses, or the right to receive benefits, that could potentially be
significant to a VIE, we consider factors regarding the design, terms, and characteristics of the investment vehicles,
including the following qualitative factors: if we have involvement with the investment vehicle beyond providing
management services; if we hold equity or debt interests in the investment vehicle; if we have transferred any assets to
the investment vehicle; if the potential aggregate fees in future periods are insignificant relative to the potential cash
flows of the investment vehicle; and if the variability of the expected fees in relation to the potential cash flows of the
investment vehicle is more than insignificant.

We must consolidate any VIE for which we are deemed to be the primary beneficiary.

See Notes 1, 3 and 16 of Notes to Consolidated Financial Statements for additional discussion of CIVs and other
VIEs.

Revenue Recognition
The vast majority of our revenues are calculated as a percentage of the fair value of our AUM. The underlying
securities within the portfolios we manage, which are not reflected within our consolidated financial statements, are
generally valued as follows: (i) with respect to securities for which market quotations are readily available, the market
value of such securities; and (ii) with respect to other securities and assets, fair value as determined in good faith.

For most of our mutual funds and other pooled products, their boards of directors or similar bodies are responsible for
establishing policies and procedures related to the pricing of securities. Each board of directors generally delegates the
execution of the various functions related to pricing to a fund valuation committee which, in turn, may rely on
information from various parties in pricing securities such as independent pricing services, the fund accounting agent,
the fund manager, broker-dealers, and others (or a combination thereof). The funds have controls reasonably designed
to ensure that the prices assigned to securities they hold are accurate. Management has established policies to ensure
consistency in the application of revenue recognition.

As manager and advisor for separate accounts, we are generally responsible for the pricing of securities held in client
accounts (or may share this responsibility with others) and have established policies to govern valuation processes
similar to those discussed above for mutual funds that are reasonably designed to ensure consistency in the application
of revenue recognition. Management relies extensively on the data provided by independent pricing services and the
custodians in the pricing of separate account AUM. Separate account customers typically select the custodian.

Valuation processes for AUM are dependent on the nature of the assets and any contractual provisions with our
clients. Equity securities under management for which market quotations are available are usually valued at the last
reported sales price or official closing price on the primary market or exchange on which they trade. Debt securities
under management are usually valued at bid, or the mean between the last quoted bid and asked prices, provided by
independent pricing services that are based on transactions in debt obligations, quotations from bond dealers, market
transactions in comparable securities and various other relationships between securities. Short-term debt obligations
are generally valued at amortized cost, which approximates fair value. The vast majority of our AUM is valued based
on data from third parties such as independent pricing services, fund accounting agents, custodians and brokers. This
varies slightly from time to time based upon the underlying composition of the asset class (equity, fixed income and
liquidity) as well as the actual underlying securities in the portfolio within each asset class. Regardless of the valuation
process or pricing source, we have established controls reasonably designed to assess the reasonableness of the prices
provided. Where market prices are not readily available, or are determined not to reflect fair value, value may be

Edgar Filing: LEGG MASON, INC. - Form 10-K

112



determined in accordance with established valuation procedures based on, among other things, unobservable inputs.
Management fees on AUM where fair values are based on unobservable inputs are not material. As of March 31,
2015, equity, fixed income and liquidity AUM values aggregated $199.4 billion, $376.1 billion and $127.2 billion,
respectively.

As the vast majority of our AUM is valued by independent pricing services based upon observable market prices or
inputs, we believe market risk is the most significant risk underlying the value of our AUM. Economic events and
financial market turmoil have increased market price volatility; however, the valuation of the vast majority of the
securities held by our funds and in separate accounts continues to be derived from readily available market price
quotations. As of March 31, 2015, less than 1% of total AUM is valued based on unobservable inputs.

63

Edgar Filing: LEGG MASON, INC. - Form 10-K

113



Valuation of Financial Instruments
Substantially all financial instruments are reflected in the financial statements at fair value or amounts that
approximate fair value, except a portion of our long-term debt. Trading investments, investment securities and
derivative assets and liabilities included in the Consolidated Balance Sheets include forms of financial instruments.
Unrealized gains and losses related to these financial instruments are reflected in Net Income (Loss) or Other
Comprehensive Income (Loss), depending on the underlying purpose of the instrument.

For equity investments where we do not control the investee, and where we are not the primary beneficiary of a
variable interest entity, but can exert significant influence over the financial and operating policies of the investee, we
follow the equity method of accounting. The evaluation of whether we exert control or significant influence over the
financial and operational policies of an investee requires significant judgment based on the facts and circumstances
surrounding each individual investment. Factors considered in these evaluations may include investor voting or other
rights, any influence we may have on the governing board of the investee, the legal rights of other investors in the
entity pursuant to the fund's operating documents and the relationship between us and other investors in the entity.
Substantially all of our equity method investees are investment companies which record their underlying investments
at fair value. Therefore, under the equity method of accounting, our share of the investee's underlying net income or
loss predominantly represents fair value adjustments in the investments held by the equity method investee. Our share
of the investee's net income or loss is based on the most current information available and is recorded as a net gain
(loss) on investments within non-operating income (expense).

For investments, we value equity and fixed income securities using closing market prices for listed instruments or
broker or dealer price quotations, when available. Fixed income securities may also be valued using valuation models
and estimates based on spreads to actively traded benchmark debt instruments with readily available market prices.
We evaluate our non-trading investment securities for "other than temporary" impairment. Impairment may exist
when the fair value of an investment security has been below the adjusted cost for an extended period of time. If an
"other than temporary" impairment is determined to exist, the difference between the adjusted cost of the investment
security and its current fair value is recognized as a charge to earnings in the period in which the impairment is
determined.

For investments in illiquid or privately-held securities for which market prices or quotations are not readily available,
the determination of fair value requires us to estimate the value of the securities using a variety of methods and
resources, including the most current available financial information for the investment and the industry. As of both
March 31, 2015 and 2014, excluding investments in CIVs, we owned approximately $0.3 million of financial
investments that were valued on our assumptions or estimates and unobservable inputs.

At March 31, 2015 and 2014, we also had approximately $62.9 million and $87.4 million, respectively, of other
investments, such as investment partnerships, that are included in Other noncurrent assets on the Consolidated
Balance Sheets, of which approximately $48.3 million and $63.0 million, respectively, are accounted for under the
equity method. The remainder is accounted for under the cost method, which considers if factors indicate there may be
an impairment in the value of these investments. In addition, as of March 31, 2015 and 2014, we had $16.2 million
and $22.6 million, respectively, of equity method investments that are included in Investment securities on the
Consolidated Balance Sheets.

The accounting guidance for fair value measurements and disclosures defines fair value and establishes a framework
for measuring fair value. The accounting guidance defines fair value as the exchange price that would be received for
an asset or paid to transfer a liability in the principal or most advantageous market for the asset or liability in an
orderly transaction between market participants on the measurement date. A fair value measurement should reflect all
of the assumptions that market participants would use in pricing the asset or liability, including assumptions about the
risk inherent in a particular valuation technique, the effect of a restriction on the sale or use of an asset, and the risk of
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non-performance.

The accounting guidance for fair value measurements establishes a hierarchy that prioritizes the inputs for valuation
techniques used to measure fair value. The fair value hierarchy gives the highest priority to quoted prices in active
markets for identical assets or liabilities and the lowest priority to unobservable inputs.
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Our financial instruments measured and reported at fair value are classified and disclosed in one of the following
categories:

Level 1 — Financial instruments for which prices are quoted in active markets, which, for us, include investments in
publicly traded mutual funds with quoted market prices and equities listed in active markets.

Level 2 — Financial instruments for which prices are quoted for similar assets and liabilities in active markets; prices are
quoted for identical or similar assets in inactive markets; or prices are based on observable inputs, other than quoted
prices, such as models or other valuation methodologies. For us, this category may include repurchase agreements,
fixed income securities and certain proprietary fund products. This category also includes CLO loans and derivative
liabilities of a CIV.

Level 3 — Financial instruments for which values are based on unobservable inputs, including those for which there is
little or no market activity. This category includes investments in partnerships, limited liability companies, private
equity funds and CLO debt of a CIV. This category may also include certain proprietary fund products with
redemption restrictions.

The valuation of an asset or liability may involve inputs from more than one level of the hierarchy. The level in the
fair value hierarchy within which a fair value measurement in its entirety falls is determined based on the lowest level
input that is significant to the fair value measurement in its entirety.

Proprietary fund products and certain investments held by CIVs are valued at net asset value ("NAV") determined by
the fund administrator. These funds are typically invested in exchange traded investments with observable market
prices. Their valuations may be classified as Level 1, Level 2 or Level 3 based on whether the fund is exchange
traded, the frequency of the related NAV determinations and the impact of redemption restrictions. For investments in
illiquid and privately-held securities (private equity and investment partnerships) for which market prices or
quotations may not be readily available, including certain investments held by CIVs, management must estimate the
value of the securities using a variety of methods and resources, including the most current available financial
information for the investment and the industry to which it applies in order to determine fair value. These valuation
processes for illiquid and privately-held securities inherently require management's judgment and are therefore
classified in Level 3.

Futures contracts are valued at the last settlement price at the end of each day on the exchange upon which they are
traded and are classified as Level 1.

As a practical expedient, we rely on the NAVs of certain investments as their fair value. The NAVs that have been
provided by investees are derived from the fair values of the underlying investments as of the reporting date.

As of March 31, 2015, approximately 1% of total assets (8% of financial assets measured at fair value) and 4% of total
liabilities (30% of financial liabilities measured at fair value) meet the definition of Level 3. Excluding the assets and
liabilities of CIVs, approximately 1% of total assets (7% of financial assets measured at fair value) and 4% of
liabilities (30% of financial liabilities measured at fair value) meet the definition of Level 3.

Any transfers between categories are measured at the beginning of the period.

See Note 3 and 16 of Notes to Consolidated Financial Statements for additional information.
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Intangible Assets and Goodwill
Balances as of March 31, 2015, are as follows (in thousands):
Amortizable intangible asset management contracts $21,729
Indefinite-life intangible assets 3,232,271
Trade names 59,334
Goodwill 1,339,510

$4,652,844

Our identifiable intangible assets consist primarily of asset management contracts, contracts to manage proprietary
mutual funds or funds-of-hedge funds, and trade names resulting from acquisitions. Asset management contracts are
amortizable intangible assets that are capitalized at acquisition and amortized over the expected life of the contract.
Contracts to manage proprietary mutual funds or funds-of-hedge funds are indefinite-life intangible assets because we
assume that there is no foreseeable limit on the contract period due to the likelihood of continued renewal at little or
no cost. Similarly, trade names are considered indefinite-life intangible assets because they are expected to generate
cash flows indefinitely.

In allocating the purchase price of an acquisition to intangible assets, we must determine the fair value of the assets
acquired. We determine fair values of intangible assets acquired based upon projected future cash flows, which take
into consideration estimates and assumptions including profit margins, growth or attrition rates for acquired contracts
based upon historical experience and other factors, estimated contract lives, discount rates, projected net client flows
and market performance. The determination of estimated contract lives requires judgment based upon historical client
turnover and attrition rates and the probability that contracts with termination provisions will be renewed. The
discount rate employed is a weighted-average cost of capital that takes into consideration a premium representing the
degree of risk inherent in the asset, as more fully described below.

Goodwill represents the residual amount of acquisition cost in excess of identified tangible and intangible assets and
assumed liabilities.

Given the relative significance of our intangible assets and goodwill to our consolidated financial statements, on a
quarterly basis we consider if triggering events have occurred that may indicate a significant change in fair values.
Triggering events may include significant adverse changes in our business or the legal or regulatory environment, loss
of key personnel, significant business dispositions, or other events, including changes in economic arrangements with
our affiliates that will impact future operating results. If a triggering event has occurred, we perform quantitative tests,
which include critical reviews of all significant assumptions, to determine if any intangible assets or goodwill are
impaired. If we have not qualitatively concluded that it is more likely than not that the respective fair values exceed
the related carrying values, we perform these tests for indefinite-life intangible assets and goodwill annually at
December 31.

We completed our annual impairment tests of goodwill and indefinite-life intangible assets as of December 31, 2014,
and determined that there was no impairment in the value of these assets as of December 31, 2014. Further, no
impairments in the values of amortizable intangible assets were recognized during the year ended March 31, 2015, as
our estimates of the related future cash flows exceeded the asset carrying values. We have also determined that no
triggering events have occurred as of March 31, 2015, therefore, no additional indefinite-life intangible asset and
goodwill impairment testing was necessary. As a result of uncertainty regarding future market conditions, assessing
the fair value of the reporting unit and intangible assets requires management to exercise significant judgment.

The acquisition of Martin Currie by Legg Mason resulted in the addition of an indefinite-life mutual fund contracts
asset, an amortizable separate accounts asset, a trade name asset and goodwill of $135 million, $15 million, $7
million, and $158 million (£84 million, £9 million, £4 million, and £98 million), respectively, using the foreign
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exchange rate as of October 1, 2014. Because the fair values of the Martin Currie indefinite-life mutual fund contracts
asset and amortizable separate accounts asset fair values were established as of the October 1, 2014 acquisition date,
our December 31, 2014 impairment consideration was limited to a review of AUM trends and other critical valuation
inputs, which noted no significant changes.

Amortizable Intangible Assets
Intangible assets subject to amortization are considered for impairment at each reporting period using an undiscounted
cash flow analysis. Significant assumptions used in assessing the recoverability of management contract intangible
assets include projected cash flows generated by the contracts and the remaining lives of the contracts. Projected cash
flows are based on
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fees generated by current AUM for the applicable contracts. Contracts are generally assumed to turnover evenly
throughout the life of the intangible asset. The remaining life of the asset is based upon factors such as average client
retention and client turnover rates. If the amortization periods are no longer appropriate, the expected lives are
adjusted and the impact on the fair value is assessed. Actual cash flows in any one period may vary from the projected
cash flows without resulting in an impairment charge because a variance in any one period must be considered in
conjunction with other assumptions that impact projected cash flows.

The estimated remaining useful lives of amortizable intangible assets currently range from four to 12 years with a
weighted-average life of approximately 9.3 years.

Indefinite-Life Intangible Assets
For intangible assets with lives that are indeterminable or indefinite, fair value is determined from a market
participant's perspective based on projected discounted cash flows, taking into account the values market participants
would pay in a taxable transaction to acquire the respective assets. We have two primary types of indefinite-life
intangible assets: proprietary fund contracts and, to a lesser extent, trade names.

We determine the fair value of our intangible assets based upon discounted projected cash flows, which take into
consideration estimates of future fees, profit margins, growth rates, taxes, and discount rates. The determination of the
fair values of our indefinite-life intangible assets is highly dependent on these estimates and changes in these inputs
could result in a material impairment of the related carrying values. An asset is determined to be impaired if the
current implied fair value is less than the recorded carrying value of the asset. If an asset is impaired, the difference
between the current implied fair value and the carrying value of the asset reflected on the financial statements is
recognized as an Operating expense in the period in which the impairment is determined to exist.

Contracts that are managed and operated as a single unit, such as contracts within the same family of funds, are
reviewed in aggregate and are considered interchangeable because investors can transfer between funds with limited
restrictions. Similarly, cash flows generated by new funds added to the fund group are included when determining the
fair value of the intangible asset. The Fauchier acquisition completed by Permal in March 2013 included a
funds-of-hedge fund business, which, as intended, has been merged with the existing Permal fund business through
common management, shared resources (including infrastructure, employees and processes) and co-branding
initiatives. Accordingly, the related carrying values and cash flows of these funds have been aggregated for
impairment testing.

Projected cash flows are based on annualized cash flows for the applicable contracts projected forward 40 years,
assuming annual cash flow growth from estimated net client flows and projected market performance. To estimate the
projected cash flows, projected growth rates by affiliate are used to project their AUM. Cash flow growth rates
consider estimates of both AUM flows and market expectations by asset class (equity, fixed income and liquidity) and
by investment manager based upon, among other things, historical experience and expectations of future market and
investment performance from internal and external sources. Currently, our market growth assumptions are 6% for
equity, 3% for fixed income, and 0% for liquidity products, with a general assumption of 2% organic growth for all
products, subject to exceptions for organic growth (contraction) in near-term periods.

The starting point for these assumptions is our corporate planning process that includes three-year AUM projections
from the management of each operating affiliate that consider the specific business circumstances of each affiliate,
with near-year flow assumptions for certain affiliates adjusted, as appropriate, to reflect a market participant view.
Beyond year three, the estimates move towards our general organic growth assumption of 2%, as appropriate for each
affiliate and asset class, through year 20. The resulting cash flow growth rate for year 20 is held constant and used to
further project cash flows through year 40. Based on projected AUM by affiliate and asset class, affiliate advisory fee
rates are applied to determine projected revenues. The domestic mutual fund contracts projected revenues are applied
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to a weighted-average margin for the applicable affiliates that manage the AUM. Margins are based on arrangements
currently in place at each affiliate. Projected operating income is further reduced by an appropriate tax rate to calculate
the projected cash flows.

We believe our growth assumptions are reasonable given our consideration of multiple inputs, including internal and
external sources, although our assumptions are subject to change based on fluctuations in our actual results and market
conditions. Our assumptions are also subject to change due to, among other factors, poor investment performance by
one or more of our operating affiliates, the withdrawal of AUM by clients, changes in business climate, adverse
regulatory actions, or loss of key personnel. We consider these risks in the development of our growth assumptions
and discount rates, discussed
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further below. Further, actual cash flows in any one period may vary from the projected cash flows without resulting
in an impairment charge because a variance in any one period must be considered in conjunction with other
assumptions that impact projected cash flows.

Our process includes comparison of actual results to prior growth projections. However, differences between actual
results and our prior projections are not necessarily indicative of a need to reassess our estimates given that: our
discounted projected cash flow analyses include projections well beyond three years and variances in the near-years
may be offset in subsequent years; fair value assessments are point-in-time, and the consistency of a fair value
assessment with other indicators of value that reflect expectations of market participants at that point-in-time is critical
evidence of the soundness of the estimate of value. In subsequent periods, we consider the differences in actual results
from our prior projections in considering the reasonableness of the growth assumptions used in our current
impairment testing.

Discount rates are based on appropriately weighted estimated costs of debt and equity capital using a market
participant perspective. We estimate the cost of debt based on published debt rates. We estimate the cost of equity
capital based on the Capital Asset Pricing Model, which considers the risk-free interest rate, peer-group betas, and
company and equity risk premiums. The equity risk is further adjusted to consider the relative risk associated with
each Legg Mason indefinite-life intangible asset and our reporting unit. The discount rates are also calibrated based on
an assessment of relevant market values.

Consistent with standard valuation practices for taxable transactions, the projected discounted cash flow analysis also
factors in a tax benefit value, as appropriate. This tax benefit represents the discounted tax savings a third party that
purchased an asset on a given valuation date would receive from future tax deductions for the amortization of the
purchase price over 15 years.

The Permal funds-of-hedge funds contracts of $698 million account for approximately 20% of our indefinite-life
intangible assets, and are supported by Permal's fund-of-hedge funds business. These funds have experienced outflows
over recent years and increased risk associated with this portion of Permal's business. The past several years have seen
declines in the traditional high net worth client fund-of-hedge funds business, Permal's historical focus, which Permal
has offset to some extent with inflows in their institutional business. Further, fund-of-hedge fund managers are subject
to certain regulatory and market influences, as evidenced in Permal's growth in institutional funds and separate
accounts, adding additional uncertainty to our estimates.

Based upon our projected discounted cash flow analyses, the fair value of the Permal funds-of-hedge funds contracts
asset exceeded its carrying value by $88 million and continues to have the lowest level of excess fair value over
carrying value of our more significant mutual fund contract intangible assets. Cash flows on the Permal
funds-of-hedge funds contracts are assumed to have an average annual growth rate of approximately 7%. However,
given current experience, projected cash flows reflect moderate AUM outflows in year one, and no net AUM flows in
year two, trending to moderate AUM inflows in year three. Investment performance, including its expected impact on
future asset flows, is a significant factor in our growth projections for the Permal funds-of-hedge funds contracts. Our
market performance projections are supported by the fact that Permal's two largest funds that comprise approximately
half of the contracts asset AUM, have 10-year average returns approximating 5%. Our market projections are further
supported by industry statistics. The projected cash flows from the Permal funds-of-hedge funds contracts are
discounted at 14.5%, reflecting the factors noted above. Results for the 12 months through December 31, 2014, were
slightly lower than the growth assumptions related to the Permal funds-of-hedge funds contracts assets impairment
testing at December 31, 2013.

Assuming all other factors remain the same, our actual results and/or changes in assumptions for the Permal
funds-of-hedge funds contracts cash flow projections over the long-term would have to deviate more than 10% from
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the previous projections, or the discount rate would have to be raised from 14.5% to more than 15.5%, for the asset to
be deemed impaired. Given the relatively small excess of fair value over the related carrying value, and the current
uncertainty regarding future market conditions, including the funds-of-hedge funds environment, as discussed above,
it is reasonably possible that fund performance, flows and AUM levels may decrease in the near term such that actual
cash flows from the Permal funds-of-hedge funds contracts could deviate from the projections by more than 10% and
the asset could be deemed to be impaired by a material amount.

The domestic mutual fund contracts acquired in the Citigroup Asset Management (“CAM”) transaction of $2,106
million, account for approximately 65% of our indefinite-life intangible assets. As of December 31, 2014,
approximately $157
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billion of AUM, primarily managed by ClearBridge and Western Asset, are associated with this asset, with
approximately 40% in equity AUM and 30% in each of long-term fixed AUM and liquidity AUM. Although our
domestic mutual funds overall have maintained strong recent market performance, previously disclosed uncertainties
regarding market conditions and asset flows and risks related to potential regulatory changes in the liquidity business,
are reflected in our projected discounted cash flow analyses. Based on our projected discounted cash flow analyses,
the related fair value exceeded its carrying value by approximately $865 million. For our impairment test, cash flows
from the domestic mutual fund contracts are assumed to have annual growth rates that average approximately 6%, and
reflect moderate AUM inflows in years 1 and 2. Projected cash flows of the domestic mutual fund contracts are
discounted at 13.5%. Results for the 12 months through December 31, 2014, compared favorably to the growth
assumptions related to the domestic mutual fund contracts asset impairment testing at December 31, 2013.

Assuming all other factors remain the same, our actual results and/or changes in assumptions for the domestic mutual
fund contracts cash flow projections over the long-term would have to deviate more than 30% from previous
projections, or the discount rate would have to be raised from 13.5% to more than 16.5%, for the asset to be deemed
impaired. Despite the higher excess of fair value over the related carrying value, given the current uncertainty
regarding future market conditions, it is reasonably possible that fund performance, flows and AUM levels may
decrease in the near term such that actual cash flows from the domestic mutual funds contracts could deviate from the
projections by more than 30% and the asset could be deemed to be impaired by a material amount.

Trade names account for 2% of indefinite-life intangible assets and are primarily related to Permal. We tested these
intangible assets using assumptions similar to those described above for indefinite-life contracts. The resulting fair
values of the trade names significantly exceeded the related carrying amounts.

Goodwill
Goodwill is evaluated at the reporting unit level and is considered for impairment when the carrying amount of the
reporting unit exceeds the implied fair value of the reporting unit. In estimating the implied fair value of the reporting
unit, we use valuation techniques based on discounted projected cash flows and EBITDA multiples, similar to
techniques employed in analyzing the purchase price of an acquisition. Legg Mason continues to be managed as one
Global Asset Management operating segment. Internal management reporting of discrete financial information
regularly received by the chief operating decision maker, our Chief Executive Officer, is at the consolidated Global
Asset Management business level. As a result, goodwill is recorded and evaluated at one Global Asset Management
reporting unit level. Our Global Asset Management reporting unit consists of the operating businesses of our asset
management affiliates and our centralized global distribution operations. In our impairment testing process, all
consolidated assets (except for certain tax benefits) and liabilities are allocated to our single Global Asset
Management reporting unit. Similarly, the projected operating results of the reporting unit include our holding
company corporate costs and overhead, including costs associated with executive management, finance, human
resources, legal and compliance, internal audit and other central corporate functions.

Goodwill principally originated from the acquisitions of CAM, Permal and Royce, and more recently Martin Currie.
The value of the reporting unit is based in part, on projected consolidated net cash flows, including all cash flows of
assets managed in our mutual funds, closed-end funds and other proprietary funds, in addition to separate account
assets of our managers.

Significant assumptions used in assessing the implied fair value of the reporting unit under the discounted cash flow
method are consistent with the methodology discussed above for indefinite-life intangible assets. Also, at the reporting
unit level, future corporate costs are estimated and consolidated with the projected operating results of all our
affiliates.
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Actual cash flows in any one period may vary from the projected cash flows without resulting in an impairment
charge because a variance in any one period must be considered in conjunction with other assumptions that impact
projected cash flows.

Discount rates are based on appropriately weighted estimated costs of debt using a market participant perspective, also
consistent with the methodology discussed above for indefinite-life intangible assets.

We also perform a market-based valuation of our reporting unit value, which applies an average of EBITDA multiples
paid in change of control transactions for peer companies to our EBITDA. The results of our two estimates of value
for the reporting unit (the discounted cash flow and EBITDA multiple analyses) are compared and any significant
differences, if
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any, are assessed to determine the reasonableness of each value and whether any adjustment to either result is
warranted. Once the values are accepted, the appropriately weighted average of the two reporting unit valuations (the
discounted cash flow and EBITDA multiple analyses) is used as the implied fair value of our Global Asset
Management reporting unit, which at December 31, 2014, exceeded the carrying value by a material amount.
Considering the relative merits of the details involved in each valuation process, we used an equal weighting of the
two values for the December 2014 testing.

We further assess the accuracy of the reporting unit value determined from these valuation methods by comparing
their results to our market capitalization to determine an implied control premium. The reasonableness of this implied
control premium is considered by comparing it to control premiums that have been paid in relevant actual change of
control transactions. This assessment provides evidence that our underlying assumptions in our analyses of our
reporting unit fair value are reasonable.

In calculating our market capitalization for these purposes, market volatility can have a significant impact on our
capitalization, and if appropriate, we may consider the average market prices of our stock for a period of one or two
months before the test date to determine market capitalization. A control premium arises from the fact that in an
acquisition, there is typically a premium paid over current market prices of publicly traded companies that relates to
the ability to control the operations of an acquired company. Further, assessments of control premiums in the asset
management industry are difficult because many acquisitions involve privately held companies, or involve only
portions of a public company, such that no control premium can be calculated.

Based on our analysis and consideration, we believe the implied control premium determined by our reporting unit
value estimation at December 31, 2014, which is at the lower end of the observed range, is reasonable.

Contingent Consideration Liabilities
In connection with business acquisitions, we may be required to pay additional future consideration based on the
achievement of certain designated financial metrics. We estimate the fair value of these potential future obligations at
the time a business combination is consummated and record a Contingent consideration liability in the Consolidated
Balance Sheet. The fair values of Contingent consideration liabilities are revised as of each quarterly reporting date.
As of March 31, 2015, the fair values of our Contingent consideration liabilities aggregate $111 million, relating to
our acquisitions of Martin Currie, Fauchier and QS Investors.
We estimate the fair value of Contingent consideration liabilities using probability-weighted modeling specific to each
business acquisition and its arrangement for contingent consideration. Estimated payments are discounted to their
present value at the measurement date.
The Martin Currie purchase agreement requires us to pay additional consideration based on the achievement of certain
financial metrics, as specified in the share purchase agreement, at certain future dates over the three and one-half year
earn-out term. Our modeling of the Martin Currie contingent payment arrangement includes Monte Carlo simulation
of projected AUM, performance fees and product performance to determine the related estimated payment amounts. If
the expected payment amounts subsequently change, the Contingent consideration liabilities are (reduced) or
increased in the current period, resulting in a (gain) or loss, which is reflected within Other operating expense in the
Consolidated Statements of Income. Significant increases (decreases) in projected AUM or performance fee levels for
Martin Currie would result in significantly higher (lower) Contingent consideration liability fair value and the
resulting changes could be material to our operating results. The Fauchier and QS Investors purchase agreements
require us to pay additional consideration based on whether certain future revenue thresholds are achieved. Likewise,
significant increases (decreases) in projected revenue levels for Fauchier or QS Investors would result in significantly
higher (lower) Contingent consideration liability fair value and the resulting changes could be material to our
operating results.

Stock-Based Compensation
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Our stock-based compensation plans include stock options, an employee stock purchase plan, market-based
performance shares payable in common stock, restricted stock awards and units, affiliate management equity plans
and deferred compensation payable in stock. Under our stock compensation plans, we issue equity awards to directors,
officers, and key employees.

In accordance with the applicable accounting guidance, compensation expense for the years ended March 31, 2015,
2014 and 2013, includes compensation cost for all non-vested share-based awards at their grant date fair value
amortized over
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the respective vesting periods on the straight-line method. Also, under the accounting guidance, cash flows related to
income tax deductions in excess of or less than the stock-based compensation expense are classified as financing cash
flows.

We granted 0.9 million, 1.2 million, and 1.0 million stock options in fiscal 2015, 2014 and 2013, respectively. During
fiscal 2014, we also implemented management equity plans for two of our affiliates and granted units to certain of
their employees that entitle them to participate in 15% of the future growth of the respective affiliate's enterprise value
(subject to appropriate discounts). For additional information on share-based compensation, see Note 11 of Notes to
Consolidated Financial Statements.

We determine the fair value of each option grant using the Black-Scholes option-pricing model, except for
market-based grants, for which we use a Monte Carlo option-pricing model. Both models require management to
develop estimates regarding certain input variables. The inputs for the Black-Scholes model include: stock price on
the date of grant, exercise price of the option, dividend yield, volatility, expected life and the risk-free interest rate, all
of which, with the exception of the grant date stock price and the exercise price, require estimates or assumptions. We
calculate the dividend yield based upon the average of the historical quarterly dividend payments over a term equal to
the expected life of the options. We estimate volatility equally weighted between the historical prices of our stock over
a period equal to the expected life of the option and the implied volatility of market listed options at the date of grant.
The expected life is the estimated length of time an option will be held before it is either exercised or canceled, based
upon our historical option exercise experience. The risk-free interest rate is the rate available for zero-coupon U.S.
Government issues with a remaining term equal to the expected life of the options being valued. If we used different
methods to estimate our variables for the Black-Scholes and Monte Carlo models, or if we used a different type of
option-pricing model, the fair value of our option grants might be different.

We also determine the fair value of affiliate management equity plan grants using the Black-Scholes option-pricing
model, subject to any post-vesting illiquidity discounts. Inputs to the Black-Scholes model are generally determined in
a fashion similar to the fair value of grants of options in our own stock, described above. However, because our
affiliates are private companies without quoted stock prices, we utilize discounted cash flow analyses and
market-based valuations, similar to those discussed above under the heading “Intangible Assets and Goodwill”, to
determine the respective business enterprise values, subject to appropriate discounts for lack of control and
marketability.

Income Taxes
We are subject to the income tax laws of the federal, state and local jurisdictions of the U.S. and numerous foreign
jurisdictions in which we operate. We file income tax returns representing our filing positions with each jurisdiction.
Due to the inherent complexities arising from conducting business and being taxed in a substantial number of
jurisdictions, we must make certain estimates and judgments in determining our income tax provision for financial
statement purposes.

These estimates and judgments are used in determining the tax basis of assets and liabilities and in the calculation of
certain tax assets and liabilities that arise from differences in the timing of revenue and expense recognition for tax
and financial statement purposes. Management assesses the likelihood that we will be able to realize our deferred tax
assets. If it is more likely than not that the deferred tax asset will not be realized, then a valuation allowance is
established with a corresponding increase to deferred tax provision.

Substantially all of our deferred tax assets relate to U.S. federal and state, and U.K. taxing jurisdictions. As of
March 31, 2015, U.S. federal deferred tax assets aggregated $702.2 million, realization of which is expected to require
$3.5 billion of future U.S. earnings. Deferred tax assets generated in U.S. jurisdictions resulting from net operating
losses generally expire 20 years after they are generated and those resulting from foreign tax credits generally expire
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10 years after they are generated. Based on estimates of future taxable income, using assumptions consistent with
those used in our goodwill impairment testing, it is more likely than not that substantially all of the current federal tax
benefits relating to net operating losses are realizable. With respect to those resulting from foreign tax credit
carryforwards, it is more likely than not that tax benefits relating to the utilization of approximately$40.0 million
foreign taxes as credits will not be realized and a valuation allowance was established in a prior period. Except as it
relates to Martin Currie's deferred tax assets, no additional federal valuation allowance was required in fiscal 2015. In
addition, a valuation allowance was established in prior years for a substantial portion of our deferred tax assets
relating to the U.K. and other foreign taxing jurisdictions. While tax planning may enhance our tax positions, the
realization of tax benefits on deferred tax assets for which valuation allowances have not been provided is not
dependent on implementation of any significant tax strategies.
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As of March 31, 2015, U.S. state deferred tax assets aggregated $186.9 million. Due to limitations on the utilization of
net operating loss carryforwards and taking into consideration state tax planning strategies, a valuation allowance of
$34.6 million was established in prior years for state net operating loss benefits generated in certain jurisdictions in
cases where it is not more likely than not that these benefits will ultimately be realized. A valuation allowance of $9.4
million was released in fiscal 2015 due to updated forecasts, state law changes, and planned future implementation of
various tax planning strategies. Due to the uncertainty of future state apportionment factors and future effective state
tax rates, the value of state net operating loss benefits ultimately realized may vary.

As of March 31, 2015, we also had a valuation allowance of approximately $18 million for the deferred tax assets
related to Martin Currie entities. Of this amount, approximately $17 million was established as a purchase accounting
adjustment recorded upon acquisition based on historical and current net operating losses of Martin Currie.

To the extent our analysis of the realization of deferred tax assets relies on deferred tax liabilities, we have considered
the timing, nature and jurisdiction of reversals, as well as, future increases relating to the tax amortization of goodwill
and indefinite-life intangible assets. In the event we determine all or any portion of our deferred tax assets that are not
already subject to a valuation allowance are not realizable, we will be required to establish a valuation allowance by a
charge to the income tax provision in the period in which that determination is made. Depending on the facts and
circumstances, the charge could be material to our earnings.

The calculation of our tax liabilities involves uncertainties in the application of complex tax regulations. We recognize
liabilities for anticipated tax uncertainties in the U.S. and other tax jurisdictions based on our estimate of whether, and
the extent to which, additional taxes will be due.

RECENT ACCOUNTING DEVELOPMENTS

See discussion of Recent Accounting Developments in Note 1 of Notes to Consolidated Financial Statements.

EFFECTS OF INFLATION

The rate of inflation can directly affect various expenses, including employee compensation, communications and
technology and occupancy, which may not be readily recoverable in charges for services provided by us. Further, to
the extent inflation adversely affects the securities markets, it may impact revenues and recorded intangible asset and
goodwill values. See discussion of "Market Risk — Revenues and Net Income (Loss)" and "Critical Accounting
Policies — Intangible Assets and Goodwill" previously discussed.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

See "Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations - Market Risk"
for disclosures about market risk.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

REPORT OF MANAGEMENT ON
INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of Legg Mason, Inc. is responsible for establishing and maintaining adequate internal control over
financial reporting.

Legg Mason'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 accounting principles generally accepted in the United States of America. Legg Mason'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 Legg Mason;
(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 Legg Mason are being made only in accordance with authorizations of management and
directors of Legg Mason; and (iii) provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of Legg Mason'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 Legg Mason's internal control over financial reporting as of March 31,
2015, based on the framework set forth by the Committee of Sponsoring Organizations of the Treadway Commission
("COSO") in Internal Control — Integrated Framework (2013). Based on that assessment, management concluded that,
as of March 31, 2015, Legg Mason's internal control over financial reporting is effective based on the criteria
established in the COSO framework.

The effectiveness of Legg Mason's internal control over financial reporting as of March 31, 2015, has been audited by
PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in their report appearing
herein, which expresses an unqualified opinion on the effectiveness of Legg Mason's internal control over financial
reporting as of March 31, 2015.

Joseph A. Sullivan
Chairman and Chief Executive Officer

Peter H. Nachtwey
Senior Executive Vice President and Chief Financial Officer
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REPORT OF INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
and Stockholders of Legg Mason, Inc.:

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income
(loss), comprehensive income (loss), changes in stockholders’ equity and cash flows present fairly, in all material
respects, the financial position of Legg Mason, Inc. and its subsidiaries (“the Company”) at March 31, 2015 and March
31, 2014, and the results of their operations and their cash flows for each of the three years in the period ended March
31, 2015 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
March 31, 2015, based on criteria established in Internal Control - Integrated Framework (2013) 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 internal control over financial reporting, included in the accompanying Report of
Management 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.

Baltimore, Maryland
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May 22, 2015 
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CONSOLIDATED BALANCE SHEETS
(Dollars in thousands)

March 31, 2015 March 31, 2014
ASSETS
Current Assets
Cash and cash equivalents $669,552 $858,022
Cash and cash equivalents of consolidated investment vehicles 2,808 56,372
Restricted cash 32,114 13,455
Receivables:
Investment advisory and related fees 368,399 348,633
Other 118,850 68,186
Investment securities 454,735 467,726
Investment securities of consolidated investment vehicles 48,000 50,463
Deferred income taxes 169,706 186,147
Other 51,750 47,677
Other assets of consolidated investment vehicles 6,121 31,910
Total Current Assets 1,922,035 2,128,591
Fixed assets, net 179,606 189,241
Intangible assets, net 3,313,334 3,171,773
Goodwill 1,339,510 1,240,523
Investments of consolidated investment vehicles — 31,810
Deferred income taxes 161,978 165,705
Other 157,514 183,706
TOTAL ASSETS $7,073,977 $7,111,349

LIABILITIES AND STOCKHOLDERS’ EQUITY
LIABILITIES
Current Liabilities
Accrued compensation $400,245 $425,466
Accounts payable and accrued expenses 208,210 214,819
Current portion of long-term debt — 438
Contingent consideration 22,276 —
Other 177,879 91,586
Debt and other current liabilities of consolidated investment vehicles 6,436 88,936
Total Current Liabilities 815,046 821,245
Deferred compensation 51,706 49,618
Deferred income taxes 362,209 265,583
Contingent consideration 88,508 29,553
Other 167,998 136,656
Long-term debt 1,058,089 1,038,826
TOTAL LIABILITIES 2,543,556 2,341,481

Commitments and Contingencies (Note 8)

REDEEMABLE NONCONTROLLING INTERESTS
Consolidated investment vehicles 38,498 43,328
Affiliate management equity plan interests 7,022 1,816
TOTAL REDEEMABLE NONCONTROLLING INTERESTS 45,520 45,144
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STOCKHOLDERS' EQUITY
Common stock, par value $.10; authorized 500,000,000 shares; issued
111,469,142 shares in March 2015 and 117,173,639 shares in March 2014 11,147 11,717

Additional paid-in capital 2,844,441 3,148,396
Employee stock trust (29,570 ) (29,922 )
Deferred compensation employee stock trust 29,570 29,922
Retained earnings 1,690,055 1,526,662
Accumulated other comprehensive income, net (60,742 ) 37,949
TOTAL STOCKHOLDERS' EQUITY 4,484,901 4,724,724
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $7,073,977 $7,111,349
See Notes to Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF INCOME (LOSS)
(Dollars in thousands, except per share amounts)

Years Ended March 31,
2015 2014 2013

OPERATING REVENUES
Investment advisory fees:
Separate accounts $824,211 $777,420 $730,326
Funds 1,544,494 1,501,278 1,446,066
Performance fees 83,519 107,087 98,568
Distribution and service fees 361,188 347,598 330,480
Other 5,694 8,374 7,210
Total Operating Revenues 2,819,106 2,741,757 2,612,650
OPERATING EXPENSES
Compensation and benefits 1,232,770 1,210,387 1,188,470
Distribution and servicing 594,788 619,070 600,644
Communications and technology 182,438 157,872 149,645
Occupancy 109,708 115,234 171,941
Amortization of intangible assets 2,625 12,314 14,019
Impairment charges — — 734,000
Other 198,558 195,987 188,430
Total Operating Expenses 2,320,887 2,310,864 3,047,149
OPERATING INCOME (LOSS) 498,219 430,893 (434,499 )
OTHER NON-OPERATING INCOME (EXPENSE)
Interest income 7,440 6,367 7,590
Interest expense (58,274 ) (52,911 ) (62,919 )
Other income (expense), net, including debt extinguishment losses of
$107,074 in July 2014 and $68,975 in May 2012 (85,280 ) 32,818 (17,958 )

Other non-operating income (expense) of consolidated investment
vehicles, net 5,888 2,474 (2,821 )

Total Other Non-Operating Income (Expense) (130,226 ) (11,252 ) (76,108 )
INCOME (LOSS) BEFORE INCOME TAX PROVISION (BENEFIT) 367,993 419,641 (510,607 )
Income tax provision (benefit) 125,284 137,805 (150,859 )
NET INCOME (LOSS) 242,709 281,836 (359,748 )
Less: Net income (loss) attributable to noncontrolling interests 5,629 (2,948 ) (6,421 )
NET INCOME (LOSS) ATTRIBUTABLE TO LEGG MASON, INC. $237,080 $284,784 $(353,327 )

NET INCOME (LOSS) PER SHARE ATTRIBUTABLE TO LEGG
MASON, INC. SHAREHOLDERS:
Basic $2.06 $2.34 $(2.65 )
Diluted $2.04 $2.33 $(2.65 )
See Notes to Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(Dollars in thousands)

Years Ended March 31,
2015 2014 2013

NET INCOME (LOSS) $242,709 $281,836 $(359,748 )
Other comprehensive income (loss):
Foreign currency translation adjustment (88,982 ) (9,424 ) (23,945 )
Unrealized gains (losses) on investment securities:
Unrealized holding losses, net of tax benefit of $3, $123 and $1,
respectively (5 ) (184 ) (1 )

Reclassification adjustment for losses included in net income (loss) 5 18 13
Net unrealized gains (losses) on investment securities — (166 ) 12
Net actuarial losses on defined benefit pension plan (9,595 ) — —
Unrealized gains on reverse treasury rate lock, net of tax provision of
$233 405 — —

Reclassification for realized gain on termination of reverse treasury rate
lock, net of tax provision of $233 (405 ) — —

Reclassification to assets held for sale (114 ) — —
Total other comprehensive loss (98,691 ) (9,590 ) (23,933 )
COMPREHENSIVE INCOME (LOSS) 144,018 272,246 (383,681 )
Less: Comprehensive income (loss) attributable to noncontrolling
interests 5,629 (2,948 ) (6,421 )

COMPREHENSIVE INCOME (LOSS) ATTRIBUTABLE TO LEGG
MASON, INC. $138,389 $275,194 $(377,260 )

See Notes to Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
(Dollars in thousands)

Years Ended March 31,
2015 2014 2013

COMMON STOCK
Beginning balance $11,717 $12,534 $13,987
Stock options and other stock-based compensation 74 83 8
Deferred compensation employee stock trust 5 5 8
Deferred compensation, net 91 118 192
Employee tax withholdings by settlement of net share transactions (47 ) (55 ) (41 )
Shares repurchased and retired (693 ) (968 ) (1,620 )
Ending balance 11,147 11,717 12,534
ADDITIONAL PAID-IN CAPITAL
Beginning balance 3,148,396 3,449,190 3,864,216
Stock options and other stock-based compensation 31,910 29,537 5,198
Deferred compensation employee stock trust 2,218 1,779 1,803
Deferred compensation, net 45,019 48,143 44,246
Employee tax withholdings by settlement of net share transactions (22,067 ) (19,409 ) (11,303 )
Shares repurchased and retired (355,829 ) (359,028 ) (423,855 )
Redeemable noncontrolling interest reclassification for affiliate
management equity plans (5,206 ) (1,816 ) —

Allocation from 2.5% Convertible Senior Notes repurchase, net of tax — — (31,115 )
Ending balance 2,844,441 3,148,396 3,449,190
EMPLOYEE STOCK TRUST
Beginning balance (29,922 ) (32,623 ) (32,419 )
Shares issued to plans (2,223 ) (1,784 ) (1,811 )
Distributions and forfeitures 2,575 4,485 1,607
Ending balance (29,570 ) (29,922 ) (32,623 )
DEFERRED COMPENSATION EMPLOYEE STOCK TRUST
Beginning balance 29,922 32,623 32,419
Shares issued to plans 2,223 1,784 1,811
Distributions and forfeitures (2,575 ) (4,485 ) (1,607 )
Ending balance 29,570 29,922 32,623
RETAINED EARNINGS
Beginning balance 1,526,662 1,304,259 1,715,395
Net Income (Loss) Attributable to Legg Mason, Inc. 237,080 284,784 (353,327 )
Dividends declared (73,687 ) (62,381 ) (57,809 )
Ending balance 1,690,055 1,526,662 1,304,259
APPROPRIATED RETAINED EARNINGS FOR CONSOLIDATED
INVESTMENT VEHICLE
Beginning balance — 4,829 12,221
Net income reclassified to appropriated retained earnings — (4,829 ) (7,392 )
Ending balance — — 4,829
ACCUMULATED OTHER COMPREHENSIVE INCOME, NET
Beginning balance 37,949 47,539 71,472
Net unrealized gains (losses) on investment securities — (166 ) 12
Actuarial losses on defined benefit pension plan (9,595 ) — —
Reclassification to assets held for sale (114 ) — —
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Foreign currency translation adjustment (88,982 ) (9,424 ) (23,945 )
Ending balance (60,742 ) 37,949 47,539
TOTAL STOCKHOLDERS’ EQUITY $4,484,901 $4,724,724 $4,818,351

See Notes to Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollars in thousands)

Years Ended March 31,
2015 2014 2013

CASH FLOWS FROM OPERATING ACTIVITIES
Net Income (Loss) $242,709 $281,836 $(359,748 )
Senior Notes:
Loss on extinguishments 107,074 — 68,975
Allocation of redemption payments (98,418 ) — (216,038 )
Adjustments to reconcile Net Income to net cash provided by operations:
Impairment of intangible assets — — 734,000
Depreciation and amortization 55,086 62,845 87,848
Imputed interest for 2.5% Convertible Senior Notes — — 5,839
Accretion and amortization of securities discounts and premiums, net 4,275 3,037 3,295
Stock-based compensation 66,245 66,488 58,983
Net gains on investments (13,912 ) (26,805 ) (43,684 )
Net (gains) losses of consolidated investment vehicles (1,308 ) (643 ) 5,358
Deferred income taxes 100,387 118,430 (157,355 )
Other (12,939 ) 3,276 1,725
Decrease (increase) in assets:
Investment advisory and related fees receivable (28,668 ) (2,061 ) (11,045 )
Net sales (purchases) of trading and other investments 47,357 (44,293 ) 189,347
Other receivables 19,547 14,105 (9,712 )
Other assets (9,936 ) (24,042 ) (1,605 )
Other assets of consolidated investment vehicles 114,934 (62,916 ) (14,378 )
Increase (decrease) in liabilities:
Accrued compensation (17,727 ) 76,968 (54,964 )
Deferred compensation 10,314 (7,191 ) (530 )
Accounts payable and accrued expenses (14,763 ) 319 8,690
Other liabilities 1,182 (18,310 ) 3,112
Other liabilities of consolidated investment vehicles (3,321 ) (3,719 ) 5,219
CASH PROVIDED BY OPERATING ACTIVITIES $568,118 $437,324 $303,332
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CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)
(Dollars in thousands)

Years Ended March 31,
2015 2014 2013

CASH FLOWS FROM INVESTING ACTIVITIES
Payments for fixed assets $(45,773 ) $(40,452 ) $(38,351 )
Business acquisitions, net of cash acquired (183,747 ) — (55,277 )
Proceeds from sale of businesses and assets 47,001 1,351 —
Change in restricted cash (25,571 ) (5,801 ) (7,245 )
Purchases of investment securities (2,641 ) (4,335 ) (5,787 )
Proceeds from sales and maturities of investment securities 2,688 4,306 5,272
Purchases of investments by consolidated investment vehicles — (17,328 ) (98,374 )
Proceeds from sales and maturities of investments by consolidated
investment vehicles — 199,886 188,739

CASH PROVIDED BY (USED IN) INVESTING ACTIVITIES (208,043 ) 137,627 (11,023 )
CASH FLOWS FROM FINANCING ACTIVITIES
Repayments of debt $(645,780 ) $(500,439 ) $(1,299,218)
Repayment of long-term debt of consolidated investment vehicles (79,179 ) (133,047 ) (75,561 )
Proceeds from issuance of long-term debt 658,769 393,740 1,143,246
Debt issuance costs (5,250 ) (3,940 ) (10,289 )
Issuances of common stock for stock-based compensation 24,288 25,603 1,986
Employee tax withholdings by settlement of net share transactions (22,114 ) (19,464 ) (11,302 )
Repurchases of common stock (356,522 ) (359,996 ) (425,516 )
Dividends paid (70,815 ) (61,966 ) (55,250 )
Net (redemptions/distributions paid to)/subscriptions received from
noncontrolling interests (10,459 ) 20,438 (3,993 )

CASH USED IN FINANCING ACTIVITIES (507,062 ) (639,071 ) (735,897 )
EFFECT OF EXCHANGE RATES ON CASH (41,483 ) (10,894 ) (5,639 )
NET DECREASE IN CASH AND CASH EQUIVALENTS (188,470 ) (75,014 ) (449,227 )
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 858,022 933,036 1,382,263
CASH AND CASH EQUIVALENTS AT END OF PERIOD $669,552 $858,022 $933,036
SUPPLEMENTAL DISCLOSURE
Cash paid for:
Income taxes, net of refunds of $(865), $(13,835), and $(2,313),
respectively $19,578 $10,140 $32,318

Interest 59,039 44,295 40,262

See Notes to Consolidated Financial Statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in thousands, except per share amounts or unless otherwise noted)

1. SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation
Legg Mason, Inc. ("Parent") and its subsidiaries (collectively, "Legg Mason" or "the Company") are principally
engaged in providing asset management and related financial services to individuals, institutions, corporations and
municipalities.

The consolidated financial statements include the accounts of the Parent and its subsidiaries in which it has a
controlling financial interest. Generally, an entity is considered to have a controlling financial interest when it owns a
majority of the voting interest in an entity. Legg Mason is also required to consolidate any variable interest entity
("VIE") in which it is considered to be the primary beneficiary. See "Consolidation" below and Note 16 for a further
discussion of VIEs. All material intercompany balances and transactions have been eliminated.

Certain amounts in prior year financial statements have been reclassified to conform to the current year presentation,
including contingent consideration liabilities and redeemable noncontrolling interests for affiliate management equity
plans.

All references to fiscal 2015, 2014 or 2013, refer to Legg Mason's fiscal year ended March 31 of that year.

Use of Estimates
The consolidated financial statements are prepared in accordance with accounting principles generally accepted in the
United States of America ("U.S.") and the applicable rules and regulations of the Securities and Exchange
Commission, which require management to make assumptions and estimates that affect the amounts reported in the
consolidated financial statements and accompanying notes, including revenue recognition, valuation of financial
instruments, intangible assets and goodwill, stock-based compensation, income taxes, and consolidation. Management
believes that the estimates used are reasonable, although actual amounts could differ from the estimates and the
differences could have a material impact on the consolidated financial statements.

Consolidation
In the normal course of its business, Legg Mason sponsors and manages various types of investment vehicles. For its
services, Legg Mason is entitled to receive management fees and may be eligible, under certain circumstances, to
receive additional subordinated management fees or other incentive fees. Legg Mason's exposure to risk in these
entities is generally limited to any equity investment it has made or is required to make, and any earned but
uncollected management fees. Legg Mason did not sell or transfer assets to any of these investment vehicles. In
accordance with financial accounting standards, Legg Mason consolidates certain sponsored investment vehicles,
some of which are designated as consolidated investment vehicles (“CIVs”). The consolidation of investment vehicles
has no impact on Net Income (Loss) Attributable to Legg Mason, Inc. and does not have a material impact on Legg
Mason's consolidated operating results. The change in the value of these CIVs, which is recorded in Other
Non-Operating Income (Expense), is reflected in Net Income (Loss), net of amounts allocated to noncontrolling
interests.

Certain investment vehicles Legg Mason sponsors and is the manager of are considered to be VIEs (as further
described below) while others are considered to be voting rights entities (“VREs”) subject to traditional consolidation
concepts based on ownership rights. Investment vehicles that are considered VREs are consolidated if Legg Mason
has a controlling financial interest in the investment vehicle, absent substantive investor rights to replace the manager
of the entity (kick-out rights). Legg Mason may also fund the initial cash investment in certain VRE investment
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vehicles to generate an investment performance track record in order to attract third-party investors in the product.
Legg Mason's initial investment in a new product typically represents 100% of the ownership in that product. As
further discussed below, these “seed capital investments” are consolidated as long as Legg Mason maintains a
controlling financial interest in the product, but they are not designated as CIVs by Legg Mason unless the investment
is longer-term. Legg Mason held a longer-term controlling financial interest in one sponsored investment fund VRE,
which has third-party investors and was consolidated and included as a CIV as of March 31, 2014, and 2013. During
fiscal 2015, Legg Mason redeemed a significant portion of its investment in this fund and as a result no longer had a
controlling financial interest in the fund, therefore, the fund was not included as a CIV as of March 31, 2015.
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A VIE is an entity which does not have adequate equity to finance its activities without additional subordinated
financial support; or the equity investors, as a group, do not have the normal characteristics of equity for a potential
controlling financial interest.

Investment Company VIEs
For most sponsored investment fund VIEs deemed to be investment companies, including money market funds, Legg
Mason determines it is the primary beneficiary of a VIE if it absorbs a majority of the VIE's expected losses, or
receives a majority of the VIE's expected residual returns, if any. Legg Mason's determination of expected residual
returns excludes gross fees paid to a decision maker if certain criteria relating to the fees are met. In determining
whether it is the primary beneficiary of an investment company VIE, Legg Mason considers both qualitative and
quantitative factors such as the voting rights of the equity holders; economic participation of all parties, including how
fees are earned and paid to Legg Mason; related party (including employees) ownership; guarantees and implied
relationships.

Legg Mason concluded it was the primary beneficiary of one sponsored investment fund VIE, which was consolidated
(and designated as a CIV) as of March 31, 2015, 2014, and 2013, despite significant third party investments in this
product. As of March 31, 2015, and 2014, Legg Mason also concluded it was the primary beneficiary of 17
employee-owned funds it sponsors, which were consolidated and reported as CIVs.

Other VIEs
For other sponsored investment funds that do not meet the investment company criteria, Legg Mason determines on a
fund by fund basis if it is the primary beneficiary of a VIE if it has both the power to direct the activities of the VIE
that most significantly impact the entity's economic performance; and the obligation to absorb losses, or the right to
receive benefits, that potentially could be significant to the VIE.

As of March 31, 2015, Legg Mason had a variable interest in three collateralized loan obligations ("CLOs"). Legg
Mason concluded it was not the primary beneficiary of these CLOs, which were not consolidated, as it holds no equity
interest in these investment vehicles and the level of fees they are estimated to pay to Legg Mason is insignificant. As
of March 31, 2014 and 2013, Legg Mason had a variable interest in two of these CLOs, which also were not
consolidated in either of those periods.

As of March 31, 2014 and 2013, Legg Mason concluded that it was the primary beneficiary of another CLO in which
it held a variable interest. Although it held no equity interest in this investment vehicle, it had both the power to
control and had a significant variable interest because of the level of its expected subordinated fees. As of March 31,
2014 and 2013, the balances related to this CLO were consolidated and reported as a CIV in the Company's
consolidated financial statements. During the three months ended June 30, 2014, this CLO was substantially
liquidated and therefore was not consolidated by Legg Mason as of, or subsequent to, June 30, 2014.

Legg Mason's investment in CIVs as of March 31, 2015 and 2014 was $15,553 and $39,434, respectively, which
represents its maximum risk of loss, excluding uncollected advisory fees, which were not material. The assets of these
CIVs are primarily comprised of investment securities. Investors and creditors of these CIVs have no recourse to the
general credit or assets of Legg Mason beyond its investment in these funds.

See Note 16 for additional information regarding VIEs and VREs.

Cash and Cash Equivalents
Cash equivalents are highly liquid investments with original maturities of 90 days or less.

Restricted Cash
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Restricted cash represents long-term escrow deposits, cash collateral required for market hedge arrangements, and
other cash that is not available to Legg Mason for general corporate use.

Financial Instruments
Substantially all financial instruments are reflected in the financial statements at fair value or amounts that
approximate fair value, except Legg Mason's long-term debt not designated for a hedging transaction.
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As discussed above in "Consolidation," seed capital investments in proprietary fund products are initially consolidated
and the individual securities within the portfolio are accounted for as trading investments. Legg Mason consolidates
these products as long as it holds a controlling financial interest in the product. Upon deconsolidation, which typically
occurs after several years, Legg Mason accounts for its investments in proprietary fund products as equity method
investments (further described below) if its ownership is between 20% and 50%, or it otherwise has the ability to
significantly influence the financial and operating policies of the investee. For partnerships and LLCs, where
third-party investors may have less ability to influence operations, the equity method of accounting is considered if
Legg Mason's ownership is greater than 3%. Changes in the fair value of proprietary fund products classified as
trading or equity method investments are recognized in Other Non-Operating Income (Expense) on the Consolidated
Statements of Income (Loss).
Legg Mason generally redeems its investment in proprietary fund products when the related product establishes a
sufficient track record, when third-party investments in the related product are sufficient to sustain the strategy, or
when a decision is made to no longer pursue the strategy. The length of time Legg Mason holds a majority interest in a
product varies based on a number of factors, such as market demand, market conditions and investment performance.
See Notes 3 and 16 for additional information regarding Legg Mason's seed capital investments and the determination
of whether investments in proprietary fund products represent VIEs, respectively.
For equity investments in which Legg Mason does not control the investee and is not the primary beneficiary of a
VIE, but can exert significant influence over the financial and operating policies of the investee, Legg Mason follows
the equity method of accounting. The evaluation of whether Legg Mason can exert control or significant influence
over the financial and operational policies of an investee requires significant judgment based on the facts and
circumstances surrounding each individual investment. Factors considered in these evaluations may include investor
voting or other rights, any influence Legg Mason may have on the governing board of the investee, the legal rights of
other investors in the entity pursuant to the fund's operating documents and the relationship between Legg Mason and
other investors in the entity. Substantially all of Legg Mason's equity method investees are investment companies
which record their underlying investments at fair value. Therefore, under the equity method of accounting, Legg
Mason's share of the investee's underlying net income or loss predominantly represents fair value adjustments in the
investments held by the equity method investee. Legg Mason's share of the investee's net income or loss is based on
the most current information available and is recorded as a net gain (loss) on investments within Non-Operating
Income (Expense). A significant portion of earnings (losses) attributable to Legg Mason's equity method investments
has offsetting compensation expense adjustments under revenue sharing agreements and deferred compensation
arrangements, therefore, fluctuations in the market value of these investments will not have a material impact on Net
Income (Loss) Attributable to Legg Mason, Inc.

Legg Mason also holds debt and marketable equity investments which are classified as available-for-sale,
held-to-maturity or trading. Debt and marketable equity securities classified as available-for-sale are reported at fair
value and resulting unrealized gains and losses are reflected in stockholders' equity, noncontrolling interests, and
comprehensive income (loss), net of applicable income taxes. Debt securities for which there is positive intent and
ability to hold to maturity are classified as held-to-maturity and are recorded at amortized cost. Amortization of
discount or premium is recorded under the interest method and is included in interest income. Certain investment
securities, including those held by CIVs, are classified as trading securities. These investments are recorded at fair
value and unrealized gains and losses are included in current period earnings. Realized gains and losses for all
investments are included in current period earnings.

Equity and fixed income securities classified as trading or available-for-sale are valued using closing market prices for
listed instruments or broker price quotations, when available. Fixed income securities may also be valued using
valuation models and estimates based on spreads to actively traded benchmark debt instruments with readily available
market prices.
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Legg Mason evaluates its non-trading investment securities for "other-than-temporary" impairment. Impairment may
exist when the fair value of an investment security has been below the adjusted cost for an extended period of time. If
an "other-than-temporary" impairment is determined to exist, the amount of impairment that relates to credit losses is
recognized as a charge to income. As of March 31, 2015, 2014 and 2013, the amount of temporary unrealized losses
for investment securities not recognized in income was not material.

For investments in illiquid or privately-held securities for which market prices or quotations may not be readily
available, management estimates the value of the securities using a variety of methods and resources, including the
most current available financial information for the investment and the industry.
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In addition to the financial instruments described above and the derivative instruments and CLO loans, bonds and
debt, described below, other financial instruments that are carried at fair value or amounts that approximate fair value
include Cash and cash equivalents and Short-term borrowings. The fair values of Long-term debt at March 31, 2015
and 2014, aggregated $1,166,697 and $1,135,103, respectively. Except for long-term debt designated for a hedging
transaction, these fair values were estimated using publicly quoted market prices or discounted cash flow analyses, as
appropriate, and were classified as Level 2 in the fair value hierarchy, as described below. The 2.7% Senior Notes due
2019 designated for a hedging transaction are valued as the sum of the amortized cost of the debt and the fair value of
the related interest rate contract designated for a hedging transaction which approximates the debt fair value, and was
classified as a Level 2 measurement, as discussed below.

Derivative Instruments
The fair values of derivative instruments are recorded as assets or liabilities on the Consolidated Balance Sheets. Legg
Mason has used foreign exchange forwards and interest rate swaps to hedge the risk of movement in exchange rates or
interest rates on financial assets and liabilities on a limited basis. Also, Legg Mason has used futures contracts on
index funds to hedge the market risk of certain seed capital investments.

With the exception of a reverse treasury rate lock contract and an interest rate swap, as further discussed in Note 6,
Legg Mason has not designated any financial instruments for hedge accounting, as defined in the accounting
literature, during the periods presented. The gains or losses on derivative instruments not designated for hedge
accounting are included as Other operating income (expense) or Other Non-Operating Income (Expense) in the
Consolidated Statements of Income (Loss), depending on the strategy. Gains and losses on derivative instruments of
CIVs are recorded as Other non-operating income (loss) of consolidated investment vehicles, net, in the Consolidated
Statements of Income (Loss). See Note 14 for additional information regarding derivatives and hedging.

Fair Value Measurements
Accounting guidance for fair value measurements defines fair value and establishes a framework for measuring fair
value. Fair value is defined as the exchange price that would be received for an asset or paid to transfer a liability in
the principal or most advantageous market for the asset or liability in an orderly transaction between market
participants on the measurement date. Under accounting guidance, a fair value measurement should reflect all of the
assumptions that market participants would use in pricing the asset or liability, including assumptions about the risk
inherent in a particular valuation technique, the effect of a restriction on the sale or use of an asset, and the risk of
non-performance.

The objective of fair value accounting measurements is to reflect, at the date of the financial statements, how much an
asset would be sold for in an orderly transaction (as opposed to a distressed or forced transaction) under current
market conditions. Specifically, it requires the use of judgment to ascertain if a formerly active market has become
inactive and in determining fair values when markets have become inactive. This accounting guidance also relates to
other-than-temporary impairments and is intended to bring greater consistency to the timing of impairment
recognition. It is also intended to provide greater clarity to investors about the credit and noncredit components of
impaired debt securities that are not expected to be sold. The guidance also requires timely disclosures regarding
expected cash flows, credit losses, and an aging of securities with unrealized losses.

Fair value accounting guidance also establishes a hierarchy that prioritizes the inputs for valuation techniques used to
measure fair value. The fair value hierarchy gives the highest priority to quoted prices in active markets for identical
assets or liabilities and the lowest priority to unobservable inputs.

Legg Mason's financial instruments are measured and reported at fair value (except debt not designated for a hedging
transaction) and are classified and disclosed in one of the following categories:
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Level 1 — Financial instruments for which prices are quoted in active markets, which, for Legg Mason, include
investments in publicly traded mutual funds with quoted market prices and equities listed in active markets and certain
derivative instruments.

Level 2 — Financial instruments for which: prices are quoted for similar assets and liabilities in active markets; prices
are quoted for identical or similar assets in inactive markets; or prices are based on observable inputs, other than
quoted prices, such as models or other valuation methodologies. For Legg Mason, this category may include fixed
income securities, certain proprietary fund products and long-term debt.
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Level 3 — Financial instruments for which values are based on unobservable inputs, including those for which there is
little or no market activity. This category includes investments in partnerships, limited liability companies, private
equity funds and prior to June 2014, CLO debt of a CIV. This category may also include certain proprietary fund
products with redemption restrictions.

The valuation of an asset or liability may involve inputs from more than one level of the hierarchy. The level in the
fair value hierarchy in which a fair value measurement falls in its entirety is determined based on the lowest level
input that is significant to the fair value measurement in its entirety.

Certain proprietary fund products and investments held by CIVs are valued at net asset value ("NAV") determined by
the applicable fund administrator. These funds are typically invested in exchange traded investments with observable
market prices. Their valuations may be classified as Level 1, Level 2 or Level 3 based on whether the fund is
exchange traded, the frequency of the related NAV determinations and the impact of redemption restrictions. For
investments in illiquid and privately-held securities (private equity and investment partnerships) for which market
prices or quotations may not be readily available, including certain investments held by CIVs prior to June 2014,
management must estimate the value of the securities using a variety of methods and resources, including the most
current available financial information for the investment and the industry to which it applies in order to determine
fair value. These valuation processes for illiquid and privately-held securities inherently require management's
judgment and are therefore classified in Level 3.

The fair value of CLO debt, which existed only through June 2014, was valued using a discounted cash flow
methodology. Inputs used to determine the expected cash flows included assumptions about forecasted default and
recovery rates that a market participant would use in determining the fair value of the CLO's underlying collateral
assets. Given the significance of the unobservable inputs to the fair value measurement, the CLO debt valuation was
classified as Level 3.

Futures contracts are valued at the last settlement price at the end of each day on the exchange upon which they are
traded and are classified as Level 1.

As a practical expedient, Legg Mason relies on the NAV of certain investments, classified as Level 2 or Level 3, as
their fair value. The NAVs that have been provided by investees are derived from the fair values of the underlying
investments as of the reporting date.

Any transfers between categories are measured at the beginning of the period.

See Note 3 for additional information regarding fair value measurements.

Fair Value Option
As of March 31, 2014, Legg Mason elected the fair value option for certain eligible assets and liabilities, including
corporate loans and debt, of the consolidated CLO (see "Consolidation" above and Note 16). Management believed
that the use of the fair value option mitigated the impact of certain timing differences and better matched the changes
in fair value of assets and liabilities related to the CLO. Unrealized gains and losses on assets and liabilities for which
the fair value option was elected have been reported in earnings. The decision to elect the fair value option is
determined on an instrument by instrument basis, must be applied to an entire instrument, and is irrevocable once
elected. Liabilities measured at fair value pursuant to the fair value option were included in Debt and other current
liabilities of consolidated investment vehicles in the Consolidated Balance Sheet as of March 31, 2014. The CLO
substantially liquidated and was deconsolidated as of June 2014. Subsequently, Legg Mason has not elected the fair
value option for any other financial assets or liabilities.

Edgar Filing: LEGG MASON, INC. - Form 10-K

150



Appropriated Retained Earnings
Upon the election of the fair value option for eligible assets and liabilities of the CLO described above, Legg Mason
recorded a cumulative effect adjustment to Appropriated retained earnings for consolidated investment vehicle on the
Consolidated Balance Sheets equal to the difference between the fair values of the CLO's assets and liabilities. This
difference was recorded as "Appropriated retained earnings for consolidated investment vehicle" because the investors
in the CLO, not Legg Mason shareholders, would ultimately realize any benefits or losses associated with the CLO.
Changes in the fair values of the CLO assets and liabilities were recorded as Net income (loss) attributable to
noncontrolling interests in the Consolidated Statements of Income (Loss) and Appropriated retained earnings for
consolidated investment vehicle in the Consolidated Balance Sheets. At March 31, 2014, the CLO was in the final
stage of liquidation, and the fair value of its
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assets and liabilities were substantially equal, and there were no Appropriated retained earnings. As of June 30, 2014,
the CLO was deconsolidated.

Fixed Assets
Fixed assets primarily consist of equipment, software and leasehold improvements. Equipment consists primarily of
communications and technology hardware and furniture and fixtures. Capitalized software includes both purchased
software and internally developed software. The cost of software used under a service contract where Legg Mason
does not own or control the software is expensed over the term of the contract. Fixed assets are reported at cost, net of
accumulated depreciation and amortization. Depreciation and amortization are determined by use of the straight-line
method. Equipment is depreciated over the estimated useful lives of the assets, generally ranging from three to eight
years. Software is amortized over the estimated useful lives of the assets, generally three years. Leasehold
improvements are amortized or depreciated over the initial term of the lease unless options to extend are likely to be
exercised. Maintenance and repair costs are expensed as incurred. Internally developed software is reviewed
periodically to determine if there is a change in the useful life, or if an impairment in value may exist. If impairment is
deemed to exist, the asset is written down to its fair value or is written off if the asset is determined to no longer have
any value.

Intangible Assets and Goodwill
Legg Mason's identifiable intangible assets consist principally of asset management contracts, contracts to manage
proprietary mutual funds or funds-of-hedge funds, and trade names resulting from acquisitions. Intangible assets are
amortized over their estimated useful lives, using the straight-line method, unless the asset is determined to have an
indefinite useful life. Asset management contracts are amortizable intangible assets that are capitalized at acquisition
and amortized over the expected life of the contract. The value of contracts to manage assets in proprietary mutual
funds or funds-of-hedge funds and the value of trade names are classified as indefinite-life intangible assets. The
assignment of indefinite lives to proprietary fund contracts is based upon the assumption that there is no foreseeable
limit on the contract period to manage proprietary funds due to the likelihood of continued renewal at little or no cost.
The assignment of indefinite lives to trade names is based on the assumption that they are expected to generate cash
flows indefinitely.

Goodwill represents the residual amount of acquisition cost in excess of identified tangible and intangible assets and
assumed liabilities. Indefinite-life intangible assets and goodwill are not amortized for financial statement purposes.
Given the relative significance of intangible assets and goodwill to the Company's consolidated financial statements,
on a quarterly basis Legg Mason considers if triggering events have occurred that may indicate that the fair values
have declined below their respective carrying amounts. Triggering events may include significant adverse changes in
the Company's business or the legal or regulatory environment, loss of key personnel, significant business
dispositions, or other events, including changes in economic arrangements with our affiliates that will impact future
operating results. If a triggering event has occurred, the Company will perform quantitative tests, which include
critical reviews of all significant factors and assumptions, to determine if any intangible assets or goodwill are
impaired. Legg Mason considers factors such as projected cash flows and revenue multiples, to determine whether the
value of the assets is impaired and the indefinite-life assumptions are appropriate. If an asset is impaired, the
difference between the value of the asset reflected on the consolidated financial statements and its current fair value is
recognized as an expense in the period in which the impairment is determined. If a triggering event has not occurred,
the Company performs quantitative tests annually at December 31, for indefinite-life intangible assets and goodwill,
unless the Company can qualitatively conclude that it is more likely than not that the respective fair values exceed the
related carrying values. The fair values of intangible assets subject to amortization are considered for impairment at
each reporting period using an undiscounted cash flow analysis. For intangible assets with indefinite lives, fair value is
determined from a market participant's perspective based on projected discounted cash flows, which take into
consideration estimates of future fees, profit margins, growth rates, taxes, and discount rates. Proprietary fund
contracts that are managed and operated as a single unit and meet other criteria may be aggregated for impairment
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testing. Goodwill is evaluated at the reporting unit level, and is considered for impairment when the carrying value of
the reporting unit exceeds the implied fair value of the reporting unit. In estimating the implied fair value of the
reporting unit, Legg Mason uses valuation techniques principally based on discounted projected cash flows and
EBITDA multiples, similar to techniques employed in analyzing the purchase price of an acquisition. Goodwill is
deemed to be recoverable at the reporting unit level, which is also the operating segment level that Legg Mason
defines as the Global Asset Management segment. This results from the fact that the chief operating decision maker,
Legg Mason's Chief Executive Officer, regularly receives discrete financial information at the consolidated Global
Asset Management business level and does not regularly receive discrete financial information, such as operating
results, at any lower level, such as the asset management affiliate level. Allocations of goodwill for management
restructures, acquisitions, and dispositions are based on relative fair values of the respective businesses restructured,
acquired, or divested.
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See Note 5 for additional information regarding intangible assets and goodwill and Note 15 for additional business
segment information.

Contingent Consideration Liabilities
In connection with business acquisitions, Legg Mason may be required to pay additional future consideration based on
the achievement of certain designated financial metrics. Legg Mason estimates the fair value of these potential future
obligations at the time a business combination is consummated and records a Contingent consideration liability in the
Consolidated Balance Sheets.

Legg Mason accretes contingent consideration liabilities to the expected payment amounts over the related earn-out
terms until the obligations are ultimately paid, resulting in Interest expense in the Consolidated Statements of Income
(Loss). If the expected payment amounts subsequently change, the Contingent consideration liabilities are reduced or
increased in the current period, resulting in a gain or loss, which is reflected within Other operating expense in the
Consolidated Statements of Income (Loss).

See Notes 2 and 8 for additional information regarding contingent consideration liabilities.

Translation of Foreign Currencies
Assets and liabilities of foreign subsidiaries that are denominated in non-U.S. dollar functional currencies are
translated at exchange rates as of the Consolidated Balance Sheet dates. Revenues and expenses are translated at
average exchange rates during the period. The gains or losses resulting from translating foreign currency financial
statements into U.S. dollars are included in stockholders' equity and comprehensive income (loss). Gains or losses
resulting from foreign currency transactions are included in Net Income (Loss).

Investment Advisory Fees
Legg Mason earns investment advisory fees on assets in separately managed accounts, investment funds, and other
products managed for Legg Mason's clients. These fees are primarily based on predetermined percentages of the
market value of the assets under management ("AUM"), and are recognized over the period in which services are
performed and may be billed in advance of the period earned based on AUM at the beginning of the billing period in
accordance with the related advisory contracts. Revenue associated with advance billings is deferred and included in
Other current liabilities in the Consolidated Balance Sheets and is recognized over the period earned. Performance
fees may be earned on certain investment advisory contracts for exceeding performance benchmarks on a relative or
absolute basis, depending on the product, and are recognized at the end of the performance measurement period.
Accordingly, neither advanced billings nor performance fees are subject to reversal. The largest portion of
performance fees are earned based on 12-month performance periods that end in differing quarters during the year,
with a portion also based on quarterly performance periods.

Legg Mason has responsibility for the valuation of AUM, substantially all of which is based on observable market
data from independent pricing services, fund accounting agents, custodians or brokers.

Distribution and Service Fees Revenue and Expense
Distribution and service fees represent fees earned from funds to reimburse the distributor for the costs of marketing
and selling fund shares and servicing proprietary funds and are generally determined as a percentage of client assets.
Reported amounts also include fees earned from providing client or shareholder servicing, including record keeping or
administrative services to proprietary funds, and non-discretionary advisory services. Distribution fees earned on
company-sponsored investment funds are reported as revenue. When Legg Mason enters into arrangements with
broker-dealers or other third parties to sell or market proprietary fund shares, distribution and servicing expense is
accrued for the amounts owed to third parties, including finders' fees and referral fees paid to unaffiliated
broker-dealers or introducing parties. Distribution and servicing expense also includes payments to third parties for
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certain shareholder administrative services and sub-advisory fees paid to unaffiliated asset managers.

87

Edgar Filing: LEGG MASON, INC. - Form 10-K

155



Deferred Sales Commissions
Commissions paid to financial intermediaries in connection with sales of certain classes of company-sponsored
mutual funds are capitalized as deferred sales commissions. The asset is amortized over periods not exceeding six
years, which represent the periods during which commissions are generally recovered from distribution and service
fee revenues and from contingent deferred sales charges ("CDSC") received from shareholders of those funds upon
redemption of their shares. CDSC receipts are recorded as distribution and service fee revenue when received and a
reduction of the unamortized balance of deferred sales commissions, with a corresponding expense.

Management periodically tests the deferred sales commission asset for impairment by reviewing the changes in value
of the related shares, the relevant market conditions and other events and circumstances that may indicate an
impairment in value has occurred. If these factors indicate an impairment in value, management compares the carrying
value to the estimated undiscounted cash flows expected to be generated by the asset over its remaining life. If
management determines that the deferred sales commission asset is not fully recoverable, the asset will be deemed
impaired and a loss will be recorded in the amount by which the recorded amount of the asset exceeds its estimated
fair value. For the years ended March 31, 2015, 2014 and 2013, no impairment charges were recorded. Deferred sales
commissions, included in Other non-current assets in the Consolidated Balance Sheets, were $10,422 and $8,031 at
March 31, 2015 and 2014, respectively.

Income Taxes
Deferred income taxes are provided for the effects of temporary differences between the tax basis of an asset or
liability and its reported amount in the financial statements. Deferred income tax assets are subject to a valuation
allowance if, in management's opinion, it is more likely than not that these benefits will not be realized. Legg Mason's
deferred income taxes principally relate to net operating loss and other carryforward benefits, business combinations,
amortization of intangible assets and accrued compensation.

Under applicable accounting guidance, a tax benefit should only be recognized if it is more likely than not that the
position will be sustained based on its technical merits. A tax position that meets this threshold is measured as the
largest amount of benefit that has a greater than 50% likelihood of being realized upon settlement by the appropriate
taxing authority having full knowledge of all relevant information.

The Company's accounting policy is to classify interest related to tax matters as interest expense and related penalties,
if any, as other operating expense.

See Note 7 for additional information regarding income taxes.

Loss Contingencies
Legg Mason accrues estimates for loss contingencies related to legal actions, investigations, and proceedings,
exclusive of legal fees, when it is probable that a liability has been incurred and the amount of loss can be reasonably
estimated. Related insurance recoveries are recorded separately when the underwriter has confirmed coverage of a
specific claim amount. See Note 8 for additional information.

Stock-Based Compensation
Legg Mason's stock-based compensation includes stock options, an employee stock purchase plan, market-based
performance shares payable in common stock, restricted stock awards and units, management equity plans for certain
affiliates and deferred compensation payable in stock. Under its stock compensation plans, Legg Mason issues equity
awards to directors, officers, and other key employees.

In accordance with the applicable accounting guidance, compensation expense includes costs for all non-vested
share-based awards classified as equity at their grant date fair value amortized over the respective vesting periods on
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the straight-line method. Legg Mason determines the fair value of stock options and affiliate management equity plan
grants using the Black-Scholes option-pricing model, with the exception of market-based performance grants, which
are valued with a Monte Carlo option-pricing model. See "Other Developments" below and Note 11 for additional
information regarding stock-based compensation.

In conjunction with the December 2012 modification of employment and other arrangements with certain employees
of its subsidiary, The Permal Group, Ltd ("Permal"), Legg Mason completed implementation of a management equity
plan during the quarter ended June 30, 2013. On March 31, 2014, a similar management equity plan was implemented
by Legg Mason

88

Edgar Filing: LEGG MASON, INC. - Form 10-K

157



for certain employees of its subsidiary ClearBridge Investments, LLC ("ClearBridge"). The plans better align the
interests of each affiliate's management with those of Legg Mason and its shareholders, and provide for, among other
things, higher margins at specified higher revenue levels. The affiliate management equity plans entitle certain key
employees of each affiliate to participate in 15% of the future growth, if any, of the respective affiliates' enterprise
value (subject to appropriate discounts) subsequent to the date of grant. Current and future grants under the plans vest
20% annually for five years, over which the related grant-date fair values will be recognized as Compensation expense
in the Consolidated Statements of Income. Once vested, plan units can be put to Legg Mason for settlement at fair
value, beginning one year after the holder terminates their employment. Legg Mason can also call plan units,
generally post employment, for settlement at fair value. Changes in control of Legg Mason or either affiliate do not
impact vesting, settlement or other provisions of the units. However, upon sale of substantially all of the affiliate's
assets, the vesting of the respective units would accelerate and participants would receive a fair value payment in
respect of their interests under the plan. Future grants of additional plan units will dilute the participation of existing
outstanding units in 15% of the future growth of the respective affiliates' enterprise value, if any, subsequent to the
related future grant date, for which additional compensation expense would be incurred. Further, future grants under
either plan will not entitle the plan participants, collectively, to more than an aggregate 15% of the future growth of
the respective affiliate's enterprise value. Upon vesting, the grant-date fair value of vested plan units will be reflected
in the Consolidated Balance Sheets as redeemable noncontrolling interests through an adjustment to additional paid-in
capital. Thereafter, redeemable noncontrolling interests will continue to be adjusted to the ultimate maximum
estimated redemption value over the expected term, through retained earnings adjustments. See Note 11 for additional
information on affiliate management equity plans.

Earnings Per Share
Basic earnings per share attributable to Legg Mason, Inc. shareholders ("EPS") is calculated by dividing Net Income
(Loss) Attributable to Legg Mason, Inc. (adjusted by earnings allocated to participating securities) by the
weighted-average number of shares outstanding. Legg Mason issues to employees restricted stock that are deemed to
be participating securities prior to vesting, because the unvested restricted shares entitle their holder to nonforfeitable
dividend rights. In this circumstance, accounting guidance requires a “two-class method” for EPS calculations that
excludes earnings allocated (both distributed and undistributed) to participating securities.

Diluted EPS is similar to basic EPS, but adjusts for the effect of potential common shares unless they are antidilutive.
For periods with a net loss, potential common shares, other than potentially unvested restricted shares, are considered
antidilutive. See Note 12 for additional discussion of EPS.

Restructuring Costs
As further discussed in Note 2, in March 2014, Legg Mason entered into a definitive agreement to acquire QS
Investors Holdings, LLC ("QS Investors"). Legg Mason is integrating its two existing affiliates, Batterymarch
Financial Management, Inc. ("Batterymarch") and Legg Mason Global Asset Allocation, LLC ("LMGAA") into QS
Investors over time to leverage the best aspects of each subsidiary. The costs anticipated with this integration
primarily relate to employee termination benefits, including severance and retention incentives, which are recorded as
Compensation and benefits in the Consolidated Statements of Income (Loss). See Note 2 for additional information.

Noncontrolling Interests
For CIVs with third-party investors, the related noncontrolling interests are classified as redeemable noncontrolling
interests if investors in these funds may request withdrawals at any time. Also included in redeemable noncontrolling
interests are vested affiliate management equity plan interests. There were no nonredeemable noncontrolling interests
as of March 31, 2015 or 2014. Net income attributable to noncontrolling interests in the Consolidated Statement of
Income (Loss) for the year ended March 31, 2013 also includes Net income reclassified to Appropriated retained
earnings for consolidated investment vehicle in the Consolidated Balance Sheet.
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Net income attributable to noncontrolling interests for the years ended March 31, included the following amounts:

Years Ended March 31,

2015 2014 2013
Net income attributable to redeemable noncontrolling interests $5,629 $1,881 $971
Net income reclassified to appropriated retained earnings for consolidated
investment vehicle — (4,829 ) (7,392 )

Total $5,629 $(2,948 ) $(6,421 )

Total Redeemable noncontrolling interests as of and for the years ended March 31, included the following amounts:
Years Ended March 31,
2015 2014 2013

Balance, beginning of period $45,144 $21,009 $24,031
Net income attributable to redeemable noncontrolling interests 5,629 1,881 971
Net (redemptions/distributions paid to)/subscriptions received from noncontrolling
interests (10,459 ) 20,438 (3,993 )

Affiliate management equity plan interests 5,206 1,816 —
Balance, end of period $45,520 $45,144 $21,009

Recent Accounting Developments
In May 2015, the Financial Accounting Standards Board (“FASB”) updated the guidance on fair value measurement. 
The updated guidance removes the requirement to categorize within the fair value hierarchy and related sensitivity
disclosures, all investments for which fair value is measured using the NAV practical expedient.  The amount of such
investments would instead be disclosed as a reconciling item between the fair value hierarchy table and the investment
amounts reported on the balance sheet.  This guidance will be effective for Legg Mason in fiscal 2017, unless adopted
earlier.  Legg Mason is evaluating the impact of its adoption.

In February 2015, the FASB updated the guidance for consolidation requirements. The updated guidance eliminates
the presumption that a general partner should consolidate a limited partnership, and modifies the evaluation of
whether limited partnerships and similar legal entities are VIEs or VREs. Additionally, the updated guidance affects
the conclusion such that certain fees paid to decision makers are no longer variable interests, and certain related party
relationships with a sponsored investment fund may no longer require its consolidation. The update also eliminates the
deferral of accounting guidance that requires separate evaluation for investment company VIEs and other VIEs. This
update will be effective for Legg Mason in fiscal 2017, unless adopted earlier. Legg Mason is evaluating the timing
and impact of its adoption.

In August 2014, the FASB updated the guidance on measuring the financial assets and financial liabilities of
consolidated collateralized financing entities. The update requires that an entity electing to apply the guidance should
measure both the financial assets and financial liabilities using the fair value of the consolidated collateralized
financing entity’s financial assets or financial liabilities, whichever is more observable. This update also requires
certain disclosures by entities that
apply its provisions and will be effective for Legg Mason in fiscal 2017, unless adopted earlier. Legg Mason is
evaluating the impact of its adoption.

In May 2014, the FASB updated the guidance on revenue recognition. The updated guidance improves comparability
and removes inconsistencies in revenue recognition practices across entities, industries, jurisdictions, and capital
markets. This update will be tentatively effective for Legg Mason in fiscal 2018 and Legg Mason is evaluating the
impact of its adoption.
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2. ACQUISITIONS AND DISPOSITION

Acquisitions

Martin Currie
On October 1, 2014, Legg Mason acquired all outstanding equity interests of Martin Currie (Holdings) Limited
("Martin Currie"), pursuant to a share purchase agreement dated July 24, 2014. Martin Currie is an international equity
specialist based in the United Kingdom with approximately $9,500,000 in AUM on the date of acquisition. The
acquisition required an initial payment of $202,577 (using the foreign exchange rate as of October 1, 2014 for the
£125,000 contract amount), which was funded from existing cash. In addition, contingent consideration payments may
be due March 31 following the first, second and third anniversaries of closing, aggregating up to approximately
$483,000 (using the foreign exchange rate as of March 31, 2015 for the maximum £325,000 contract amount),
inclusive of the payment of certain potential pension and other obligations, and dependent on the achievement of
certain financial metrics, as specified in the share purchase agreement, at March 31, 2016, 2017, and 2018. The
Contingent consideration liability established at closing had an acquisition date fair value of $75,211 (using the
foreign exchange rate as of October 1, 2014). Actual payments to be made may also include amounts for certain
potential pension and other obligations that are accounted for separately. As of March 31, 2015, the fair value of the
Contingent consideration liability was $70,114, a decrease of $5,097 from October 1, 2014, all of which is attributable
to changes in the exchange rate, net of accretion, which is included in Accumulated other comprehensive income as
Foreign currency translation adjustment. The Contingent consideration liability is included in non-current Contingent
consideration in the Consolidated Balance Sheet at March 31, 2015. The Contingent consideration liability is recorded
at an entity with a British pound functional currency, such that related changes in the exchange rate do not impact net
income.

A summary of the acquisition-date fair values of the assets acquired and liabilities assumed, after certain measurement
period adjustments, are as follows:
Purchase price
     Cash $202,577
     Contingent consideration 75,211
Total Consideration 277,788
Identifiable assets and liabilities
     Cash 29,389
     Indefinite-life intangible fund management contracts 135,321
     Amortizable intangible asset management contracts 15,234
Indefinite-life trade name 7,130
Fixed assets 784
     Liabilities, net (4,388 )
Pension liability (32,433 )
Deferred tax liabilities (31,537 )
Total identifiable assets and liabilities 119,500
Goodwill $158,288

The fair value of the amortizable intangible asset management contracts asset is being amortized over a period of 12
years. Goodwill is principally attributable to synergies expected to arise with Martin Currie. These acquired intangible
assets and goodwill are not deductible for U.K. tax purposes.
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Management estimated the fair values of the indefinite-life intangible fund management contracts and indefinite-life
trade name, and amortizable intangible asset management contracts based upon discounted cash flow analyses, using
unobservable market data inputs, which are Level 3 measurements. The significant assumptions used in these analyses
at acquisition including projected annual cash flows, projected AUM growth rates and discount rates, are summarized
as follows:

Projected Cash Flow Growth Discount Rate
Indefinite-life intangible fund management
contracts and indefinite-life trade name 0% to 25% (weighted-average - 11%) 15.0%

Projected AUM Growth / (Attrition) Discount Rate
Amortizable intangible asset management contracts 6% / (17)% 15.0%

The fair value of the contingent consideration was measured using Monte Carlo simulation with various unobservable
market data inputs, which are Level 3 measurements. The simulation considered variables, including AUM growth,
performance fee levels and relevant product performance. Projected AUM, performance fees and earn-out payments
were discounted as appropriate. A summary of various assumption values follows:
AUM growth rates 0% to 28% (weighted-average - 14%)
Performance fees growth rates 0% to 30% (weighted-average - 15%)
Discount rates:
   Projected AUM 13.0%
   Projected performance fees 15.0%
   Earn-out payments 1.3%
AUM volatility 18.8%

Significant increases (decreases) in projected AUM or performance fees would result in a significantly higher (lower)
Contingent consideration liability fair value.

The Company has not presented pro forma combined results of operations for this acquisition because the results of
operations as reported in the accompanying Consolidated Statements of Income (Loss) would not have been
materially different. The financial results of Martin Currie included in Legg Mason's consolidated financial results for
the year ended March 31, 2015, include revenues of $32,293 and did not have a material impact on Net Income
Attributable to Legg Mason, Inc.

Martin Currie Defined Benefit Pension Plan
Martin Currie sponsors a retirement and death benefits plan, a defined benefit pension plan, with assets held in a
separate trustee-administered fund. Plan assets, comprised of 58% equities (Level 1) and 42% bonds (Level 2), are
measured at fair value. Assumptions used to determine the expected return on plan assets targets a 55% / 45%
equity/bond allocation with reference to the 15-year FTSE UK Gilt yield for equities and UK long-dated bond yields
for bonds. Plan liabilities are measured on an actuarial basis using the projected unit method and discounted at a rate
equivalent to the current rate on a high quality bond in the local UK market and currency. As of March 31, 2015, there
were no significant concentrations of risk in plan assets. The most recent actuarial valuation was performed as of May
31, 2013, which was updated through the acquisition and balance sheet dates. Accrual of service credit under the plan
ceased on October 3, 2014.

The resulting net benefit obligation, comprised as follows, is included in the March 31, 2015 Consolidated Balance
Sheet as Other non-current liabilities:
Fair value of plan assets (at 6.3% expected weighted-average long-term return) $59,404
Benefit obligation (at 3.3% discount rate) (98,110 )
Unfunded status (excess of benefit obligation over plan assets) $(38,706 )
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The change in the benefit obligation for the period from acquisition through March 31, 2015 is summarized below:
Period From
Acquisition

Beginning benefit obligation $91,750
Interest costs 1,730
Actuarial loss 14,461
Benefits paid (762 )
Plan curtailments (789 )
Exchange rate changes (8,280 )
Ending benefit obligation $98,110

The change in plan assets for the period from acquisition through March 31, 2015 is summarized below:
Period From
Acquisition

Beginning plan assets $59,317
Actual return on plan assets 6,028
Employer contributions 1
Benefits paid (762 )
Exchange rate changes (5,180 )
Ending plan assets $59,404

For the year ended March 31, 2015, a net periodic benefit gain of $815 was included in Compensation and benefits
expense in the Consolidated Statement of Income.

The components of the net periodic benefit gain for the period from acquisition through March 31, 2015 are as
follows:

Period From
Acquisition

Interest costs $1,730
Expected return on plan assets (1,756 )
Curtailment gain recognized (789 )
Net periodic benefit gain $(815 )

Net actuarial losses of $9,595, were included in Accumulated other comprehensive income in the Consolidated
Balance Sheet at March 31, 2015.

As of March 31, 2015, the plan expects to make benefit payments over the next 10 fiscal years as follows:
2016 $1,184
2017 1,235
2018 1,324
2019 1,611
2020 1,588
2021 - 2025 13,788

The contingent consideration payments are expected to provide some, if not all, funding of the net plan benefit
obligation, through a provision requiring certain amounts to be paid to the plan. Any contingent consideration
payments to the plan are based on determination of the plan benefit obligation under local technical provisions utilized
by the plan trustees. Absent
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any such funding or any regulatory requirement to accelerate funding, Martin Currie expects to contribute $2,228 to
the plan during the year ending March 31, 2016.

The contingent consideration provisions of the share purchase agreement also require a designated percentage of the
earn-out payments, net of any pension contribution, to be allocated to fund an incentive plan for Martin Currie's
management. No payments to employees under the arrangement will be made until the end of the earn-out period. The
estimated payment (adjusted quarterly) is being amortized over the earn-out term.

QS Investors, LLC
Effective May 31, 2014, Legg Mason acquired all of the outstanding equity interests of QS Investors, a customized
solutions and global quantitative equities provider. At the time of acquisition, QS Investors had approximately
$5,000,000 in AUM and nearly $100,000,000 in assets under advisement.

The initial purchase price was a cash payment of $11,000, funded from existing cash. In addition, contingent
consideration of up to $10,000 and $20,000 for the second and fourth anniversary payments may be due in July 2016
and July 2018, respectively, dependent on the achievement of certain net revenue targets, and subject to a potential
catch-up adjustment in the fourth anniversary payment for any second anniversary payment shortfall. The Contingent
consideration liability established at closing had an acquisition date fair value of $13,370, which represented the
present value of the contingent consideration expected to be paid. The Contingent consideration liability is included in
non-current Contingent consideration in the Consolidated Balance Sheet at March 31, 2015 and has accreted to
$13,553.

A summary of the acquisition-date fair values of the assets acquired and liabilities assumed, after certain measurement
period adjustments, are as follows:
Purchase price
     Cash $11,000
     Contingent consideration 13,370
Total Consideration 24,370
Identifiable assets and liabilities
     Cash 441
Investments 3,281
     Receivables 2,699
     Amortizable intangible asset management contracts 7,060
Fixed assets 599
Liabilities, net (6,620 )
Total identifiable assets and liabilities 7,460
Goodwill $16,910

The fair value of the amortizable intangible asset management contracts had a useful life of 10 years at acquisition.
Purchase price allocated to goodwill is expected to be deductible for U.S. tax purposes over a period of 15 years.
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Management estimated the fair values of the amortizable intangible asset management contracts based upon a
discounted cash flow analysis, and the contingent consideration expected to be paid and discounted, based upon
probability-weighted revenue projections, using unobservable market data inputs, which are Level 3 measurements.
The significant assumptions used in these analyses at acquisition including projected annual cash flows, revenues and
discount rates, are summarized as follows:

Projected Cash Flow Attrition, Net Discount Rate
Amortizable intangible asset management contracts (10)% 15.0%

Projected Revenue Growth Rates Discount Rates
Contingent consideration 0% to 10% (weighted-average - 6%) 1.2% / 2.1%

Goodwill is principally attributable to synergies expected to arise with QS Investors.

The Company has not presented pro forma combined results of operations for this acquisition because the results of
operations as reported in the accompanying Consolidated Statements of Income (Loss) would not have been
materially different. The financial results of QS Investors included in Legg Mason's consolidated financial results for
the year ended March 31, 2015, include revenues of $12,340, and did not have a material impact on Net Income
Attributable to Legg Mason, Inc.

Over time, Legg Mason is integrating two existing affiliates, Batterymarch and LMGAA, into QS Investors to capture
synergies and leverage the best capabilities of each entity. In connection with the integration, total charges for
restructuring and transition costs of $38,404 have been recognized through March 31, 2015, which includes $35,846
and $2,558 for the years ended March 31, 2015 and 2014, respectively, primarily recorded in Compensation and
benefits in the Consolidated Statements of Income (Loss). These costs are primarily comprised of charges for
employee termination benefits, including severance and retention incentives, as well as real estate related charges.
Any additional charges related to the integration are not expected to be material.

The table below presents a summary of changes in the restructuring and transition-related liability from December 31,
2013 through March 31, 2015 and cumulative charges incurred to date:

Compensation Other Total
Balance as of December 31, 2013 $— $— $—
Accrued charges 2,161 111 2,272
Balance as of March 31, 2014
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