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_________

FORM 10-Q
_________

ý QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 2018

OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from _____ to _____

Commission file number 0-362

FRANKLIN ELECTRIC CO INC
(Exact name of registrant as specified in its charter)

Indiana 35-0827455
(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)

9255 Coverdale Road
Fort Wayne, Indiana 46809
(Address of principal executive offices) (Zip Code)

(260) 824-2900
(Registrant's telephone number, including area code)

Not Applicable
(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

YES x NO o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (Section
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files).

YES x NO o

1

Edgar Filing: FRANKLIN ELECTRIC CO INC - Form 10-Q

5



Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
smaller reporting company, or an emerging growth company.  See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company," and "emerging growth company" in Rule 12b-2 of the Exchange Act.

Large Accelerated Filer x Accelerated Filer o Non-Accelerated Filer o Smaller Reporting Company o
Emerging Growth Company o

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).

YES  o NO x

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable
date.

Outstanding at
Class of Common Stock Par Value July 27, 2018
$0.10 46,715,822 shares

2
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PART I - FINANCIAL INFORMATION

ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

FRANKLIN ELECTRIC CO., INC. AND CONSOLIDATED SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)

Second Quarter
Ended Six Months Ended

(In thousands, except per share amounts) June 30,
2018

June 30,
2017

June 30,
2018

June 30,
2017

Net sales $343,970 $305,349 $639,600 $525,601
Cost of sales 227,894 202,596 424,542 347,032
Gross profit 116,076 102,753 215,058 178,569
Selling, general, and administrative expenses 74,965 68,231 151,240 125,227
Restructuring expense 637 251 644 566
Operating income 40,474 34,271 63,174 52,776
Interest expense (2,606 ) (2,244 ) (5,034 ) (5,758 )
Other income/(expense), net 45 5,506 (159 ) 6,178
Foreign exchange income/(expense) (999 ) (372 ) (1,550 ) 103
Income before income taxes 36,914 37,161 56,431 53,299
Income tax expense 6,875 6,917 5,177 7,121
Net income $30,039 $30,244 $51,254 $46,178
Less: Net (income)/loss attributable to noncontrolling interests 458 (335 ) 417 (539 )
Net income attributable to Franklin Electric Co., Inc. $30,497 $29,909 $51,671 $45,639
Income per share:
Basic $0.65 $0.64 $1.10 $0.97
Diluted $0.64 $0.64 $1.09 $0.97
Dividends per common share $0.1200 $0.1075 $0.2275 $0.2075

See Notes to Condensed Consolidated Financial Statements.

4
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FRANKLIN ELECTRIC CO., INC. AND CONSOLIDATED SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME/(LOSS)
(Unaudited)

Second Quarter
Ended Six Months Ended

(In thousands) June 30,
2018

June 30,
2017

June 30,
2018

June 30,
2017

Net income $30,039 $30,244 $51,254 $46,178
Other comprehensive income/(loss), before tax:
     Foreign currency translation adjustments (32,736 ) 6,101 (25,741 ) 14,504
     Employee benefit plan activity 774 747 1,552 1,490
Other comprehensive income/(loss) (31,962 ) 6,848 (24,189 ) 15,994
Income tax expense related to items of other comprehensive income (176 ) (252 ) (353 ) (504 )
Other comprehensive income/(loss), net of tax (32,138 ) 6,596 (24,542 ) 15,490
Comprehensive income/(loss) (2,099 ) 36,840 26,712 61,668
Less: Comprehensive loss attributable to noncontrolling interests (469 ) (364 ) (376 ) (153 )
Comprehensive income/(loss) attributable to Franklin Electric Co., Inc. $(1,630 ) $37,204 $27,088 $61,821

See Notes to Condensed Consolidated Financial Statements.
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FRANKLIN ELECTRIC CO., INC. AND CONSOLIDATED SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

(In thousands) June 30,
2018

December 31,
2017

ASSETS
Current assets:
Cash and cash equivalents $70,044 $ 67,233
Receivables, less allowances of $4,928 and $4,430, respectively 206,542 171,007
Inventories:
Raw material 112,061 109,590
Work-in-process 19,686 16,742
Finished goods 196,885 185,993
Total inventories 328,632 312,325
Other current assets 34,735 38,566
Total current assets 639,953 589,131

Property, plant, and equipment, at cost:
Land and buildings 140,225 142,088
Machinery and equipment 266,967 268,373
Furniture and fixtures 48,606 52,916
Other 23,179 22,810
Property, plant, and equipment, gross 478,977 486,187
Less: Allowance for depreciation (273,880 ) (270,493 )
Property, plant, and equipment, net 205,097 215,694
Deferred income taxes 8,765 8,929
Intangible assets, net 123,497 131,471
Goodwill 235,408 236,810
Other assets 3,026 3,318
Total assets $1,215,746 $ 1,185,353

6
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June 30,
2018

December 31,
2017

LIABILITIES AND EQUITY
Current liabilities:
Accounts payable $82,123 $ 79,348
Accrued expenses and other current liabilities 57,563 63,887
Income taxes 3,589 2,213
Current maturities of long-term debt and short-term borrowings 167,803 100,453
Total current liabilities 311,078 245,901
Long-term debt 94,920 125,596
Income taxes payable non-current 12,791 17,391
Deferred income taxes 25,397 30,913
Employee benefit plans 38,472 42,178
Other long-term liabilities 17,300 19,251

Commitments and contingencies (see Note 14) — —

Redeemable noncontrolling interest 764 1,502

Shareholders' equity:
Common stock (65,000 shares authorized, $.10 par value) outstanding (46,543 and 46,630,
respectively) 4,654 4,663

Additional capital 246,682 240,136
Retained earnings 634,992 604,905
Accumulated other comprehensive loss (173,630 ) (149,047 )
Total shareholders' equity 712,698 700,657
Noncontrolling interest 2,326 1,964
Total equity 715,024 702,621
Total liabilities and equity $1,215,746 $ 1,185,353

See Notes to Condensed Consolidated Financial Statements.
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FRANKLIN ELECTRIC CO., INC. AND CONSOLIDATED SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

Six Months Ended

(In thousands) June 30,
2018

June 30,
2017

Cash flows from operating activities:
Net income $51,254 $46,178
Adjustments to reconcile net income to net cash flows from operating activities:
Depreciation and amortization 19,595 18,412
Share-based compensation 4,769 4,546
Deferred income taxes (4,760 ) (3,361 )
Loss on disposals of plant and equipment 127 178
Gain on equity investment — (4,788 )
Foreign exchange (income)/expense 1,550 (103 )
Changes in assets and liabilities, net of acquisitions
Receivables (40,812 ) (9,289 )
Inventory (20,614 ) (31,792 )
Accounts payable and accrued expenses (1,072 ) (24,712 )
Income taxes (703 ) (3,481 )
Income taxes-U.S. Tax Cuts and Jobs Act (4,600 ) —
Employee benefit plans (1,718 ) (2,431 )
Other, net 2,153 (1,862 )
Net cash flows from operating activities 5,169 (12,505 )
Cash flows from investing activities:
Additions to property, plant, and equipment (11,446 ) (18,621 )
Proceeds from sale of property, plant, and equipment 306 109
Cash paid for acquisitions, net of cash acquired (8,428 ) (52,255 )
Other, net 199 153
Net cash flows from investing activities (19,369 ) (70,614 )
Cash flows from financing activities:
Proceeds from issuance of debt 110,054 169,284
Repayment of debt (72,721 ) (122,088)
Proceeds from issuance of common stock 1,795 2,047
Purchases of common stock (10,953 ) (2,374 )
Dividends paid (10,658 ) (10,199 )
Purchase of redeemable noncontrolling shares — (5,047 )
Net cash flows from financing activities 17,517 31,623
Effect of exchange rate changes on cash (506 ) 2,260
Net change in cash and equivalents 2,811 (49,236 )
Cash and equivalents at beginning of period 67,233 104,331
Cash and equivalents at end of period $70,044 $55,095

8
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Six Months
Ended

(In thousands) June 30,
2018

June 30,
2017

Cash paid for income taxes, net of refunds $15,829 $14,583
Cash paid for interest $5,354 $4,712

Non-cash items:
Additions to property, plant, and equipment, not yet paid $— $474
Payable to seller of Bombas Leao $— $24
Payable to seller of Valley Farms Supply, Inc. $450 $—

See Notes to Condensed Consolidated Financial Statements.

9

Edgar Filing: FRANKLIN ELECTRIC CO INC - Form 10-Q

13



FRANKLIN ELECTRIC CO., INC. AND CONSOLIDATED SUBSIDIARIES
INDEX TO NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Page Number

Note 1. Condensed Consolidated Financial Statements 11
Note 2. Accounting Pronouncements 11
Note 3. Acquisitions 12
Note 4. Fair Value Measurements 14
Note 5. Financial Instruments 15
Note 6. Goodwill and Other Intangible Assets 15
Note 7. Employee Benefit Plans 16
Note 8. Income Taxes 17
Note 9. Debt 18
Note 10. Earnings Per Share 19
Note 11. Equity Roll Forward 20
Note 12. Accumulated Other Comprehensive Income/(Loss) 20
Note 13. Segment Information 21
Note 14. Commitments and Contingencies 23
Note 15. Share-Based Compensation 23
Note 16. Subsequent Event 25

10

Edgar Filing: FRANKLIN ELECTRIC CO INC - Form 10-Q

14



NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
The accompanying condensed consolidated balance sheet as of December 31, 2017, which has been derived from
audited financial statements, and the unaudited interim condensed consolidated financial statements as of June 30,
2018, and for the second quarters and six months ended June 30, 2018 and June 30, 2017 have been prepared in
accordance with generally accepted accounting principles for interim financial information and with the instructions to
Form 10-Q and Article 10 of Regulation S-X. Certain information and note disclosures normally included in annual
financial statements prepared in accordance with generally accepted accounting principles have been condensed or
omitted pursuant to those rules and regulations.  In the opinion of management, all accounting entries and adjustments
(including normal, recurring adjustments) considered necessary for a fair presentation of the financial position and the
results of operations for the interim periods have been made. Operating results for the second quarter and six months
ended June 30, 2018 are not necessarily indicative of the results that may be expected for the fiscal year ending
December 31, 2018. For further information, including a description of the critical accounting policies of Franklin
Electric Co., Inc. (the "Company"), refer to the consolidated financial statements and notes thereto included in the
Company's Annual Report on Form 10-K for the year ended December 31, 2017.

2. ACCOUNTING PRONOUNCEMENTS
Adoption of New Accounting Standards
In March 2017, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”)
2017-07, Compensation - Retirement Benefits (Topic 715): Improving the Presentation of Net Periodic Pension Cost
and Net Periodic Postretirement Benefit Cost. This ASU requires entities to present only the service cost component
of net periodic benefit cost as an operating expense (consistent with the presentation of other employee compensation
costs). The other components of net periodic benefit cost are to be presented as a non-operating expense. The
Company adopted ASU 2017-07 during the first quarter ended March 31, 2018. The prior year non-service cost
component of net periodic benefit costs as of June 30, 2017 was less than $0.1 million and is not considered
significant. The Company has included current year non-service costs as non-operating expense. The adoption of this
pronouncement did not have a material impact to the Company’s condensed consolidated financial position, results of
operations, or cash flows.
In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers (Topic 606) as modified by
subsequently issued ASUs 2015-14, 2016-08, 2016-10, 2016-12 and 2016-20 (collectively ASU 2014-09).  Topic 606
supersedes the revenue recognition requirements in Accounting Standards Codification (“ASC”) Topic 605, Revenue
Recognition (“Topic 605”), and requires the recognition of revenue when promised goods or services are transferred to
customers in an amount that reflects the considerations to which the entity expects to be entitled to in exchange for
those goods or services. The Company made the accounting policy election allowed by ASC 606-10-32-2A to
continue to present sales tax on a net basis, consistent with current guidance in ASC 605-45-15-2(e). The guidance
permits two methods of adoption: retrospectively to each prior reporting period presented (full retrospective method),
or retrospectively with the cumulative effect of initially applying the guidance recognized at the date of initial
application (modified retrospective method).  The Company adopted ASU 2014-09 during the first quarter ended
March 31, 2018 utilizing the modified retrospective approach. The adoption of this ASU did not have a material
impact to the Company’s condensed consolidated financial position, results of operations, or cash flow; however, the
adoption of this ASU requires the Company to disclose sufficient information to enable users of financial statements
to understand the nature, amount, timing, and uncertainty of revenue and cash flows arising from contracts with
customers. The Company completed its assessment of the additional disclosure requirements with the following
results:
Disaggregation of Revenue
The adoption of this ASU requires the Company to disaggregate revenue into categories to depict how the nature,
timing, and uncertainty of revenue and cash flows are affected by economic factors. As evidenced in Footnote 14
Segment and Geographic Information, the Company’s business consists of the Water, Fueling, Distribution, and Other
segments. The Other segment includes unallocated corporate expenses and intersegment eliminations. A reconciliation
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of disaggregated revenue to segment revenue as well as Water Segment revenue by geographical regions is provided
in Footnote 14, consistent with how the Company evaluates financial performance.
Performance Obligations
A performance obligation is a promise in a contract to transfer a distinct good or service to the customer, and is the
unit of account in ASC Topic 606. The Company typically sells its products to customers by purchase order, and does
not have any additional performance obligations included in contracts to customers other than the shipment of
products. The Company records net sales revenues after discounts at the time of sale based on specific discount
programs in effect, related historical data, and experience. The Company typically ships products FOB shipping at
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which point control of the products passes to the customers. Any shipping and handling fees prior to shipment are
considered activities required to fulfill the Company’s promise to transfer goods, and do not qualify as a separate
performance obligation. Shipping and handling costs are recorded as a component of cost of sales. Additionally, the
Company offers assurance-type warranties (vs. service warranties) which do not qualify as a separate performance
obligation. Therefore, the Company allocates the transaction price based on a single performance obligation. The
Company offers normal and customary trade terms to its customers, no significant part of which is of an extended
nature. The Company considers the performance obligation satisfied and recognizes revenue at a point in time, the
time of shipment. The Company does not generally allow for refunds or returns to customers and does not have
outstanding performance obligations for contracts with original durations of greater than one year at the end of the
reporting period.
Contract Costs
The Company does not have outstanding contracts with an original term greater than one year; therefore, the
Company expenses costs to obtain a contract as incurred.

Accounting Standards Issued But Not Yet Adopted
In February 2018, the FASB issued ASU 2018-02, Reclassification of Certain Tax Effects from Accumulated Other
Comprehensive Income. This ASU was issued following the enactment of the U.S. Tax Cuts and Jobs Act of 2017
("Tax Act") and permits entities to elect a reclassification from accumulated other comprehensive income to retained
earnings for stranded tax effects resulting from the Tax Act. The ASU is effective for interim and annual periods
beginning after December 15, 2018, with early adoption permitted, and may be applied either at the beginning of the
period of adoption or retrospectively to each period in which the effect of the change in the U.S. federal corporate
income tax rate in the Tax Act is recognized. The Company is currently assessing the impact of the ASU on the
Company’s consolidated financial position, results of operations, and cash flows.
In January 2017, the FASB issued ASU 2017-04, Intangibles - Goodwill and Other (Topic 350): Simplifying the Test
for Goodwill Impairment. ASU 2017-04 removes step two from the goodwill impairment test and instead requires an
entity to recognize a goodwill impairment charge for the amount by which the goodwill carrying amount exceeds the
reporting unit's fair value. The ASU is effective on a prospective basis for interim and annual periods beginning after
December 15, 2019 with early adoption permitted. The Company is still determining the date of adoption for this ASU
but does not anticipate the adoption to have a material impact on the Company's consolidated financial position,
results of operations, or cash flows.

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), which supersedes existing guidance on
accounting for leases found in Accounting Standards Codification (“ASC”) Topic 840. This ASU requires lessees to
present right-of-use assets and lease liabilities on the balance sheet for all leases with terms longer than 12 months.
The guidance is to be applied using a modified retrospective approach at the beginning of the earliest comparative
period in the financial statements and is effective for interim and annual periods beginning after December 15, 2018
with early adoption permitted. The Company has begun the evaluation process for the adoption of the ASU, and
anticipates that the majority of the Company’s outstanding operating leases would be recognized as right-of-use assets
and lease liabilities upon adoption, resulting in a significant impact to the Company’s consolidated balance sheets. The
Company is implementing a lease accounting software package for lease administration and compliance reporting and
is in the process of entering its lease data into this package. The impact of this ASU is non-cash in nature and will not
affect the Company’s cash position. The impact to the Company’s results of operations is still being evaluated.
3. ACQUISITIONS
During the first quarter ended March 31, 2018, the Company acquired 100 percent of the ownership interests of
Lansing, Michigan-based Valley Farms Supply, Inc. ("Valley Farms"), for a purchase price of approximately $9.2
million. Valley Farms is a professional groundwater distributor operating four locations in the State of Michigan and
one in the State of Indiana. Valley Farms was acquired to serve customers in this region of the United States as part of
the Company’s Distribution Segment, which is a collection of professional groundwater equipment distributors. The
Company has not presented separate results of operations since closing or combined pro forma financial information
of the Company and the acquired interest since the beginning of 2018, as results of operations for this acquisition is
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immaterial.
During the second quarter of 2017, the Company redeemed 10 percent of the noncontrolling interest of Impo, a
Turkish subsidiary, increasing the Company’s ownership to 100 percent for approximately TRY 17.0 million, $5.0
million at the then current exchange rate.  The 10 percent redemption value was calculated using a specified formula
and resulted in a reduction to the carrying value of TRY 0.6 million ($0.2 million).  Due to the immaterial nature of
the redemption, the Company has not included full year proforma statements of income for the periods presented.
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During the second quarter of 2017, the Company acquired controlling interests in three distributors (2M Company,
Inc. (“2M”), Drillers Service, Inc. (“DSI”), and Western Hydro, LLC (“Western Hydro”), collectively referred to below as
the “Headwater acquisitions”) in the U.S. professional groundwater market for a combined purchase price of
approximately $57.4 million, subject to certain terms and conditions. The Company had previously prepaid a $3.0
million portion of the purchase price at the time of original investment. The Company funded the Headwater
acquisitions with cash on hand and short-term borrowings from the Company’s Revolver (see Note 9 - Debt). The
Headwater acquisitions provide the Company with a professional groundwater distribution channel throughout the
United States.
The Company previously held equity interests in these entities, each of which was less than 50 percent, and accounted
for by the equity method of accounting. The Company’s total interest in each of the entities is now 100 percent and the
entities are included in the Company’s consolidated results effective from the date of acquisition. The original equity
interests in the acquired entities were remeasured to their fair values as of the acquisition date (which aggregated was
$20.6 million) based on the income approach, which utilized management estimates and consultation with an
independent third-party valuation firm. Inputs included an analysis of the enterprise value based on financial
projections and ownership percentages.
Intangible assets recognized due to the Headwater acquisitions were $5.7 million and consist of customer
relationships, which will be amortized utilizing the straight-line method over 15 years. The fair value of the
identifiable intangible assets has been estimated using an income approach, a valuation method that values an
intangible asset by discounting the future incremental earnings that may be achieved by the subject intangible asset.
The goodwill of $33.9 million resulting from the Headwater acquisitions consists primarily of the benefits of forward
channel integration opportunities and broadened product offerings. All of the goodwill was recorded as part of the
Distribution segment, and only a portion ($7.8 million) is expected to be deductible for tax purposes.
The final purchase price assigned to the major identifiable assets and liabilities for the Headwater acquisitions on an
aggregated basis is as follows:
(In millions)
Cash $2.7
Receivables 29.9
Inventory 56.0
Other current assets 5.1
Total current assets 93.7
Property, plant, and equipment 9.8
Intangible assets 5.7
Goodwill 33.9
Other assets 0.2
Total assets 143.3
Accounts payable (19.6 )
Accrued liabilities and other current liabilities (11.4 )
Current maturities of long-term debt (31.6 )
Total current liabilities (62.6 )
Long-term debt (2.0 )
Other long-term liabilities (0.7 )
Total liabilities (65.3 )
Total 78.0
Less: Fair value of original equity interest (20.6 )
Total purchase price $57.4

The fair values of the assets acquired and liabilities assumed related to the Headwater acquisitions were final as of
June 30, 2018. The Company utilized management estimates and consultation with an independent third-party
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valuation firm to assist in the valuation process.
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The following unaudited proforma financial information for the second quarters and six months ended June 30, 2018
and June 30, 2017 gives effect to the Headwater acquisitions by the Company as if the acquisitions had occurred as of
January 1, 2017. These unaudited proforma condensed consolidated financial statements are prepared for
informational purposes only and are not necessarily indicative of actual results or financial position that would have
been achieved had the acquisitions been consummated on the dates indicated and are not necessarily indicative of
future operating results or financial position of the consolidated companies. The unaudited proforma condensed
consolidated financial statements do not give effect to any cost savings or incremental costs that may result from the
integration of the Headwater acquisitions with the Company.
FRANKLIN ELECTRIC CO., INC.
PROFORMA CONDENSED CONSOLIDATED
STATEMENTS OF INCOME

Second
Quarter Ended

Six Months
Ended

(in millions, except per share amounts)
June
30,
2018

June
30,
2017

June
30,
2018

June
30,
2017

Revenue:
As reported $344.0 $305.3 $639.6 $525.6
Proforma 344.0 315.2 639.6 585.5
Net income:
As reported $30.5 $29.9 $51.7 $45.6
Proforma 30.5 30.3 51.7 46.9
Basic earnings per share:
As reported $0.65 $0.64 $1.10 $0.97
Proforma 0.65 0.65 1.10 1.00
Diluted earnings per share:
As reported $0.64 $0.64 $1.09 $0.97
Proforma 0.64 0.64 1.09 0.99

Transaction costs were expensed as incurred under the guidance of FASB Accounting Standards Codification Topic
805, Business Combinations. There were $0.1 million and $0.2 million of transaction costs included in the "Selling,
general, and administrative expenses" line of the Company's condensed consolidated statements of income for the
second quarter and six months ended June 30, 2018, respectively. There were $0.1 million and $0.3 million of
transactions costs incurred in the second quarter and six months ended June 30, 2017, respectively.
4. FAIR VALUE MEASUREMENTS
FASB ASC Topic 820, Fair Value Measurements and Disclosures, provides guidance for defining, measuring, and
disclosing fair value within an established framework and hierarchy. Fair value is defined as the exchange price that
would be received for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous
market for the asset or liability in an orderly transaction between market participants on the measurement date. The
standard established a fair value hierarchy which requires an entity to maximize the use of observable inputs and to
minimize the use of unobservable inputs when measuring fair value. The three levels of inputs that may be used to
measure fair value within the hierarchy are as follows:

Level 1 – Quoted prices for identical assets and liabilities in active markets;

Level 2 – Quoted prices for similar assets and liabilities in active markets, quoted prices for identical or similar assets
and liabilities in markets that are not active, and model-derived valuations in which all significant inputs and
significant value drivers are observable in active markets; and
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Level 3 – Valuations derived from valuation techniques in which one or more significant inputs or significant value
drivers are unobservable.

As of June 30, 2018 and December 31, 2017, the assets measured at fair value on a recurring basis were as set forth in
the table below:
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(In millions)

June 30, 2018

Quoted
Prices in
Active
Markets
for
Identical
Assets
(Level 1)

Significant
Other
Observable
Inputs
(Level 2)

Significant
Unobservable
Inputs (Level
3)

Cash equivalents $ 3.0 $ 3.0 $ —$ —

December 31,
2017

Quoted
Prices in
Active
Markets
for
Identical
Assets
(Level 1)

Significant
Other
Observable
Inputs
(Level 2)

Significant
Unobservable
Inputs (Level
3)

Cash equivalents $ 3.0 $ 3.0 $ —$ —

The Company's Level 1 assets consist of cash equivalents which are generally comprised of foreign bank guaranteed
certificates of deposit.

The Company has no assets measured on a recurring basis classified as Level 2 or Level 3.

Total debt, including current maturities, have carrying amounts of $262.6 million and $226.0 million and estimated
fair values of $264 million and $230 million as of June 30, 2018 and December 31, 2017, respectively. In the absence
of quoted prices in active markets, considerable judgment is required in developing estimates of fair value. Estimates
are not necessarily indicative of the amounts the Company could realize in a current market transaction. In
determining the fair value of its debt, the Company uses estimates based on rates currently available to the Company
for debt with similar terms and remaining maturities. Accordingly, the fair value of debt is classified as Level 2 within
the valuation hierarchy.

5. FINANCIAL INSTRUMENTS
The Company’s deferred compensation stock program is subject to variable plan accounting and, accordingly, is
adjusted for changes in the Company’s stock price at the end of each reporting period. The Company has entered into
share swap transaction agreements (the "swap") to mitigate the Company’s exposure to the fluctuations in the
Company's stock price. The swap has not been designated as a hedge for accounting purposes and is cancellable with
30 days' written notice by either party. As of June 30, 2018, the swap had a notional value based on 235,000 shares.
For the second quarter and six months ended June 30, 2018, the swap resulted in a gain of $0.8 million and a loss of
$0.3 million, respectively. For the second quarter and six months ended June 30, 2017, the swap resulted in a loss of
$0.4 million and a gain of $0.4 million, respectively. Gains and losses resulting from the the swap were primarily
offset by gains and losses on the fair value of the deferred compensation stock liability. All gains or losses and
expenses related to the swap are recorded in the Company's condensed consolidated statements of income within the
“Selling, general, and administrative expenses” line.

6. GOODWILL AND OTHER INTANGIBLE ASSETS
The carrying amounts of the Company’s intangible assets are as follows:
(In millions) June 30, 2018 December 31, 2017
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Gross
Carrying
Amount

Accumulated
Amortization

Gross
Carrying
Amount

Accumulated
Amortization

Amortized intangibles:
Patents $7.5 $ (6.8 ) $7.5 $ (6.7 )
Technology 7.5 (6.1 ) 7.5 (5.8 )
Customer relationships 135.6 (60.2 ) 138.9 (57.6 )
Other 2.9 (2.5 ) 2.9 (2.4 )
Total $153.5 $ (75.6 ) $156.8 $ (72.5 )
Unamortized intangibles:
Trade names 45.6 — 47.2 —
Total intangibles $199.1 $ (75.6 ) $204.0 $ (72.5 )

Amortization expense related to intangible assets for the second quarters ended June 30, 2018 and June 30, 2017 was
$2.2 million and 4.3 million for the six months ended June 30, 2018 and June 30, 2017.
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Amortization expense for each of the five succeeding years is projected as follows:
(In millions) 2018 2019 2020 2021 2022

$ 8.5 $ 8.4 $ 8.3 $ 7.9 $ 7.7

The change in the carrying amount of goodwill by reportable segment for the six months ended June 30, 2018, is as
follows:
(In millions)

Water
Systems

Fueling
Systems Distribution Consolidated

Balance as of December 31, 2017 $139.3 $ 63.6 $ 33.9 $ 236.8
Acquisitions — — 1.5 1.5
Foreign currency translation (2.8 ) (0.1 ) — (2.9 )
Balance as of June 30, 2018 $136.5 $ 63.5 $ 35.4 $ 235.4

7. EMPLOYEE BENEFIT PLANS
Defined Benefit Plans - As of June 30, 2018, the Company maintained two domestic pension plans and three German
pension plans. The Company used a December 31, 2017 measurement date for these plans. One of the Company's
domestic pension plans covers one active management employee, while the other domestic plan covers all eligible
employees (plan was frozen as of December 31, 2011). The two domestic and three German plans collectively
comprise the 'Pension Benefits' disclosure caption.

Other Benefits - The Company's other post-retirement benefit plan provides health and life insurance to domestic
employees hired prior to 1992.

The following table sets forth the aggregated net periodic benefit cost for all pension plans for the second quarters and
six months ended June 30, 2018 and June 30, 2017:
(In millions) Pension Benefits

Second
Quarter Ended

Six Months
Ended

June 30,
2018

June 30,
2017

June 30,
2018

June 30,
2017

Service cost $0.2 $ 0.2 $0.4 $ 0.3
Interest cost 1.4 1.5 2.7 2.9
Expected return on assets (2.2 ) (2.3 ) (4.3 ) (4.5 )
Amortization of:
Prior service cost — — — —
Actuarial loss 0.8 0.7 1.5 1.3
Settlement cost — — — —
Net periodic benefit cost $0.2 $ 0.1 $0.3 $ —

In the six months ended June 30, 2018, the Company made contributions of $1.1 million to the funded plans. The
amount of contributions to be made to the plans during the calendar year 2018 will be finalized by September 15,
2018, based upon the funding level requirements identified and year-end valuation performed at December 31, 2017.

 12/07/18  12/18/18  11  12/11/18  12/19/18  8  12/12/18  12/20/18  8  12/13/18  12/21/18  8  12/14/18  12/24/18  10  12/18/18  12/27/18  9  12/19/18  12/28/18  9  12/20/18  12/31/18  11  12/21/18  01/02/19  12  12/24/18  01/03/19  10 
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Norway

 03/26/18  04/03/18  8  03/27/18  04/04/18  8 

Oman

 11/13/18  11/21/18  8  11/14/18  11/22/18  8  11/15/18  11/25/18  10 

Qatar

 06/12/18  06/20/18  8  06/13/18  06/21/18  8  06/14/18  06/24/18  10  08/16/18  08/26/18  10  08/19/18  08/27/18  8  08/20/18  08/28/18  8 

South Africa

 03/14/18  03/22/18  8  03/15/18  03/23/18  8  03/16/18  03/26/18  10  03/19/18  03/27/18  8  03/20/18  03/28/18  8  03/23/18  04/03/18  11  03/26/18  04/04/18  9  03/27/18  04/05/18  9  03/28/18  04/06/18  9  03/29/18  04/09/18  11  04/20/18  04/30/18  10  04/23/18  05/02/18  9  04/24/18  05/03/18  9  04/25/18  05/04/18  9  04/26/18  05/07/18  11  04/30/18  05/08/18  8 
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08/02/18 08/10/18 8
08/03/18 08/13/18 10
08/06/18 08/14/18 8
08/07/18 08/15/18 8
08/08/18 08/16/18 8
09/17/18 09/25/18 8
09/18/18 09/26/18 8
09/19/18 09/27/18 8
09/20/18 09/28/18 8
09/21/18 10/01/18 10
12/10/18 12/18/18 8
12/11/18 12/19/18 8
12/12/18 12/20/18 8
12/13/18 12/21/18 8
12/14/18 12/24/18 10
12/18/18 12/27/18 9
12/19/18 12/28/18 9
12/20/18 12/31/18 11
12/21/18 01/02/19 12
12/24/18 01/03/19 10

Swaziland 01/02/18 01/10/18 8
01/03/18 01/11/18 8
01/04/18 1/12/18 8
03/23/18 04/03/18 11
03/26/18 04/04/18 9
03/27/18 04/05/18 9
03/28/18 04/06/18 9
03/29/18 04/09/18 11
04/12/18 04/20/18 8
04/13/18 04/23/18 10
04/16/18 04/24/18 8
04/17/18 04/26/18 9
04/18/18 04/27/18 9
04/20/18 04/30/18 10
04/23/18 05/02/18 9
04/24/18 05/03/18 9
04/26/18 05/04/18 8
04/27/18 05/07/18 10
04/30/18 05/08/18 8
05/03/18 05/11/18 8
05/04/18 05/14/18 10
05/07/18 05/15/18 8
05/08/18 05/16/18 8
05/09/18 05/17/18 8
07/16/18 07/24/18 8
07/17/18 07/25/18 8
07/18/18 07/26/18 8
07/19/18 07/27/18 8
07/20/18 07/30/18 10
08/20/18 08/28/18 8
08/21/18 08/29/18 8
08/22/18 08/30/18 8
08/23/18 08/31/18 8
08/24/18 09/03/18 10
08/30/18 09/07/18 8
08/31/18 09/10/18 10
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09/03/18 09/11/18 8
09/04/18 09/12/18 8
09/05/18 09/13/18 8
12/18/18 12/27/18 9
12/19/18 12/28/18 9
12/20/18 12/31/18 11
12/21/18 01/02/19 12
12/24/18 01/03/19 10

Taiwan 02/09/18 02/21/18 12
02/12/18 02/22/18 10

Tanzania 12/19/18 12/27/18 8

Thailand 12/26/18 01/03/19 8
12/27/18 01/04/19 8
12/28/18 01/07/19 10

Turkey 08/17/18 08/27/18 10
08/20/18 08/28/18 8

Uganda 01/19/18 01/29/18 10
01/22/18 01/30/18 8
01/23/18 01/31/18 8
01/24/18 02/01/18 8
01/25/18 02/02/18 8
02/09/18 02/19/18 10
02/12/18 02/20/18 8
02/13/18 02/21/18 8
02/14/18 02/22/18 8
02/15/18 02/23/18 8
03/01/18 03/09/18 8
03/02/18 03/12/18 10
03/05/18 03/13/18 8
03/06/18 03/14/18 8
03/07/18 03/15/18 8
03/23/18 04/03/18 11
03/26/18 04/04/18 9
03/27/18 04/05/18 9
03/28/18 04/06/18 9
03/29/18 04/09/18 11
04/24/18 05/02/18 8
04/25/18 05/03/18 8
04/26/18 05/04/18 8
04/27/18 05/07/18 10
04/30/18 05/08/18 8
06/08/18 06/18/18 10
06/11/18 06/19/18 8
06/12/18 06/20/18 8
06/13/18 06/21/18 8
06/14/18 06/22/18 8
08/14/18 08/22/18 8
08/15/18 08/23/18 8
08/16/18 08/24/18 8
08/17/18 08/27/18 10
08/20/18 08/28/18 8
10/02/18 10/10/18 8
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10/03/18 10/11/18 8
10/04/18 10/12/18 8
10/05/18 10/15/18 10
10/08/18 10/16/18 8
11/23/18 12/03/18 10
11/26/18 12/04/18 8
11/27/18 12/05/18 8
11/28/18 12/06/18 8
11/29/18 12/07/18 8
12/18/18 12/27/18 9
12/19/18 12/28/18 9
12/20/18 12/31/18 11
12/21/18 01/02/19 12
12/24/18 01/03/19 10

United Arab Emirates 08/19/18 08/27/18 8
08/20/18 08/28/18 8

Vietnam 02/09/18 02/21/18 12
02/12/18 02/22/18 10
02/13/18 02/23/18 10

Zimbabwe 03/23/18 04/03/18 11
03/26/18 04/04/18 9
03/27/18 04/05/18 9
03/28/18 04/06/18 9
03/29/18 04/09/18 11
04/11/18 04/19/18 8
04/12/18 04/20/18 8
04/13/18 04/23/18 10
04/16/18 04/24/18 8
04/17/18 04/25/18 8
04/24/18 05/02/18 8
04/25/18 05/03/18 8
04/26/18 05/04/18 8
04/27/18 05/07/18 10
04/30/18 05/08/18 8
05/18/18 05/28/18 10
05/21/18 05/29/18 8
05/22/18 05/30/18 8
05/23/18 05/31/18 8
05/24/18 06/01/18 8
08/07/18 08/16/18 9
08/08/18 08/17/18 9
08/09/18 08/20/18 11
08/10/18 08/21/18 11
08/13/18 08/22/18 9
12/18/18 12/27/18 9
12/19/18 12/28/18 9
12/20/18 12/31/18 11
12/21/18 01/02/19 12
12/24/18 01/03/19 10

* These worst-case redemption cycles are based on information regarding regular holidays, which may be out of date. Based on changes in holidays, longer
(worse) redemption cycles are possible.

56

Edgar Filing: FRANKLIN ELECTRIC CO INC - Form 10-Q

29



TAXES

The following discussion of certain U.S. federal income tax consequences of investing in the Funds is based on the Code, U.S. Treasury
regulations, and other applicable authority, all as in effect as of the date of the filing of this SAI. These authorities are subject to change by
legislative or administrative action, possibly with retroactive effect. The following discussion is only a summary of some of the important U.S.
federal income tax considerations generally applicable to investments in the Funds. There may be other tax considerations applicable to
particular shareholders. Shareholders should consult their own tax advisors regarding their particular situation and the possible application of
foreign, state, and local tax laws.

Qualification as a Regulated Investment Company. Each Fund has elected or intends to elect to be treated, and intends to qualify each year, as
a RIC under Subchapter M of the Code. In order to qualify for the special tax treatment accorded RICs and their shareholders, each Fund must,
among other things:

(a) derive at least 90% of its gross income each year from (i) dividends, interest, payments with respect to certain securities loans, gains from
the sale or other disposition of stock or securities or foreign currencies, or other income (including but not limited to gains from options,
futures or forward contracts) derived with respect to its business of investing in such stock, securities or currencies, and (ii) net income
derived from interests in �qualified publicly traded partnerships� (as defined below);

(b) diversify its holdings so that, at the end of each quarter of its taxable year, (i) at least 50% of the market value of the Fund�s total assets
consists of cash and cash items, U.S. government securities, securities of other RICs and other securities, with investments in such other
securities limited with respect to any one issuer to an amount not greater than 5% of the value of the Fund�s total assets and not greater
than 10% of the outstanding voting securities of such issuer, and (ii) not more than 25% of the value of the Fund�s total assets is invested,
including through corporations in which the Fund owns a 20% or more or more voting stock interest, in (1) the securities (other than
those of the U.S. government or other RICs) of any one issuer or two or more issuers that are controlled by the Fund and that are engaged
in the same, similar or related trades or businesses or (2) the securities of one or more qualified publicly traded partnerships; and

(c) distribute with respect to each taxable year an amount equal to or greater than the sum of 90% of its investment company taxable income
(as that term is defined in the Code without regard to the deduction for dividends paid � generally taxable ordinary income and the excess,
if any, of net short-term capital gains over net long-term capital losses) and 90% of its net tax-exempt interest income.

In general, for purposes of the 90% qualifying income test described in (a) above, income derived from a partnership will be treated as
qualifying income only to the extent such income is attributable to items of income of the partnership that would be qualifying income if realized
directly by a Fund. However, 100% of the net income derived from an interest in a �qualified publicly traded partnership� (generally, a partnership
(i) interests in which are traded on an established securities market or are readily tradable on a secondary market or the substantial equivalent
thereof and (ii) that derives less than 90% of its income from the qualifying income described in clause (a)(i) of the description of the 90%
qualifying income test applicable to RICs, above) will be treated as qualifying income.

Taxation of the Funds. If a Fund qualifies for treatment as a RIC, that Fund will not be subject to federal income tax on income and gains that
are distributed in a timely manner to its shareholders in the form of dividends.

If, for any taxable year, a Fund were to fail to qualify as a RIC or were to fail to meet the distribution requirement described above, it would be
taxed in the same manner as an ordinary corporation and distributions to its shareholders would not be deductible by the Fund in computing its
taxable income. In addition, the Fund�s distributions, to the extent derived from the Fund�s current and accumulated earnings and profits,
including any distributions of net long-term capital gains, would be taxable to shareholders as ordinary dividend income for federal income tax
purposes. However, such dividends would be eligible, subject to any generally applicable limitations, (i) to be treated as qualified dividend
income in the case of shareholders taxed as individuals and (ii) for the dividends-received deduction in the case of corporate shareholders.
Moreover, the Fund would be required to pay out its earnings and profits accumulated in that year in order to qualify for treatment as a RIC in a
subsequent year. Under certain circumstances, a Fund may be able to cure a failure to qualify as a RIC, but in order to do so the Fund may incur
significant Fund-level taxes and may be forced to dispose of certain assets. If a Fund failed to qualify as a RIC for a period greater than two
taxable years, the Fund would generally be required to recognize any net built-in gains with respect to certain of its assets upon a disposition of
such assets within five years of qualifying as a RIC in a subsequent year.

Each Fund intends to distribute at least annually to its shareholders substantially all of its investment company taxable income (computed
without regard to the dividends-paid deduction) and its net capital gain (the excess of the Fund�s net long-term capital gain over its net short-term
capital loss). Investment income that is retained by a Fund will generally be subject to tax at regular corporate rates. If a Fund retains any net
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capital gain, that gain will be subject to tax at corporate rates, but the Fund may designate the retained amount as undistributed capital gains in a
notice to its shareholders who (i) will be required to include in income for federal income tax purposes, as long-term capital gain, their shares of
such undistributed amount, (ii) will be deemed to have paid their proportionate shares of the tax paid by the Fund on such undistributed amount
against their federal income tax liabilities, if any, and (iii) will be entitled to claim refunds on a properly filed U.S. tax returns to the extent the
credit exceeds such liabilities. For federal income tax purposes, the tax basis of shares owned by a shareholder of that Fund will be increased by
an amount equal to the difference between the amount of undistributed capital gains included in the shareholder�s gross income and the tax
deemed paid by the shareholder.
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If a Fund fails to distribute in a calendar year an amount at least equal to the sum of 98% of its ordinary income for such year and 98.2% of its
capital gain net income for the one-year period ending October 31 of such year, plus any retained amount from the prior year, the Fund will be
subject to a non-deductible 4% excise tax on the undistributed amount. For these purposes, a Fund will be treated as having distributed any
amount on which it has been subject to corporate income tax for the taxable year ending within the calendar year. Each Fund intends to declare
and pay dividends and distributions in the amounts and at the times necessary to avoid the application of the 4% excise tax, although there can
be no assurance that it will be able to do so.

A Fund may elect to treat part or all of any �qualified late year loss� as if it had been incurred in the succeeding taxable year in determining such
Fund�s taxable income, net capital gain, net short-term capital gain, and earnings and profits. A �qualified late year loss� generally includes net
capital loss, net long-term capital loss, or net short-term capital loss incurred after October 31 of the current taxable year, and certain other
late-year losses.

The treatment of capital loss carryovers for the Funds is similar to the rules that apply to capital loss carryovers of individuals, which provide
that such losses are carried over indefinitely. If a Fund has a �net capital loss� (that is, capital losses in excess of capital gains), the excess of the
Fund�s net short-term capital losses over its net long-term capital gains is treated as a short-term capital loss arising on the first day of the Fund�s
next taxable year, and the excess (if any) of the Fund�s net long-term capital losses over its net short-term capital gains is treated as a long-term
capital loss arising on the first day of the Fund�s next taxable year. The carryover of capital losses may be limited under the general loss
limitation rules if a Fund experiences an ownership change as defined in the Code.

Fund Distributions. Distributions are generally taxable whether shareholders receive them in cash or reinvest them in additional shares.
Moreover, distributions on the Funds� shares are generally subject to federal income tax as described herein to the extent they do not exceed the
Funds� realized income and gains, even though such distributions may economically represent a return of a particular shareholder�s investment.
Investors may therefore wish to avoid purchasing shares at a time when a Fund�s NAV reflects gains that are either unrealized, or realized but not
distributed. Realized income and gains must generally be distributed even when a Fund�s NAV also reflects unrealized losses.

Dividends and other distributions by a Fund are generally treated under the Code as received by the shareholders at the time the dividend or
distribution is made. However, if any dividend or distribution is declared by a Fund in October, November or December of any calendar year
and payable to its shareholders of record on a specified date in such a month but is actually paid during the following January, such dividend or
distribution will be deemed to have been received by each shareholder on December 31 of the year in which the dividend was declared.

Distributions by the Funds of investment income are generally taxable as ordinary income. Taxes on distributions of capital gains are determined
by how long a Fund owned the assets that generated those gains, rather than how long a shareholder has owned his or her Fund shares. Sales of
assets held by a Fund for more than one year generally result in long-term capital gains and losses, and sales of assets held by a Fund for one
year or less generally result in short-term capital gains and losses. Distributions from a Fund�s net capital gain that are properly reported by the
Fund as capital gain dividends (�Capital Gain Dividends�) will be taxable as long-term capital gains. For individuals, long-term capital gains are
subject to tax at reduced maximum tax rates. Distributions of gains from the sale of investments that the Fund owned for one year or less will be
taxable as ordinary income.

For non-corporate shareholders, distributions of investment income reported by a Fund as derived from �qualified dividend income� will be taxed
at the rates applicable to long-term capital gain, provided holding period and other requirements are met at both the shareholder and Fund level.
In order for some portion of the dividends received by a Fund shareholder to be �qualified dividend income,� the Fund making the distribution
must meet holding period and other requirements with respect to some portion of the dividend-paying stocks in its portfolio and the shareholder
must meet holding period and other requirements with respect to the Fund�s shares. A dividend will not be treated as qualified dividend income
(at either the Fund or shareholder level) (1) if the dividend is received with respect to any share of stock held for fewer than 61 days during the
121-day period beginning on the date that is 60 days before the date on which such share becomes ex-dividend with respect to such dividend (or,
in the case of certain preferred stock, 91 days during the 181-day period beginning 90 days before the ex-dividend date), (2) to the extent that the
recipient is under an obligation (whether pursuant to a short sale or otherwise) to make related payments with respect to positions in substantially
similar or related property, (3) if the recipient elects to have the dividend income treated as investment income for purposes of the limitation on
deductibility of investment interest, or (4) if the dividend is received from a foreign corporation that is (a) not eligible for the benefits of a
comprehensive income tax treaty with the United States (with the exception of dividends paid on stock of such a foreign corporation that is
readily tradable on an established securities market in the United States) or (b) treated as a passive foreign investment company.

In general, distributions of investment income reported by a Fund as derived from qualified dividend income will be treated as qualified
dividend income by a shareholder taxed as an individual, provided the shareholder meets the holding period and other requirements described
above with respect to the Fund�s shares. If the aggregate qualified dividend income received by a Fund during any taxable year represents 95% or
more of its gross income (excluding net long-term capital gain over net short-term capital loss), then 100% of the Fund�s dividends (other than
Capital Gain Dividends) will be eligible to be reported as qualified dividend income. To the extent that a Fund makes a distribution of income
received by the Fund in lieu of dividends (a �substitute payment�) with respect to securities on loan pursuant to a securities lending transaction,
such income will not constitute qualified dividend income to individual shareholders and will not be eligible for the dividends-received
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deduction for corporate shareholders.
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Certain dividends received by a Fund on stock of U.S. corporations (generally, dividends received by a Fund in respect of any share of stock
(1) as to which the Fund has met certain holding period requirements and (2) that is held in an unleveraged position) may be eligible for the
dividends-received deduction generally available to corporate shareholders under the Code, provided such dividends are also appropriately
reported as eligible for the dividends-received deduction by a Fund. In order to qualify for the dividends-received deduction, corporate
shareholders must also meet minimum holding period requirements with respect to their Fund shares, taking into account any holding period
reductions from certain hedging or other transactions or positions that diminish their risk of loss with respect to their Fund shares. The trading
strategies of certain Funds, particularly the International Equity ETFs and Fixed Income ETFs, may significantly limit their ability to distribute
dividends eligible for the dividends-received deduction for corporations.

Dividends and distributions from a Fund and capital gain on the sale of Fund shares are generally taken into account in determining a
shareholder�s �net investment income� for purposes of the Medicare contribution tax applicable to certain individuals, estates and trusts.

If a Fund makes distributions in excess of the Fund�s current and accumulated earnings and profits in any taxable year, the excess distribution to
each shareholder will be treated as a return of capital to the extent of the shareholder�s tax basis in its shares, and will reduce the shareholder�s tax
basis in its shares. After the shareholder�s basis has been reduced to zero, any such distributions will result in a capital gain, assuming the
shareholder holds his or her shares as capital assets. A reduction in a shareholder�s tax basis in its shares, will reduce any loss or increase any
gain on a subsequent taxable disposition by the shareholder of its shares.

Sale or Exchange of Shares. A sale or exchange of shares in a Fund may give rise to a gain or loss. In general, any gain or loss realized upon a
taxable disposition of shares will be treated as long-term capital gain or loss if the shares have been held for more than 12 months. Otherwise,
the gain or loss on the taxable disposition of shares will be treated as short-term capital gain or loss. However, any loss realized upon a taxable
disposition of shares held for six months or less will be treated as long-term, rather than short-term, to the extent of any long-term capital gain
distributions received (or deemed received) by the shareholder with respect to the shares. All or a portion of any loss realized upon a taxable
disposition of shares will be disallowed if substantially identical shares of a Fund are purchased within 30 days before or after the disposition. In
such a case, the basis of the newly purchased shares will be adjusted to reflect the disallowed loss.

Backup Withholding. The Funds (or financial intermediaries, such as brokers, through which a shareholder holds Fund shares) generally are
required to withhold and to remit to the U.S. Treasury a percentage of the taxable distributions and sale or redemption proceeds paid to any
shareholder who fails to properly furnish a correct taxpayer identification number, who has under-reported dividend or interest income, or who
fails to certify that he, she or it is not subject to such withholding. The backup withholding tax rate is 28%. Backup withholding is not an
additional tax. Any amounts withheld may be credited against the shareholder�s U.S. federal income tax liability, provided the appropriate
information is furnished to the Internal Revenue Service (the �IRS�).

Federal Tax Treatment of Certain Fund Investments. Transactions of the Funds in options, futures contracts, hedging transactions, forward
contracts, swap agreements, straddles and foreign currencies may be subject to various special and complex tax rules, including mark-to-market,
constructive-sale, straddle, wash-sale and short-sale rules. These rules could affect a Fund�s ability to qualify as a RIC, affect whether gains and
losses recognized by a Fund are treated as ordinary income or capital gain, accelerate the recognition of income to a Fund, or defer a Fund�s
ability to recognize losses. These rules may in turn affect the amount, timing or character of the income distributed to shareholders by a Fund.

A Fund is required, for federal income tax purposes, to mark to market and recognize as income for each taxable year its net unrealized gains
and losses as of the end of such year on certain regulated futures contracts, foreign currency contracts and options that qualify as Section 1256
contracts in addition to the gains and losses actually realized with respect to such contracts during the year. Except as described below under
�Certain Foreign Currency Tax Issues,� gain or loss from Section 1256 contracts that are required to be marked to market annually will generally
be 60% long-term and 40% short-term capital gain or loss. Application of this rule may alter the timing and character of distributions to
shareholders.

Certain Foreign Currency Tax Issues. The U.S. Treasury Department has authority to issue regulations that would exclude foreign currency
gains from the 90% test described above if such gains are not directly related to a fund�s business of investing in stock or securities. Accordingly,
regulations may be issued in the future that could treat some or all of the Fund�s non-U.S. currency gains as non-qualifying income, thereby
potentially jeopardizing the Fund�s status as a RIC for all years to which the regulations are applicable.

Under the Code, gains or losses attributable to fluctuations in exchange rates which occur between the time the Fund accrues income or other
receivables or accrues expenses or other liabilities denominated in a foreign currency and the time the Fund actually collects such income or
receivables or pays such expenses or liabilities generally are treated as ordinary income or loss. Similarly, on disposition of debt securities
denominated in a foreign currency and on disposition of certain other instruments, gains or losses attributable to fluctuations in the value of the
foreign currency between the date of acquisition of the security or contract and the date of disposition are also treated as ordinary gain or loss.
The gains and losses may increase or decrease the amount of the Fund�s income to be distributed to its shareholders as ordinary income.
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A Fund�s gain or loss on foreign currency denominated debt securities and on certain other financial instruments, such as forward currency
contracts and currency swaps, that is attributable to fluctuations in exchange rates occurring between the date of acquisition
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and the date of settlement or disposition of such securities or instruments generally will be treated under Section 988 of the Code as ordinary
income or loss. A Fund may elect out of the application of Section 988 of the Code with respect to the tax treatment of each of its foreign
currency forward contracts to the extent that (i) such contract is a capital asset in the hands of the Fund and is not part of a straddle transaction
and (ii) the Fund makes an election by the close of the day the contract is entered into to treat the gain or loss attributable to such contract as
capital gain or loss.

A Fund�s forward contracts may qualify as so-called �Section 1256 contracts� if the underlying currencies are currencies for which there are futures
contracts that are traded on and subject to the rules of a qualified board or exchange. However, a forward currency contract that is a
Section 1256 contract would, absent an election out of Section 988 of the Code as described in the preceding paragraph, be subject to
Section 988. Accordingly, although such a forward currency contract would be marked to market annually like other Section 1256 contracts, the
resulting gain or loss would be ordinary. If a Fund were to elect out of Section 988 with respect to forward currency contracts that qualify as
Section 1256 contracts, the tax treatment generally applicable to Section 1256 contracts would apply to those forward currency contracts: that is,
the contracts would be marked to market annually and gains and losses with respect to the contracts would be treated as long-term capital gains
or losses to the extent of 60% thereof and short-term capital gains or losses to the extent of 40% thereof. If a Fund were to elect out of
Section 988 with respect to any of its forward currency contracts that do not qualify as Section 1256 contracts, such contracts would not be
marked to market annually and the Fund would recognize short-term or long-term capital gain or loss depending on the Fund�s holding period
therein. A Fund may elect out of Section 988 with respect to some, all or none of its forward currency contracts.

Finally, regulated futures contracts and non-equity options that qualify as Section 1256 contracts and are entered into by a Fund with respect to
foreign currencies or foreign currency denominated debt instruments will be subject to the tax treatment generally applicable to Section 1256
contracts unless the Fund elects to have Section 988 apply to determine the character of gains and losses from all such regulated futures
contracts and non-equity options held or later acquired by the Fund.

Foreign Investments. Income received by a Fund from sources within foreign countries (including, for example, dividends or interest on stock
or securities of non-U.S. issuers) may be subject to withholding and other taxes imposed by such countries. Tax treaties between such countries
and the U.S. may reduce or eliminate such taxes. If more than 50% of the value of a Fund�s assets at the close of any taxable year consists of
stock or securities of foreign corporations, which for this purpose may include obligations of foreign governmental issuers, the Fund may elect,
for U.S. federal income tax purposes, to treat any foreign income or withholding taxes paid by the Fund as paid by its shareholders. For any year
that a Fund is eligible for and makes such an election, each shareholder of that Fund will be required to include in income an amount equal to his
or her allocable share of qualified foreign income taxes paid by the Fund, and shareholders will be entitled, subject to certain holding period
requirements and other limitations, to credit their portions of these amounts against their U.S. federal income tax due, if any, or to deduct their
portions from their U.S. taxable income, if any. No deductions for foreign taxes paid by a Fund may be claimed, however, by non-corporate
shareholders who do not itemize deductions. No deduction for such taxes will be permitted to individuals in computing their alternative
minimum tax liability. Foreign taxes paid by a Fund will reduce the return from the Fund�s investments.

If a Fund holds shares in a �passive foreign investment company� (�PFIC�), it may be subject to U.S. federal income tax on a portion of any �excess
distribution� or gain from the disposition of such shares even if such income is distributed as a taxable dividend by the Fund to its shareholders.
Additional charges in the nature of interest may be imposed on the Fund in respect of deferred taxes arising from such distributions or gains.

A Fund may be eligible to treat a PFIC as a �qualified electing fund� under the Code in which case, in lieu of the foregoing requirements, such
Fund will be required to include in income each year a portion of the ordinary earnings and net capital gains of the qualified electing fund, even
if not distributed to the Fund, and such amounts will be subject to the 90% and excise tax distribution requirements described above. In order to
make this election, a Fund would be required to obtain certain annual information from the PFICs in which it invests, which may be difficult or
impossible to obtain. Alternatively, a Fund may make a mark-to-market election that will result in such Fund being treated as if it had sold and
repurchased its PFIC stock at the end of each year. In such case, the Fund would report any gains resulting from such deemed sales as ordinary
income and would deduct any losses resulting from such deemed sales as ordinary losses to the extent of previously recognized gains. The
election must be made separately for each PFIC owned by the Fund and, once made, is effective for all subsequent taxable years, unless revoked
with the consent of IRS. By making the election, a Fund could potentially ameliorate the adverse tax consequences with respect to its ownership
of shares in a PFIC, but in any particular year may be required to recognize income in excess of the distributions it receives from PFICs and its
proceeds from dispositions of PFIC stock. A Fund may have to distribute this excess income to satisfy the 90% distribution requirement and to
avoid imposition of the 4% excise tax. In order to distribute this income and avoid a tax at the Fund level, a Fund might be required to liquidate
portfolio securities that it might otherwise have continued to hold, potentially resulting in additional taxable gain or loss.

A U.S. person that owns (directly, indirectly or constructively) 10% or more of the total combined voting power of all classes of stock of a
foreign corporation is a �U.S. Shareholder� for purposes of the Controlled Foreign Corporation (�CFC�) provisions of the Code. A foreign
corporation is a CFC if, on any day of its taxable year, more than 50% of the voting power or value of its stock is owned (directly, indirectly or
constructively) by �U.S. Shareholders.� If a Fund is a �U.S. Shareholder� of a CFC, the Fund will be required to include in its gross income for
United States federal income tax purposes the CFCs �subpart F income� (described below), whether or not such income is distributed by the CFC.
�Subpart F income� generally includes interest, original issue discount, dividends, net gains from the disposition of stocks or securities, receipts
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with respect to securities loans and net payments received with respect to equity swaps and similar derivatives. �Subpart F income� also includes
the excess of gains over losses from transactions (including
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futures, forward and similar transactions) in any commodities. A Fund�s recognition of �subpart F income� will increase a Fund�s tax basis in the
CFC. Distributions by a CFC to a Fund will be tax-free, to the extent of its previously undistributed �subpart F income,� and will correspondingly
reduce the Fund�s tax basis in the CFC. �Subpart F income� is generally treated as ordinary income, regardless of the character of the CFC�s
underlying income.

In general, each �U.S. Shareholder� is required to file IRS Form 5471 with its U.S. federal income tax (or information) returns providing
information about its ownership of the CFC. In addition, a �U.S. Shareholder� may in certain circumstances be required to report a disposition of
shares in the CFC by attaching IRS Form 5471 to its U.S. federal income tax (or information) return that it would normally file for the taxable
year in which the disposition occurs. In general, these filing requirements will apply to investors of a Fund if the investor is a U.S. person who
owns directly, indirectly or constructively (within the meaning of Sections 958(a) and (b) of the Code) 10% or more of the total combined voting
power of all classes of voting stock of a foreign corporation that is a CFC for an uninterrupted period of thirty (30) days or more during any tax
year of the foreign corporation, and who owned that stock on the last day of that year.

Additional Tax Information Concerning REITs. Certain Funds may invest in entities treated as REITs for U.S. federal income tax purposes. A
Fund�s investments in REIT equity securities may at times result in the Fund�s receipt of cash in excess of the REIT�s earnings; if the Fund
distributes these amounts, these distributions could constitute a return of capital to Fund shareholders for federal income tax purposes. Dividends
received by a Fund from a REIT generally will not constitute qualified dividend income.

A Fund may invest in REITs that hold residual interests in real estate mortgage investment conduits (�REMICs�) or which are, or have certain
wholly-owned subsidiaries that are, �taxable mortgage pools� (�TMPs�). Under certain Treasury guidance, a portion of a Fund�s income from a REIT
that is attributable to the REIT�s residual interest in a REMIC or equity interests in a TMP (referred to in the Code as an �excess inclusion�) will be
subject to federal income tax in all events. This guidance provides that excess inclusion income of a RIC, such as a Fund, must generally be
allocated to shareholders of the RIC in proportion to the dividends received by such shareholders, with the same consequences as if the
shareholders held the related REMIC residual interest or TMP interests directly. In general, excess inclusion income allocated to shareholders
(i) cannot be offset by net operating losses (subject to a limited exception for certain thrift institutions), (ii) will constitute unrelated business
taxable income to entities (including a qualified pension plan, an individual retirement account, a 401(k) plan, a Keogh plan or other tax-exempt
entity) subject to tax on unrelated business income, thereby potentially requiring such an entity, which otherwise might not be required to file a
tax return, to file a tax return and pay tax on such income (see �Taxes � Tax-Exempt Shareholders� below), and (iii) in the case of a foreign
shareholder, will not qualify for any reduction in U.S. federal withholding tax. No Fund intends to invest a substantial portion of its assets in
REITs which generate excess inclusion income.

Tax-Exempt Shareholders. Under current law, income of a RIC that would be treated as unrelated business taxable income (�UBTI�) if earned
directly by a tax-exempt entity generally will not be attributed as UBTI to a tax-exempt entity that is a shareholder in the RIC. Notwithstanding
this �blocking� effect, a tax-exempt shareholder could realize UBTI by virtue of its investment in a Fund if shares in that Fund constitute
debt-financed property in the hands of the tax-exempt shareholder within the meaning of Code Section 514(b) or if the Fund invests in REITs
that hold residual interests in REMICs.

Non-U.S. Shareholders. In general, dividends other than Capital Gain Dividends paid by a Fund to a shareholder that is not a �U.S. person� within
the meaning of the Code are subject to withholding of U.S. federal income tax at a rate of 30% (or lower applicable treaty rate) on distributions
derived from taxable ordinary income. A Fund may, under certain circumstances, report all or a portion of a dividend as an �interest related
dividend� or a �short term capital gain dividend,� which would generally be exempt from this 30% U.S. withholding tax, provided certain other
requirements are met. Short term capital gain dividends received by a nonresident alien individual who is present in the U.S. for a period or
periods aggregating 183 days or more during the taxable year are not exempt from this 30% withholding tax.

A beneficial holder of shares who is a non-U.S. person is not, in general, subject to U.S. federal income tax on gains (and is not allowed a U.S.
income tax deduction for losses) realized on a sale of shares of a Fund or on Capital Gain Dividends unless (i) such gain or dividend is
effectively connected with the conduct of a trade or business carried on by such holder within the United States or (ii) in the case of an
individual holder, the holder is present in the United States for a period or periods aggregating 183 days or more during the year of the sale or
the receipt of the Capital Gain Dividend and certain other conditions are met.

Unless certain non-U.S. entities that hold Fund Shares comply with IRS requirements that generally require them to report information regarding
U.S. persons investing in, or holding accounts with, such entities, a 30% withholding tax may apply to Fund distributions payable to such
entities and may apply to redemptions and certain capital gain dividends payable to such entities after December 31, 2018. A non-U.S.
shareholder may be exempt from the withholding described in this paragraph under an applicable intergovernmental agreement between the U.S.
and a foreign government, provided that the shareholder and the applicable foreign government comply with the terms of the agreement.

In order for a non-U.S. investor to qualify for an exemption from backup withholding, described above, the non-U.S. investor must comply with
special certification and filing requirements. Non-U.S. investors in the Funds should consult their tax advisors in this regard.

Edgar Filing: FRANKLIN ELECTRIC CO INC - Form 10-Q

38



A beneficial holder of shares who is a non-U.S. person may be subject to state and local tax and to the U.S. federal estate tax in addition to the
federal income tax consequences referred to above. If a shareholder is eligible for the benefits of a tax treaty, any
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income or gain effectively connected with a U.S. trade or business will generally be subject to U.S. federal income tax on a net basis only if it is
also attributable to a permanent establishment maintained by the shareholder in the United States.

Creation and Redemption of Creation Units. An Authorized Participant having the U.S. dollar as its functional currency for U.S. federal
income tax purposes that exchanges securities for Creation Units generally will recognize a gain or loss equal to the difference between (i) the
sum of the market value of the Creation Units at the time of the exchange and any cash received by the Authorized Participant in the exchange
and (ii) the sum of the exchanger�s aggregate basis in the securities or non-U.S. currency surrendered and any cash paid for such Creation Units.
All or a portion of any gain or loss recognized by an Authorized Participant exchanging a currency other than its functional currency for
Creation Units may be treated as ordinary income or loss. A person who redeems Creation Units will generally recognize a gain or loss equal to
the difference between the exchanger�s basis in the Creation Units and the sum of the aggregate U.S. dollar market value of any securities or
non-U.S. currency received plus the amount of any cash received for such Creation Units. The IRS, however, may assert that a loss that is
realized by an Authorized Participant upon an exchange of securities or non-U.S. currency for Creation Units may not be currently deducted,
under the rules governing �wash sales� (for an Authorized Participant that does not mark-to-market its holdings), or on the basis that there has
been no significant change in economic position. All or some portion of any capital gain or loss realized upon the creation of Creation Units in
exchange for securities will generally be treated as long-term capital gain or loss if securities exchanged for such Creation Units have been held
for more than one year.

Any capital gain or loss realized upon the redemption of Creation Units will generally be treated as long-term capital gain or loss if the Creation
Units have been held for more than one year. Otherwise, such capital gains or losses will be treated as short-term capital gains or losses.

A person subject to U.S. federal income tax with the U.S. dollar as its functional currency for U.S. federal income tax purposes who receives
non-U.S. currency upon a redemption of Creation Units and does not immediately convert the non-U.S. currency into U.S. dollars may, upon a
later conversion of the non-U.S. currency into U.S. dollars, or upon the use of the non-U.S. currency to pay expenses or acquire assets, recognize
as ordinary gains or losses any gains or losses resulting from fluctuations in the value of the non-U.S. currency relative to the U.S. dollar since
the date of the redemption.

Persons exchanging securities or non-U.S. currency for Creation Units should consult their own tax advisors with respect to the tax treatment of
any creation or redemption transaction and whether the wash sales rules apply and when a loss might be deductible.

Section 351. The Trust on behalf of each Fund has the right to reject an order for a purchase of shares of the Fund if the purchaser (or any group
of purchasers) would, upon obtaining the shares so ordered, own 80% or more of the outstanding shares of a given Fund and if, pursuant to
Section 351 of the Code, that Fund would have a basis in the securities different from the market value of such securities on the date of deposit.
The Trust also has the right to require information necessary to determine beneficial share ownership for purposes of the 80% determination.

Certain Reporting Regulations. Under U.S. Treasury regulations, generally, if a shareholder recognizes a loss of $2 million or more for an
individual shareholder or $10 million or more for a corporate shareholder (or certain greater amounts over a combination of years), the
shareholder must file with the IRS a disclosure statement on IRS Form 8886. Direct shareholders of portfolio securities are in many cases
excepted from this reporting requirement, but under current guidance shareholders of a RIC are not excepted. Significant penalties may be
imposed for the failure to comply with the reporting regulations. The fact that a loss is reportable under these regulations does not affect the
legal determination of whether the taxpayer�s treatment of the loss is proper. Shareholders should consult their tax advisors to determine the
applicability of these regulations in light of their individual circumstances.

Cost Basis Reporting. The cost basis of shares acquired by purchase will generally be based on the amount paid for the shares and then may be
subsequently adjusted for other applicable transactions as required by the Code. The difference between the selling price and the cost basis of
shares generally determines the amount of the capital gain or loss realized on the sale or exchange of shares. Contact the broker through whom
you purchased your shares to obtain information with respect to the available cost basis reporting methods and elections for your account.

General Considerations. The federal income tax discussion set forth above is for general information only. Prospective investors should consult
their tax advisors regarding the specific federal income tax consequences of purchasing, holding and disposing of shares of the Funds, as well as
the effect of state, local and foreign tax law and any proposed tax law changes.

DETERMINATION OF NAV

The NAV of each Fund�s shares is calculated each day a Fund is open for business as of the regularly scheduled close of regular trading on the
New York Stock Exchange, normally 4:00 p.m. Eastern Time (the �NAV Calculation Time�). NAV per share is calculated by dividing a Fund�s net
assets by the number of Fund shares outstanding.
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In calculating a Fund�s NAV, Fund investments generally are valued using market valuations. Each Fund generally values: (i) equity securities
(including preferred stock) traded on any recognized U.S. or non-U.S. exchange at the last sale price or official closing price on the exchange or
system on which they are principally traded; (ii) unlisted equity securities (including preferred stock) at the last quoted sale price or, if no sale
price is available, at the mean between the highest bid and lowest ask price; and (iii) short-term debt securities with remaining maturities of 60
days or less at current market quotations or mean prices obtained from broker-dealers or independent pricing service providers. U.S. fixed
income assets may be valued as of the announced closing time for such securities on
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any day that the Securities Industry and Financial Markets Association announces an early closing time. The values of any assets or liabilities of
the Funds that are denominated in a currency other than the U.S. dollar are converted into U.S. dollars using an exchange rate deemed
appropriate by the Fund. In addition, each Fund may invest in money market funds which are valued at their NAV per share and affiliated ETFs
which are valued at their last sale or official closing price on the exchange on which they are principally traded.

In certain instances, such as when reliable market valuations are not readily available or are not deemed to reflect current market values, a Fund�s
investments will be valued in accordance with the Fund�s pricing policy and procedures. Securities that may be valued using �fair value� pricing
may include, but are not limited to, securities for which there are no current market quotations or whose issuer is in default or bankruptcy,
securities subject to corporate actions (such as mergers or reorganizations), securities subject to non-U.S. investment limits or currency controls,
and securities affected by �significant events.� An example of a significant event is an event occurring after the close of the market in which a
security trades but before a Fund�s next NAV Calculation Time that may materially affect the value of a Fund�s investment (e.g., government
action, natural disaster, or significant market fluctuation). Price movements in U.S. markets that are deemed to affect the value of foreign
securities, or reflect changes to the value of such securities, also may cause securities to be �fair valued.�

The sale price a Fund could receive for a security or other asset may differ from the Fund�s valuation of the security or other asset and/or from
the value used by its index (if applicable), particularly for securities or other assets that trade in low volume or volatile markets or that are valued
using a fair value methodology. When fair value pricing is employed, the prices of securities used by a Fund to calculate its NAV may differ
from quoted or published prices for the same securities. In addition, particularly for a Fund holding foreign securities or assets, the value of the
securities or other assets in such Fund�s portfolio may change on days or during time periods when shareholders will not be able to purchase or
sell a Fund�s shares. As a result, the price received upon the sale of an investment may be less than the value ascribed by a Fund, and the Fund
could realize a greater than expected loss or lesser than expected gain upon the sale of the investment. A Fund�s ability to value its investment
may also be impacted by technological issues, pricing methodology issues and/or errors by pricing services or other third-party service
providers.

Fund shares are purchased or sold on a national securities exchange at market prices, which may be higher or lower than NAV. No secondary
sales will be made to brokers or dealers at a concession by the Distributor or by a Fund. Purchases and sales of shares in the secondary market,
which will not involve a Fund, will be subject to customary brokerage commissions and charges. Transactions in Fund shares will be priced at
NAV only if you purchase or redeem shares directly from a Fund in Creation Units.

DIVIDENDS AND DISTRIBUTIONS

The Fixed Income Funds intend to pay out dividends on a monthly basis but in any event no less frequently than annually. The Equity Funds,
except the Alternative ETFs, intend to pay out dividends, if any, on a quarterly basis but in any event no less frequently than annually. The
Alternative ETFs each intend to pay out dividends on an annual basis. Each Fund intends to distribute its net realized capital gains, if any, to
investors annually. The Funds may occasionally be required to make supplemental distributions at some other time during the year. Distributions
in cash may be reinvested automatically in additional whole shares only if the broker through whom you purchased shares makes such option
available. Your broker is responsible for distributing the income and capital gain distributions to you.

The Trust reserves the right to declare special distributions if, in its reasonable discretion, such action is necessary or advisable to preserve the
status of each Fund as a RIC or to avoid imposition of income or excise taxes on undistributed income.

FINANCIAL STATEMENTS

The audited financial statements, including the financial highlights appearing in the Trust�s Annual Report to Shareholders for the fiscal year
ended June 30, 2017 and filed electronically with the SEC, are incorporated by reference and made part of this SAI for the Funds that were
operating during the fiscal year ended June 30, 2017. You may request a copy of the Trust�s Annual Report at no charge by calling 866-909-9473
or through the Trust�s website at www.wisdomtree.com.

MISCELLANEOUS INFORMATION

Counsel. Morgan, Lewis & Bockius LLP with offices located at 1111 Pennsylvania Avenue, NW, Washington, DC 20004, serves as legal
counsel to the Trust.

Independent Registered Public Accounting Firm. Ernst & Young LLP, with offices located at 5 Times Square, New York, New York 10036,
serves as the independent registered public accounting firm to the Trust.
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