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PART I

Disclosure Regarding Forward-Looking Statements

This Annual Report on Form 10-K contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, as amended, relating to our
operations, results of operations, and other matters that are based on our current expectations, estimates, assumptions,
and projections. Words such as “may,” “will,” “should,” “likely,” “anticipates,” “expects,” “intends,” “plans,” “projects,” “bel
“estimates,” and similar expressions are used to identify these forward-looking statements. These statements are not
guarantees of future performance and involve risks, uncertainties, and assumptions that are difficult to

predict. Forward-looking statements are based upon assumptions as to future events that might not prove to be
accurate. Actual outcomes and results could differ materially from what is expressed or forecast in these
forward-looking statements. Risks, uncertainties, and other factors that might cause such differences, some of which
could be material, include, but are not limited to, the factors discussed under the section of this report entitled “Risk
Factors.”

29 ¢ EEINT3 99 ¢

ITEM 1. BUSINESS
General

Franklin Covey Co. (we, us, our, the Company, or FranklinCovey) is a global company specializing in performance
improvement. We help organizations achieve results that require a change in human behavior, and our mission is to
“enable greatness in people and organizations everywhere.” We believe that our results-driven principle-centered
content is a competitive advantage in the marketplace. From the foundational work of Dr. Stephen R. Covey in
leadership and Hyrum W. Smith in productivity, we have developed deep expertise that extends to helping
organizations and individuals achieve lasting behavioral change in seven crucial areas: Leadership, Execution,
Productivity, Trust, Sales Performance, Customer Loyalty, and Educational improvement. We have over 870
employees worldwide delivering these principle-based offerings and effectiveness tools to our customers. Our
consolidated net sales for the fiscal year ended August 31, 2016 totaled $200.1 million and our shares of common
stock are traded on the New York Stock Exchange (NYSE) under the ticker symbol “FC.”

We operate globally with one common brand and business model designed to enable us to provide clients around the
world with the same high level of service. To achieve this level of service we operate three regional sales offices in
the United States; an office that specializes in sales to governmental entities; wholly owned subsidiaries in Australia,
Japan, and the United Kingdom; and we contract with licensee partners who deliver our content and provide services
in over 150 other countries and territories around the world. On September 1, 2016, we opened three new sales
offices in China. Our offerings and products were previously sold in China by an independent licensee.

Our business-to-business service utilizes our expertise in training, consulting, and technology that is designed to help
our clients define great performance and execute at the highest levels. We also provide clients with training in
management skills, relationship skills, and individual effectiveness, and we can provide personal-effectiveness
literature and electronic educational solutions to our clients as needed.

During fiscal 2016 we introduced a new way to deliver our content and offerings to our clients. Through the All
Access Pass, our clients have access to our world-class offerings and training materials. Clients may utilize complete
offerings such as The 7 Habits of Highly Effective People and The 5 Choices to Extraordinary Productivity, or use
individual concepts from any of our well-known offerings to create a custom solution to fit their organizational or
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individual training needs. We believe the flexibility of the All Access Pass will provide significant benefits to our
clients and their organizations.

Our fiscal year ends on August 31 of each year. Unless otherwise noted, references to fiscal years apply to the 12
months ended August 31 of the specified year.
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Services Overview

Our mission is to “enable greatness in people and organizations everywhere,” and we believe that we are experts at
solving certain pervasive, intractable problems, each of which requires a change in human behavior. As we deliver
our solutions to these problems, we believe there are four important characteristics that distinguish us from our
competitors.

1. World Class Content — Rather than rely on “flavor of the month” training fads, our content is principle-centered and
based on natural laws of human behavior and effectiveness. Our content is designed to build new skillsets,
establish new mindsets, and provide enabling toolsets. When our content is applied consistently in an
organization, we believe the culture of that organization will change to enable the organization to achieve their
own great purposes. Our content is well researched, subjected to numerous field beta tests, and improved through
a proven development process.

2. Breadth and Scalability of Delivery Options — We have a wide range of content delivery options, including: the All
Access Pass and other intellectual property licensing arrangements, on-site training, training led through certified
facilitators, on-line learning, blended learning, and organization-wide transformational processes, including
consulting and coaching.

3. Global Capability — We operate three regional sales offices in the United States; wholly owned subsidiaries in
Australia, Japan, and the United Kingdom; and contract with licensee partners who deliver our content in over 150
other countries and territories around the world. This capability allows us to deliver content to a wide range of
customers, from large, multinational corporations to smaller, local entities. On September 1, 2016 we opened three
new sales offices in China. Our offerings and products were previously sold in China by an independent licensee.

4. Transformational Impact and Reach — We hold ourselves responsible for and measure ourselves by our clients’
achievement of transformational results.

Our content, tools, and methodologies are organized into key practice areas, each offering targeted solutions that are
designed to drive positive transformational results. We have divided our offerings into the following seven major
practices:

1. Leadership
2. Execution
3. Productivity
4. Trust
5. Sales Performance
6. Customer Loyalty
7. Education

Our practices are designed to provide world-class content and delivery, including best-selling books and audio,
innovative and widely recognized thought leadership, multiple delivery and teaching methods, a practice-centric
focused sales force, and practice-specific marketing support. These elements allow us to offer our clients training and
consulting solutions that are designed to improve individual and organizational behaviors, deliver content that adapts
to an organization’s unique needs, and provide meaningful improvements in our clients’ business performance.
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The following description of our practices and associated content describes what our offerings are designed to provide
to our clients. The description should not be viewed as a warranty or guarantee of results. Further information about
our content and services can be found on our website at www.franklincovey.com. However, the information
contained in, or that can be accessed through, our website does not constitute a part of this annual report.
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1. Leadership

Dr. Stephen R. Covey, one of our co-founders, once said, “Leadership is communicating to people their worth and
potential so clearly that they come to see it in themselves.” Leadership has a profound impact on performance, and is a
key lever that mobilizes teams to produce results. We believe that in today’s fast-paced world, the most effective
leaders address constant change with timeless principles of effectiveness and unwavering character. Leaders

recognize that great leadership is not only about what they do, but about who they are. Franklin Covey’s Leadership
practice develops leaders at three levels: personal, team, and organization-wide.

Franklin Covey’s Leadership practice is designed to develop leaders who achieve sustained superior performance,
engage employees to achieve the most critical objectives, win the loyalty of customers and other stakeholders, and
build a strategic advantage by identifying and making a distinctive contribution. Our key leadership solutions include
the following:

The 7 Habits of Highly Effective People®—Signature Program 4.0

Based on the principles found in Dr. Stephen R. Covey’s best-selling business book, The 7 Habits of Highly Effective
People, this program was re-created and released during fiscal 2014 with refreshed content and new award-winning
video presentations. This program is designed to provide training that helps organizations achieve sustained superior
results by helping individuals and leaders be measurably more effective. Participants gain hands-on experience,
applying timeless principles that yield greater productivity, improved communication, strengthened relationships,
increased influence, and laser-like focus on critical priorities.

The 7 Habits for Managers®

FranklinCovey’s The 7 Habits for Managers solution teaches the fundamentals of leading today’s mobile knowledge
worker. Both new and experienced managers acquire a set of tools to help them meet today’s management challenges,
including conflict resolution, prioritization, performance management, accountability and trust, execution,
collaboration, and team and employee development.

Leadership: Great Leaders, Great Teams, Great Results™

This comprehensive offering contains the entire core content of Franklin Covey’s Leadership practice. The workshop
features videos that present the latest on our own research and thinking, along with the best thinking of other
leadership experts.

Leadership Modular Series

Drawn from the content of our leadership-development program, the Leadership Modular Series comprises seven
stand-alone modules (of three to four hours in duration) that teach imperatives leaders can apply to create a work
environment that addresses the needs of today’s knowledge worker.

Executive Coaching

We offer senior executives a coaching experience created in partnership with Columbia University, which includes
methodologies approved by the International Coach Federation (ICF). In one-on-one or team sessions, we leverage
content, methodology, and tools to guide leaders in discovering and unleashing the potential they already possess.

2. Execution
Execution remains one of the toughest challenges organizations face today. We believe that our Execution practice

provides organizations with the paradigms, practices, and tools to address these challenges. We work directly with
leadership teams to help them clarify the few “wildly important goals” that the execution of their strategy requires,
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identify the few key measures that lead to the achievement of these goals, create clear and compelling scoreboards,
and build a culture and cadence of accountability so that the goals are achieved. Our key execution offerings include:
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The 4 Disciplines of Execution®: Manager Certification

The purpose of manager certification includes helping managers not only develop specific skills, but to also create
actual work plans. We help managers leave the session with clearly identified goals and measures, a draft scoreboard
for their team, and an accountability plan to help everyone move forward on the goals.

My4DX.com

My4DX.com is designed to fully support the Company’s 4 Disciplines of Execution methodology. This versatile
on-line service assists organizations in developing and tracking progress on “wildly important goals,” and provides a
cadence of accountability to both organizations and individuals.

What the CEO Wants You to Know: Building Business Acumen™

This training supports the Execution practice disciplines by helping individuals and teams better understand the
financial engine of their business and how they can positively affect it. The material is based on the popular book
What the CEO Wants You to Know, by leading CEO and executive coach Ram Charan.

3. Productivity

Another of Franklin Covey’s co-founders, Hyrum W. Smith, taught that adherence to specified natural laws of
behavior would result in increased productivity and inner peace. In today’s fast-paced world of knowledge workers
“doing more with less,” we believe that workforce productivity and engagement can be a competitive

advantage. Franklin Covey’s Productivity practice equips individuals, teams, and organizations to consistently make
intentional high-value decisions and execute on high-impact goals and projects with excellence in the midst of
unlimited choices, demands, and distractions. Our Productivity practice offerings include the following:

The 5 Choices to Extraordinary Productivity™

This program is designed to provide the in-depth skills, knowledge, and attitudes that allow individual contributors,
teams, and organizations to be able to identify, validate, and act on what’s most important. Instead of trying to get
everything done, participants focus on how to get the right things done. This discernment enables them to make wiser
decisions, harness technology to enhance workflow, and put their finest attention and energy on executing what
matters most.

Project Management Essentials for the Unofficial Project Manager

Today’s knowledge workers have quietly slipped into the role of the unofficial project manager. Stakeholder
expectations, scope creep, no formal training, and a lack of process all combine to raise the probability of project
failure costing organizations time, money, and employee morale. This work session helps participants consistently
complete projects successfully by having them learn to implement a disciplined process to execute projects and to
master informal authority of people.

Writing Advantage®

The FranklinCovey Writing Advantage program teaches participants how to set quality writing standards that help
people increase productivity, resolve issues, avoid errors, and heighten credibility. Participants learn how to write
faster with more clarity, and gain skills for revising and fine-tuning every style of document.

Presentation Advantage®

Unproductive meetings and lost opportunities may occur due to poor presentations. The lack of powerful methods to
inform and persuade is one of the greatest hidden and pervasive costs of the 21st century workplace. This work
session is designed to help participants consistently deliver highly successful presentations.

11
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4. Trust

We believe that trust is the hallmark of effective leaders, teams, and organizations. Trust-related problems like
bureaucracy, fraud, and excessive turnover discourage productivity, divert resources, and chip away at a company’s
brand. On the other hand, leaders who make building trust an explicit goal of their job gain strategic
advantages—accelerating growth, enhancing innovation, improving collaboration and execution, and increasing
shareholder value. Our Trust practice is built on The New York Times best-selling book, The Speed of Trust by
Stephen M. R. Covey, and includes offerings to help leaders and team members develop the competencies to make
trust a strategic advantage.

Leading at the Speed of Trust®

This program engages leaders at all levels in identifying and closing the trust gaps in their organization. Instead of
paying “trust taxes,” organizations can begin to realize “trust dividends.” We believe that doing business at the “speed of
trust” lowers costs, speeds up results, and increases profits and influence.

Working at the Speed of Trust®—For Associates

This workshop helps individual contributors identify and address “trust gaps” in their personal credibility and in their
relationships at work. Using examples from their work and focusing on real-world issues, participants discover how
to communicate transparently with peers and managers, improve their track record of keeping commitments, focus on
improving internal “customer service” with others who depend on their work, and much more.

5. Sales Performance

We believe that sales performance is about helping clients succeed. FranklinCovey provides an approach that delivers
the “what to do” and “how to do” for mutual seller/buyer benefits. Through consulting, training, and coaching, our Sales
Performance practice helps sales leaders and salespeople act as genuine trusted business advisors who create value and
help clients succeed.

Helping Clients Succeed® is a mind-set, skill-set, and tool-set for becoming client-centered. It is a way of thinking,
being, and behaving for sales professionals. We believe this content defines a process for creating candid dialogue,
fresh thinking, innovative collaboration, and robust execution—with clients and within an organization. With our suite
of consultative sales-training solutions, we believe clients can transform their salespeople into trusted business
advisors who focus on helping their clients succeed, resulting in increased sales, shortened sales cycles, improved
margins, and satisfied clients.

6. Winning Customer Loyalty®
Our Customer Loyalty practice helps leaders of multiunit organizations create a culture where employees are engaged
and equipped to deliver great customer experiences. To do this, customer loyalty specialists draw from an array of
offerings to craft a solution that works with each company’s culture, operating environment, and strategic vision. We
have partnered with Frank Reichheld, creator of the Net Promoter SystemTM, to help organizations measure and
improve customer and employee loyalty through accurate metrics and world-class training and development.
Our Customer Loyalty practice is designed to help organizations:

eCollect statistically valid feedback from a representative sample of customers and employees.

eIncrease the visibility of customer-service metrics so managers get real-time feedback.

13
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Apply an accountability process at frontline teams so they deliver exceptional customer service at a much higher
percentage of the time.
eMeasure and improve employee engagement.

14
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7. Education

The FranklinCovey Education practice is dedicated to helping educational organizations build a culture that will
produce great results. Our offerings address all grade levels and help faculty and students develop the critical
leadership and effectiveness skills they will need to succeed in a knowledge-based, networked world.

Primary Education Solutions: The Leader in Me®

The Leader in Me process is designed to be integrated into a school’s core curriculum and everyday language. The
methodology is designed to become part of the culture, gain momentum, and help to produce improved results year
after year. We believe this methodology benefits schools and students in the following ways:

eIncreases academic performance.
eImproves school culture.
eDecreases disciplinary issues.
eIncreases teacher engagement and parent involvement.

Based on Dr. Stephen R. Covey’s best-selling book The 7 Habits of Highly Effective People, The Leader in Me is a
whole-school transformation process that integrates principles of leadership and effectiveness into school curriculum
using every day, age-appropriate language. At August 31, 2016 there were over 3,000 schools worldwide
participating in The Leader in Me program and we believe that the positive results experienced by schools around the
world are a major reason why the Education practice is one of our fastest growing practices.

Secondary Education Solutions: The 7 Habits of Highly Effective Teens®

The Introduction to The 7 Habits of Highly Effective Teens® workshop is based on the best-selling book of the same
name by Sean Covey and the No. 1 best-selling business book The 7 Habits of Highly Effective People, and gives
young people a set of tools to deal with life’s challenges.

Delivery Methods

We have multiple methods to deliver our world-class content to our clients that are designed to provide our customers
with a learning environment that suits their needs. Our primary delivery methods include the following:

e All Access Pass
*Onsite Presentations
o(Client Facilitators
eInternational Licensees
oE-Learning

ePublic Workshops
eCustom Solutions
eMedia Publishing

All Access Pass

During fiscal 2016, we launched the All Access Pass. The All Access Pass provides an intellectual property license
that provides our clients access to our world-class content, assessments, tools, and videos through a web-based portal
over a contracted period. Clients may use our well-known complete training programs or use individual portions of
numerous offerings to customize a training or personnel solution that addresses specific organizational needs. Clients
may also use our trainers and consultants in connection with AAP content and materials to further enhance the

15
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learning experience for their employees.
Onsite Presentations

We employ highly-talented consultants and presenters to deliver our offerings in person at client locations. Based
around the world, our consultants represent diverse global industry experience and can tailor their delivery to meet a
client’s precise needs. Whether the need is for consulting, training, or customized keynote speeches, our consultants
can deliver our curriculums to any level
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of an organization, from the C-suite to a team or department. We believe that our delivery consultants provide
high-quality services and are a competitive advantage in the marketplace.

Client Facilitators

For organizations seeking cost-effective ways to implement solutions involving large populations of managers and
frontline workers, FranklinCovey certifies on-site client facilitators to teach our content and adapt it to their
organizational needs. We have thousands of client facilitators around the world who are certified to teach in different
content areas. In order to become a client facilitator, an individual must become certified to teach our offerings
through a two-step process that is designed to ensure that these trained personnel can deliver our content in a
professional and meaningful manner.

International Licensees

In foreign countries where we do not have an office, our content is delivered through independent licensees, who,
under strict guidelines, may translate and adapt our offerings to local preferences and customs, if necessary. These
licensee partners allow us to deliver the same high quality content to clients that have multinational operations or in
countries that have specific cultural requirements. Our licensee partners pay us a royalty based on the programs and
content delivered.

E-Learning

Our E-Learning capabilities bring our content to clients in innovative ways that transcend traditional E-learning
solutions. Franklin Covey’s online offerings allow participants to save travel time and expenses as well as providing
the opportunity to view our content in smaller time increments.

Public Workshops

Each year, we offer a number of training events, primarily in the United States and Canada, which are open to the
public. Prior to the event, we advertise in the geographic region where the event will be held and participants may
register for the events in advance. Interested persons may also search for upcoming workshops based on the desired
curriculum and register for these workshops through our website at www.franklincovey.com. In addition, our content
is taught by certain professional training firms that also offer events to the public.

Custom Solutions

Whether clients need a program customized, or require a new product developed for their organization, our custom
solutions department has the process to build the solution. Content customization builds upon our existing offerings
and our clients’ unique needs by using a specific process to deliver results and improve training return on investment
for our clients.

Media Publishing
Our Media Publishing department extends our influence into both traditional publishing and new media
channels. FranklinCovey Media Publishing offers books, e-books, audio products, downloadable and paper-based

tools, and content-rich software applications for smart phones and other handheld devices to consumer and corporate
markets.
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According to the Training magazine 2016 Training Industry Survey, the total size of the U.S. training industry is
estimated to be $70.7 billion, which is essentially flat compared with the prior year. One of our competitive
advantages in this highly fragmented industry stems from our fully integrated principle-centered training offerings,
measurement methodologies, and implementation tools to help organizations and individuals measurably improve
their effectiveness. This advantage
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allows us to deliver not only training to both corporations and individuals, but also to implement the training through
the use of powerful behavior-changing tools with the capability to then measure the impact of the delivered content
and solutions.

Over our history, we have provided content, services, and products to 97 of the Fortune 100 companies and more than
75 percent of the Fortune 500 companies. We also provide content and services to a number of U.S. and foreign
governmental agencies, as well as numerous educational institutions. In addition, we provide training content,
measurement services, and implementation tools internationally, either through directly operated offices, or through
independent licensed providers.

Segment Information

Our sales are primarily comprised of training and content sales and related products. Effective September 1, 2015, we
changed our organizational structure to create four operating divisions, which were determined to be operating
segments, and a corporate services group. The following is a brief description of these new reportable segments:

eDirect Offices — This segment consists of our geographic sales offices that serve the United States and Canada; our
international sales offices located in Japan, the United Kingdom, and Australia; and our public programs group. This
division will include our new sales offices in China that were opened on September 1, 2016.

eStrategic Markets — This segment includes our government services office, the Sales Performance practice, the
Customer Loyalty practice, and a new “Global 50” group, which is specifically focused on sales to large, multi-national
organizations.

eEducation practice — This segment is comprised of our domestic and international Education practice operations,
which are centered on sales to educational institutions such as elementary schools, high schools, and colleges and
universities.

e[nternational Licensees — This segment is primarily comprised of our international licensees’ royalty revenues.

For financial and other information regarding our operating segments, refer to the notes to our consolidated financial
statements (Note 16).

Clients

We have a relatively broad base of organizational and individual clients. In our direct offices that serve the United
States, Canada, Japan, China, Australia, and the United Kingdom, we have more than 5,100 organizational clients
consisting of corporations, governmental agencies, educational institutions, and other organizations. We have
thousands of additional organizational clients throughout the world, which are served through our global licensee
partner network, and we believe that our content, in all its forms, delivers results that encourage strong client
loyalty. Employees in each of our domestic and international distribution channels focus on helping our clients
achieve measurably positive results from utilizing our content. Due to the nature of our business, we do not have a
significant backlog of firm orders.

During the periods presented in this report, none of our clients were responsible for more than ten percent of our
consolidated revenues.

Competition
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We operate in a highly competitive and rapidly changing global marketplace and compete with a variety of
organizations that offer services comparable with those that we offer. The nature of the competition in the
performance improvement industry, however, is highly fragmented with few large competitors. Based upon our fiscal
2016 consolidated sales of $200.1 million, we believe that we are a leading competitor in the performance skills and
education market. Other significant comparative companies in the performance improvement market are
Development Dimensions International, CRA International, Inc., Learning Tree International Inc., GP Strategies
Corp., FTI
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Consulting, Inc., American Management Association, Wilson Learning, Forum Corporation, Corporate Executive
Board Co., The Hackett Group, and the Center for Creative Leadership.

We derive our revenues from a variety of companies with a broad range of sales volumes, governments, educational
institutions, and other entities. We believe that the principal competitive factors in the industry in which we compete
include the following:

*Quality of offerings, services, and solutions
oSkills and capabilities of people
e[nnovative training and consulting services combined with effective products
e Ability to add value to client operations
eReputation and client references
®Price
e Availability of appropriate resources
eGlobal reach and scale
*Branding and name recognition in our marketplace

Given the relative ease of entry into the training market, the number of our competitors could increase, many of whom
may imitate existing methods of distribution, or could offer similar content and programs at lower prices. Some of
these competitors may have greater financial and other resources than we do. However, we believe that we have
several areas of competitive differentiation in our industry. We believe that our competitive advantages include: (1)
the quality of our content, as indicated by our strong gross margins, branded content, and best-selling books; (2) the
breadth of delivery options we are able to offer to customers for utilizing our content, including live presentations by
our own training consultants, live presentations though Company certified client-employed facilitators, intellectual
property licensing and the All Access Pass, web-based presentations, and film-based presentations; (3) our global
reach, which allows truly multinational clients to scale our content uniformly across the globe, through our mix of
direct offices and our global licensee network; and (4) the significant impact which our solutions can have on our
clients’ results. Moreover, we believe that we are a market leader in the U.S. in leadership, execution, productivity,
and individual effectiveness content. Increased competition from existing and future competitors could, however,
have a negative impact on our sales and profitability in future fiscal years.

Seasonality

Our fourth quarter of each fiscal year typically has higher sales and operating income than other fiscal quarters
primarily due to increased revenues in our Education practice (when school administrators and faculty have
professional development days) and to increased facilitator sales that typically occur during that quarter resulting from
year-end incentive programs. Overall, training sales are moderately seasonal because of the timing of corporate
training, which is not typically scheduled as heavily during holiday and certain vacation periods.

Quarterly fluctuations may also be affected by other factors including the introduction of new offerings, business
acquisitions, the addition of new organizational customers, and the elimination of underperforming offerings.

Manufacturing and Distribution
We do not manufacture any of our products. We purchase our training materials and related products from various
vendors and suppliers located both domestically and internationally, and we are not dependent upon any one vendor

for the production of our training and related materials as the raw materials for these products are readily
available. We currently believe that we have good relationships with our suppliers and contractors.
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During fiscal 2016 we entered into a three-year contract with HP Enterprise Services (HPE) to provide warehousing
and distribution services for our training products and related accessories. Our materials are primarily warehoused
and distributed from an HPE facility located in Des Moines, lowa.

Trademarks, Copyrights, and Intellectual Property

Our success has resulted in part from our proprietary content, methodologies, and other intellectual property

rights. We seek to protect our intellectual property through a combination of trademarks, copyrights, and
confidentiality agreements. We claim rights for over 550 trademarks in the United States and foreign countries, and
we have obtained registration in the United States and numerous foreign countries for many of our trademarks
including FranklinCovey, The 7 Habits of Highly Effective People, The 4 Disciplines of Execution, and The 7
Habits. We consider our trademarks and other proprietary rights to be important and material to our business.

We own sole or joint copyrights on our books, manuals, text and other printed information provided in our training
programs, and other electronic media products, including audio and video tapes. We may license, rather than sell,
facilitator workbooks and other seminar and training materials in order to protect our intellectual property rights
therein. We place trademark and copyright notices on our instructional, marketing, and advertising materials. In
order to maintain the proprietary nature of our product information, we enter into written confidentiality agreements
with certain executives, product developers, sales professionals, training consultants, other employees, and

licensees. Although we believe the protective measures with respect to our proprietary rights are important, there can
be no assurance that such measures will provide significant protection from competitors.

Employees

One of our most important assets is our people. The diverse and global makeup of our workforce allows us to serve a
variety of clients on a worldwide basis. We are committed to attracting, developing, and retaining quality personnel
and actively strive to reinforce our employees’ commitment to our clients, and to our mission, vision, culture, and
values through the creation of a motivational and rewarding work environment.

We currently have approximately 870 associates located in the United States of America, Canada, China, Japan, the
United Kingdom, and Australia. None of our associates are represented by a union or other collective bargaining
group. Management believes that its relations with its associates are good and we do not currently foresee a shortage
in qualified personnel needed to operate and grow our business.

Available Information

Our principal executive offices are located at 2200 West Parkway Boulevard, Salt Lake City, Utah 84119-2331, and
our telephone number is (801) 817-1776.

We regularly file reports with the Securities Exchange Commission (SEC). These reports include, but are not limited
to, Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and security
transaction reports on Forms 3, 4, or 5. The public may read and copy any materials that the Company files with the
SEC at the SEC’s Public Reference Room located at 100 F Street, NE, Washington, DC 20549. The public may obtain
information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC also
maintains electronic versions of the Company’s reports, proxy and information statements, and other information that
the Company files with the SEC on its website at www.sec.gov.
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The Company makes our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, current reports on Form
8-K, and other reports filed or furnished with the SEC available to the public, free of charge, through our website at

www.franklincovey.com. These reports are provided through our website as soon as is reasonably practicable after
we file or furnish these reports with the SEC.
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ITEM 1A. RISK FACTORS

Our business environment, current domestic and international economic conditions, and other specific risks may affect
our future business decisions and financial performance. The matters discussed below may cause our future results to
differ from past results or those described in forward-looking statements and could have a material adverse effect on
our business, financial condition, liquidity, results of operations, and stock price, and should be considered in
evaluating our Company.

The risks included here are not exhaustive. Other sections of this report may include additional risk factors which
could adversely affect our business and financial performance. Moreover, we operate in a very competitive and
rapidly changing global environment. New risk factors emerge from time to time and it is not possible for
management to predict all such risk factors, nor can we assess the impact of all such risk factors on our business or the
extent to which any factor, or combination of factors, may cause actual results to differ materially from those
contained in any forward-looking statements. Given these risks and uncertainties, investors should not place undue
reliance on forward-looking statements as a prediction of actual results.

Investors should also be aware that while Franklin Covey does, from time to time, communicate with securities
analysts, it is against our policy to disclose to them any material non-public information or other confidential
commercial information. Accordingly, shareholders should not assume that the Company agrees with any statement
or report issued by any analyst irrespective of the content of the statement or report. Furthermore, we do not confirm
financial forecasts or projections issued by others. Thus, to the extent that reports issued by securities analysts contain
any projections, forecasts, or opinions, such reports are not the responsibility of Franklin Covey Co.

We operate in an intensely competitive industry and our competitors may develop courses that adversely affect our
ability to sell our offerings.

The training and consulting services industry is intensely competitive with relatively easy entry. Competitors
continually introduce new programs and services that may compete directly with our offerings or that may make our
offerings uncompetitive or obsolete. Larger competitors may have superior abilities to compete for clients and skilled
professionals, reducing our ability to deliver quality work to our clients. In addition, one or more of our competitors
may develop and implement training courses or methodologies that may adversely affect our ability to sell our
offerings and products to new clients. Any one of these circumstances could have an adverse effect on our ability to
obtain new business and successfully deliver our services.

Our results of operations could be adversely affected by economic and political conditions and the effects of these
conditions on our clients’ businesses and their levels of business activity.

Global economic and political conditions affect our clients’ businesses and the markets in which they operate. Our
financial results are somewhat dependent on the amount that current and prospective clients budget for training. A
serious and/or prolonged economic downturn (or drawn-out recovery) combined with a negative or uncertain political
climate could adversely affect our clients’ financial condition and the amount budgeted for training by our

clients. These conditions may reduce the demand for our services or depress the pricing of those services and have an
adverse impact on our results of operations. Changes in global economic conditions may also shift demand to services
for which we do not have competitive advantages, and this could negatively affect the amount of business that we are
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able to obtain. Such economic, political, and client spending conditions are influenced by a wide range of factors that
are beyond our control and that we have no comparative advantage in forecasting. If we are unable to successfully
anticipate these changing conditions, we may be unable to effectively plan for and respond to those changes, and our
business could be adversely affected.

Our business success also depends in part upon continued growth in the use of training and consulting services and the
renewal of existing contracts by our clients. In challenging economic environments, our clients may reduce or defer
their spending on new services and consulting solutions in order to focus on other priorities. At the same time, many
companies have already invested substantial resources in their current means of conducting their business and they
may be reluctant or slow to adopt new approaches that could disrupt existing personnel and/or processes. If growth in
the general use of training and consulting services in business or our clients’ spending on these items declines, or if we
cannot convince our clients or potential clients to embrace new services and solutions, our results of operations could
be adversely affected.

In addition, our business tends to lag behind economic cycles and, consequently, the benefits of an economic recovery
following a period of economic downturn may take longer for us to realize than other segments of the economy.

The All Access Pass is an internet-based platform, and as such we are subject to increased risks of cyber-attacks and
other security breaches that could have a material adverse effect on our business.

In fiscal 2016, we introduced the All Access Pass (AAP), which is an internet-based platform that allows our clients to
purchase access to a broad base of our intellectual property for a specified period. Clients may utilize entire training
offerings or use individual portions of numerous programs to customize a training or personnel program that fits their
needs. As part of selling the AAP, we collect, process, and retain a limited amount of sensitive and confidential
information regarding our customers. Because the AAP is an internet-based platform, our facilities and systems
associated with the AAP may be vulnerable to external or internal security breaches, acts of vandalism, computer
viruses, misplaced or lost data, stolen intellectual property, programming or human errors, or other similar events.

The access by unauthorized persons to, or the improper disclosure by us of, confidential information regarding our
customers or our own proprietary information, software, methodologies, and business secrets could result in
significant legal and financial exposure, damage to our reputation, or a loss of confidence in the security of our
systems, products, and services, which could have a material adverse effect on our business, financial condition, or
results of operations. To the extent we are involved in any future cyber-attacks or other breaches, our brand and
reputation could be affected, and these conditions could also have a material adverse effect on our business, financial
condition, or results of operations.

We have only a limited ability to protect our intellectual property rights, which are important to our success.

Our financial success depends, in part, upon our ability to protect our proprietary curriculums and other intellectual
property. The existing laws of some countries in which we provide services might offer only limited protection of our
intellectual property rights. To protect our intellectual property, we rely upon a combination of confidentiality
policies, nondisclosure and other contractual arrangements, as well as copyright and trademark laws. The steps we
take in this regard may not be adequate to prevent or deter infringement or

13

26



Edgar Filing: FRANKLIN COVEY CO - Form 10-K

Table of Contents

other misappropriation of our intellectual property, and we might not be able to detect unauthorized use of, or take
appropriate and timely steps to enforce, our intellectual property rights, especially in foreign jurisdictions.

The loss of proprietary content or the unauthorized use of our intellectual property may create greater competition,
loss of revenue, adverse publicity, and may limit our ability to reuse that intellectual property for other clients. Any
limitation on our ability to provide a service or solution could cause us to lose revenue-generating opportunities and
require us to incur additional expenses to develop new or modified solutions for future engagements.

We could have liability or our reputation could be damaged if we do not protect client data or if our information
systems are breached.

We are dependent on information technology networks and systems to process, transmit, and store electronic
information and to communicate between our locations around the world and with our clients. Security breaches of
this infrastructure could lead to shutdowns or disruptions of our systems and potential unauthorized disclosure of
confidential information. We are also required at times to manage, utilize, and store sensitive or confidential client or
employee data. As a result, we are subject to numerous U.S. and foreign jurisdiction laws and regulations designed to
protect this information, such as the various U.S. federal and state laws governing the protection of individually
identifiable information. If any person, including any of our associates, negligently disregards or intentionally
breaches our established controls with respect to such data or otherwise mismanages or misappropriates that data, we
could be subject to monetary damages, fines, and/or criminal prosecution. Unauthorized disclosure of sensitive or
confidential client or employee data, whether through systems failure, employee negligence, fraud, or
misappropriation could damage our reputation and cause us to lose clients.

Legal requirements relating to the collection, storage, handling, and transfer of personal data continue to evolve. For
example, the European Union and the U.S. formally entered into a new framework in July 2016 that provides a
mechanism for companies to transfer data from European Union member states to the U.S. This new framework,
called the Privacy Shield, is intended to address shortcomings identified by the European Court of Justice in a
predecessor mechanism. The Privacy Shield and other mechanisms are likely to be reviewed by the European courts,
which may lead to uncertainty about the legal basis for data transfers across the Atlantic. Ongoing legal reviews may
result in burdensome or inconsistent requirements affecting the location and movement of our customer and internal
employee data as well as the management of that data. Compliance may require changes in services, business
practices, or internal systems that result in increased costs, lower revenue, reduced efficiency, or greater difficulty in
competing with foreign-based firms. Failure to comply with existing or new rules may result in significant penalties
or orders to stop the alleged noncompliant activity.

Our results of operations and cash flows may be adversely affected if FC Organizational Products LLC is unable to
pay the working capital settlement, reimbursable acquisition costs, or reimbursable operating expenses.

In fiscal 2008, we sold our planning products operation to FC Organizational Products, LLC (FCOP), an entity in
which we own a 19.5 percent interest. According to the agreements associated with the sale, we were entitled to
receive a $1.2 million payment for working capital delivered on the closing date of the sale and to receive $2.3 million
as reimbursement for specified costs necessary to complete the transaction. Payment for these costs was originally
due in January 2009, but we extended the due date of the payment at FCOP’s request and obtained a promissory note
from FCOP for the amount owed, plus
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accrued interest. At the time we received the promissory note from FCOP, we believed that we could obtain payment
for the amounts owed, based on prior year performance and forecasted financial performance in 2009. However, the
financial position of FCOP deteriorated significantly late in fiscal 2009 and the deterioration accelerated subsequent to
August 31, 2009. As a result of its deteriorating financial position, we reassessed the collectability of the promissory
note. Based on revised expected cash flows and other operational issues, we recorded a $3.6 million impaired asset
charge against these receivables in fiscal 2009.

We also receive reimbursement from FCOP for certain operating costs, such as rent, and, although not required by
governing documents or our ownership interest, we have previously provided working capital and other advances to
FCOP. At August 31,2016 and 2015 we had $3.2 million and $4.0 million receivable from FCOP, net of related
discount, which are recorded as assets on our consolidated balance sheets. Although we believe that we will obtain
payment from FCOP for these receivables, the valuation of amounts receivable from FCOP is dependent upon the
estimated future earnings and cash flows of FCOP. If FCOP’s estimated future earnings and cash flows decline, or if
FCOP fails to pay amounts receivable and we fail to obtain payment on the previously impaired promissory note, our
future cash flows and results of operations may be adversely affected.

Our work with governmental clients exposes us to additional risks that are inherent in the government contracting
process.

Our clients include national, provincial, state, and local governmental entities, and our work with these governmental
entities has various risks inherent in the governmental contracting process. These risks include, but are not limited to,
the following:

eGovernmental entities typically fund projects through appropriated monies. While these projects are often planned
and executed as multi-year projects, the governmental entities usually reserve the right to change the scope of, or
terminate, these projects for lack of approved funding and other discretionary reasons. Changes in governmental
priorities or other political developments, including disruptions in governmental operations, could result in changes
in the scope of, or in termination of, our existing contracts.

eGovernmental entities often reserve the right to audit our contract costs, including allocated indirect costs, and
conduct inquiries and investigations of our business practices with respect to our government contracts. If the
governmental entity finds that the costs are not reimbursable, then we will not be allowed to bill for those costs or
the cost must be refunded to the client if it has already been paid to us. Findings from an audit also may result in our
being required to prospectively adjust previously agreed upon rates for our work, which may affect our future
margins.

o[f a governmental client discovers improper activities in the course of audits or investigations, we may become
subject to various civil and criminal penalties and administrative sanctions, which may include termination of
contracts, forfeiture of profits, suspension of payments, fines and suspensions or debarment from doing business with
other agencies of that government. The inherent limitations of internal controls may not prevent or detect all
improper or illegal activities, regardless of their adequacy.

ePolitical and economic factors such as pending elections, the outcome of elections, revisions to governmental tax
policies, sequestration, debt ceiling negotiations, and reduced tax revenues can affect the number and terms of new
governmental contracts signed.

15

28



Edgar Filing: FRANKLIN COVEY CO - Form 10-K

29



Edgar Filing: FRANKLIN COVEY CO - Form 10-K

Table of Contents

The occurrences or conditions described above could affect not only our business with the particular governmental
agency involved, but also our business with other agencies of the same or other governmental entities. Additionally,
because of their visibility and political nature, governmental contracts may present a heightened risk to our
reputation. Any of these factors could have an adverse effect on our business or our results of operations.

Our results of operations may be negatively affected if we cannot expand and develop our services and solutions in
response to client demand or if newly developed or acquired services have increased costs.

Our success depends upon our ability to develop and deliver services and solutions that respond to rapid and
continuing changes in client needs. We may not be successful in anticipating or responding to these developments on
a timely basis, and our offerings may not be successful in the marketplace. The implementation, acquisition, and
introduction of new programs and solutions may reduce sales of our other existing programs and services and may
entail more risk than supplying existing offerings to our clients. Newly developed or acquired solutions may also
require increased royalty payments or carry significant development costs that must be expensed. Any one of these
circumstances may have an adverse impact upon our business and results of operations.

If we are unable to attract, retain, and motivate high-quality employees, including training consultants and other key
training representatives, we may not be able to grow our business as projected or may not be able to compete
effectively.

Our success and ability to grow are dependent, in part, on our ability to hire, retain, and motivate sufficient numbers
of talented people with the increasingly diverse skills needed to serve our clients and grow our business. Competition
for skilled personnel is intense at all levels of experience and seniority. There is a risk that we will find it difficult to
hire and retain a sufficient number of employees with the skills or backgrounds we require, or that it will prove
difficult to retain them in a competitive labor market. If we are unable to hire and retain talented sales and delivery
employees with the skills, and in the locations, we require, we might not be able to grow our business at projected
levels or may not be able to effectively deliver our content and services. If we need to hire additional personnel to
maintain a specified number of sales personnel or are required to re-assign personnel from other geographic areas, it
could increase our costs and adversely affect our profit margins. In addition, the inability of newly hired sales
personnel to achieve projected sales levels may inhibit our ability to attain anticipated growth.

In order to retain key personnel, we continue to offer a variable component of compensation, the payment of which is
dependent upon our sales performance and profitability. We adjust our compensation levels and have adopted
different methods of compensation in order to attract and retain appropriate numbers of employees with the necessary
skills to serve our clients and grow our business. We may also use share-based performance incentives as a
component of our executives’ compensation, which may affect amounts of cash compensation. Variations in any of
these areas of compensation may adversely impact our operating performance.
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Our global operations pose complex management, foreign currency, legal, tax, and economic risks, which we may not
adequately address.

We have sales offices in Australia, China, Japan, and the United Kingdom. We also have licensed operations in
numerous other foreign countries. As a result of these foreign operations and their impact upon our financial
statements, we are subject to a number of risks, including:

eRestrictions on the movement of cash
eBurdens of complying with