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Key Takeaways 
Markets: U.S. equities rebounded in the second quarter amid de-escalation of Middle East tensions and a rotation back •
into AI stocks. Two-thirds of the benchmark Russell 1000 Value Index’s 13.9% gain came from the information technology 
(IT) sector, led by a surge in memory semiconductor and optical/networking stocks. This very narrow market made it a 
challenging quarter for a diversified portfolio of higher-quality stocks. 
Contributors: Stock selection in communication services and health care and underweights to consumer staples and •
communication services contributed the most. Intel continues to prove out its turnaround plan as its foundry business 
appears poised to gain new customers as soon as 2027, and its leading server CPU business is sold out as agentic AI 
drives more demand for general purpose compute.  
Detractors: Underperformance came from not owning, or being underweight, the narrower group of commodity-•
sensitive businesses in the memory, optical and electronic manufacturing services space whose earnings power has 
been repriced very quickly. Stock selection in IT and industrials, an IT underweight and overweights to materials, health 
care and energy detracted the most. 
Outlook: A core tenet of the Portfolio is that we largely avoid making top-down bets or try to time macro events; we •
focus on high-quality businesses with durable competitive advantages and reasonable valuations that can drive 
superior returns throughout the cycle. 

Performance Review 
U.S. equities rebounded in the second quarter amid de-escalation of Middle East tensions and a rotation back into AI stocks. •
Two-thirds of the benchmark Russell 1000 Value Index’s 13.9% gain came from the information technology (IT) sector, led by a 
surge in memory semiconductor and optical/networking stocks. This very narrow market made it a challenging quarter for a 
diversified portfolio of higher-quality stocks, and after outperforming in the first quarter of 2026 we trailed the Russell 1000 
Value in the second quarter. 
Underperformance came from not owning, or being underweight, this narrower group of commodity-sensitive businesses in •
the memory, optical and electronic manufacturing services space whose earnings power has been repriced very quickly. 
Historically, these have been low-quality commodity businesses that posted negative profitability during the past downcycle. 
We don’t believe “this time is different,” and we expect these businesses will experience similar (or worse) fates as new 
supply comes online in the 2027/2028 timeframe.  
While we didn’t have exposure to these lower-quality AI stocks, we continue to hold AI-exposed companies with much more •
durable franchises. For example, Taiwan Semiconductor and Broadcom were both positive contributors as their technologies 
remain best in class and demand continues to exceed supply. Intel also continues to prove out its turnaround plan as its 
foundry business appears poised to gain new customers as soon as 2027, and its leading server CPU business is sold out as 
agentic AI drives more demand for general purpose compute.  
We would also note that this extreme risk taking in the market has led to a large selloff in the high-quality defensive stocks •
that make up the backbone of our portfolio. Given the lower inherent volatility of these businesses, we believe strongly that 
they will produce superior through-cycle returns, and we have been aggressive in adding to stocks that we believe are 
trading well below their intrinsic value.  

Outlook 
The opportunity coming out of the quarter, in our view, is not to chase everything that worked. It is to use the reset in quality •
and defensive stocks to upgrade the portfolio, while doing the work on the narrower AI supply-chain businesses where the 
facts may have changed. That is an optimistic set-up for our process because prospective returns have improved in the kinds 
of companies we generally want to own. 
The portfolio response is offensive, but still quality-first. We are leaning into areas where valuation, balance sheet strength •
and earnings durability are improving, including select life sciences tools, managed care, industrials and AI-adjacent 
businesses with credible free cash flow. 
At the same time, we are not abandoning the Strategy’s discipline. The companies we want to own should have durable •
competitive advantages, pricing power, strong balance sheets and the ability to compound through the cycle. Where a 
business still depends on commodity pricing, aggressive supply assumptions or peak-cycle margins, we need to be paid for 
that risk. 
Put differently, we want to be more aggressive because the starting point is better, while keeping the hurdle rate for portfolio •
inclusion high. The work now is to separate genuine franchise improvement from cyclical earnings momentum, add to quality 
businesses that have been indiscriminately sold and only expand in AI supply-chain names where normalized returns justify 
the risk. That is a good setup for our process. 

Top Equity Issuers (% of Total) 
Holding Portfolio
JPMorgan Chase & Co 4.31
Amazon.com Inc 3.97
Intel Corp 3.85
Johnson & Johnson 3.64
Alphabet Inc 2.76
Taiwan Semiconductor Manufacturing Co Ltd 2.76
CVS Health Corp 2.64
Apple Inc 2.56
Williams Cos Inc/The 2.54
Air Products and Chemicals Inc 2.34
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Average annual total returns (%) - as of June 30, 2026 

 

*Cumulative total returns 

Benchmark(s) 
Benchmark =Russell 1000 Value Index 
The strategy returns shown are preliminary composite returns, subject to future revision (downward or upward). 
ClearBridge Investments, LLC claims compliance with the Global Investment Performance Standards (GIPS®). GIPS® is a registered trademark of CFA Institute. CFA Institute 
does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained herein. 
To obtain specific information on available products and services or a GIPS Report, contact your Franklin Templeton separately managed account sales team at (800) DIAL 
BEN/342-5236. 
Past performance is not a guarantee of future results. An investment in this strategy can lose value. Please visit www.franklintempleton.com for the latest performance figures. 
Investors cannot invest directly in an index, and unmanaged index returns do not reflect any fees, expenses or sales charges. 
Fees: Periods less than one year are not annualized. Performance results are for the composite which includes all actual, fully discretionary accounts with substantially similar investment 
policies and objectives managed to the composite’s investment strategy. Composite returns are stated in U.S. dollars and assume reinvestment of any dividends, interest income, capital gains, 
or other earnings. The composite may include account(s) that are gross of fees and pure gross of fees. “Pure” gross-of-fee returns do not reflect the deduction of any expenses, including 
transaction costs. A traditional (or “true”) gross-of-fee return reflects performance after the reduction of transaction costs but before the reduction of the investment advisory fee. The gross-of-
fee return may include a blend of “true” gross-of-fee returns for non-wrap accounts and “pure” gross-of-fee returns for wrap accounts. Net-of-fee returns is reduced by a model “wrap fee” (3.0% 
is the maximum anticipated wrap fee for equity and balanced portfolios) which includes trading expenses as well as investment management, administrative and custodial fees. The model wrap 
fee used represents the highest anticipated wrap fee applicable to the strategy. Actual fees and account minimums may vary.  
For fee schedules, contact your financial professional, or if you enter into an agreement directly with Franklin Templeton Private Portfolio Group, LLC (“FTPPG”), refer to FTPPG’s Form ADV Part 2A 
disclosure document. Management and performance of individual accounts may vary for reasons that include the existence of different implementation practices and model requirements in 
different investment programs. 

What are the Risks? 
All investments involve risks, including possible loss of principal. Small- and mid-cap stocks involve greater risks and volatility than large-cap stocks. International investments are 
subject to special risks, including currency fluctuations and social, economic and political uncertainties, which could increase volatility. These risks are magnified in emerging markets. 

Glossary 
Free cash flow (FCF) is a measure of financial performance calculated as operating cash flow minus capital expenditures. 

Important Information 
The information provided is not a complete analysis of every material fact regarding any country, market, industry, security or portfolio. Because market and economic conditions are subject to 
change, comments, opinions and analyses are rendered as of the date of this material and may change without notice. A portfolio manager’s assessment of a particular security, investment or 
strategy is not intended as individual investment advice or a recommendation or solicitation to buy, sell or hold any security or to adopt any investment strategy; it is intended only to provide 
insight into the portfolio’s selection process. Holdings are subject to change. 
These materials are being provided for illustrative and informational purposes only. The information contained herein is obtained from multiple sources that are believed to be 
reliable. However, such information has not been verified, and may be different from the information included in documents and materials created by the sponsor firm in whose 
investment program a client participates. Some sponsor firms may require that these materials be preceded or accompanied by investment profiles or other documents or 
materials prepared by such sponsor firms, which will be provided upon a client’s request. For additional information, documents and/or materials, please speak to your Financial 
Professional or contact your sponsor firm. 
Franklin Templeton (FT) is not undertaking to provide impartial advice. Nothing herein is intended to provide fiduciary advice. FT has a financial interest. 
The Russell 1000 Value Index measures the performance of the large-cap value segment of the U.S. equity universe. 
Source: FTSE. 
Important data provider notices and terms available at www.franklintempletondatasources.com. All data is subject to change.  
Holdings are provided for informational purposes only and should not be construed as a recommendation to purchase or sell any security. 
Separately Managed Accounts (SMAs) are investment services provided by Franklin Templeton Private Portfolio Group, LLC (FTPPG), a federally registered investment advisor. Client portfolios 
are managed based on investment instructions or advice provided by one or more of the following Franklin Templeton affiliated sub-advisors: ClearBridge Investments, LLC. Management is 
implemented by FTPPG, the designated sub-advisor or, in the case of certain programs, the program sponsor or its designee. 
ClearBridge Investments, LLC is a Franklin Templeton affiliated company. 
© Franklin Templeton. All rights reserved.

Composite 3-Mo* 6-Mo* YTD* 1-Yr 3-Yr 5-Yr 10-Yr 15-Yr 20-Yr 25-Yr Inception Inception Date
Net of Fees 8.87 10.56 10.56 17.53 11.01 6.50 8.26 8.14 5.98 — 5.99 6/30/2002
Pure Gross of Fees 9.65 12.18 12.18 21.01 14.31 9.68 11.49 11.36 9.15 — 9.16 6/30/2002
Benchmark 13.87 16.26 16.26 27.12 17.79 11.17 11.52 11.47 8.79 — 9.20 —
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