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Key Takeaways

* Markets: The fourth quarter of 2025 (Q4) saw monthly shifts in market sentiment as uncertainties increased in the first
part of the quarter. The US federal government went into a shutdown on 1 October as the US Senate was unable to pass
a spending bill. This, among other things, delayed or cancelled the publication of key economic data, leading to a lack of
clarity on the economic condition of the United States. The shutdown was lifted mid-November, and subsequent data
showed that economic growth in the United States remained resilient. The US Federal Reserve (Fed) delivered three
consecutive 25-basis-point (bp) cuts in Q4, helping market sentiment to improve in December.

Contributors:. Exposure to the investment-grade (IG) banking sector, the largest sector allocation, was the top
contributor.

Detractors: No material detractors for the quarter.

Outlook:There still remains a high level of uncertainty within fixed income markets. The path of rate cuts by the Fed,
tariff policies and tight spreads on many fixed income sectors continue to cause concern.

Performance Review

* Qverthe course of the quarter, our exposure to |G corporate bonds generated returns for the portfolio. Holdings of bonds
from the banking sector and companies within consumer cyclical industries added returns and income in Q4.

Outlook

* Progress on disinflation has stalled since April. Tariffs have pushed core goods prices higher, while core services excluding
housing (“supercore”) have reaccelerated above 3%. In 2026, we think inflation risks should be balanced, with the potential
for upside surprises. Strong growth in the first half of the year and a more stable labor market can keep supercore sticky. On
goods, much of the tariff effect is still ahead. Although the trade-weighted applied tariff rate is roughly 16%, effective, tariffs
paid were under 11% as of July, explaining the muted goods price pass-through. We expect effective rates to rise in the
coming months. While applied and effective tariff rates could fall if the Supreme Court rules against the administration on
tariffs applied under the International Emergency Economic Powers Act (IEEPA), we think the White House will reimpose
similar tariffs via Sections 122 and 301. That said, a partial recreation of IEEPA could limit upside risks to goods prices. Overall,
gradual rent moderation combined with persistent services inflation should keep core personal consumption expenditures
well above the Fed’s 2% target through 2026.

We continue to believe that the Fed will remain on pause at least through Fed Chair Jerome Powell’s term ending in May
2026, and potentially through 2026 (as long as growth remains resilient and the expansion continues in line with our
expectations). That said, the Fed’s reaction function does lean dovish, and any signs of labor market weakness could force
additional “risk-management” cuts under Powell or his successor. If our growth and inflation views are right and the Fed cuts
fewer times than priced, we believe UST yields should drift higher from here. However, somewhat favorable demand-supply
technicals (slower issuance of long-term USTs and the return of price-insensitive investors) could potentially limit how high
yields might go in 2026.

The team actively monitors portfolio exposures as market events evolve. We continue to structure the portfolio with capital
preservation and liquidity as the primary objectives and will dynamically position more conservatively or moderately as we
anticipate different risk environments. We believe our disciplined portfolio construction is key to potentially reducing
volatility and providing consistent liquidity. The fund continues to have an emphasis on liquidity management with
consistent maturities. We believe this focus allows us to take advantage of market opportunities that raise and reduce the risk
of being a forced seller in challenged markets.

Commentary | as of December 31, 2025

Fund Characteristics Fund
Distribution Frequency Monthly
30-Day SEC Yield (Fund)—With Waiver 419%
30-Day SEC Yield (Fund)—Without Waiver 419%
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Franklin Ultra Short Bond ETF as of December 31,2025

Average annual total returns and fund expenses (%) - as of December 31, 2025

Product Ticker  Listed Exchange 3-Mo* 6-Mo* YTD* 1-Yr 3-Yr 5-Yr 10-Yr Inception  Gross Expenses  Net Expenses  Inception Date
Market Price Return FLUD NYSE Arca 1.05 249 533 533 557 336 - 323 0.15 0.15 71412020
NAV Returns - - 17 253 512 512 551 337 - 322 015 015 71142020
Benchmark - - 097 206 418 418 481 317 - 291 - - -

*Cumulative total returns

Benchmark(s)

Benchmark =ICE BofA US 3-Month Treasury Bill Index

Performance data quoted represents past performance, which does not guarantee future results. Current performance may be lower or higher than the figures shown. Principal value
and investment returns will fluctuate, and investors’ shares, when redeemed, may be worth more or less than the original cost. Performance would have been lower if fees had not been waived
in various periods. Total returns assume the reinvestment of all distributions and the deduction of all fund expenses. An investor cannot invest directly in an index, and unmanaged index
returns do not reflect any fees, expense or sales charges. Returns for periods of less than one year are not annualized. For current month-end performance, please visit franklintempleton.com.
Net Asset Value (NAV) returns are based on the NAV of the ETF; Market Price returns are based upon the official closing price of the ETF’s shares. Returns are average annualized total returns,
except for those periods of less than one year, which are cumulative. Market Price returns are calculated using the closing price as of 4 p.m. Eastern time on each trading day (when NAV is
normally determined for most funds), and do not represent the returns you would receive if you traded shares at other times. Performance for the ETF and its benchmark index are as of the ETF's
last trading day before the end of the period.Since shares of the Fund did not trade in the secondary market until after the Fund’s inception, for the period from inception to the first day of
secondary trading July 16, 2020, the NAV of the Fund is used as a proxy for the Market Price to calculate market returns.

The total annual operating expenses are as of the fund’s prospectus available at the time of publication. Actual expenses may be higher and may impact portfolio returns.

What are the Risks?

All investments involve risks, including possible loss of principal. Changes in the credit rating of a bond, or in the credit rating or financial strength of a bond’s issuer, insurer or
guarantor, may affect the bond’s value. Fixed income securities involve interest rate, credit, inflation and reinvestment risks, and possible loss of principal. As interest rates rise, the value of
fixed income securities falls. The fund should not be considered an alternative to money market funds or certificates of deposit (CDs). To the extent the portfolio invests in a
concentration of certain securities, regions or industries, it is subject to increased volatility. 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. The manager may consider environmental, social and
governance (ESG) criteria in the research or investment process; however, ESG considerations may not be a determinative factor in security selection. In addition, the manager may not
assess every investment for ESG criteria, and not every ESG factor may be identified or evaluated. These and other risks are discussed in the fund’s prospectus.

Glossary
Personal consumption expenditures, or PCE, is a measure of price changes in consumer goods and services.

Important Information

The information provided is not a complete analysis of every material fact regarding any country, market, industry, security or fund. 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 fund's portfolio selection process. Holdings are subject to change.

ETFs and ETPs trade like stocks, fluctuate in market value and may trade at prices above or below the ETFs/ETPs net asset value. Brokerage commissions and ETF expenses will
reduce returns. ETF/ETP shares may be bought or sold throughout the day at their market price, not their Net Asset Value (NAV), on the exchange on which they are listed. Shares of ETFs/ETPs
are tradable on secondary markets and may trade either at a premium or a discount to their NAV on the secondary market. Canada: This content is intended only for Canadian institutional
investors that qualify as “permitted clients” as defined in National Instrument 31-103 - Registration Requirements, Exemptions and Ongoing Registrant Obligations. U.S. securities laws generally
limit a non-U.S. fund’s purchase of a U.S. registered mutual fund or ETF/ETP (a “U.S. Fund”) to no more than 3% of the U.S. Fund’s voting stock. You should consult your legal counsel prior to
investing ina U.S. Fund.

The ICE BofA U.S. 3-Month Treasury Bill Index is an unmanaged index that comprises a single U.S. Treasury issue with approximately three months to final maturity, purchased at the
beginning of each month and held for one full month.

Source: The index data referenced herein is the property of Intercontinental Exchange (“ICE”) and/or its licensors and has been licensed for use by Franklin Templeton. ICE and its licensors
accept no liability in connection with this use.

The 30-day SEC yield is calculated using the net income (interest and dividends) per share earned over a trailing 30-day period (annualized), divided by the fund’s share price at the end of
that period. It may not equal the fund’s actual income distribution rate, which reflects the fund’s past dividends paid to shareholders.

Franklin Distributors, LLC. Member FINRA/SIPC.
© Franklin Templeton. Al rights reserved.

Before investing, carefully consider a fund’s investment objectives, risks, charges and expenses. You can find this and other information in each prospectus, or summary
prospectus, if available, at www.franklintempleton.com. Please read it carefully.
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