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BENEFITS OF PROFESSIONAL MUNICIPAL BOND MANAGEMENT
We believe there are four key reasons why professional municipal bond management can be
beneficial today. A managed portfolio may benefit individuals by providing potential pricing
advantages, stringent credit research, unconstrained access to primary and secondary market
supply, and active management in a time of changing interest rates.
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Institutional pricing advantage and buying power
Our institutional expertise can provide clients with favorable pricing through access to inventory,
efficient coupon reinvestment and institutional execution.

ISSUER

Bond issued

INSTITUTIONAL UNDERWRITER
SELLING GROUP OR SYNDICATE

FRANKLIN BUYS HERE

RETAIL DESK

.25–1 percentage point mark-up

FINANCIAL PROFESSIONAL

.25–1 percentage point mark-up

CLIENT

There is typically a pricing premium on retail transactions
in the municipal bond market. The transaction costs for
retail investors typically range from 0.5% to 3.0% and,
in some cases, the mark-up or mark-down can exceed 3.0%.

The mark-up represented by each row can be .25 to 1 percentage point per bond.
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Rigorous credit research
The combination of recent municipal bankruptcies, treatment of creditor claims and the increasing
pressure on state and local governments (brought on by inexorably increasing public pension and
benefit obligations) demands a significant shift in how municipal general fund debt must be analyzed.
Our investment approach focuses on high-quality, essential-service sectors, while being mindful of
the fiscal challenges and political uncertainty that many state and local governments face.
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Market access in time of reduced dealer inventory
New supply of municipal bonds has been constrained and has remained relatively low.
Our broad presence in the market provides investors greater access to a wide range of municipal
securities in a time of reduced inventory.
US Municipal Securities Held by Broker Dealers1
March 31, 2006–September 30, 2020
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Active portfolio management in all interest rate environments
We manage our strategies with a focus on maximizing tax-free income for investors.
When rates do rise and volatility increases, our strategies typically sell lower-yielding positions and
replace them with higher-yielding securities, resulting in an increase in portfolio turnover and
higher distributions of tax-free income for clients.
And as interest rates decline and volatility decreases, our strategies seek to capitalize on market
liquidity to optimize credit quality, diversification and overall portfolio structure. This approach can
help to protect long-term investment income and preserve shareholder capital.
Through active portfolio management, institutional trade execution, and ongoing research and
analysis, our bond team constructs a customized municipal bond portfolio to accommodate
individual client needs.

1. Source: Federal Reserve Board.
franklintempleton.com
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SEPARATELY MANAGED ACCOUNTS—HELPING INVESTORS
PURSUE THEIR GOALS
In today’s marketplace, investors have a wide array of options for their investments.
High-net-worth investors may wish to take advantage of the potential benefits of
having their assets managed on a separate account basis.

Personal portfolio
management

We can accommodate a client’s unique investment goals,
risk tolerance, liquidity needs and objectives such as control
over certain taxes, cash flow, turnover and continuous
portfolio maintenance.

Investment
flows and control

SMAs eliminate the impact of activity an investor may
experience in a commingled fund. For instance, shareholder
withdrawals in a declining market could force a mutual fund
to sell assets and potentially cause capital gain distributions.
In addition, investors hold each individual bond in their
account, which is different than a mutual fund structure.

Values

Separate account management allows clients to establish
investment guidelines that reflect their moral and ethical
values. Furthermore, client guidelines can take into account
extraordinary economic exposure from other investments
they may already own.

For those clients looking
to potentially transition
a portfolio of municipal
bonds, the Franklin SMA
team can offer a personalized
analysis of their current
portfolio holdings.

Your after-tax return matters
Investing in municipal bonds may allow investors to receive income free of
federal, state and possibly local income tax.
• We avoid bonds subject to the alternative minimum tax (AMT) and de minimis
tax liabilities.2
• Each bond purchase establishes a separate cost basis, a potentially
advantageous strategy for minimizing capital gains on the sale of bonds or
in gifting situations.
• Our managers focus on maximizing tax-free income and preserving capital
in client accounts.

2. The de minimis rule determines whether the price appreciation of securities purchased at a discount will be taxed at the ordinary income tax rate or the capital gains tax rate. If a discount is
less than 0.25% of the face value for each full year from the date of purchase to maturity, then it is too small (that is, de minimis) to be considered a market discount for tax purposes. Instead,
the accretion is a capital gain.
4
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A PIONEER IN TAX-FREE INVESTING
We are experts in the municipal bond marketplace and one of the few managers that participates in
all segments of the market. We have a large and experienced team that focuses exclusively on munis.
Their experience helps to identify opportunities and indications of risk that others might miss. We
believe this is critical given the immense size of the municipal bond market.

40

+

years of
experience

Since 1977, we have had
a proven and disciplined
conservative investment
process with a focus
primarily on income.

$

69.9+billion
in AUM3

We are one of the largest
municipal bond managers
in the nation.4 Our
reputation and sizeable
assets give us access to
almost every bond issue.

26

investment
professionals

As a team of municipal bond
investment professionals—
with an average of 22 years of
financial industry experience,
we have the expertise and
resources to effectively
navigate the vast and complex
municipal bond market.3

Franklin Separately Managed Accounts
• Offer national and state-specific intermediate municipal fixed income portfolios5
• Provide a high level of service with direct access to portfolio managers to discuss portfolio
strategy and market outlook

3. As of 12/31/20. Municipal bond assets under management figure includes US retail municipal bond fund assets and separately managed accounts.
4. Source: Morningstar Direct as of 12/31/20. © 2021 Morningstar, Inc. All Rights Reserved.
5. Certain state-specific portfolios may not be available in all programs (20 state-specific and five state-preference portfolios are managed today). Additional state-specific portfolios may be
available upon request and are subject to review.
franklintempleton.com
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OUR THREE GUIDING BELIEFS

1

Active research matters
An active, research-driven approach is critical given the vast size and complexity of the municipal
bond market. Our deep team of research analysts conduct comprehensive analysis of every
opportunity across all sectors in the municipal bond universe, covering the quality spectrum in
both primary and secondary markets.

2

Seek to take advantage of relative value opportunities

3

Emphasis on risk management

6

We seek to identify and capture attractive relative value opportunities across the municipal bond
landscape by carefully analyzing and managing yield curve positioning, credit spreads, coupon
structures, and call structures to help deliver tax- efficient portfolios, while aiming to provide
attractive risk-adjusted returns.

Our team places a premium on risk management which is incorporated fully within our deep
credit research process, portfolio construction process and with an independent risk management
team, enabling us to better understand, quantify and optimize where we allocate risk across our
portfolios.
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INVESTMENT PROCESS
IN-DEPTH FUNDAMENTAL RESEARCH OF THE ENTIRE MUNICIPAL MARKET

1

2

3

4

Identify
Opportunities

Screen by
Strategy

Apply Research
Process

Portfolio
Construction and
Implementation

• Review Entire
Muni Supply
• Primary Market
• Secondary Markets

• Region/National
• High-Yield
• Yield Curve

• Credit & Non-Credit
Driven Steps
• Rigorous Review
and Debate
• Provide
Recommendations
for Portfolio Managers

• Security Selection
(based on relative value
of Fixed Income
Strategy Inputs)
• Income Lens
• Risk Management
and Diversification
• Long-Term Focus,
Opportunistic Flexibility

Ongoing Risk
and Attribution
Analysis

Portfolio construction—Franklin Municipal SMA
Parameters:

We avoid bonds:

• Maturity Structure
– Diversified maturity structure to mitigate reinvestment and yield curve risk
– Target intermediate-term maturities of five- to 15-year maturity at purchase

• With short calls or hidden
call features

• Diversification
– Portfolios are diversified to help create an optimum risk/reward balance
• Portfolio Quality
– High-quality portfolio to reduce default risk
– Issues are investment grade or better

franklintempleton.com

• Subject to AMT and
de minimis rules
• Which are illiquid and not
sold at reasonable prices
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FRANKLIN MUNICIPAL SMA—STRATEGY OVERVIEW
Intermediate Maturity SMA—Our largest strategy by AUM, we believe this is the optimal strategy for High-net-worth clients
who wish to own individual bonds.
The strategy seeks to provide tax-exempt income and preservation of capital by managing a portfolio comprised primarily of
high quality intermediate-term municipal bonds with maximum call protection for a given price and coupon while seeking
exposure to the intermediate portion of the yield curve.
COMPOSITE PORTFOLIO CHARACTERISTICS6,7

COMPOSITE QUALITY BREAKDOWN6,8

As of December 31, 2020

As of December 31, 2020 (% of Total)
Intermediate
Municipal SMA

AAA . . . . . . . . . . . . . . . . . . . 41.07%

Weighted average duration to worst

4.73 years

AA . . . . . . . . . . . . . . . . . . . . 57.06%

Weighted average duration

6.63 years

A . . . . . . . . . . . . . . . . . . . . . 1.87%

Weighted average maturity

8.23 years

Weighted average coupon

4.51%

Weighted average current yield

3.77%

Weighted average yield to worst

0.63%

Weighted average yield to maturity

1.53%

Weighted average price (market USD)

$119.70

Taxable equivalent yield (based on yield to worst)9

1.06%

Taxable equivalent yield (based on yield to maturity)

2.58%

AMT exposure

0.00%

9

Number of holdings range

5–15

State-specific portfolios
We offer a national portfolio, 20 state-specific portfolios and five state-preference portfolios.5 Other state-specific portfolios
also may be available upon request.

State-specific portfolios
•
•
•
•
•
•
•
•
•
•
•

Arizona
California
Colorado
Connecticut
Florida
Louisiana
Maryland
Massachusetts
Michigan
Minnesota
Missouri

•
•
•
•
•
•
•
•

New Jersey
New York
North Carolina
Ohio
Oregon
Pennsylvania
Texas
Utah
(Reciprocity)10
• Virginia

State-preference
portfolios
•
•
•
•
•

Alabama
Hawaii
Indiana
Kentucky
South Carolina

6. Information is based on the Franklin Intermediate Municipal SMA Composite. Figures may not add up to 100% due to rounding. Cash and equivalents is deemed to have a 0% Maturity and Duration, be Non-Callable
and have an AAA rating. The allocation of existing accounts may differ from the allocation used for new accounts due to differences in the timing of purchases and sales, changes in the purchase and sell list during the
course of a quarter, and factors specific to each existing account due to client considerations.
7. Yield figures quoted should not be used as an indication of the income that has or will be received. Yield figures are based on the portfolio’s underlying holdings and do not represent a payout of the portfolio.
8. Quality Weightings: Ratings shown are assigned by one or more Nationally Recognized Statistical Credit Rating Organizations (“NRSRO”), such as Standard & Poor’s, Moody’s and Fitch. The ratings are an indication
of an issuer’s creditworthiness and typically range from AAA or Aaa (highest) to D (lowest). When ratings from all three agencies are available, the middle rating is used; when two are available, the lowest rating is used;
and when only one is available, that rating is used.
9. Taxable equivalent yield assumes the maximum regular federal income tax rate and the Medicare tax in effect on December 2020.
10. Franklin Separately Managed Accounts’ Utah state specific portfolios may contain securities issued by non-federal government entities outside Utah, where Utah has exempted interest earned on such securities from
Utah income tax because the issuing state (or political subdivision) does not impose an income tax on bonds issued by Utah (referred to as reciprocity). Franklin Separately Managed Accounts managed portfolios consisting solely of Utah bonds are not available at this time due to supply uncertainties.
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CUSTOMIZED SOLUTIONS TO ACCOMMODATE
YOUR SPECIFIC NEEDS
Each portfolio is unique
When requested to fund a portfolio with your existing holdings, we review each security for fit with our
philosophy, seeking to minimize taxable events and maximize total return.
Over the life of the portfolio
• We continuously seek out new investment opportunities to maintain the structure of the portfolios
with appropriate, high-quality, tax-exempt securities.
• Our team of portfolio managers reviews portfolios weekly, evaluating:
– Diversification

– Market structure

– Portfolio structure

– Income structure

– Maturity structure

– Trading liquidity

– Interest rates

– Portfolio quality

– Yield curve

• We monitor investments daily using our proprietary database to ensure that your portfolio
is well positioned.

High level of service
Franklin Templeton offers a range of services designed to assist advisors and their clients in understanding
the municipal market and ensuring a quality experience.
Personalized portfolio analysis. For clients with municipal bond holdings, we offer a detailed breakdown
of their current municipal fixed income holdings, including analysis of maturity, quality, call and coupon
as they compare with our Intermediate Municipal Fixed Income portfolio.
Representative portfolios. Provide an example of how the portfolios are allocated by call, quality and
yield-to-maturity breakdowns given variable parameters of maturity, state and account size.

For more information on these services or about our SMAs, please contact your
Franklin Templeton Senior Advisor Consultant or our Franklin Templeton Separately
Managed Account Sales Team at (800) DIAL BEN/342-5236.

franklintempleton.com
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IMPORTANT LEGAL INFORMATION

All investments are subject to certain risks. Generally, investments offering the potential for higher returns are
accompanied by a higher degree of risk. Bond prices are affected by interest rate changes. High-yield, lower-rated (junk)
bonds generally have greater price swings and higher default risks. Before investing in municipal bonds, you should
understand the risks involved, including interest rate risk, credit risk and market risk. Please contact your legal, tax and
financial professional regarding the suitability of tax-exempt investments in your portfolio, the applicability of local taxes
and the Alternative Minimum Tax to municipal bond income, and any gains or losses on sales prior to maturity. Investors
should review their investment objectives, risk tolerance and liquidity needs before choosing a manager. Securities markets
can fluctuate significantly in response to industry, financial or economic developments, and unexpected events, such as
the spread of deadly disease or disasters, can cause investor fear and panic, which can adversely affect companies, sectors
and the market in general. There is no guarantee that investment strategies will work under all market conditions and
investors should evaluate their ability to invest for the long term, especially during periods of market downturns.
Franklin Separately Managed Accounts is a division of Franklin Templeton Portfolio Advisors, Inc., a subsidiary of
Franklin Resources, Inc., a global investment management organization operating as Franklin Templeton.

One Franklin Parkway
San Mateo, CA 94403-1906
(800) DIAL BEN® / 342-5236
franklintempleton.com
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