
 

Performance Review 
US equities experienced heightened volatility during the first quarter of 2025 amid concerns about President Donald Trump’s tariff policies and their •
impact on economic growth, inflation and the US Federal Reserve’s interest-rate path, with some investors fearing a potential recession or stagflation 
(economic stagnation and high inflation). Underwhelming earnings reports and guidance from some companies and significantly lower consumer 
confidence also hindered sentiment. US stocks collectively declined in the first quarter, with the S&P 500 Index, Dow Jones Industrial Average and 
NASDAQ Composite Index ending with losses. Small-capitalization stocks struggled over the quarter, followed by large- and mid-cap equities. In all 
three market-cap tiers, value stocks outperformed growth, with large-cap value stocks ending modestly positive. 

QUARTERLY KEY PERFORMANCE DRIVERS 

 

The fund underperformed the Russell 2000 Growth Index benchmark in the first quarter of 2025. Relative performance was significantly hurt by stock •
selection in the financials sector and a position in Flywire. The company reported a fourth-quarter 2024 revenue miss and dramatically reduced its 
2025 outlook, sending the shares of the payments processor lower. Flywire provides services specifically designed to help international students 
manage their education payments more easily. This is a core business for the company and changes in student visa policies in Canada has impacted 
the number of international students it services. 

A leading individual detractor was an off-benchmark position in Freshpet in the consumer staples sector. The pet food company issued fourth-quarter •
2024 financial results that missed consensus analyst estimates, causing its stock to decline. The company reported modest fourth-quarter top-line 
growth deceleration; however, it saw strong volume trends and significant profit-margin upside following continued operational and cost-
management improvements. 

While health care was a relative detractor at the sector level, the fund’s off-benchmark investment in Intra-Cellular Therapies (sold by period end) was •
a top relative contributor. The shares of the biopharmaceutical company soared following news of its acquisition by Johnson & Johnson (not a 
fund holding). 

Outlook & Strategy 
Recent equity market volatility is not surprising given the uncertainty about tariffs and their potential impact on the economy. As clarity emerges, we •
are likely to learn more about the new presidential administration’s investor-friendly policies, such as deregulation and tax cuts, which should help 
improve investor sentiment, in our view. 

In broad terms, consumers continue to spend, employment is still stable, corporate earnings remain fairly steady, and we are on the cusp of an •
innovation-led business cycle driven by artificial intelligence (AI) and factory reshoring (i.e., moving production back to the company’s home country). 
While the Magnificent Seven group of US mega-capitalization technology-related stocks played a key role in 2024’s equity market rally, we see 
growing opportunities beyond these market leaders. 

As bottom-up fundamental investors, our focus is on analyzing individual companies rather than broader market trends or economic cycles. We invest •
in sectors that, in our analysis, deliver consistent, sustainable earnings growth and are backed by potentially sustainable secular growth tailwinds, 
such as information technology with its advancements in AI. We believe the health care sector can be one of the biggest beneficiaries of innovation, 
whether it is AI applications or new drug discoveries. We are also paying attention to the industrials sector as the United States undergoes an 
industrial renaissance with companies reshoring their production and new technology making factories more competitive on a world-class basis. 

Our strategy is designed to address both upward and downward market cycles, which are historically not unusual in equity markets. A diversified •
approach helps us participate in both ongoing market strength and anticipated rotation in market leadership. We invest in what we regard as great 
businesses positioned to potentially benefit from secular growth over a long-term horizon. 

 

 

 
 Stocks Sectors

HELPED
Intra-Cellular Therapies Inc. Information Technology (Stock Selection)
Kratos Defense & Security Industrials (Stock Selection)
Beacon Roofing Supply Inc. Communication Services (Stock Selection)

HURT
Freshpet Inc. Financials (Stock Selection)
Allegiant Travel Co. Consumer Staples (Stock Selection)
Flywire Corp. Health Care (Stock Selection, Underweight)
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Investment Team 

1. A composite is an aggregation of one or more portfolios into a single group that represents a particular investment objective or strategy. The composite return is the asset-weighted average of the 
performance results of all the fully discretionary portfolios in the composite. The composite return information provided herein includes the returns of Franklin Templeton, high-net-worth individual and 
institutional client portfolios and with respect to any periods prior to the inception of Franklin Templeton, reflects the performance of any such other portfolios.  
2. Source for Index: FactSet. Indexes are unmanaged, and one cannot invest directly in an index. They do not reflect any fees, expenses or sales charges. 

Average Annual Total Returns (USD %)

 3 Mths YTD 1 Year 3 Year 5 Year 10 Year 20 Year
Since Inception 

(12/31/1997)
Franklin Small Cap Growth 
SMA - Pure GROSS

-11.74 -11.74 -6.74 1.56 11.68 8.10 9.94 9.99

Franklin Small Cap Growth 
SMA - NET

-12.42 -12.42 -9.48 -1.41 8.44 5.76 7.99 8.03

Russell 2000 Growth Index -11.12 -11.12 -4.86 0.78 10.78 6.14 8.06 6.31

Calendar Year Returns (USD %)
 2024 2023 2022 2021 2020 2019 2018 2017 2016 2015
Franklin Small Cap Growth 
SMA - Pure GROSS

13.27 29.70 -28.76 -0.21 43.66 33.53 0.82 22.71 8.87 -3.76

Franklin Small Cap Growth 
SMA - NET

9.99 25.98 -30.90 -3.12 39.57 31.84 -0.57 21.08 7.36 -5.00

Russell 2000 Growth Index 15.15 18.66 -26.36 2.83 34.63 28.48 -9.31 22.17 11.32 -1.38
  

The strategy returns shown are preliminary composite returns, subject to future revision (downward or upward). Please visit 
www.franklintempleton.com for the latest performance figures. Past performance is not a guarantee of future results. An investment in this 
strategy can lose value.  

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” 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.  

Franklin Templeton claims compliance with the Global Investment Performance Standards (GIPS®). Due to the integration of GIPS firms, predecessor 
firms may have a different claim of compliance date. Performance presented prior to January 1, 2004 is not in compliance. 

Michael McCarthy, CFA 
Years with Firm 32 
Years Experience 33 
 

Brad Carris, CFA 
Years with Firm 23 
Years Experience 23 
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Important Information 
The information contained in this piece is not a complete analysis of every material fact regarding the market and any industry, sector, security or 
portfolio. Statements of fact cited by the manager have been obtained from sources considered reliable but no representation is made as to their 
completeness or accuracy. Because market and economic conditions are subject to rapid change, opinions provided are valid only as of the date of the 
material, and are subject to change without notice. The manager’s opinions are intended solely to provide insight into how the manager analyzes 
securities, may differ from that of other affiliated managers, and are not a recommendation or individual investment advice for any particular security, 
strategy or investment product. Any securities discussed may not represent an account’s entire portfolio and in the aggregate may represent a small 
percentage of an account’s portfolio holdings. There is no assurance that any such securities will remain in an account’s portfolio, or that securities sold 
have not been repurchased. It should not be assumed that any securities transactions discussed were or will prove to be profitable. The information 
provided should not be considered a recommendation to purchase, sell or hold any particular security. All indexes are unmanaged and cannot 
accommodate direct investment. Investors should review their investment objectives, risk tolerance and liquidity needs before choosing a manager. 
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. Please refer to www.franklintempleton.com for more information about the portfolio, including 
objective, risks and investment process. 

Franklin Templeton 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 organisation, nor does it warrant the accuracy or quality of the content contained herein. 

Franklin (the “Firm”) is a global investment management group that manages equity, fixed income, balanced accounts, REIT funds, private funds, multi-
asset strategies, fund-of-fund portfolios, risk premia strategies, ETFs, GCC fixed income and Sukuk strategies for institutional, retail, and sub-advised 
clients.  For multi-asset strategies and fund-of-fund portfolios, the Firm may invest in various investment strategies advised by registered investment 
advisory entities within Franklin Resources, Inc. or unaffiliated investment managers. The Firm includes Franklin Templeton Investment Solutions which 
integrates Franklin Templeton Multi-Asset Solutions and QS Investors, Franklin Mutual Advisers, Franklin ETF and Franklin Venture Partners in addition 
to Franklin Equity Group, Franklin Templeton Fixed Income Group, and Templeton Global Macro. The Firm is comprised of individuals representing 
various registered investment advisories of Franklin Resources, Inc., a global investment organization operating as Franklin Templeton. 

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 affiliated subadvisors of Franklin 
Templeton. Management is implemented by FTPPG, the designated subadvisor or, in the case of certain programs, the program sponsor or its designee. 

Franklin Small Cap Growth SMA Composite consists of all fully discretionary accounts with a small cap growth investment objective and for which the 
brokerage (including trading expenses), administrative, custodial, and investment management fees are charged together as a percentage of the 
portfolio’s assets (“wrap fee”). All accounts in the composite have a wrap fee (also known as a bundled or “comprehensive” fee) for all time periods 
presented. Effective April 2, 2012, Franklin Advisers, Inc., assumed responsibility for Franklin Separately Managed Accounts’ small cap strategy 
accounts, including those in the Franklin Small Cap Growth SMA Composite. Franklin Advisers, Inc. is a sub adviser to Franklin Separately 
Managed Accounts. 

The primary benchmark for this composite is the Russell 2000 Growth Index, which is a float-adjusted market capitalization weighted equity index 
comprised of securities of small-cap U.S. companies with high price-to-book ratios and high forecasted growth values. 

All investments involve risks, including possible loss of principal. To the extent the portfolio invests in a concentration of certain securities, 
regions or industries, it is subject to increased volatility. Equity securities are subject to price fluctuation and possible loss of principal. The 
investment style may become out of favor, which may have a negative impact on performance. Active management does not ensure gains or protect 
against market declines. 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. Small- and mid-cap stocks involve greater risks and 
volatility than large-cap stocks. 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.  
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. 

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. 

Indexes are unmanaged, and one cannot invest directly in an index. They do not reflect any fees, expenses or sales charges. 

CFA® and Chartered Financial Analyst® are trademarks owned by CFA Institute. 

Important data provider notices and terms available at www.franklintempletondatasources.com. 
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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.
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