
Separately managed accounts (SMAs) play an important 
role in providing investors choice in how they access 
professional investment management. They also offer 
the flexibility to tailor a portfolio that is responsive to the 
needs of high net worth individuals.

 A GUIDE TO SEPARATELY 
 MANAGED ACCOUNTS

 Diversification does not guarantee a profit or protect against loss.
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Investment Products + Strategies

The Advisor Partnership 
Program (TAPP)® 

Investor Education 



2 3

WHAT IS  
AN SMA?

An SMA is an investment vehicle composed of stocks, bonds, cash or 
other individual securities and overseen by a professional money manager. 
The unique structure of an SMA provides the flexibility to customize the 
portfolio to address clients’ personal preferences and investment objectives.

SMAs offer:
Customization 
There are a number of ways to customize an SMA. It can 
be structured to exclude investments due to concentrated, 
single-stock positions (e.g., holding too much of one’s 
company’s stock), or the desire to avoid investing  
in certain product areas (e.g., tobacco). 

Greater tax efficiency 
Unlike a mutual fund, where capital gains are passed on  
to all investors, an SMA investor is only taxed on realized 
gains in his or her specific portfolio.

Because an SMA contains individual securities, capital gains
can be offset by instructing your manager to sell investments
that will produce a capital loss through tax-loss harvesting.

Transparency
With an SMA, you receive regular comprehensive  
reporting. Your account statements show the securities  
you own, number of shares and many other details to help  
you understand how your investments are performing. 

Professional management 
Knowledge and experience are often the two most important 
qualities that professional money managers possess. Most 
investment managers work in teams that perform rigorous 
research and analytical exercises in an effort to make the  
best, most informed decisions for their clients. 

A personalized approach
Building a separately managed account is just the first step 
in an ongoing, consultative process. Together, you and your 
financial advisor will work to help ensure your portfolio is  
on track to meet your investing goals. In addition, with certain 
highly customized portfolios, you may gain access to the 
professional managers who actively manage your account.

 An exchange-traded fund, or ETF, is a security that tracks an index, a commodity, or a basket of assets like an index fund, but trades like a stock on an exchange. 
ETFs experience price changes throughout the day as they are bought and sold.

 Separately managed accounts are not suitable for everyone. Other types of investments may provide the same or similar benefits as separately managed accounts, 
possibly at a lower cost. Work with your financial advisors to determine whether or not an SMA is appropriate for you.

With an SMA, investors benefit from direct ownership of securities, versus investing in a mutual 
fund or exchange-traded funds (ETFs), where your money is pooled with that of other investors. 
This difference is key to understanding the many advantages of an SMA, and what SMAs offer.
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HOW AN SMA CAN  
WORK FOR YOU

Customization appeals to SMA investors for a number of reasons, 
depending on their personal circumstances. Here are just a few examples.

Overexposed to company stock
Challenge: Large, concentrated position  
in company stock
Employees who work for the same firm for a long period 
sometimes develop large concentrated positions in the 
company’s stock. This can result in lack of diversification,  
and potential security overlap with investments held in  
other portfolios.

How an SMA helps: 
A customized separately managed account enables  
investors to exclude company stock they already  
own, reducing concentration risk.

Values-based investing
Challenge: Environmental, social and governance
considerations
Many investors want their portfolio to reflect their values
by investing in companies that integrate best practices
when it comes to the environment, social issues and
corporate governance.

How an SMA helps:
With customization, investors can request special screens
aligned with their personal values; for example, to avoid
tobacco, alcohol or gambling stocks.

A taxing issue
Challenge: High tax bracket/tax considerations
Investors in a high income tax bracket are often concerned 
about tax-sensitive investing. They gravitate toward  
tax-efficient investment vehicles in order to minimize 
unexpected tax liabilities.

How an SMA helps: 
A customized portfolio that allows for the harvesting  
of taxable gains and losses may provide greater control  
over an investor’s tax situation.
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CONSIDER 
THE OPTIONS

SMAs are emerging as the vehicle of choice for more and  
more investors. They offer some key advantages that may  
play an important role in helping investors build a portfolio  
that is responsive to their needs.

Compare the options

SMA Mutual Fund ETF

Definition Professionally managed investment 
portfolio of securities directly owned 
by the individual investor and managed 
according to a specific style or discipline.

Professionally managed investment 
vehicle that pools money from many 
investors for the purpose of investing  
in securities according to a specific style, 
discipline or outcome.

A security that typically tracks an index, 
commodity or basket of assets like  
an index fund, but trades like a stock  
on an exchange.

Ownership Investors directly own the individual 
securities in their portfolio

Investors own shares in a fund,  
which in turn owns the individual  
portfolio securities

Investors own shares in an ETF,  
which in turn owns the individual  
portfolio securities

Typical investment 
minimum

$50K–300K $1,000 Investors pay the price of an ETF share

Funding Portfolios may be funded with existing 
securities and/or cash

Shares in mutual funds are purchased 
with cash

Shares of ETFs are purchased with cash

Customization Portfolio can be tailored to address each 
investor’s specific needs

None None

Tax efficiency Investors have the ability to manage 
taxation because securities can be sold  
to harvest gains/losses.

Limited. While in-kind transactions  
could limit the possibility of involuntary 
capital gain distributions, this is 
operationally challenging and rarely  
used in mutual funds.

ETFs have the ability to minimize  
portfolio capital gain payments. The 
in-kind redemptions allow the fund  
to mitigate tax impacts.

Fees Investors typically pay one asset- 
based fee based on assets under 
management (either billed quarterly  
in advance or arrears).

Shareholder costs can include sales 
charges on the purchase and/or 
redemption of a fund, including any 
ongoing operating expenses (i.e.,  
expense ratio).

Fees will vary by ETF but are typically 
cheaper than those of mutual funds 
due to lower administrative costs. Also, 
transaction costs are reduced due to 
in-kind subscriptions and redemptions.

Key differences

Strengths • Customization
• Potential tax efficiency at security level
• Cost savings over mutual funds
• Transparency

• Ease of executing complex strategies
• End-of-day liquidity at NAV
• Lower investment minimum

• Potential tax efficiency at portfolio level
• Cost savings over mutual funds  

and SMAs
• Intraday liquidity
• Transparency

Weaknesses • High account minimums
• Limited strategy availability

• Limited tax efficiency
• Generally higher administrative costs

• Bid/Ask spreads
• Commissions
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AN SMA FOR  
EVERY NEED

In general, there are two types of SMAs: single-style and multiple-
style. Your financial advisor can help you determine which type is 
most appropriate for you, based on your current financial situation, 
investment objectives, risk tolerance and other factors.

Managed accounts are offered in a wide variety of asset classes and 
investment styles, including large-cap, small-cap, value and growth  
and international equities; and taxable and tax-exempt fixed income.

Single-style SMA
A single-style SMA typically requires investment minimums of $50,000 to $100,000  
for equity portfolios and $100,000 to $300,000 for fixed income. This account may  
be suitable if you want to invest in a distinct style.

Please note that minimums vary according to firm and money manager.

Multiple-style SMA
A multiple-style SMA is invested across asset classes and/or managers, with a single manager 
overseeing all investments. Investment minimums generally range from $100,000 to $300,000. 

Creating a single, diversified portfolio helps avoid the securities overlap and overly 
concentrated positions that often occur when you combine investment styles without  
the benefit of a multiple-style SMA.



6 7

GET STARTED WITH 
AN SMA LEADER

To learn more about how Legg Mason’s suite of  
separately managed accounts may help you reach  
your financial goals, visit LeggMason.com.

With Legg Mason, investors benefit from:
• The depth of resources of the second-largest provider of SMAs†

• Largest provider of SMAs offered through model-delivery platforms

• A full spectrum of capabilities that include equity, fixed-income, balanced, MDA  
and customized portfolios

• Insights and innovations, including our ground-breaking multiple-style SMAs, known  
as the Multiple Discipline Account® (MDA), launched in 1997

• The sustainable investing expertise of affiliate manager, ClearBridge Investments, the largest 
mainstream investment manager to commit to Environmental, Social and Governance (ESG) 
investing; a dedicated ESG program developed in 1987

• Investment affiliates known for tenured management teams and decades of experience  
in their respective investment styles

Your financial advisor can help you better understand the benefits of SMAs  
and the importance of working with an SMA leader like Legg Mason. 

Legg Mason ranks among the most experienced, long-tenured SMA 
managers around, with a legacy dating back to the mid-1980s.

† Source: Cerulli Associates, The Cerulli Managed Edge U.S. Managed Accounts 4Q17 Edition. 
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FAQs

Q. What are the features of separately  
managed accounts?

A. SMAs can offer customized portfolios, professional 
management and oversight, flexibility, transparency, 
diversification, tax efficiency and asset allocation   
and more.

Q. What types of investors own separately  
managed accounts?

A. SMAs are best suited for individuals seeking a 
professionally managed, customizable portfolio that offers 
enhanced flexibility, transparency and comprehensive 
communications, versus a mutual fund or ETF.

Q. What investment strategies are available?

A. SMAs are offered in a wide variety of asset classes and 
investment styles, including large-cap, mid-cap, small-cap, 
multi-cap, value and growth equities; and taxable and tax-
exempt fixed income, both domestic and international.

Q. What if I have special requests?

A.  Separately managed accounts allow investors to  
impose reasonable stock, sector or other preferences  
and restrictions on the securities in their accounts.  
For example, if you own your employer’s stock in your 
retirement savings plan, you may decide not to invest 
additional assets in the company.

Q. How do I stay informed of my portfolio’s 
performance?

A. Regular communication from your portfolio management 
team is an essential tool in keeping you and your financial 
advisor informed. Among the tools that are usually 
provided: quarterly performance reporting, monthly 
investment commentary and online portfolio information.

Q. What is the role of the financial advisor after  
a managed account is opened? 

A.  After your financial advisor helps you identify and select 
your investment options, he or she continues to be your 
primary relationship manager. Your advisor takes on a 
consultative role, helping you determine whether your 
current investment strategy is appropriate, and helping  
you evaluate investment performance.



 All investments involve risk, including possible loss of principal. There is no guarantee that investment objectives will be achieved. Investors 
should consider their objectives, risk tolerance and time horizon before investing. Diversification does not ensure a profit or protect against 
market loss.

 Separately managed accounts are not sold through Legg Mason Investor Services, LLC.
 Separately managed accounts (SMAs) are investment services provided by Legg Mason Private Portfolio Group, LLC (LMPPG), a federally 

registered investment advisor. Client portfolios are managed based on investment instructions or advice provided by one or more of the 
following Legg Mason-affiliated subadvisors ClearBridge Investments, Martin Currie, QS Investors and  Western Asset Management Company. 
Management is implemented by LMPPG, the designated subadvisors or, in the case of certain programs, the program sponsor or its designee.

 Legg Mason, Inc., its affiliates, and its employees are not in the business of providing tax or legal advice to taxpayers. These materials and 
any tax-related statements are not intended or written to be used, and cannot be used or relied upon, by any such taxpayer for the purpose 
of avoiding tax penalties or complying with any applicable tax laws or regulations. Tax-related statements, if any, may have been written in 
connection with the “promotion or marketing” of the transaction(s) or matter(s) addressed by these materials, to the extent allowed by applicable 
law. Any such taxpayer should seek advice based on the taxpayer’s particular circumstances from an independent tax advisor.

 Any information, statement or opinion set forth herein is general in nature, is not directed to or based on the financial situation or needs of any 
particular investor, and does not constitute, and should not be construed as, investment advice, forecast of future events, a guarantee of future 
results, or a recommendation with respect to any particular security or investment strategy or type of retirement account. Investors seeking 
financial advice regarding the appropriateness of investing in any securities or investment strategies should consult their financial professional.

 © 2018 Legg Mason Investor Services, LLC. Member FINRA, SIPC. Legg Mason Investor Services, LLC is a subsidiary of Legg Mason, Inc.  
812925  AMXX016042  9/18  

Legg Mason is a leading global investment company committed to helping clients reach  
their financial goals through long-term, actively managed investment strategies. 

• A broad mix of equities, 
fixed-income, alternatives 
and cash strategies  
invested worldwide

• A diverse family of  
specialized investment  
managers, each with  
its own independent  
approach to research  
and analysis

• Over a century of  
experience in identifying  
opportunities and  
delivering astute  
investment solutions  
to clients 

Brandywine Global

Clarion Partners

ClearBridge Investments

EnTrustPermal

Martin Currie

QS Investors

RARE Infrastructure

Royce & Associates

Western Asset LeggMason.com

The Advisor Partnership Program (TAPP)®

Our Experience. Your Potential.® 

The Advisor Partnership Program (TAPP)® is Legg Mason’s landmark value-added offering, 
featuring a wide range of multidimensional workshops and seminars that empower financial 
advisors to build successful practices and educate their clients. TAPP delivers value in three 
areas of importance to advisors: practice management, addressing client needs, and investor 
education. Practice management offers comprehensive resources for developing a value 
proposition and client acquisition. Addressing Client Needs provides in-depth materials to 
help advisors engage and inform their clients on a variety of topics. Investor Education offers 
valuable resources to keep you and your clients informed.

What should I know before investing?
The information contained in this guide is not provided on behalf of any Legg Mason product or 
service and should not be construed as investment advice or a recommendation for any specific 
product or service.


