There's a New Strategy In Town

For generations, tax-sensitive investors have turned first to municipal bonds. It's not
hard to see why. The interest they pay is federally tax-exempt—and in some cases
exempt from state and local tax as well. For high-net-worth individuals and trusts, munis
became the default option for minimizing tax burdens while generating steady income.

But the investment landscape has changed. A new approach—the Compoundr
Strategy—uses modern market structures to deliver tax efficiency in a very different way.
Instead of accepting lower muni yields in exchange for tax exemption, it seeks to defer
income taxation altogether by rotating out of bond exposures before they pay
monthly dividends. The result: returns that look less like current taxable income and
more like deferred capital gains.

So, why not just buy munis? Let's unpack the trade-offs.

The Muni Pitch—and Its Limits

Munis still make sense for many investors. They are relatively low-risk, provide
predictable cash flow, and offer the comfort of tax-free income. For conservative
investors or those living in high-tax states, they remain compelling.

But munis come with three big drawbacks:

o Lower yields than taxable fixed income.

« Limited liquidity, with wider spreads and less efficient trading.

« Concentration risk, especially for those loading up on one state’s debt for tax
reasons.

In short: munis buy you stability, but at the cost of return potential and flexibility.

How the Compoundr Strategy Works

The Compoundr Strategy approaches tax efficiency differently. It invests in taxable fixed
income through exchange-traded funds (ETFs) but uses a rotation process to step out of
positions before dividends are paid.



Why does this matter? Because of how ETFs work. Bond ETFs collect accrued interest
from their holdings and package it into monthly distributions. For most investors, that
shows up as ordinary income on a tax return. But because ETFs trade on exchange with
daily liquidity, an investor can sell before the distribution date, sidestep the taxable
income, and instead capture return in the form of unrealized price appreciation.

This transforms the tax profile of fixed income—shifting the burden away from
immediate taxation and toward deferred gains realized on the investor's own timeline.

ETFs Provide the Plumbing, Indexing Provides the Rules
Two innovations make this possible:

1. The ETF ecosystem: ETFs don't just offer access to thousands of underlying
bonds in a single trade; they also provide the transparency, liquidity, and
efficiency required to execute rotations at scale and at low cost. Without ETFs
converting accrued interest into regular distributions, there'd be no opportunity
to reframe income into deferred gains.

2. Indexing: The Compoundr Strategy isn't limited to passive funds. But when
incorporated into an index methodology, it becomes systematic and repeatable.
Index rules create predictable dividend schedules, transparent rebalancing, and
scalable discipline—ensuring the strategy isn't just clever in theory but workable
in practice.

Together, ETFs and indexing turn a clever tax idea into an investable strategy.

Compoundr vs. Munis: A New Comparison

« Yield potential: Munis trade off yield for tax exemption. The Compoundr
Strategy starts with higher-yielding taxable markets, then improves after-tax
results by deferring recognition.

e Tax control: Munis provide steady tax-free income, but investors can’t control
when they receive it. Compoundr’s deferral lets investors choose when to realize
gains.

« Diversification: Munis can leave you exposed to one state or sector. ETFs, by
design, hold thousands of bonds and trade like stocks, giving the Compoundr
Strategy instant diversification and liquidity.



e Access: High-yield munis are rare and risky. Through ETFs, Compoundr can
efficiently tap both investment-grade and high-yield taxable bonds.

« Transparency: A muni portfolio requires active management and research.
Compoundr, especially when run through an index, is rules-based and
transparent.

When Munis Still Win

None of this means munis are obsolete. They remain well-suited for conservative
investors seeking stability and tax-free cash flow, particularly when state tax exemptions
tip the scale. For those who simply want predictable, tax-free checks every month, munis
still do the job.

The Bigger Picture

But the idea that munis are the only road to tax-efficient fixed income is no longer true.
The Compoundr Strategy reframes the entire equation: use the liquidity of ETFs and the
discipline of indexing to convert what would have been taxable monthly income into
deferred capital gains.

For investors and trusts with complex tax situations—or simply those seeking greater
after-tax growth—the Compoundr Strategy represents a new option. Munis offer tax-
free income. Compoundr offers tax-deferred growth.

It's a subtle but powerful shift, one that reflects how far financial markets have come
since munis first earned their reputation as the default for tax-sensitive investors.



