UNDERSTANDING THE POTENTIAL
BENEFITS OF OUT-OF-STATE
MUNICIPAL BONDS

Introduction

Tax-free municipal bond investors do not pay federal tax on interest earned by
their bonds.

At the state level, the interest could be taxable depending on each state’s
regulations; some states exempt in-state municipal bond interest from taxes but
tax out-of-state bond interest.

Tax-exempt bond investors who do not consider out-of-state municipals may miss
opportunities to enhance portfolio performance, risk management, and future
investment opportunities. Breckinridge explores the potential of out-of-state
bonds to benefit state-preference municipal bond portfolios.

Assessing after-tax yields for out-of-state municipals is key to active
portfolio management.
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WHY CONSIDER OUT-OF-STATE MUNICIPAL BONDS?

Out-of-state municipals can offer several advantages despite the potential for state taxes on interest:

- Additional Income: Out-of-state bonds may provide higher yields after paying state taxes.

- Credit Diversity: Out-of-state bonds can diversify portfolio holdings, helping to reduce risk, especially if the investor’s state
has a challenging credit outlook.

- Increased Availability: Out-of-state bonds expand the investment search, helping investors find more opportunities,
particularly if their state has a limited supply.

EVALUATING OUT-OF-STATE BONDS

The following example shows how an out-of-state bond might add income after state taxes.

An investor who pays taxes in California can buy an in-state municipal bond yielding 3.30%" or a similar Texas bond yielding
3.85%. Texas was chosen for this example because it ranks among the states that issue the highest amounts of municipal bonds.?
The depth of a state’s bond market will greatly influence the opportunity set in that market—from yield curve positioning to sector
and credit exposure to varying call and coupon structures—just to name a few.’

The investor is exempt from having to pay California’s 13.3%?* tax on the interest the in-state bond will earn. On the other hand,
the investor must pay 13.3% California tax on interest the Texas bond earns.

The after-tax yield for the Texas bond is calculated by multiplying the 3.85% yield by a number resulting from subtracting the
13.3% California tax rate from the number 1. The equation looks like this:

3.85% X (1-0.133) or, simplified, 3.85% X 0.867=3.33% after-tax yield.

The Texas bond’s 3.33% after-tax yield is higher than the California bond’s 3.30% tax-exempt yield.

Choosing the Texas bond for this California municipal bond portfolio would provide more income, even after paying taxes, add
geographic diversification to the portfolio, and potentially increase trading options in the future as market conditions change.

EVALUATING OUT-OF-STATE BONDS WHEN INTEREST RATES CHANGE

Interest rate environments can affect the attractiveness of out-of-state bonds. Considering the previous example, if yields increase
and the California bond yields 3.65%, while the Texas bond yields 4.20%.

Once again, calculate the after-tax yield for the Texas bond:

4.20% X 0.867=3.64%

After factoring in the 13.3% California tax, the Texas bond’s after-tax yield becomes 3.64%, making the California bond’s 3.65%
tax-exempt yield more favorable.

CONCLUSION

Actively managing municipal bond portfolios for tax-efficiency by including consideration of out-of-state bonds can yield
opportunities to enhance income and tax benefits, diversify credit risk, and expand investment opportunities. Assessing after-tax
yields for out-of-state municipals is key to active portfolio management.

1. Theyields used in these examples are for illustrative purposes only and not intended to be representatives of specific bonds issued by the states discussed.

2. California, New York, Texas, Illinois, and Florida account for nearly half of the bonds in the municipal market. Source: National Association of State Budget Officers
(NASBO), Fall Fiscal Survey of States (1989 - 2023) and Spring Fiscal Survey of States (2024). Survey data were self-reported by executive state budget officers.

3. Another reason to consider purchasing bonds issued by zero-tax states, such as Texas, is that bonds from zero-tax states tend to trade at higher yields than
bonds from high-tax states due to the demand, or lack thereof, from in-state residents trying to avoid the state tax liability. Bonds of states with higher demand
tend to push yields lower on average.

4. The top marginal personal income tax rate in California is 13.3%, according to The Tax Foundation.


https://taxfoundation.org/data/all/state/state-income-tax-rates/
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The content is intended to be educational and for illustrative purposes only.

DISCLAIMERS: All information and opinions are current as of the dates indicated and are subject to change. Breckinridge believes the data provided
by unaffiliated third parties to be reliable but investors should conduct their own independent verification prior to use. Some economic and market
conditions contained herein have been obtained from published sources and/or prepared by third parties, and in certain cases have not been updated
through the date hereof.

There is no assurance that any estimate, target, projection or forward-looking statement (collectively, “estimates”] included in this material will be
accurate or prove to be profitable; actual results may differ substantially. Breckinridge estimates are based on Breckinridge’'s research, analysis and
assumptions. Other events that were not considered in formulating such projections could occur and may significantly affect the outcome, returns or
performance.

Not all securities or issuers mentioned represent holdings in client portfolios. Some securities have been provided for illustrative purposes only and
should not be construed as investment recommendations. Any illustrative engagement or sustainability analysis examples are intended to demonstrate
Breckinridge’'s research and investment process.

Yields and other characteristics are metrics that can help investors in valuing a security, portfolio or composite. Yields do not represent performance
results but they are one of several components that contribute to the return of a security, portfolio or composite. Yields and other characteristics are
presented gross of advisory fees.

General Performance Disclosures

All investments involve risk, including loss of principal. No investment or risk management strategy, including diversification, can guarantee positive
results or risk elimination in any market. Periods of elevated market volatility can significantly impact the value of securities. Investors should consult
with their advisors to understand how these risks may affect their portfolios and to develop a strategy that aligns with their financial goals and risk
tolerances.

Past performance is not indicative of future results. Breckinridge makes no assurances, warranties or representations that any strategies described
herein will meet their investment objectives or incur any profits. Performance results for Breckinridge's investment strategies include the reinvestment
of interest and any other earnings, but do not reflect any brokerage or trading costs a client would have paid. Results may not reflect the impact that any
material market or economic factors would have had on the accounts during the time period. Due to differences in client restrictions, objectives, cash
flows, and other such factors, individual client account performance may differ substantially from the performance presented.

Actual client advisory fees may differ from the advisory fee used to calculate net performance results. Client returns will be reduced by the advisory fees
and any other expenses incurred in the management of their accounts. For example, an advisory fee of 1 percent compounded over a 10-year period would
reduce a 10 percent return to a 9 percent annual return. Additional information on fees can be found in Breckinridge's Form ADV Part 2A.

Index results are shown forillustrative purposes and do not represent the performance of any specific investment. Indices are unmanaged and investors
cannot directly invest in them. They do not reflect any management, custody, transaction or other expenses, and generally assume reinvestment of
dividends, income and capital gains. Performance of indices may be more or less volatile than any investment strategy.

Investment Risk Considerations

There is no guarantee that the strategies or approaches discussed will achieve their objectives, lower volatility or be profitable. All investments involve
risk, including loss of principal. Diversification cannot assure a profit or protect against loss. No investment or risk management strategy can guarantee
positive results or risk elimination in any market.

Fixed income investments have varying degrees of credit risk, interest rate risk, default risk, and prepayment and extension risk. In general, bond prices
rise when interest rates fall and vice versa.

Information was provided by Breckinridge. Fidelity Investments cannot guarantee the accuracy or completeness of any statements or data and is not
responsible for its content.



