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Portfolio taxes aren’t the problem. Investors’ cash-flow discipline may be.

| see the same mistake repeatedly:
Investors have a strong year, face a larger tax bill, then strain to pay it from their income or emergency fund. That’s
backward.

Portfolio taxes are an integral part of a well-structured portfolio—and should be paid by the portfolio itself. Income funds
lifestyle. Emergency funds are for emergencies, not the IRS. Internalize that single principle and most of the portfolio tax
“headache” disappears.

What most investors miss:

NO STRESS — DON’T DIVERT INCOME OR STOCKPILE CASH “FOR TAXES”
Taxes can be paid from many sources, but paying them from income undercuts lifestyle, and stockpiling cash solely for
taxes leaves capital underproductive and penalizes compounding.

A properly sized emergency reserve (roughly 3—6 months of expenses) should remain intact. Drain it for taxes and you’ll
rebuild it anyway—by drawing from the portfolio later, only more painfully.

THE REAL CONSTRAINT: ADAPTABILITY

Tax optimization follows fixed calendars, but markets don’t, and the overlap between the two is limited and incidental. A
portfolio designed to adapt to unpredictable regime shifts must prioritize risk control and return robustness—because
that’s what secures solid long-term outcomes. But there is good news—done correctly, such portfolios naturally produce
tax rationalization, including tax-loss harvesting, without forcing it.

Remember: taxable investments are usable only *after* taxes are paid. Pre-tax balances are decorative, not functional.
Taxes apply only to gains; adaptability maximizes after-tax gains, minimizes losses, and controls risk across market cycles.

“TAX PLANNING” vs. AFTER-TAX RETURN TARGETING

There is an entire industry selling “tax optimization”—from 60/40 “tax-tuned” allocations to “direct indexing.” Our
research suggests this is a flawed objective. Imposing the static tax structure on a non-linear market path increases the
risk of poor risk-adjusted returns and premature shortfall. Immobilizing portfolios to “plan taxes” is how the tax tail wags
the dog.

In contrast, what works is *after-tax return targeting®*: building a process that navigates unpredictable markets while
meeting tax liabilities from the durable stream of robust, after-tax risk-mitigated returns.

BOTTOM LINE
Markets don’t run on tax calendars—they’re unpredictable. An adaptive, risk-vigilant portfolio will only incidentally align
with tax schedules. That’s not a bug. It’s a feature of sound wealth management.
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The solution isn’t contorting portfolios to fit the tax calendar. It’s engineering portfolios to pay their own taxes out of
robust, after-tax, risk-controlled returns.

If this challenges how you’ve been taught to think about taxes and investing, we invite you to deepen the conversation.
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