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Introduction

For most of the past decade, low interest rates forced investors to stretch for yield. Now, with policy rates normalizing,
the temptation may be to return to traditional active bond strategies — duration timing, credit selection, and yield curve
bets — as a way to improve upon benchmark returns. Unfortunately, the evidence suggests that these approaches have
not historically delivered the value investors expect. According to S&P’'s SPIVA Scorecard, a large majority of fixed income
managers underperformed their respective benchmarks over 5-to-15-year horizons. This raises the question: is there a
better way to enhance bond portfolios?

One potential answer lies in the legacy of portable alpha, a framework
developed by institutional investors to separate market beta from active return
(alpha), enabling allocators to hold preferred exposures (e.g. U.S. Treasuries) “THhis raises the

while seeking alpha from unrelated sources. . .
question: is there

Portable alpha was originally used by institutions to passively allocate to

market exposures while pursuing alpha independently through uncorrelated a better Way to
strategies like hedge funds or long/short equity. The modern version of this idea

- called “return stacking” - makes that concept more accessible by packaging enhance bond
liquid, capital-efficient instruments into a single, turnkey solution. Instead of portfolios?"

carving up portfolios to fund alternatives, return stacking adds alpha on top
of existing beta exposures, preserving structural simplicity while seeking to
improve outcomes.

In this paper, we explore a modern return stacking implementation: pairing exposure to U.S. Treasuries with an equity-based
merger arbitrage strategy. The result is a portfolio that behaves like fixed income in terms of volatility and drawdown but
offers an alternative and historically reliable source of return enhancement.
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The Problem: Traditional Bond Alpha Is Elusive

Despite commonly held beliefs to the contrary, traditional active management in fixed income — whether through credit
selection, yield curve positioning, or macro timing — has consistently struggled to beat passive benchmarks. According to the
S&P SPIVA Scorecard, less than 20% of managers in the General Investment Grade category have beaten their benchmark
over the last 10 years:

Percent of Active Managers Who Outperformed Their Benchmark by Category

Category 5-Year 10-Year 15-Year
High Yield 46% 21% 24%
Investment Grade Short & Intermediate 7% 48% 27%
General Municipal Debt 29% 33% A%
General Investment Grade 42% 18% 10%
General Government 1% 2% 22%

Source: SPIVA U.S. Scorecard Year-End 2024. Data shown represents the percentage of actively managed fixed income funds that outperformed their benchmarks
over the specified time horizons. The Categories, in order listed are represented by: High Yield is iBoxx $ Liquid High Yield, iBoxx $ Overall 1-5Y, S&P National AMT-
Free Municipal Bond, iBoxx $ Liquid Investment Grade, and iBoxx $ Domestic Sovereign & Sub-Sovereigns. Past performance is not indicative of future results. The
information is presented for educational purposes only and does not constitute a recommendation or an offer to buy or sell any securities.

These results call into question the value of traditional fixed income active returns and highlight the potential need for more
consistent and uncorrelated enhancements.

Stacking: A Capital-Efficient Approach

The idea of return stacking isn’t as novel as it might sound. In fact, most investors already engage in it implicitly. Consider a
corporate bond. While often viewed as a single, unified asset, it can be deconstructed into two distinct components: (1) a
Treasury bond that delivers the base risk-free rate, and (2) an overlay of credit spread, compensating investors for bearing
default and liquidity risk.

In other words, a corporate bond is an implicit stack: a combination of government bond exposure plus an additional, risk-

driven return stream layered on top. The extra return from the credit spread is the market’s way of rewarding the investor for
taking on incremental risk; in this case from the solvency of the issuer and the broader economic cycle.
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For illustrative purposes only.
But what if investors could choose the risk premium they layered on top?

This is where explicit return stacking comes in. Instead of being confined to the return premium embedded in credit, investors
can pair U.S. Treasury exposure with an intentional, diversifying alpha strategy — one that may be less economically sensitive.
Additionally, with an implicit stack like a corporate bond, the investor’s total exposure is limited to the sum of its components
- U.S. Treasury beta plus the embedded credit risk premium - all within a fully funded position. By contrast, explicit return
stacking leverages capital efficiency, allowing investors to maintain full exposure to the risk-free asset (e.g. U.S. Treasuries)
while simultaneously adding a separate source of alpha on top, using the same dollar capital.

For example, U.S. Treasury exposure can be obtained efficiently via futures
contracts with only a small margin requirement. This leaves the majority

V/4

StaCked structures of capital free to pursue other sources of return. In this paper, we focus on
merger arbitrage, an event-driven equity strategy that earns a premium by
Open the door investing in announced M&A deals and harvesting the spread between the

to building more target’s current price and the expected acquisition price.
intentional, erXibIe This is explicit stacking: allocators retain their full bond exposure and
. simultaneously gain access to an entirely different risk premium. Unlike
POrthIlOS Where credit, which can be tightly coupled to equity market cycles, merger

arbitrage delivers returns that are historically less correlated to traditional
asset classes.

the risk premia they
layer in are chosen,

By recognizing that even conventional instruments like corporate bonds are

hot inherited_ ” stacked structures, investors open the door to building more intentional,
flexible portfolios where the risk premia they layer in are chosen, not
inherited.
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Merger Arbitrage vs. Credit Risk: A Risk Premium Comparison

Merger arbitrage and corporate credit both aim to generate returns above Treasuries, but the risk premiums they monetize
differ meaningfully.

The credit spread premium compensates investors for exposure to default, downgrade, and liquidity risk; risks that tend
to rise in periods of macro-economic stress. The merger risk premium, by contrast, compensates investors for bearing the
probability that a specific announced deal will not close due to financing failure, regulatory challenge, or acquirer withdrawal.

The difference in drivers becomes especially apparent during market stress. In 2008 and 2020, credit spreads spiked as
liquidity vanished and defaults loomed. Merger arbitrage, however, exhibited far less downside, as deals either closed or were
repriced independently of systemic risk. Conversely, periods of aggressive antitrust enforcement-such as during late-2015
and 2021, saw merger spreads widen while credit spreads remained stable. These divergent behaviors reinforce that the risks
being priced are truly distinct, not overlapping sources of compensation.

Growth of $1in Credit and Merger Risk Premia (12/31/1999 to 3/31/2025)
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Source: Bloomberg, Credit Suisse, and internal calculations. U.S. Treasury Bills, U.S. Treasuries and U.S. Corporate total returns are represented by Bloomberg U.S.
Short-Term Treasury, Bloomberg U.S. Treasury and Bloomberg U.S. Corporate Bond indices, respectively. Merger Arbitrage returns are represented by the Credit
Suisse Merger Arbitrage Liquid Index. Credit Risk Premium is U.S. Corporate Total Returns minus U.S. Treasuries. Merger Risk Premium is Merger Arbitrage minus U.S.
Treasury Bills. Returns assume the reinvestment of all distributions. Returns are gross of all fees. Performance is shown for illustrative purposes only and does not
represent the performance of any actual portfolio. Hypothetical performance is subject to inherent limitations and should not be relied upon to make investment
decisions. Past performance does not guarantee future results.
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To properly compare these, we define the merger risk premium as the return of merger arbitrage net of short-term U.S.
Treasury yields, and the credit risk premium as the excess return of corporate bonds over U.S. Treasuries'. Over the past two
decades the merger and credit risk premiums realized the following correlations to U.S. Equities, U.S. Treasuries, and each
other:

- u.S. Credit Risk Merger Risk
U.S. Equities . . .
Treasuries Premium Premium
U.S. Equities 1.00 -0.14 0.62 0.42
U.S. Treasuries 1.00 -014 0.02
Credit Risk Premium 100 0.40
Merger Risk Premium 1.00

Source: Bloomberg, Credit Suisse, and internal calculations. U.S. Equities is the S&P 500 Total Return Index (“SPXT). US. Treasury Bills, U.S. Treasuries and U.S.
Corporate total returns are represented by Bloomberg US Short-Term Treasury, Bloomberg U.S. Treasury and U.S. Corporate Bond Indexes, respectively. Merger
Arbitrage returns are represented by the Credit Suisse Merger Arbitrage Liquid Index. Credit Risk Premium is U.S. Corporates minus U.S. Treasuries. Merger Risk
Premium is Merger Arbitrage minus U.S. Treasury Bills. Returns assume the reinvestment of all distributions. Returns are gross of all fees. Performance is shown for
illustrative purposes only and does not represent the performance of any actual portfolio. Hypothetical performance is subject to inherent limitations and should not
be relied upon to make investment decisions. Past performance does not guarantee future results.

These results underscore that merger arbitrage is a distinct and diversifying return stream, not merely a proxy for credit risk.
It offers a path to improve fixed income returns without loading up on equity beta or economic cyclicality.

How Merger Arbitrage Works

Merger arbitrage exploits the gap between an announced acquisition price and the current trading price of the target stock.
This “deal spread” compensates investors for risks that the deal may not close, such as regulatory approval, shareholder
vote, or financing conditions. Because these risks are deal-specific and largely independent of broad market movements, the
strategy tends to produce uncorrelated returns. Importantly, the risk is priced ex ante into the spread, creating a persistent
risk premium for those willing to hold diversified exposure to announced M&A activity. It's not about predicting takeovers; it's
about harvesting the compensation for bearing completion risk.

Short Term Interest Rates Time-to-Close Deal Risks
* Risk-free rate is natural hurdle rate ¢ Deal complexity * Regulatory approvals
 Short duration = low inflation & * Regulatory approvals * Shareholder composition

L interest rate risk * Valuation & financing J

~
MERGER ARBITRAGE SPREAD

Target Return = Short Term Interest Rates + Spread

! A more precise measure would be to duration-match the indices, though we do not find that the resulting correlation measures from
this step change meaningfully.
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Merger Arbitrage + U.S. Treasuries: A Quantitative Case Study

Using historical data from the Credit Suisse Merger Arbitrage Liquid Index and Bloomberg fixed income benchmarks, we
construct a hypothetical “stacked” portfolio that combines U.S. Treasury exposure with a direct merger arbitrage strategy.

Performance Comparison (12/31/1999 - 3/31/2025)
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Strategy An;(:tﬂiied Volatility Sharpe Ratio Dral\\lllv?:i);wn
U.S. Treasury Bills 1.9% 0.6% - --
U.S. Treasuries 3.6% 47% 0.37 -18.3%
U.S. Corporates 4.9% 6.2% 0.48 -20.5%
Merger Arbitrage 4.6% 4.2% 063 -11.6%
Stacked Strategy 6.4% 6.4% 0.70 -14.8%

Source: Bloomberg, Credit Suisse, and internal calculations. U.S. Treasury Bills, U.S. Treasuries and U.S. Corporates are represented by Bloomberg U.S. Short-Term
Treasury, Bloomberg U.S. Treasury and U.S. Corporate Bond Indexes, respectively. Merger Arbitrage returns are represented by the Credit Suisse Merger Arbitrage
Liquid Index. “Stacked” strategy is a hypothetical portfolio combining 100% U.S. U.S. Treasuries and 100% merger arbitrage returns, net of short-term U.S. Treasury
Bills (Bloomberg U.S. Short-Term Treasury Index) as a proxy for financing cost. Returns assume the reinvestment of all distributions. Returns are gross of all fees.
Performance is shown for illustrative purposes only and does not represent the performance of any actual portfolio. Hypothetical performance is subject to inherent
limitations and should not be relied upon to make investment decisions. Past performance does not guarantee future results.
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Despite its simplicity, the stacked portfolio outperforms traditional fixed income alternatives on nearly every dimension. Even
accounting for financing costs, compared to U.S. Corporates the result is higher return, similar volatility, lower drawdown, and
better risk-adjusted performance.

Performance Decomposition (12/31/1999 - 3/31/2025)

Annualized Return

U.S. Corporates Stacked Strategy

mUS. Treasuries  ® Merger Risk Premium B Credit Risk Premium

Source: Bloomberg, Credit Suisse, and internal calculations. U.S. Treasury Bills, U.S. Treasuries and U.S. Corporates are represented by Bloomberg U.S. Short-Term
Treasury, Bloomberg U.S. Treasury and Bloomberg U.S. Corporate Bond Indexes, respectively. Merger Arbitrage returns are represented by the Credit Suisse Merger
Arbitrage Liquid Index. “Stacked” strategy is a hypothetical portfolio combining 100% U.S. Treasury exposure and 100% merger arbitrage returns, net of short-term
U.S. Treasuries (Bloomberg U.S. Short-Term Treasury Index) as a proxy for financing cost. Returns assume the reinvestment of all distributions. Returns are gross of
all fees. Performance is shown for illustrative purposes only and does not represent the performance of any actual portfolio. Hypothetical performance is subject to
inherent limitations and should not be relied upon to make investment decisions. Past performance does not guarantee future results.

When viewed through a rolling 36-month lens, the stacked strategy outperformed U.S. Treasuries 77% of the time and U.S.
Corporates 56% of the time on a risk-adjusted basis. This suggests the benefit of stacking is not confined to specific periods
but rather may be a structurally persistent improvement.
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Source: Bloomberg, Credit Suisse, and internal calculations. U.S. Treasuries and U.S. Corporates are represented by Bloomberg U.S. Treasury and Bloomberg Corporate
Bond Indexes, respectively. Merger Arbitrage returns are represented by the Credit Suisse Merger Arbitrage Liquid Index. “Stacked” strategy is a hypothetical portfolio
combining 100% U.S. Treasury exposure and 100% merger arbitrage returns, net of short-term U.S. Treasuries (Bloomberg U.S. Short-Term Treasury Index) as a proxy
for financing cost. Returns assume the reinvestment of all distributions. Returns are gross of all fees. Performance is shown for illustrative purposes only and does
not represent the performance of any actual portfolio. Hypothetical performance is subject to inherent limitations and should not be relied upon to make investment
decisions. Past performance does not guarantee future results.

A concern with introducing leverage or alternatives into fixed income portfolios is whether it introduces new behavioral risks.
In this case, drawdown analysis shows that the stacked strategy has historically realized a lower maximum drawdown than
both U.S. Treasuries and U.S. Corporates. In fact, the stacked strategy even realized a lower Ulcer Index — a measure that
captures both the frequency and depth of drawdowns — than either U.S. Corporates or U.S. Treasuries.

www.returnstacked.com
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Drawdown Profile
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Source: Bloomberg, Credit Suisse, and internal calculations. U.S. Treasury and U.S. Corporate total returns are represented by Bloomberg U.S. Treasury and U.S.
Corporate Bond Indexes, respectively. Merger Arbitrage returns are represented by the Credit Suisse Merger Arbitrage Liquid Index. “Stacked” strategy is a hypothetical
portfolio combining 100% U.S. Treasury exposure and 100% merger arbitrage returns, net of short-term U.S. Treasuries (Bloomberg U.S. Short-Term Treasury Index)
as a proxy for financing cost. Returns assume the reinvestment of all distributions. Returns are gross of all fees. Performance is shown for illustrative purposes only
and does not represent the performance of any actual portfolio. Hypothetical performance is subject to inherent limitations and should not be relied upon to make
investment decisions. Past performance does not guarantee future results.

The implication is clear. By stacking merger arbitrage on top of a core Treasury holding, allocators have the potential to:

* Enhance returns without materially increasing risk
* Reduce reliance on traditional credit selection, which has historically struggled to consistently deliver alpha
* Gain access to a diversifying return stream with distinct drivers of performance

This approach does not require abandoning traditional bonds. Rather, it reframes the problem: instead of trying to beat the

index through security selection or credit/duration timing, why not overlay a return stream that offers both the potential of
both diversification and better behavioral durability?

www.returnstacked.com
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Portfolio-Level Implications

While the standalone results of stacking merger arbitrage on top of bonds are compelling, the true power of this approach
emerges when we examine it at the portfolio level. Most investor portfolios include a mix of equities and bonds—commonly
in a 60/40 or 40/60 structure. Enhancing the bond sleeve with stacked alternatives like merger arbitrage may materially
improve overall portfolio efficiency without altering headline risk exposures.

The Funding Problem Revisited
Traditionally, introducing alternatives like merger arbitrage into a portfolio requires selling down existing holdings — usually
equities or bonds — to make room. This is often referred to as the “funding problem,” and it has historically limited allocator

adoption of diversifying strategies, even when the theoretical case is strong.

Return stacking provides a solution. By overlaying an alternative strategy on top of the existing beta exposure, the investor
does not have to sacrifice traditional allocations. In our case study, the merger arbitrage exposure was layered on top of a
core Treasury allocation using capital-efficient instruments and short-term collateral.

This approach addresses the two biggest hurdles in allocating to alternatives: (1) the behavioral challenge of deviating from
traditional benchmarks; and (2) the structural challenge of limited capital and internal tracking error budgets.

Case Study: A 60/40 Portfolio Reimagined

We compare a traditional 60/40 portfolios (e.g., S&P 500 and U.S. Treasuries or S&P 500 and U.S. Corporates) to a reimagined
version where the 40% in bonds is delivered via Treasury futures, and the freed-up capital is used to implement a direct
merger arbitrage strategy. In other words, we replace the traditional bond exposure with the Stacked Strategy outlined above.

Performance Comparison (12/31/1999 — 3/31/2025)

stratesy Arpuslized  Apnuslized  Sharpe | Mex
60/40 (Treasuries) 6.3% 91% 0.52 -30.6%
60/40 (Corporates) 6.7% 10.4% 0.51 -35.8%
60/40 (Stacked) 7.3% 10.0% 0.59 -34.2%
60/20/20 (Corporates + Stacked) 70% 101% 0.55 -35.0%

Source: Bloomberg, Credit Suisse, and internal calculations. “60/40 (Treasuries)” portfolio consists of 60% S&P 500 Index and 40% Bloomberg U.S. Treasury Index.
“60/40 (Corporates)” portfolio consists of 60% S&P 500 Index and 40% Bloomberg U.S. Corporate Index. “60/40 (Stacked)” consists of 60% S&P 500 Index /
40% Bloomberg U.S. Treasury Index / 40% Credit Suisse Merger Arbitrage Liquid Index / -40% Bloomberg Short-Term U.S. Treasury Index. “60/20/20 (Corporates +
Stacked)” consists of 60% S&P 500 Index and 20% Bloomberg U.S. Corporate Index, and 20% Bloomberg U.S. Treasury Index / 20% Credit Suisse Merger Arbitrage
Liquid Index / -20% Bloomberg Short-Term U.S. Treasury Index. Returns are hypothetical and shown for illustrative purposes only. Returns assume the reinvestment
of all distributions. Returns are gross of all fees. The analysis assumes monthly rebalancing and does not reflect transaction costs, taxes, or advisory fees. Past
performance does not guarantee future results.

[ib_ www.returnstacked.com




Return Stacked’ i pooSting Bonds:
Portfolio Solutions acking vierger Arbitrage to
Enhance Fixed Income Portfolios

The stacked version improves risk-adjusted returns with no material increase in volatility or complexity, and a modest
improvement in drawdown characteristics compared to U.S. Corporates, reflecting the diversifying power of merger arbitrage.

The 60/20/20 portfolio introduces the stacked strategy alongside corporate bonds, resulting in a blended structure with
improved Sharpe ratio and drawdown behavior relative to a pure corporate allocation. While not as strong as the fully stacked
portfolio in terms of annualized returns, it may offer a practical compromise for advisors seeking a smoother transition from
traditional fixed income to return-stacked solutions.

Implementation Considerations
Liquidity & Transparency

Treasury futures are among the most liquid instruments in global markets. The merger arbitrage component is implemented
through actively managed and publicly traded equities, with deal-specific exposure fully visible and transparent.

Bundled vs. Modular Access

The strategy can be delivered via a single fund or ETF or constructed by using separate Treasury beta and merger arbitrage
managers. The bundled, turnkey ETF approach simplifies operations, while modular execution allows for tailored sizing and
manager selection.

Potential Behavioral Benefits

Advisors often struggle to allocate to alternatives because they exist outside the client’'s mental model of a portfolio. By
embedding merger arbitrage inside the bond sleeve, return stacking avoids the psychological dislocation of adding “yet
another strategy.” Instead, it reframes the portfolio conversation: this isn't a hedge fund - it's a smarter bond. Advisors
can show clients how this approach has historically reduced drawdowns and improved return consistency while keeping
the portfolio familiar and aligned with long-term goals. Furthermore, by accessing the strategy as a bundled, single asset,
advisors and clients may be less likely to fall victim to line-item performance chasing—a known challenge in alternatives
adoption.

Conclusion: Replacing Passive Credit Risk with Active, Uncorrelated Alpha
Why It Matters Now
Yields are higher, but so are inflation, dispersion, and macro uncertainty. Credit spreads are more volatile, and active bond

managers continue to underperform. In this context, adding structurally uncorrelated alpha to fixed income portfolios may
be more valuable now than ever.
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Final Thoughts

Stacking merger arbitrage on top of U.S. Treasuries is a modern extension of portable alpha: a way to potentially improve
returns, smooth portfolio outcomes, and reduce behavioral risk. We do not see it as a rejection of fixed income, but rather a
smarter way to build it.

For financial advisors, return stacking may offer a better way to deliver on a familiar promise: safety, stability, and sensible
returns. And it does so without asking clients to take on more equity risk or bet on traditional alpha managers. By combining
Treasury futures and a rules-based merger arbitrage strategy, this approach preserves the character of the bond sleeve
while enhancing its potential—an upgrade that is as practical as it is powerful.

Disclosures

This material is for informational and educational purposes only and is intended for use by investment professionals. It is not intended as investment advice
or as a recommendation to buy or sell any security or to adopt any investment strategy. The views expressed are those of the authors as of the date of
publication and are subject to change without notice.

The information contained herein has been obtained from sources believed to be reliable, but no representation is made as to its accuracy, completeness,
or timeliness. This document does not constitute investment research or a research recommendation and is not subject to the requirements applicable to
independent investment research.

Investing involves risk, including possible loss of principal. Past performance is not indicative of future results. Diversification and asset allocation do not
guarantee profit or protect against loss in declining markets.

References to specific indices, securities, or strategies are for illustrative purposes only and do not constitute a recommendation. Indexes are unmanaged
and it is not possible to invest directly in an index.

Hypothetical and simulated performance results have certain inherent limitations. Unlike actual performance records, simulated results do not represent
actual trading and may under- or over-compensate for the impact of certain market factors. No representation is being made that any investor will or is
likely to achieve results similar to those shown.

The strategy discussed—return stacking of merger arbitrage and Treasury futures—may involve the use of derivatives, leverage, and short selling. These
techniques can magnify gains, but also increase potential losses and risk. Treasury futures are subject to basis risk and liquidity constraints. Merger
arbitrage is subject to deal risk, regulatory delays, and market volatility.

Nothing in this document should be construed as legal, tax, or accounting advice. You should consult your own legal and tax advisors before implementing
any transaction or strategy.

This material may not be reproduced, distributed, or transmitted in whole or in part without prior written permission.
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