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Market Review *

e Stocks outperformed fixed-income markets with the Russell
3000 climbing 2.4% during the quarter (+17.2% YTD;
including dividends) and the Bloomberg U.S. Aggregate Bond
index rising 1.1% during the quarter (+7.3% YTD).

® larger cap stocks in the S&P 500 were stronger relative to
small cap stocks as the S&P 500 increased 2.7% during the
quarter (+17.9% YTD), while the Russell 2000 rose 2.2% during
the quarter (+12.8% YTD).

® International or developed, non-U.S. equity markets (as
determined by the MSCI EAFE**) outperformed U.S. markets
in both local (+6.1% for the quarter; +20.6%) and U.S. dollar
terms (+4.9% for the quarter; +31.9%).

e The MSCI Emerging Markets Index slightly underperformed
developed, non-U.S. equity markets (international) in both
local (+5.6% for the quarter; +31.3%) and U.S. dollar terms
(+4.7% for the quarter; +33.6%) during the quarter.
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“Risk is not inherent in an
investment; it is always relative
to the price paid. Uncertainty
is not the same as risk. Indeed,
when great uncertainty — such
as in the fall of 2008 - drives
securities prices to especially
low levels, they often become
less risky investments.”
— Seth Klarman

Company Description

Belleros Capital Management
actively manages direct stock
portfolios on a fully discretionary
basis for institutional clients. Our
primary goal is to help them
outperform their benchmarks by
exploiting short-term market
inefficiency through a long-term
investment strategy that produces
investment portfolios that are
differentiated in nature and is
concentrated in its number of
holdings. The strategy seeks to
invest in the stocks of quality
companies at a price that is
sufficiently below our calculation
of its intrinsic value. Additionally,
the strategy is all capitalization in
nature but tends to have a small
and mid-capitalization bias that
we believe is secular in nature.
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Market Commentary

The S&P 500 climbed +17.9% in 2025 (+2.7% during the quarter) to
continue a third year of strong double-digit gains. Unlike previous
years when the S&P 500 stood alone (+26.3% in 2023 and +25% in
2024), other markets and segments of stocks contributed to the rally
in 2025. First, other domestic large cap stocks besides the
Magnificent Seven had respectable if not outperforming gains for
the year. The S&P 500 Equal Weight index, basically the other 493
stocks in the standard S&P 500 (market cap weighted) index, rose a
solid 11.4% in 2025 (+1.4% during the quarter). Small cap stocks, as
measured by the Russell 2000 index, rose 2.2% during the quarter
(+12.8% during the full year).

The real winner(s) of 2025 however, were stocks from outside of the
United States. Falling interest rates and a weak dollar created a
fostering environment for international stocks in both developed
(+4.9% for the quarter; +31.9% YTD) and emerging market
countries (+4.7% for the quarter; +33.6 YTD). Falling interest rates
also helped bonds' record solid gains during the quarter (+1.1%)
and even better performance for the year (+7.3%). Precious metals
like gold (+65.2%) and silver (+150.1%) stole the spotlight as
investors especially among global central banks, sought to diversify
out of U.S. Treasury bonds (see HERE).

" Bond are inversely correlated with interest rates and will fall in price as interest rates rise, and will rise
in price as interest rates fall.

Investment advice offered through Belleros Capital Management, LLC,
a Maryland registered investment advisor able to provide investment
advice in states where it is registered, exempt, or excluded from
registration. Content contained herein should not be construed as an

offer or solicitation for investment advice or for the purchase or sale of

any security, insurance, or other investment product. Investments
involve the risk of loss, including possible loss of principal. Please
consult with a qualified financial, tax, accounting, or legal professional
before implementing any ideas or strategies discussed here. Content
provided is obtained from sources believed to be reliable but cannot
be guaranteed as to its accuracy or completeness.


https://www.lseg.com/en/insights/ftse-russell/a-standout-year-for-gold-and-silver#:~:text=Precious%20metals%20delivered%20one%20of,can%20support%20precious%20metals%20investors.
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Our Friends at the Fed

Our long-time readers will know that we have always been skeptical
of the role that the Federal Reserve (the “Fed”) plays in our
economy. The Fed was created in part to help smooth out bumps
in the economy and avoid calamity. However, from our perspective
and experience, the Fed’'s stewardship has been anything but
smooth. We believe the Fed causes a lot of the bumps that they
were created to resolve. The Great Financial Crises (from 2007 to
2010), the transitory inflation narrative in 2021/2022 (i.e. the
inflation debacle of 2021/2022), and the Silicon Valley Bank crisis in
2023 are recent examples of this.

Admittedly, their job is extremely hard. It takes time to recognize
and diagnose problems. However, if identification isn’t timely, a
problem can worsen and explode. Finally, a remedy must be
properly determined and implemented. There are many
opportunities for failure along the way — especially if mistakes are
made. We are always conflicted by this. Missteps by the Fed that
affect the economy, stock markets, and its participants are painful
to watch. However, the stock market volatility from these unforced
errors are great sources of (potential) value-add to the astute
investor. | suppose that makes us cheerleaders for the Fed?

“In the short run, the
market is a voting
machine but in the long
run, it is a weighing
machine.”

— Benjamin Graham

Investment Philosophy

Market Efficiency (or
Inefficiency)

Stocks are inherently volatile
assets due to the sheer number of
participants involved, the diversity
of their motives, and the wide
range of emotions they employ.
Stocks are frequently prone to
excessive volatility when emotions
particularly run hot. We believe
this excessive volatility is a sign of
short-term stock market
inefficiency. However, we believe
the stock market is more efficient
over the long-term as rational
investment behavior reasserts
itself. Similarly, excessive
volatility causes the market prices
of stocks to deviate from their
intrinsic values.

As time progresses, the market
prices of stocks generally return to
their intrinsic values. We

believe that stock market
inefficiency as represented by
excess volatility is exploitable and
represents an opportunity for
profit. In our experience,
excessive volatility can and does
extend to all manner of
companies and stocks. Even the
best companies and their stock
can be affected by stock market
inefficiencies and come to exhibit
excess volatility, creating
exploitable investment
opportunity for the astute
investor.



“We steer clear of the
foolhardy academic
definition of risk and
volatility, recognizing,
instead, that volatility is
a welcome creator of
opportunity”

— Seth Klarman

Investment Philosophy

The Main Source of Risk to
Long-term Investors

Belleros Capital Management
believes that the investment
community’s definition of risk as

volatility is inappropriate and
generally does not apply to all
participants. Although the effects
of volatility can be particularly
disastrous to investors that have
near-term income or liquidity
requirements, long-term investors
can and should be less
constrained by it. As opposed to
gambling or speculation, we
believe that investing is by
definition a long-term strategy.

We believe that stock market
volatility is a source of investment
opportunity for long-term
investors, especially when it is
excessive. Investors with a
strategy to benefit and exploit
stock market inefficiencies and
excessive volatility should there-
fore concern themselves with (and
try to avoid) greater risks such as
a permanent loss of capital, the
risk of outliving one’s wealth, or
the failure to meet their long-term
investment and retirement goals.
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Historical Shutdown

So, when the government shuts down for the longest period of time
in history, and the Fed is sidelined and the data it is dependent on
doesn’t get collected and disseminated, forgive us if we don’t
panic. Other market participants and talking heads on television
lament the break in their routine. They suggest that the lack of data
may lead to excessive volatility. However, our experience tells us
that it doesn’t or that it is fleeting if it does occur. We believe less
data and noise (news) can lead to less volatility. That's a refreshing
change. And as noted, the government closure was the longest on
record, and stocks still plowed head. How is that for
inconsequential?

Diversification Benefits Are Real

Twenty-twenty five (2025) offered proof that diversification benefits
still exist. After nearly 15-years of weak relative performance (see
HERE), international stocks in both developed and emerging
markets outperformed domestic stocks. Falling interest rates in the
U.S. helped weaken the U.S. dollar and boosted international stock
returns. But gains were superior even without the currency tailwind.
The international stock market is too big an opportunity set to
ignore or minimize. Long-term investors would be well advised to
maintain adequate exposure to these markets even through the
strongest domestic bull market.

A diversified investment portfolio should always include an
exposure to international stocks. Although recent years have led to
trailing returns, their presence in a portfolio still reduces overall
portfolio risk due to their less than perfect correlations to U.S.
stocks. In a trailing year, international stocks can be thought of as a
hedge (i.e. insurance) to U.S. stocks. Hedging has a cost and the
trailing performance can be considered as such. Historically (before
2010), international performance has been a strong contributor to
investment performance. This year's performance demonstrates its
virility. A reversion to the mean suggests further potential (though
not guaranteed) gains over the long term.


https://www.morningstar.com/portfolios/why-its-not-too-late-add-international-exposure
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Closing Remarks

Many (if not most) Americans are far behind on planning and
preparing themselves for retirement. Most people do not have a
financial plan or review their investments (regularly). Most people
do not have an investment portfolio that has been tailored or
customized to their unique needs. We believe financial planning is
critical to retirement success. A New Year brings hope and
opportunity. It should be a clear milestone and call to action for all
prospective and current retirees. Just starting the process can
improve your chance of succeeding and achieving your (retirement)
goals.

New Years lends itself naturally as a time to review the previous
year and plan ahead for the new one. You can gauge your
successes or failures and make changes if necessary. Please contact
us if you need a financial plan or help in reviewing your investment
portfolio. Financial plans and investment reviews do not guarantee
retirement success. However, they are big determinants of it. We
encourage everyone to start the process as soon as possible —
especially those who are near or are on the cusp of retirement.
Retirees without plans should also consider doing the same.
Planning is always best done in advance, but it's never too late.
Best wishes to everyone in the New Year!

"Someone's sitting in the shade today because someone
planted a tree a long time ago." -- Warren Buffett

“Wide diversification is
only required when
investors do not
understand what they
are doing.”

— Warren Buffett

Investment Philosophy

Diversification (or Not)
Belleros Capital Management
believes the idea of portfolio
diversification is counter-
intuitive and works against our
active management goals. The
idea of diversification is meant
to limit the impact of stock
market volatility. We believe
stock market volatility
represents an investment
opportunity that is exploitable.
Therefore, limiting the
opportunities we seek to exploit
would seem rather perverse.
Diversification is a sliding scale.
Too little and you risk putting
all your eggs in too few baskets;
too much and your portfolio
and expected return mimics the
broader stock market (index).

We believe excessive
diversification (in addition to
high investment-related fees) is
a main contributor to poor
active management
performance relative to passive/
index investing. We believe
investors who seek excess
returns above and beyond what
one could expect to receive
from the broader stock market
should choose an investment
manager that minimizes fees
and seeks to differentiate their
investment portfolio to ward off
the indexing-like characteristic
of diversification.
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Investment Strategy

We seek to exploit stock market volatility in the short-term through a long-term, active investment
management strategy that seeks to purchase higher quality stocks with sustainable competitive advantages and
economic moats, and at prices below our calculation of intrinsic value (otherwise known as “value investing”).
These characteristics help us defend against what we believe is the biggest risk in investing: a permanent
loss of capital. In addition, we intend to show our discipline and conviction in our investments by employing a
concentrated portfolio mandate that is differentiated and allows us to focus on only the best investment
candidates available. Further, we seek to show our conviction through our portfolio weighting scheme which
skews exposure to the best investment candidate.

e Active investment management e Invest with confidence

e Long-term investing e Disciplined approach

e Seek higher quality opportunities e Volatility is an opportunity

e Value investing ¢ Concentrated stock portfolio
e Minimizing permanent losses of capital e Differentiated from the index

e High conviction

“Risk is not inherent in an investment; it is always relative to the price paid. Uncertainty is not the same as risk.
Indeed, when great uncertainty — such as in the fall of 2008 — drives securities prices to especially low levels,
they often become less risky investments.” — Seth Klarman

“We don't have to be smarter than the rest. We have to be more disciplined than the rest.” — Warren Buffett
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multi-employer pension plan
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e M.B.A. - Loyola College of Maryland, 2000
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Tim has 28 years of diversified investment experience that includes the research and direct investment
management of stocks and bonds for high net worth and small business clients. Additionally, Tim has
experience in manager research and due diligence, having helped oversee and manage a $10 billion institutional
pension fund. Tim had direct oversight of the pension fund’s equity and fixed-income investment portfolios that
were managed by outside investment managers. Tim had specific oversight over the pension fund’s $1.2 billion
concentrated managers program that sought to extract value add from some of the country’s best investment
managers through a mandate that required high conviction and a limited number of stock positions.

Tim received his B.S. in Finance from the University of Maryland, College Park and his MBA from Loyola College
of Maryland. More recently, he also completed coursework in international investing and currency management
with the Oxford International Investment Programme at the Said Business School at the University of Oxford,
United Kingdom. Tim holds the Chartered Financial Analyst (“CFA") and Chartered Alternative Investment
Analyst (“CAIA") designations. He is a member of the CFA Institute and the CFA Society Washington, DC. He is
also a member of the Washington, DC Chapter of the CAIA Association.



