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Market Review *

e Stocks Stocks underperformed fixed-income markets with the
Russell 3000 falling 4.0% during the quarter (including
dividends) and the S&P U.S. Aggregate Bond index rising a
slight 0.04% during the quarter (QTD).

® The Russell 2000 index (+0.9% QTD) of small cap stocks
outperformed the S&P 500 index (-4.3% QTD) of large cap
stocks.

® International or developed, non-U.S. equity markets (as
determined by the MSCI EAFE**) outperformed U.S. markets
in both U.S. dollar (-1.1%) and local currency (0.2% QTD)
terms.

e The MSCI Emerging Markets Index outperformed developed
market stocks in both U.S. dollar (-0.2%) and local currency
(+2.1%) terms and 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

Geopolitical noise was a large factor impacting stock prices and the
global economy during the quarter. Tariffs' also continued to be a
contributor of noise as the Supreme Court ruled that the current
administration didn’t have authority to impose taxes — a power it
determined solely belonged to Congress. Still, the administration
countered that it had other powers available to it to accomplish its
tariff policy goals. Perhaps more significant to the economic and
investment landscape was the administration’s military actions
brought against Venezuela and Iran, two of the largest state
producers of oil in the world. Energy prices climbed significantly
after the U.S. detained Venezuelan President Nicolas Maduro and
killed Iranian supreme leader Ayatollah Khamenei.

Despite a big end of quarter rally, several market indices closed
near correction? territory (they actually dipped down into it before
the rally). The quarter included one of the worst months for stocks
since 2022 when most stock market indices fell into bear market?
territory. Yet, although there were pockets of weakness (e.g. the
NASDAQ and growth stocks generally), there didn’t appear to be a
clear moment of panic or capitulation that typically precedes a bear
market (in our humble opinion).

The S&P 500 fell 4.3% during the quarter. The S&P 500 Equal
Weight index that gives greater weight to constituents outside of
the indices’ 10 largest stocks rose 0.7% during the quarter.

Similarly, value stocks (as represented by the S&P 1500 Value index;
-0.2%) and small caps (+0.9%) in particular were resilient having
benefited from large gains bestowed earlier in the quarter/year.
Energy stocks rose 38.3% during the quarter as oil prices rose above
$100 globally (see HERE). Developed market (international) and
emerging market stocks largely outperformed domestic US stocks
despite their own negative returns (-1.1% and -0.2%, respectively; in
U.S. dollar terms). Bonds also lost their gains from before the start
of the Iran war and offered only a slight gain to end it (0.04%) as
inflation came into focus. And, after a year of extreme weakness,
the U.S. dollar once again offered safety in a geopolitically unstable
world (see HERE).

T Tariffs are taxes or “duties” imposed (by the host country) to manipulate the level the imports of
foreign goods and products coming into the country.

2 A correction occurs when the index in question falls by 10% from its previous high.

3 A bear market occurs when the index in question falls by 20% from its previous high.


https://www.cnbc.com/2026/04/01/oil-prices-today-brent-wti.html
https://www.morningstar.com/markets/will-dollars-war-driven-rebound-continue
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Resurgent Value?

Most stocks that outperformed in the first quarter weren’t immune
to the Iran war/oil price shock. The performance table above shows
that most stocks underperformed in the quarter’s last month (which
encompassed the Iran War). The difference was that these stalwarts
had built up enough of a performance cushion earlier in the
quarter/year to sustain themselves through March. In essence,
although they held up well through quarter-end, their
outperformance was more a function of their having benefited from
the previous quarter/year’s tailwind.

There was a stark difference in performance between growth and
value stocks in the first quarter (e.g. the Magnificent Seven stocks
versus the other 493 stocks in the S&P 500, U.S. stocks versus
international stocks, and large cap stocks versus small cap stocks).
These stocks had largely underperformed growth stocks since the
2022 bear market when value bested growth for a full calendar year.
Now, for the second consecutive quarter, value stocks have
outpaced growth. Is this a trend? While two quarters (of similar
data) typically makes a trend, it is still way too soon to tell if it's
sustainable.

The Mediocre Seven

The Magnificent Seven group of stocks (-13.7% QTD; see HERE) are
making headlines again. However, the headlines are less sanguine
this time around as these stocks have collectively fallen into
correction territory. Investors have soured (even before the Iran
war) on what is proving to be higher-than-expected artificial
intelligence (“Al") build-out costs. These costs are crimping profit
margins and investors’ expectations for high return on investment
over a short period of time. Investors have also been concerned
about the potential for artificial intelligence to cannibalize or
displace human labor in technology-related industries like computer
software.

“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.


https://www.bloomberg.com/quote/BM7T:IND?embedded-checkout=true

“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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The Mediocre Seven...(Cont.)

Just like during the internet or dot.com boom from several decades
ago, prices had gotten a little too far ahead of company
fundamentals. Valuations and profit margins are very much mean
reverting data sets. Mean reversion (see HERE) is a theory that
suggests that asset prices (or data points generally) eventually
return to their historical average. Mean Reversion is an investment
concept that we do have high confidence in. We are not
suggesting that this is the end of the joy ride for Al, just that we are
not surprised by the reversal. There will be ups and downs. A
heavy dose of caution/reality is always prudent.

Labor and Inflation Woes

Investors are weighing a softening job market with stubbornly high
inflation in some parts of the economy. The government suggests
recent job market weakness might be fleeting as temporary
healthcare sector worker strikes have ceased and a particularly bad
winter has ended. However, there is the potential for even more
inflationary pressure coming from the Iran war. How the Fed
interprets things going forward matter because it may signal the
continuation of lower interest rates or an interest rate regime
change. The Fed has largely been easing interest rates with
occasional pauses since 2024. Their hawkish views on inflation may
result in higher interest rates in the future. Capital markets do not
typically like an increasing interest rate environment.

The Oil Supply Shock

The U.S. (and Israel) attacked Iran on Feb. 28, crimping supplies for
oil and related fossil fuels worldwide. Despite prices for oil
increasing above $100 per barrel, the war is believed by many to
have contributed less than expected volatility to the stock market
(i.e. it should have been worse). Investors are seen to have “looked
beyond” the conflict, perhaps expecting it to end in a reasonably
short period of time. Their attitude towards the conflict has been
notably blasé.


https://www.investopedia.com/terms/m/meanreversion.asp#:~:text=What%20Is%20Mean%20Reversion%3F,their%20historical%20average%20over%20time.
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The QOil Supply Shock...(Cont.)

Oil supply shocks and rising oil prices typically have a negative
effect on stock prices as investors stare at competing threats of
inflation and recession. How the Fed handles interest rates will
determine whether investors are happy or disappointed. Also,
investors’ assessment of the war and its length may be optimistic as
the U.S. contemplates all military options including boots on the
ground. This scenario has the potential for greater human costs
and a more prolonged war — both of which may not sit well with the
investing public.

Qil Prices
WTI Crude 0Qil Prices

110

i $101.38

b ¥

Source: MorningStar

A Little Less Shine

Gold has typically marched to its own tune in recent years.

Investors have suggested that prices have risen as central banks
globally have been diversifying away from the U.S. dollar and into
gold. The buying activity led to this year’s strong gains early on
when gold futures rose roughly 25% to their quarterly high. How
ever, gold prices collapsed at the end of January, losing more than
13% of their value over several days. Silver, which had a strong rally
of its own, fell even further. Profit taking is likely a part of the blame
for the volatility. However, after stabilizing in February, gold prices
surprisingly fell on news of the Iran war. Gold has historically been
a safe haven investment, rising in price during periods of war. In
this case, potential inflation from the war is proving a more powerful
force in the short term as investors forecast higher interest rates.

“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.


https://www.morningstar.com/economy/what-weve-learned-150-years-stock-market-crashes
https://www.morningstar.com/markets/why-are-gold-silver-plunging
https://www.morningstar.com/markets/why-is-gold-price-falling-despite-iran-war-uncertainty
https://www.morningstar.com/markets/why-is-gold-price-falling-despite-iran-war-uncertainty

“Owners of stocks,
however, too often let
the capricious and often
irrational behavior of
their fellow owners cause
them to behave
irrationally as well.
Because there is so much
chatter about markets,
the economy, interest
rates, price behavior of
stocks, etc., some
investors believe it is
important to listen to
pundits — and, worse yet,
important to consider
acting upon their
comments.”

-— Warren Buffett

Please contact us to
learn more about
our investment
strategy and how we
try to add value for
our clients.
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Retirement Calculator

Charles Schwab (our custodial partner), recently published the
results of its annual nationwide survey of 401(k) plan participants
(see HERE). Notably, the survey found that participants
experienced falling confidence in their ability to retire comfortably.
On average, survey participants “expect to retire at age 66 and
believe they will need $1.6 million saved. They estimate their
savings will last 22 years in retirement.” Every retiree or
prospective retiree is different and has circumstances unique to
them. Their needs and expectations in retirement will differ. If you
are concerned or at least curious (you should be) as to your
probability of success in retirement, perhaps we can help.

We would like to invite all investors, retirees, and prospective
retirees to use our complimentary and exclusive Retirement
Calculator to help them assess their probability for success in
retirement. Although we view this as only a first step in the
retirement planning process (for us), it may be useful (and
important), especially for those who might be less than confident in
their retirement prospects, to know where they stand today. It can
also be used to verify or confirm the results of your existing plan.

Please click on this link and enter your email to begin the
questionnaire. A tailored report (specific to you) will immediately be
generated and emailed to you.

Lets’s Get Started

The Retirement Calculator requires that you answer a short
questionnaire. Some of the information needed for the calculator is
personal in nature - it has to be to get a tailored and accurate
report for you. Your personal data will be held in the strictest of
confidence. We at Belleros Capital Management (“BCM") are
fiduciaries for our clients and that care is extended to users of our
calculator. It may also be helpful to know that independent
research firm Zack’s has partnered with us to supply the financial
engine behind the Retirement Calculator. You can read more about
BCM and Zack’s HERE and HERE, respectively.


https://belleroscm.com/contact-us
http://www.belleroscm.com/
https://www.zacks.com/
https://plan.zacks.com/planlg/?mode=1392_qnr&design=10
https://pressroom.aboutschwab.com/press-releases/press-release/2025/Schwab-Study-Retirement-Confidence-Dips-Amid-Inflation-Concerns-Savers-Respond-by-Cutting-Personal-Spending-While-Maintaining-401k-Contributions/default.aspx
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Closing Remarks

The best plans are made in advance. Financial, investment, and
retirement planning is no different. Indeed, it is perhaps one of the
most important plans one can make as it deals with the last chapter
of your life. The worry for some people is that they won't live long
enough to enjoy themselves in retirement. We would suggest that
the bigger worry (for most people) is that they will live too long in
retirement and risk outliving your wealth. You can wait until you get
to that stage to find out. However, that seems akin to playing
roulette in a casino, leaving too much to chance. We recommend
you create a plan as early as possible and update your plan with
some level of frequency to make sure it is timely and up to date. Our
Retirement Calculator is a good first step. We can also provide more
help as needed. In the meantime, please enjoy the spring and
warming temperatures. We need it after such a tough winter. All the
best.

"Someone’s sitting in the shade today because
someone planted a tree a long time ago."

-- Warren Buffett

“Invest for the long
haul. Don't get too
greedy and don’t get
too scared.”

— Shelby M.C. Davis

Please contact us to
learn more about
our investment
strategy and how
we try to add value
for our clients.

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://belleroscm.com/contact-us
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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

Biography

Tim Hai, CFA®, CAIA®

Chief Investment Officer and Senior Portfolio Manager
e 28 years of experience in the investment industry

e 16 years of equity portfolio management experience
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e 8 years exp. manager research and due diligence
e M.B.A. - Loyola College of Maryland, 2000
e B.S. Finance — University of Maryland, College Park, 1996

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.



