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4TH QUARTER 2025 MARKET OVERVIEW

STOCKS CONTINUE TO STUMBLE TO GAINS

As | mentioned in our Christmas card to clients, the stock market stumbled and wobbled during the fourth quarter, but
ultimately regained its footing and finished the year at record highs. The S&P 500 edged higher by 2.2% in Q4. For the full
year 2025, the market also experienced significant volatility, overcoming a 20% decline from February through April and a
series of subsequent concerns to post a gain of 17%. Overall, the market demonstrated surprising resilience and strength
over the course of the year.

Notably, 2025 marked the third consecutive year of double-digit gains for equities. This naturally raises caution among
market observers, as historical patterns suggest that the fourth year following such a streak has often been negative. While
history does not dictate outcomes, this pattern has held true for much of the past 26 years and bears watching.

Financial markets continue to be heavily influenced by Federal Reserve policy. The President has publicly advocated for
lower interest rates, and the Fed has so far responded by easing policy. However, this has created a familiar challenge:
while short-term rates have declined, long-term rates have moved higher. This is problematic, as mortgage rates and much
of the housing market are tied to long-term interest rates. This dynamic helps explain why the stock market has largely
traded sideways since early October.

The Federal Reserve currently appears divided on whether additional rate cuts will occur in early 2026. Fourth-quarter
data revealed that softness in the labor market and a modest rise in unemployment have been offset by gains in worker
productivity. This combination may give the Fed reason to hold rates steady to avoid reigniting inflation. An extended
pause in rate cuts would likely represent a headwind for equities.

Throughout 2025, much of the economy’s growth was driven by massive investment in artificial intelligence. Spending
on power generation, infrastructure, and capital equipment has been fueled by the rapid buildout of data centers and
related facilities. The central question remains whether these investments will ultimately deliver attractive returns. Skeptics
have focused on this issue in particular for the large technology “hyperscalers,” including Alphabet, Amazon, Meta, and
Microsoft.

For now, however, strong earnings expectations, a potentially accommodative Federal Reserve, a steady economic backdrop,
and relatively mild inflation make it reasonable to expect the current market rally to continue.

"MOST PREDICTIONS ARE WRONG"

With this adage in mind, a glimpse of what the coming year may hold can be found in the annual Wall Street forecasts. While
these predictions should not be taken too literally, they do provide insight into prevailing sentiment and the conclusions
of major research firms.

All 20 firms surveyed are forecasting market gains for the year ahead, which is fairly typical. However, the degree of
optimism stands out. The median forecast calls for a 10.6% gain, marking only the eighth time in the past 26 years that
the median expectation has exceeded 10%. Forecasts range widely, from Oppenheimer’s bullish target of an 18.1% return
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to Bank of America’s more restrained outlook of just 2.3%. Notably, these projections follow three consecutive years of
double-digit gains.

Such broad optimism can itself serve as a contrarian signal and warrants a measure of caution. One of the consistent
lessons of 2025 was that consensus expectations often fail to anticipate what actually unfolds. When nearly everyone
agrees on the outlook, surprises become more likely. Perhaps the most reliable forecast for the year ahead is a simple one:
investors should be prepared for continued volatility.

PEREGRINE STRATEGY

Last quarter, we discussed how individual stocks are the "mother's milk of investing"—a concept that always rings true. The
best stocks are the most rewarding, though the path to this selection can sometimes involve setbacks.

In late October and early November, several of our holdings experienced sharp declines after the companies reported
stronger-than-expected earnings but issued weaker-than-expected forward guidance. These stocks, were Adtalem Global,
Coreweave, ELF Cosmetics, Figma, and ltron, and they made for a challenging quarter. Coupled with the broader market
decline of nearly 6% during November, these losses led to weaker returns for client portfolios in Q4 2025. These sharp
drops are rare and they represent an anomaly to our strategy, which has historically been grounded on well researched
and diversified approach to mitigate such risks.

It's important to note that during this period, even large, dominant companies like Nvidia, Broadcom, Meta, and Microsoft
also faced significant declines. This underscores a broader market trend, where even established leaders aren’t immune
to turbulence.

However, downturns like these open opportunity. The "buy the dip" philosophy is alive and well, as market pullbacks often
pave the way for long-term growth. We see this as a chance to reposition, re-evaluate, and strategically acquire stocks that
are trading at favorable valuations. This rebound potential is a key driver of our investment strategy as we move into 2026.

Looking ahead, we are optimistic about the relative performance of client portfolios compared to the S&P 500. Our diversified
global strategy remains sound, as we position for future growth. Additionally, we have recently exited our currency hedges,
such as gold and bitcoin, though we remain open to re-entering these assets later in the year if market conditions suggest.

Globally, 2025 was a strong year for international markets, with regions like Europe, China, Japan, and Latin America
outperforming US equities. Our continued commitment to this diversified approach is reflected in our holdings in ETFs that
track these regions.

On the fixed-income front, we have not yet made a commitment to this asset class, due to ongoing concerns about inflation
and the risk of rising long-term rates. However, if the macroeconomic landscape shifts in the first quarter of 2026, we are
ready to adjust our strategy and potentially make fixed-income investments.

While Q4 2025 held disappointments, we are confident in the long-term outlook. As always, the goal is to position your
portfolio for sustainable growth and strong performance over time.
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