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Market review and outlook

The Bloomberg US 1-3 Year Government/Credit Index returned
1.16% during Q4, bringing year-to-date performance for the
index to 5.35%. After lowering the Fed Funds rate by 100 basis
points (bps) in 2024 and an additional 75 bps in 2025, market
expectations are for the Federal Reserve to remain on hold for
the foreseeable future. The one caveat to this outlook: changes
at the Federal Reserve, including the unresolved court case

for Lisa Cook, the pending departure of Jerome Powell, and
potential dovish appointments from the current administration.
While the labor market has shown signs of weakness — the
unemployment rate averaged 4.2% in 2025 and rates for
recent months have been trending higher — the current rate is
significantly lower than the 40-year average of 5.7%. From an
inflation standpoint, the recent lowering trend bodes well for the
consumer, as Core CPI dipped to 2.6% in the most recent data,
following a period of holding at or slightly above 3% in prior
months.

Updates by sector

Treasury

As the Fed continued the rate-easing cycle that began in mid-
September, the two-year Treasury yield declined 13.5 bps in Q4.
That modest move, despite 75 bps of policy easing, suggests the
market had already priced in the cuts. While the front end edged
lower, the 30-year Treasury yield rose 11.3 bps in Q4, extending
the yield-curve steepening that characterized much of 2025.

Corporate

The investment grade corporate market, as measured by the
Bloomberg US Corporate 1-3 Year Bond Index, delivered

its weakest quarterly return (+1.23%) since Q4 2024 (+0.19%).
Spreads widened modestly in Q4, rising 4.6 bps from 46.3
bps to 50.9 bps, but remain historically low for the short end
of the investment grade market. Since the index’s inception in
December 2003, the average spread has been 104.5 bps —
roughly double the year-end level.
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Securitized

Spreads in securitized credit followed a similar trajectory to
other asset classes — tightening from 2024 until volatility around
Liberation Day, then resuming their grind tighter into year end.
The notable exception was auto asset-backed securities (ABS),
where spreads remained modestly wider year over year, in part
due to disruption from the Tricolor bankruptcy. Even with broad-
based spread compression, the higher-yielding, better-structured
parts of securitized credit continued to offer more compelling
relative value for managers willing to do the work on structure
and collateral. Issuance closed the year on a strong note, with
the best December in several years and record full-year 2025
volume.

Q4 performance review

Key contributors

* Strong performance from non-benchmark allocations in both
non-agency residential mortgage-backed securities (RMBS)
and non-agency commercial mortgage-backed securities
(CMBS) outpaced the overall benchmark.

¢ Within ABS, credit card and consumer unsecured continued to
deliver strong performance as the consumer remains resilient
in the face of stubborn inflation.

e Agency RMBS generated strong performance relative to both
the corporate and Treasury allocation within the benchmark.

Key detractors

* The shorter end of the Treasury curve benefitted from the
ongoing shift lower in yields and the benchmark’s allocation
(nearly 75%) drove returns in Q4.

* Despite strong security selection within the portfolio’s limited
corporate exposure, the benchmark’s sizable overweight to
corporates detracted from relative performance.

* The portfolio’s exposure to subprime auto ABS detracted from
performance, as the market continued to deal with the fallout
from the Tricolor bankruptcy in Q3.



2025 performance review

Key contributors Key detractors
* Non-agency RMBS and non-agency CMBS were strong * The portfolio’s Treasury allocation trailed the benchmark, and
performers, as continued spread tightening and sustained this was exacerbated by the significant underweight posture.

investor demand supported these sectors. * While the portfolio’s corporate allocation’s performance

* Shorter-duration ABS was the weakest-performing segment was consistent with the benchmark during the year, the
of the securitized market, but the portfolio’s allocation still lower weighting resulted in a negative impact on relative
outpaced the benchmark. performance.

* Agency collateralized mortgage obligations (CMOs) and The portfolio does not invest in the non-corporate credit

passthrough mortgages allocations in the portfolio outpaced market, and the sector saw strong performance in 2025,
the benchmark in 2025. detracting from relative performance.

Bonds rated AAA, AA, A and BBB are considered investment grade.

Since Inception

Period and Annualized Total Returns (%) (31 3ul 2016) 5Y 3y 1Y YTD 4Q25
Gross of Fees 4.76 5.27 8.83 7.15 7.15 1.05
Net of Fees 4.29 4.80 8.34 6.67 6.67 0.94
Bloomberg US 1-3 Yr. Gov./Credit Index 2.04 1.97 4.77 5.35 5.35 1.16

31 Jul
2016 -
o 31 Dec

Calendar Year Returns (%) 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Gross of Fees 0.87 4.89 3.77 5.34 3.65 3.27 -2.88 9.48 9.90 7.15
Net of Fees 0.68 4.42 331 4.87 3.18 2.80 331 8.98 9.40 6.67
Bloomberg US 1-3 Yr. Gov./Credit Index 0.38 0.84 1.60 4.03 3.33 -0.47 -3.69 4.61 4.36 5.35

Diamond Hill Capital Management, Inc. (DHCM) is an investment adviser registered with the Securities and Exchange Commission and a wholly owned subsidiary of
Diamond Hill Investment Group, Inc.; registration does not imply a certain level of skill or training. DHCM provides investment management services to individuals and
institutions through mutual funds, separately managed accounts, collective investment trusts, a private fund, a closed-end interval fund and other pooled vehicles
including subadvised funds and model delivery programs. Policies for valuing investments, calculating performance and preparing GIPS reports, as well as a complete
list and description of all composites, are available upon request. To receive a complete list and description of all Diamond Hill composites and/or a GIPS® report,
contact Scott Stapleton at 614.255.3329, sstapleton@diamond-hill.com or 325 John H. McConnell Blvd., Suite 200, Columbus, OH 43215. A list of broad distribution pooled
funds is available upon request. In addition, a list of limited distribution pooled fund descriptions is available upon request. The Short Duration Securitized Bond
Composite is comprised of discretionary, fee-paying, non-wrap accounts managed according to the firm's Short Duration Securitized Bond fixed income strategy. The
strategy's investment objective is to maximize total return consistent with the preservation of capital. The strategy typically invests in a diversified portfolio of fixed income
securities, including bonds, debt securities and other similar US dollar-denominated instruments issued by various US public- or private-sector entities, by non-US
corporations or US affiliates of non-US corporations or by non-US governments or their agencies and instrumentalities. The portfolio may invest a significant portion or all
of its assets in asset-backed, mortgage-related and mortgage-backed securities at the discretion of Diamond Hill Capital Management, Inc. (the "Adviser"). The portfolio
may invest up to 15% of its assets in below-investment-grade securities at the time of purchase and will typically maintain an average portfolio duration of less than three.
As of 30 September 2024, there is no minimum account size. Prior to this date, the minimum account size was $200 million. The composite results reflect the reinvestment
of dividends, capital gains and other earnings when appropriate. Composite returns and benchmark returns are presented gross of withholding taxes on dividends,
interest income and capital gains. Returns are calculated using US Dollars. Net returns are calculated by reducing the gross returns by the highest stated fee in the
composite fee schedule. Only transaction costs are deducted from gross of fees returns. Prior to 30 September 2022, actual fees were used in calculating net returns. All
net returns were changed retroactively to reflect the highest fee in the composite fee schedule. The Bloomberg US 1-3 Yr. Gov./Credit Index is the benchmark. The index
measures the performance of investment grade government and corporate bonds with maturities of one to three years. The index is unmanaged, includes net reinvested
dividends, does not reflect fees or expenses (which would lower the return) and is not available for direct investment. Index data source: Bloomberg Index Services
Limited. See diamond-hill.com/disclosures for a full copy of the disclaimer. The performance data quoted represents past performance; past performance does not
guarantee future results. GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy
or quality of the content contained herein. Analytics provided by The Yield Book® Software.

The views expressed are those of Diamond Hill as of 31 December 2025 and are subject to change without notice. These opinions are not intended to be a
forecast of future events, a guarantee of future results or investment advice. Investing involves risk, including the possible loss of principal.
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