LuTHER KING CAPITAL MANAGEMENT
301 COMMERCE STREET, SUITE 1600
Fort WoRrTH, TEXAs 76102
817/332-3235
METRO B8 | 7/4296-6256 fax 817/332-4630

January 22, 2019

Ms. Melanie Bell
Executive Vice President
AAPL

800 Fournier Street

Fort Worth, TX 76102

Dear Melanie:

Enclosed with this letter you will find the American Association of Professional Landman investment appraisals
for the period ending December 31, 2018. This includes a listing of current holdings, recent transactions, asset
mix, dividends, and portfolio yield. The summary page following delineates pertinent financial data for each
portfolio.

Market volatility and concerns surrounding the health of the underlying economy increased as the year
progressed. Although the domestic economy may grow somewhat slower in 2019, we do not anticipate a
recession this year. With unemployment at historically low levels and wage growth outpacing inflation, the U.S.
consumer is healthy and consumer spending remains the primary driver of the domestic economy. A slower pace
of Federal Reserve interest rate hikes, continued tax policy benefits, and potential incremental fiscal policy
actions should support the underlying domestic economy.

The recent market correction has compressed valuations, which are now below historical levels when interest
rates and inflation levels are considered. At the portfolio level, we continue to be focused on high quality
competitively advantaged companies with healthy financial characteristics where we can comfortably be long-
term investors.

Additional thoughts regarding the economy and capital market environment are more fully discussed in the
attached “2018 Review” which is enclosed. Please contact me or any member of our team if you have any
questions or comments regarding the enclosed material or our investment strategy.

Sincerely,

Paul W. Greenwell
Vice President-Principal

PWG/tim
Enclosures
cc: Mr. Harold Carter

Mr. Don Clark
Ms. Amanda Johnson



AAPL Operating Cash Custody

AAPL Education Foundation Revocable
Trust

Landman Scholarship Trust

AAPL Operating Cash Custody

AAPL Education Foundation Revocable
Trust

Landman Scholarship Trust

AAPL LANDMAN

INVESTMENT PORTFOLIOS
December 31, 2018
ASSET ALLOCATION
Market % of Fixed % of
Value Equities Portfolio Income Portfolio
$25,139,400 $17,412,125 69.3 $5,949,379 23.7
3,669,712 2,552,561 69.6 790,883 21.6
6,629,442 4,675,103 70.5 1,571,535 23.7
INVESTMENT PERFORMANCE*
FOURTH QUARTER YEAR-TO-DATE
Standard & Poor's Equities Standard & Poor's
Total Portfolio Equities Only 500 Index Total Portfolio Only 500 Index
(10/01/18 - (10/01/18 - (10/01/18 - (©01/01/18 - (01/01/18 - (01/01/18 -
12/31/18) 12/31/18) 12/31/18) 12/31/18) 12/31/18) 12/31/18)
(123) % (16.9) % (13.5) % 4.3) % 6.5) % 4.4) %
(12.8) (17.3) (13.5) @.7n (7.2) 4.4)
(12.2) (16.4) (13.5) 4.3) 6.1) (4.4)

* [nvestment performance results are gross of investment management fees and include realized and
unrealized gains and losses and dividends and interest.
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Luther King Capital Management

001193

AAPL Operating Cash Custody

Period Ending: 12/31/2018

Summary of Investments

% of Total Est. Annual Current
Total Cost Market Value Portfolio Income Yield %
Cash Equivalents
CASH INSTRUMENTS 1,777,896.35 1,777,896.35 7.1 38,349 22
Total Cash Equivalents 1,777,896.35 1,777,896.35 71 38,349 2.2
Equities
COMMUNICATION SERVICES 191,817.20 457,725.40 1.8 0 0.0
CONSUMER DISCRETIONARY 1,721,769.68 2,909,248.00 11.6 50,158 1.7
CONSUMER STAPLES 605,326.74 698,148.00 2.8 22,497 3.2
ENERGY 1,506,139.07 1,290,931.75 5.1 43,706 34
FINANCIALS 1,898,610.57 2,840,101.50 11.3 89,260 3.1
HEALTH CARE 1,331,553.39 3,847,234.00 15.3 46,460 1.2
INDUSTRIALS 1,513,224.05 2,476,157.24 9.8 50,118 2.0
INFORMATION TECHNOLOGY 1,103,477.01 1,983,034.00 7.9 14,452 0.7
MATERIALS 506,852.75 885,810.00 3.5 15,120 1.7
Total Equities 10,378,770.46 17,388,389.89 69.2 331,771 1.9
Fixed Income
MUTUAL FUNDS - BONDS 6,022,945.99 5,949,379.43 23.7 174,333 29
Total Fixed Income 6,022,945.99 5,949,379.43 23.7 174,333 29
TOTAL INVESTMENTS $18,179,612.80 $25,115,665.67 99.9% $544,454 2.2%
Accrued Interest 0.00 0.0
Accrued Dividends 23,734.75 0.1
TOTAL PORTFOLIO $25,139,400.42 100.0%

Page 2 of 9
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Luther King Capital Management Period Ending: 12/31/2018
001194

AAPL Education Foundation Revocable Trust

Summary of Investments

% of Total Est. Annual Current

Total Cost Market Value Portfolio Income Yield %
Cash Equivalents
CASH INSTRUMENTS 326,267.11 326,267.11 89 7,038 2.2
Total Cash Equivalents 326,267.11 326,267.11 8.9 7,038 2.2
Equities
COMMUNICATION SERVICES 15,694.14 37,450.26 1.0 0 0.0
CONSUMER DISCRETIONARY 297,027.74 452,643.45 12.3 7,551 1.7
CONSUMER STAPLES 73,440.88 82,816.00 2.3 2,716 33
ENERGY 267,577.02 228,907.00 6.2 7,696 34
FINANCIALS 291,052.17 415,096.00 11.3 13,040 3.1
HEALTH CARE 247,570.78 579,291.00 15.8 7,807 1.3
INDUSTRIALS 238,973.81 325,828.00 89 7,168 22
INFORMATION TECHNOLOGY ' 186,626.24 305,178.00 8.3 2,512 0.8
MATERIALS 76,170.87 121,749.00 33 1,960 1.6
Total Equities 1,694,133.65 2,548,958.71 69.5 50,449 2.0
Fixed Income
MUTUAL FUNDS - BONDS 808,183.91 790,883.44 21.6 23,175 29
Total Fixed Income 808,183.91 790,883.44 21.6 23,175 29
TOTAL INVESTMENTS $2,828,584.67 $3,666,109.26 99.9% $80,662 2.2%
Accrued Interest 0.00 0.0
Accrued Dividends 3,602.75 0.1
TOTAL PORTFOLIO $3,669,712.01 100.0%

Page 2 of 9
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Luther King Capital Management

001195

Landman Scholarship Trust

Period Ending: 12/31/2018

Summary of Investments

% of Total Est. Annual Current
Total Cost Market Value Portfolio Income Yield %
Cash Equivalents
CASH INSTRUMENTS 382,804.80 382,804.80 5.8 8,257 2.2
Total Cash Equivalents 382,804.80 382,804.80 5.8 8,257 2.2
Equities
COMMUNICATION SERVICES 38,363.42 91,545.08 1.4 0 0.0
CONSUMER DISCRETIONARY 493,258.04 820,232.00 124 13,329 1.6
CONSUMER STAPLES 174,166.95 195,064.00 2.9 6,376 33
ENERGY 454,477.18 390,062.25 59 13,806 35
FINANCIALS 504,119.25 765,472.32 11.5 23,326 3.0
HEALTH CARE 416,165.88 1,047,772.50 15.8 14,055 1.3
INDUSTRIALS 404,145.01 593,563.62 9.0 13,147 2.2
INFORMATION TECHNOLOGY 297,457.06 543,390.00 8.2 4,056 0.7
MATERIALS 129,648.06 221,481.00 33 3,848 1.7
Total Equities 2,911,800.85 4,668,582.77 704 91,943 2.0
Fixed Income
MUTUAL FUNDS - BONDS 1,654,262.01 1,571,534.94 23.7 46,050 29
Total Fixed Income 1,654,262.01 1,571,534.94 23.7 46,050 29
TOTAL INVESTMENTS $4,948,867.66 $6,622,922.51 99.9% $146,250 2.2%
Accrued Interest 0.00 0.0
Accrued Dividends 6,519.75 0.1
TOTAL PORTFOLIO $6,629,442.26 100.0%
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Chairman Powell stated, “Interest rates are still accommodative, but we’re gradually moving to a place
where they will be neutral.” He added, “We may go past neutral, but we’re a long way from neutral at
this point, probably.” This statement by Chairman Powell was widely interpreted by the capital
markets as an indication that not only was the Federal Reserve committed to its current pace of
monetary tightening, but we were likely well short of the terminal Federal Funds rate for this monetary

tightening cycle, which significantly contributed to the fourth quarter equity market decline.

A persistent theme of 2018 was the flattening of the yield curve, or the narrowing of the rate of interest
the government pays on short-term versus long-term debt obligations. The flattening has been the
result of the Federal Reserve raising interest rates on the short end, while rates at the long end
decline. Long-term rates generally reflect investors’ expectation for long-term economic
growth. Therefore, lower rates at the long end of the curve are emblematic of softening investor
optimism for future growth. The yield differential between the 1-year Treasury bill and the 10-year
Treasury note shrunk to 0.08% by the end of 2018 from 0.66% at the beginning of year. With the
yield curve nearly flat, it is difficult to gauge whether or not it will invert. This inversion will depend
in part on whether the Federal Reserve pursues multiple interest rate hikes this year. There has been
quite a bit of deliberation over whether the Federal Reserve would intentionally invert the yield curve
by raising short-term rates. There are two important considerations with regard to the yield curve.
First, although the yield curve has historically been a reliable indicator of recessions, it does not
necessarily cause a recession. For example, the curve inverted in the mid-1960’s without a follow-on
recession because the Federal Reserve quickly reversed its course. Second, a yield curve inversion
does not suggest a recession is on the immediate horizon. The indicator has led the past nine
recessions between six and twenty-four months. It is natural for the yield curve to flatten late in an
economic cycle; however, other recessionary gauges show little signs of near-term recession

probability.

The decline in the equity market during the last month of 2018 was similar to the drawdown in early
2016 when concerns about a weakening Chinese economy roiled global markets. At the time, the
domestic economy was teetering on the brink of a recession, which prompted the Fed to postpone rate
hikes. In contrast, the Federal Reserve increased its target Federal Funds interest rate a fourth time in
2018 just as concerns of slowing economic growth - both at home and abroad - began to intensify. As
a result, December 2018 was a historically difficult month for the Standard & Poor’s 500 Index, which

declined 9.0%, its worst December performance since 1931.

As we have in prior fourth quarter reviews, we have included a compendium of economic and market

related charts.
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2019 OUTLOOK

Our baseline expectation for 2019 is for lower economic growth compared to 2018, driven by slowing
global growth, tighter monetary policy, and a weakening manufacturing outlook. However, the odds
of a recession in 2019 remain low as the underpinnings of the economy, such as employment, credit
availability, capital expenditures, and consumer spending, all remain supportive of economic
expansion. In sum, we anticipate good but not great economic growth. Capital markets are forward
looking and often amplify anticipated changes in economic activity through corporate earnings
estimates and Price/Earnings multiples. As a result, the downshift of real economic growth from 3.0%
year-over-year to a more modest rate of around 2.0 — 2.5% for 2019 is part of what buffeted capital
markets during the fourth quarter of 2018. Moreover, asset allocation shifts, many computer driven,
occurred as fixed income instruments with higher yields provided an attractive alternative to volatile

stocks.

The Federal Reserve will likely play a pivotal role in the trajectory of the economy over the next
several quarters. The risk of a monetary policy error still remains, but it has been mitigated by
Chairman Powell’s recent comments that the Federal Reserve is aware of market and economic
conditions. If an error in monetary policy is made, it will likely occur in one of two forms. First, the
Federal Reserve overtightens, pushing monetary policy well into restrictive territory. In this scenario,
inflation expectations would fall along with long-term bond yields, resulting in an inverted yield
curve. This policy error was the chief concern in the fourth quarter of last year, particularly following
the December interest rate hike. The second form of a monetary policy error would be an inverse of
the first. In this case, the economy is stronger than anticipated; however, the Federal Reserve slows its
pace of monetary tightening. Inflation would likely accelerate, moving well above 2.0% and inflation
expectations would rise even faster. The Federal Reserve would then recognize it had underestimated
the neutral rate of interest and signal further tightening with a very hawkish tone, possibly even raising

rates by 0.5% at an FOMC meeting. This second alternative is unlikely in our view.

Our base case is that the Federal Reserve correctly gauges the potential for slower global economic
growth against the backdrop of tightening monetary conditions, as both the Federal Reserve and the
European Central Bank continue to allow securities on their balance sheets to mature without being
replaced. In this scenario, the Federal Reserve will slow its current pace of monetary tightening. Asa
result, the Federal Reserve will likely raise interest rates twice in 2019, compared to market
expectations for four hikes as recently as the third quarter of last year. The yield curve would remain
fairly flat and possibly invert. However, the outcome would be akin to the 1965 monetary tightening

cycle when the central bank was attempting to normalize interest rates as spending on the Vietnam
-6-




War expanded. The yield curve inverted in December of 1965 and the Federal Reserve continued to
raise interest rates through November 1966 with a hawkish view due to unemployment, similar to the
situation today. Stocks fell into a bear market in 1966, declining 22% from peak-to-trough without an
accompanying recession. The Federal Reserve started easing monetary policy in December of 1966,
after which the equity markets rallied. We see many similarities with this episode of monetary policy,

capital market response, and economic activity in today’s environment.

The Federal Reserve’s goal is to achieve what is sometimes referred to as an economic “soft landing”
as opposed to a “hard landing”, or recession. Monetary policy is a relatively blunt instrument. Taking
the appropriate course of action at the correct time in order to slow the economy just enough to
prevent overheating and financial excesses, while not triggering a contraction in economic activity, is
quite challenging. This challenge is precisely why investors are currently hyper-focused on the
statements and policy making tone of the Federal Reserve. From 1994 to 1995 the central bank
doubled interest rates to 6.0% and succeeded in slowing economic growth and reducing inflation. The
issue today compared with the mid-1990’s is that the employment market is extremely tight, although
recent data suggest more people are reentering the workforce. Therefore, slowing economic growth
today could result in rising unemployment compared to the mid-1990’s soft landing when

unemployment stabilized around 5.5%.

A lack of a resolution on tariffs, particularly related to China, will remain in sharp focus for investors
in 2019. Clearly the most positive resolution would be a more equitable tariff scheme with open
markets. The much less palatable alternative is rising protectionism, where countries escalate tariffs in
progressive stages. This scenario projects rising raw material costs, supply chain disruptions, just-in-
time manufacturing delays, and loss of end markets. We remain optimistic that the Administration
will work to ameliorate trade concerns if it becomes evident that the lack of clarity around a trade
framework begins to materially dent current economic activity. The uncertainty surrounding tariffs

may well be the antecedent of recent weak manufacturing data in both the United States and China.

Consumer consumption represents roughly 70% of the U.S. economy, and the health of the consumer
remains good. Employment is the bedrock of consumer spending, and the unemployment rate of 3.7%
in November remains at cycle lows. Consumer confidence dimmed slightly in November and
December of last year, following a cycle peak in October. The ratio of household debt to disposable
income remains just below 100% and well below the 134% peak in December of 2007. In addition,
tax refunds should be higher in 2019 compared with 2018 for most income tax filers. For the 2017
filing year, the IRS reported that 78% of the 101.1 million tax returns processed resulted in a refund
that averaged $2,864 per refund. The total amount of tax payments refunded for the 2017 filing year

was $226.6 billion and incremental refund estimates for 2018 based on the new tax schedule are $40 —
-7-




$60 billion. The positive consumer outlook is a key reason that we view the likelihood of a recession

to be remote over the following year.

Exceptionally strong corporate earnings growth of over 22% in 2018, fueled in part by lower corporate
tax rates, was offset by significant Price/Earnings multiple compression. At the beginning of 2018, the
Standard & Poor’s 500 Index traded for 20.1X trailing earnings. In contrast, the market currently sells
for 15.4X trailing earnings. This 23% decline in the multiple that investors were willing to pay for
earnings perfectly paced the level of multiple contraction in the last prolonged period of monetary
tightening in 2004 — 2006. In essence, the market priced in a full Federal Reserve tightening cycle in
2018. Despite slowing international and domestic economic growth, we remain constructive on the
U.S. equity market for 2019. It is rare for the equity market to fall in two or three consecutive years,
having occurred only twice since World War II: 1973 — 1974 and 2000 — 2002. The capital markets
are likely to continue to display characteristics of a late cycle economy. However, the fundamental
underpinnings of the economy continue to point to the current expansion becoming the longest in
modern history by this summer. Finally, as we enter 2019 investors will be challenged to navigate a
litany of issues whose outcome has the potential to significantly impact the economy both positively
and negatively. The current government shutdown, China trade tariffs, Mueller Investigation findings,

and Brexit are but a few of the items to be carefully watched.

FINANCIAL MARKET TOTAL RETURN*

Annualized Annualized Annualized

Six One Return Return Return
Fourth Months Year Two Years Three Years Five Years
Quarter Ending Ending Ending Ending Ending
2018 12/31/18 12/31/18 12/31/18 12/31/18 12/31/18
Standard & Poor’s 500 Index (13.52%) (6.85%) (4.38%) 7.93% 9.26% 8.49%
Russell 2000 Index (20.20%) (17.35%) (11.01%) 1.00% 7.36% 4.41%
Value Line Composite Index (18.52%) (16.21%) (14.27%) (1.44%) 4.00% 1.31%
Dow Jones Industrial Average  (11.31%) (2.77%) (3.48%) 11.20% 12.94% 9.70%
NASDAQ (OTC) Composite (17.28%) (11.14%) (2.81%) 12.27% 11.16% 11.06%
Bloomberg Barclays Capital 1.65% 1.87% 0.88% 1.51% 1.70% 1.86%
Gov’t/Credit Intermediate
Bond Index

* Total Return Includes Income

Michael C. Yeager, CFA
January 3, 2019




