LutHER KING CAPITAL MANAGEMENT
301 COMMERCE STREET, SUITE 16800
ForT Worm, Texas 7elo02
817/332-2235
MEmO 81 7/420-6256  rax 817/332-4830

July 20, 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 June 30, 2019. 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.

The stock market strength exhibited in the first quarter extended into the second after a brief
corrective phase. The areas of concern that disrupted the stock market during the fourth quarter of
last year; the potential for higher interest rates, concerns around corporate profit growth, and
trade/tariff issues shifted toward more positive aspects including the continued benefits from the
2017 tax bill and confidence in sustainability of low inflation. While trade issues continue to
concern investors and corporate profit growth expectations are being trimmed, the prospect of lower
interest rates through a proactive move by the Federal Reserve to increase economic growth has to
date trumped other issues.

While increased volatility in stock prices is never welcome, it is important to note that it is not
unique for pullbacks of 15% or more to occur without a recession developing, having occurred
eight times since World War II. We continue to believe stock valuations are reasonable as long as
corporate profit growth continues and inflation remains at current levels. After the recent rally,
investor focus appears to have shifted somewhat with China trade still an issue but investors have
also elevated election worries and the potential for higher taxes to their list of concerns.

In the later stages of a traditional economic expansion business, spending usually accelerates in
response to improved demand, increased capacity utilization, and tight labor markets, and
represents a primary incremental economic growth driver. The 2017 tax policy changes including
accelerated capital expenditure expensing and favorable foreign cash repatriation further encourage
investment. However, strained trade relations, U.S. dollar strength, domestic monetary policy
tightening during 2018, and broadly decelerating global growth all represent meaningful concerns
and may be delaying or possibly derailing positive corporate investment plans. The resolution of
these and a myriad of other crosscurrents will influence the direction of forward market returns but
for now, given our view of delays but unlikely cancellation of this spending, seem likely to elongate
this already record economic expansion.
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Additional thoughts regarding the economy and capital market environment are more fully
discussed in the “Second Quarter 2019 Review,” which is enclosed along with a copy of our
Privacy Notice, ADV Part 2A and Brochure Supplement. Please contact me if you have any
questions or comments regarding the enclosed material or our investment strategy.

Sincerely,

Paul W. Greenwell
Vice President-Principal

PWG/tlm
Enclosures

cc: Mr. Harold Carter
Mr. Don Clark
Ms. Amanda Johnson
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AAPL LANDMAN

INVESTMENT PORTFOLIOS
June 30, 2019
ASSET ALLOCATION

Market % of Fixed % of

Value Equities Portfolio Income Portfolio
$30,041,705 $ 22,062,794 73.4 $6,241,691 20.8

4,257,131 3,210,968 754 829,742 19.5

7,686,120 5,742,162 74.7 1,648,749 21.5

INVESTMENT PERFORMANCE*

SECOND QUARTER
Standard & Poor's
Total Portfolio Equities Only 500 Index
(04/01/19 - (04/01/19 - (04/01/19 -
06/30/19) 06/30/19) 06/30/19)
42 % 5.2 % 43
4.2 5.1 4.3
43 5.2 43

YEAR-TO-DATE

Equities Standard & Poor's

Total Portfolio  Only 500 Index
(01/01/19-  (01/01/19 - (01/01/19 -
06/30/19) 06/30/19) 06/30/19)
163 % 217 % 185 %
16.1 213 18.5
16.0 20.9 18.5

* Investment performance results are gross of investment management fees and include realized and
unrealized gains and losses and dividends and interest.



Luther King Capital Management

001193

Quarterly Statement

AAPL Operating Cash Custody
Quarterly Statement: 06/30/2019

This statement has been prepared by Luther King Capital Management and provides important information regarding your portfolio for the pericd indicated. We encourage
you to compare account statements that you receive from us with account statements that you receive from your custodian.

Please contact us at (817) 332-3235 if you are not receiving account statements directly from your custedian or if you have any questions regarding your account statement.
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Luther King Capital Management Reriod Endinig: 06/3072019:
001193
AAPL Operating Cash Custody

Summary of Investments

% of Total Est. Annual Current

Total Cost Market Value Portfolio Income Yield %
Cash Equivalents
CASH INSTRUMENTS 1,737,220.37 1,737,220.37 5.8 37,003 2.1
Total Cash Equivalents 1,737,220.37 1,737,220.37 5.8 37,003 2.1
Equities
COMMUNICATION SERVICES 577,271.80 894,891.20 3.0 25,500 2.8
CONSUMER DISCRETIONARY 1,744,700.12 3,403,506.00 1.3 57,076 1.7
CONSUMER STAPLES 605,326.74 831,028.50 2.8 23,294 2.8
ENERGY 1,506,139.07 1,231,903.00 4.1 45,344 3.7
FINANCIALS 1,785,281.77 2,911,683.00 9.7 82,886 2.8
HEALTH CARE 1,620,035.80 4,584,970.00 15.3 26,330 0.6
INDUSTRIALS 1,391,232.46 2,997,559.25 10.0 47,360 1.6
INFORMATION TECHNOLOGY 1,900,855.22 3,407,967.00 11.3 22,028 0.6
MATERIALS 1,065,524.03 1,769,130.00 59 29,040 1.6
Total Equities 12,196,367.01 22,032,637.95 73.3 358,859 1.6
Fixed Income
MUTUAL FUNDS - BONDS 6,093,175.11 6,241,690.64 20.8 137,306 2.2
Total Fixed Income 6,093,175.11 6,241,690.64 20.8 137,306 22
TOTAL INVESTMENTS $20,026,762.49 $30,011,548.96 99.9% $533,167 1.8%
Accrued Interest 0.00 0.0
Accrued Dividends 30,156.00 0.1
TOTAL PORTFOLIO $30,041,704.96 100.0%
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ECONOMY

The primary storyline for the first half of the year has been the abrupt change in the expected path of
interest rates. In December, the Federal Reserve was suggesting that the lack of inflationary pressure
within the economy was only transitory, and it stood ready to raise interest rates in order to battle
higher inflation. In fact, 15 of the 17 participants at the December 2018 Federal Reserve meeting
expected interest rates to rise by 0.50% in 2019. By March, the guidance for interest rates had fallen
to none and the market expectations today call for at least a 0.50% reduction in interest rates. The
expectation of an immediate reduction in interest rates stands in stark contrast to an annualized
economic growth rate of 3.1% in the first quarter before inflation and an unemployment rate that is the
lowest rate since 1969. The Federal Reserve appears to be responding to two very closely related
developments, the multi-front trade war and the collapse of inflation expectations, often a harbinger of

a general decline in global economic growth.

The administration is in various stages of considering and implementing trade tariffs on select goods
from China, Canada, Mexico, India, and the European Union. The Chinese trade negotiations have
rightly received a great deal of attention, and investors cannot accurately handicap the three most
likely outcomes of the talks. One possible outcome is that both sides concede that a trade war is not
winnable and ultimately reach an accord that includes modest concessions. This scenario remains our
base case, although we believe the administration is likely to wait until the Federal Reserve cuts
interest rates before declaring victory on trade. Second, it is possible that the trade war truce is
sustained and an additional 25% tariff on Chinese imports is not implemented. Finally, the trade war

could escalate and intensify its drag on domestic economic growth.

The greatest near-term peril for the economy is the escalation of trade barriers and the resulting impact
on global corporate supply chains. This dynamic, given enough momentum, could bring about a
negative supply shock to the economy which differs from previous economic downturns. Severe
recessions most often accompany the unwinding of speculative excess that was financed by too much
debt and caused either price inflation or asset inflation, or both, to soar. Such episodes result in a
prolonged hangover for the real economy, as the unnecessary investment activity which created the

economic boom and excess capacity ceases.




The housing bubble in the mid-2000’s and the technology bubble in the late 1990’s are both examples
of excessive investment. Workers that were employed in areas of the economy in which the
overinvestment took place were laid off, acting as a drag on consumer confidence and consumption.
The result is low interest rates and inflation for years, high unemployment, and slower economic

growth.

A large supply shock to the economy differs from an excessive investment boom because it does not
result in an investment overhang. For example, if trade with a particular country was sharply curtailed
due to higher tariffs, companies would adapt over time by relocating their supply chains. Consumers
would most likely have to cope with higher prices and product shortages near-term which would
negatively impact economic growth through lower consumption and would ultimately be deflationary
for the economy. However, the economy would not experience the long-term detrimental drag on

output that results from significant overinvestment and subsequent asset bubble burst.

CAPITAL MARKETS

Domestic bond yields fell in the first half of the year despite rising equity prices which continued to
make new highs. The equity market appears optimistic about the future of this record economic
expansion, whereas the bond market is acting increasingly nervous. The general order of capital
markets is for equity prices to rise when the economy is strong or showing signs of improvement
following a recession. That is partially because corporate profits are increasing, which leads to higher
stock prices. However, strong economic growth can eventually bring about inflationary pressures. In
response to concerns over rising inflation, bond investors demand higher interest rates to compensate
them for the corrosive effect of rising inflation which pushes down bond prices. From a macro
viewpoint, it is important for investors to monitor when stock and bond prices are moving in the same
direction. This trend can often be a leading indicator that an economic inflection point may be on the

horizon.

The historically unusual pattern of rising equity and bond prices (falling bond yields) has occurred

several times in the current bull market heralding the approach of an economic turndown. Yet in each

case, there was simply a temporary economic slowdown within a continued economic expansion.

Indeed, market cycles are much more frequent than economic cycles. This gives rise to one of the key

distinctions between “Main Street” and “Wall Street”. Main Street is descriptive of the real economy

in which consumer consumption represents roughly two-thirds of the economy, thereby diluting the
-3-







Now, we have the trade war crisis. If history is a guide, Treasury yields may continue their current

slide as it is rare for them to bottom before the first Federal Funds rate cut.

We forecast overall corporate profits will grow 3-5% for the year. The Information Technology,
Materials, and Energy sectors, which cumulatively represent 29% of the Standard & Poor’s 500 Index,
will likely each earn less this year than last. Earnings of semiconductor chip-related companies are
being negatively influenced by trade tariffs resulting in negative earnings growth for the group on a
year-over-year basis in 2019. Companies in the Energy sector are being negatively impacted by lower
average commodity prices this year compared to 2018. Finally, the Materials sector has been

adversely impacted by lower global economic growth as well as unfavorable agriculture conditions.

CONCLUSION

Over the past month, downside risks to the outlook for the U.S. economy have been building. Many
investors and business managers had anticipated a quicker resolution to trade issues than has
materialized. We are already seeing evidence of the trade war in recent economic data. Global
manufacturing was the weakest since 2012 in May, global export orders contracted for a ninth month,
and China’s economy lost momentum in April and May. One measure of overall global economic
health, The Global Economic Surprise Index, has been negative for 14 months, a streak unseen in the

index’s 16-year history.

The deteriorating economic readings and falling inflation expectations have compelled the U.S. and
European central banks to put capital markets on notice that they are now biased towards easing
monetary policy to sustain the economic expansion. In one sense, the Federal Reserve appears ready
to cut interest rates in response to low bond yields and market participants are pushing down bond
yields in anticipation of easier monetary policy. While the list of concerns remains quite long and
includes creating trade policy by tweet, BREXIT, and Iranian relations, our base case forecast is that

the economic expansion remains intact near-term, albeit at a slower pace.




FINANCIAL MARKET TOTAL RETURN*

Annualized Annualized Annualized

Six One Return Return Return
Second  Months Year Two Years Three Years Five Years
Quarter Ending Ending Ending Ending Ending
2019 06/30/19  06/30/19  06/30/19 06/30/19 06/30/19
Standard & Poor’s 500 Index 430% 1854%  10.42% 12.38% 14.19% 10.71%
Russell 2000 Index 2.10% 16.98% (3.31%) 6.62% 12.30% 7.06%
Value Line Composite Index 0.55% 14.01% (4.47%) 3.05% 7.25% 3.15%
Dow Jones Industrial Average 321%  15.40% 12.20% 14.23% 16.80% 12.29%
NASDAQ (OTC) Composite 3.88%  21.34% 7.81% 15.50% 19.66% 14.07%
Bloomberg Barclays Capital 2.5% 4.97% 6.93% 3.11% 1.99% 2.39%
Gov’t/Credit Intermediate
Bond Index

* Total Return Includes Income

Michael C. Yeager, CFA

July 5, 2019




