LuTHER KING CAPITAL MANAGEMENT
301 CoMMERCE STREET, SUITE 1600
ForT WortH, Texas 76102
817/332-3235

METRO 8 1 7/429-6256 FAX B17/332-4630

January 21, 2025

Mrs. Le'Ann Callihan

Executive Vice President and COO
AAPL

800 Fournier Street

Fort Worth, TX 76102

Dear Le'Ann:

Enclosed with this letter you will find the American Association of Professional Landman investment appraisals
for the period ending December 31, 2024. 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 Federal Reserve has begun to lower the Federal Funds rate for the first time in three years, while longer-term
interest rates increased as inflation remains above targets. Investors appreciated the absence of a contested
presidential election and equity prices increased in the quarter. The prospects of a more business-friendly federal
government, the potential for lower corporate taxes, and sustained broad economic growth, fueled long-term
optimism and raised stock valuations near record levels. Although there have been brief periods during the last
two years when stock market breadth broadened, it remains a historically concentrated market.

Given the increase in equity valuations in a period of higher long-term interest rates it is probable this optimism
may be tested at some period in 2025. We anticipate company managements will likely remain cautious even as
recent economic data suggests that some of the weaker segments of the economy may be improving. The
geopolitical backdrop remains tense and unpredictable with numerous unresolved issues and as a result we
continue to focus on equity holdings with strong financial characteristics at reasonable valuations.

Additional thoughts regarding the economy and capital market environment are more fully discussed in the
“Fourth Quarter 2024 Review,” which is enclosed. Please contact me if you have any questions or comments

regarding the enclosed material or our investment strategy.

Sincerely,

T

/

Paul W. Greenwell
Vice President-Principal

PWG/tIm
Enclosures

cc: Mr. Harold Carter
Mr. Don Clark
Ms. Tracy Ford



AAPL Operating Cash Custody

AAPL Education Foundation Revocable Trust

Landman Scholarship Trust

NAPE Expo Charities Fund

AAPL Operating Cash Custody

AAPL Education Foundation Revocable Trust

Landman Scholarship Trust

NAPE Expo Charities Fund

AAPL LANDMAN

INVESTMENT PORTFOLIOS
December 31, 2024
ASSET ALLOCATION
Market % of Fixed % of
Value Equities Portfolio Income Portfolio
$ 37,247,283 $27,831,813 74.7 $7,701,997 20.7
5,366,435 4,105,722 76.5 937,077 17.5
9,903,432 7,563,610 76.4 1,758,058 17.8
2,031,194 1,470,504 72.4 433,633 21.3
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
(10/01/24 - (10/01/24 - (10/01/24 - (01/01/24-  (01/01/24 - (01/01/24 -
12/31/24) 12/31/24) 12/31/24) 12/31/24) 12/31/24) 12/31/24)
(0.1) % 0.1 % 24 % 11.7 % 146 % 25.0 %
0.4 0.8 24 13.1 16.7 25.0
0.3 0.6 24 12.6 15.8 25.0
(0.3) 0.2) 24 11.1 13.9 25.0

* 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: 12/31/2024

This statement has been prepared by Luther King Capital Management and provides important information regarding your portfolio for the period 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 custodian or if you have any questions regarding your account statement.
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Luther King Capital Management Period Ending: 12/31/2024
001193
AAPL Operating Cash Custody

Summary of Investments

% of Total Est. Annual Current

Total Cost Market Value Portfaolio Income Yield %
Cash Equivalents
CASH INSTRUMENTS 1,713,473.35 1,713,473.35 46 75,393 4.4
Total Cash Equivalents 1,713,473.35 1,713,473.35 4.6 75,393 4.4
Equities
COMMUNICATION SERVICES 161,274.90 1,405,266.00 38 5,920 0.4
CONSUMER DISCRETIONARY 944,019.62 3,130,723.00 8.4 35,968 11
CONSUMER STAPLES 1,465,834.09 1,892,312.00 5.1 64,805 34
ENERGY 1,891,575.78 2,356,196.00 6.3 100,103 4.2
FINANCIALS 720,841.60 1,749,940.00 47 38,720 2.2
HEALTH CARE 2,211,596.81 5,134,018.00 13.8 47,940 0.9
INDUSTRIALS 1,737,727.38 3,255,874.00 8.7 44,496 1.4
INFORMATION TECHNOLOGY 1,918,440.64 6,990,330.00 18.8 25,998 0.4
MATERIALS 1,639,392.52 1,898,608.00 5.1 26,144 1.4
Total Equities 12,690,703.34 27,813,267.00 74.7 390,094 1.4
Fixed Income
MUTUAL FUNDS - BONDS 7,906,266.19 7,701,997.34 20.7 313,507 4.1
Total Fixed Income 7,906,266.19 7,701,997.34 20.7 313,507 4.1
TOTAL INVESTMENTS $22,310,442.88 $37,228,737.69  100.0% $778,994 2.1%
Accrued Interest 0.00 0.0
Accrued Dividends 18,545.50 0.0
TOTAL PORTFOLIO $37,247,283.19  100.0%
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Luther King Capital Management

001194

Quarterly Statement

AAPL Education Foundation Revocable Trust
Quarterly Statement: 12/31/2024

This statement has been prepared by Luther King Capital Management and provides important information regarding your portfolio for the period 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 custodian or if you have any questions regarding your account statement.
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Luther King Capital Management Period Ending: 12/31/2024
001194
AAPL Education Foundation Revocable Trust

Summary of Investments

% of Total Est. Annual Current

Total Cost Market Value Portfaolio Income Yield %
Cash Equivalents
CASH INSTRUMENTS 323,636.49 323,636.49 6.0 14,240 4.4
Total Cash Equivalents 323,636.49 323,636.49 6.0 14,240 4.4
Equities
COMMUNICATION SERVICES 15,694.14 136,706.40 25 576 0.4
CONSUMER DISCRETIONARY 177,285.30 505,087.60 9.4 5,670 11
CONSUMER STAPLES 210,711.86 258,127.00 4.8 9,278 36
ENERGY 303,401.26 384,795.00 7.2 16,318 4.2
FINANCIALS 108,515.64 262,491.00 49 5,808 2.2
HEALTH CARE 254,434.40 686,902.75 12.8 6,168 0.9
INDUSTRIALS 283,689.87 493,964.00 9.2 6,664 1.3
INFORMATION TECHNOLOGY 334,433.28 1,110,224.00 20.7 4,308 0.4
MATERIALS 232,086.36 264,377.50 49 3,730 1.4
Total Equities 1,920,252.11 4,102,675.25 76.5 58,519 1.4
Fixed Income
MUTUAL FUNDS- BONDS 967,257.17 937,076.73 17.5 38,143 41
Total Fixed Income 967,257.17 937,076.73 17.5 38,143 41
TOTAL INVESTMENTS $3,211,145.77 $5,363,388.47 99.9% $110,902 2.1%
Accrued Interest 0.00 0.0
Accrued Dividends 3,046.75 0.1
TOTAL PORTFOLIO $5,366,435.22 100.0%
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Luther King Capital Management

001195

Quarterly Statement

L andman Scholarship Trust
Quarterly Statement: 12/31/2024

This statement has been prepared by Luther King Capital Management and provides important information regarding your portfolio for the period 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 custodian or if you have any questions regarding your account statement.
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Luther King Capital Management Period Ending: 12/31/2024
001195
Landman Scholar ship Trust

Summary of Investments

% of Total Est. Annual Current

Total Cost Market Value Portfaolio Income Yield %
Cash Equivalents
CASH INSTRUMENTS 581,764.38 581,764.38 5.9 25,598 4.4
Total Cash Equivalents 581,764.38 581,764.38 5.9 25,598 4.4
Equities
COMMUNICATION SERVICES 38,363.42 334,171.20 34 1,408 0.4
CONSUMER DISCRETIONARY 242,361.11 791,740.00 8.0 8,898 11
CONSUMER STAPLES 419,313.40 536,646.00 5.4 18,803 35
ENERGY 537,962.18 680,291.00 6.9 28,801 4.2
FINANCIALS 194,821.40 481,435.00 49 10,720 2.2
HEALTH CARE 415,150.66 1,217,268.00 12.3 11,366 0.9
INDUSTRIALS 476,710.91 863,029.00 8.7 10,748 1.2
INFORMATION TECHNOLOGY 557,505.01 2,117,463.25 21.4 8,343 0.4
MATERIALS 477,646.45 536,355.00 5.4 7,424 1.4
Total Equities 3,359,834.54 7,558,398.45 76.3 106,510 1.4
Fixed Income
MUTUAL FUNDS- BONDS 1,860,992.92 1,758,057.54 17.8 71,561 41
Total Fixed Income 1,860,992.92 1,758,057.54 17.8 71,561 4.1
TOTAL INVESTMENTS $5,802,591.84 $9,898,220.37 99.9% $203,669 2.1%
Accrued Interest 0.00 0.0
Accrued Dividends 5,212.00 0.1
TOTAL PORTFOLIO $9,903,432.37 100.0%
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Luther King Capital Management

009336

Quarterly Statement

NAPE Expo Charities Fund
Quarterly Statement: 12/31/2024

This statement has been prepared by Luther King Capital Management and provides important information regarding your portfolio for the period 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 custodian or if you have any questions regarding your account statement.
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Luther King Capital Management Period Ending: 12/31/2024
009336
NAPE Expo Charities Fund

Summary of Investments

% of Total Est. Annual Current

Total Cost Market Value Portfaolio Income Yield %
Cash Equivalents
CASH INSTRUMENTS 127,056.98 127,056.98 6.3 5,501 4.4
Total Cash Equivalents 127,056.98 127,056.98 6.3 5,591 4.4
Equities
COMMUNICATION SERVICES 11,506.00 37,860.00 1.9 160 0.4
CONSUMER DISCRETIONARY 96,015.76 154,715.40 7.6 1,824 12
CONSUMER STAPLES 126,686.89 126,772.00 6.2 4,409 35
ENERGY 127,118.40 139,805.00 6.9 5871 4.2
FINANCIALS 45,096.00 78,707.00 3.9 1,728 2.2
HEALTH CARE 172,475.80 229,619.60 11.3 2,065 0.9
INDUSTRIALS 128,560.85 167,363.00 8.2 2,048 1.2
INFORMATION TECHNOLOGY 186,826.07 382,104.75 18.8 1,490 0.4
MATERIALS 140,469.41 152,488.00 75 2,142 14
Total Equities 1,034,755.18 1,469,434.75 72.3 21,737 15
Fixed Income
MUTUAL FUNDS - BONDS 437,280.91 433,633.08 213 17,651 4.1
Total Fixed Income 437,280.91 433,633.08 213 17,651 41
TOTAL INVESTMENTS $1,599,093.07 $2,030,124.81 99.9% $44,978 2.2%
Accrued Interest 0.00 0.0
Accrued Dividends 1,068.80 0.1
TOTAL PORTFOLIO $2,031,193.61  100.0%
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LKCM .
FUND S LKCM Fixed Ilégcgggg 31:“%;9

Fund Facts
CUSIP: 501885404 Investment Objective: The Fund seeks current income.
Ticker Symbol: LKFIX Managers: Joan M. Maynard, Scot C. Hollmann, CFA, Mark L. Johnson,
Inception Date: 12/30/1997 CFA
Minimum Investment: $2,000 Web: www.lkemfunds.com
Portfolio Turnover Rate* 25% Phone: 1-800-688-LKCM

LKCM Fixed Income Fund

. Returns as of 12/31/2024 Average Annual Total Returns

About The Adviser Expense Ratio since Incept
Luther King Capital Management Net' Gross 3 Month  YTD 1YR 3YR 5YR 10YR 12/30/97
Corporation was founded in 1979 and - : p 5 . . ; . . .
provides investment management services LKCM Fixed Income Fund 050% 081% -1.25% 3.06% 3.06% 0.70% 0.95% 1.72% 3.63%
to investment companies, employee bef\neflt Eloodmlbgrg Interm. Gov/Credit A160%  3.00% 3.00% -018% 086% 171%  3.79%
plans, endowments, foundations, pension ond Index
and profit sharing plans, trusts, estates, and Lipper Short Intermediate Invest.
high net-worth individuals. Grade Debt Funds Index 068% 441% 441%  148%  1.78% 204% 351%

Performance data quoted represents past performance and does not guarantee future results. The investment

Portfolio Managers return and principal value of an investment will fluctuate so that an investor's shares, when redeemed, may

Joan M. Maynard is the lead portfolio be worth more or less than their original cost. Fund performance current to the most recent month-end may be

manager of the LKCM Fixed Income lower or higher than the performance quoted and can be obtained by calling 1-800-688-LKCM. The fund imposes

Fund and oversees the investment team a 1.00% redemption fee on shares held less than 30 days, and if reflected, the fee would reduce the performance
shown.

responsible for the LKCM Fixed Income Fund. -
Ms. Maynard joined Luther King Capital Fiscal year to date from 01/01/2024 to 12/31/2024.

Management in 1986 and serves as Principal, Top Ten Holdings** Sector Weightings

Vice President and Portfolio Manager.

(% of Net Assets) "
. [ us. Government Sponsored Entities 22.2%
Scot C. Hollmann, CFA, is a member of the United States Treasury Note/Bond 4.13% 11/15/32 2.99% B industrials 12.0%
investment team reponsible for the LKCM Intuit Inc 5.20% 09/15/33 2.71% Il Health C 1'1 59
Fixed Income Fund. Mr. Hollmann joined Emerson Electric Co 3.15% 06/01/25 2.69% ealth Lare 11.97 ]
Luther King Capital Management in 1983 Kinder Morgan Inc 5.20% 06/01/33 2.58% I Goverment Bonds 10.9%
and serves as Principal, Vice President and L3Harris Technologies Inc 5.40% 07/31/33 1.99%  [E Information Technology 10.7%
Portfolio Manager. Danaher Corp 3.35% 09/15/25 1.97%  []Energy9.1%
: Trimble Inc 6.10% 03/15/33 1.87% [ Consumer Discretionary 5.1%
!\/Iark L. Johnson, CFA, |s.a member of the ONEOK Inc 6.05% 09/01/33 1.86% [ Communication Services 5.1%
|n.vestment team responsible for the LKCM Tractor Supply Co 525% 05/15/33 1.81% - Financials 4.3%
el ezl e LiE el el Federal Home Loan Banks 4.00% 04/14125 1.80% Real Estate 2.5°
Luther King Capital Management in 2002 [ Real Estate 2.5%
and serves as Principal, Vice President and **Excludes Cash and Equivalents. [ Materials 2.4%
Portfolio Manager. The composition of the Fund’s holdings and sector weightings [ Consumer Staples 2.4%
are subject to change and are not recommendations to buy [ Money Market Funds 1.1%
or sell any securities. [ Utilities 0.7%
Fixed Income Quality Distribution Portfolio Composition
(% of Net Assets as of 12/31/24) (% of Net Assets)
Contact us at A 21.3%  Fixed Income 97.9%
AA 46%  Cash Equivalents 2.1%
1-800-688-LKCM A 32.8% ! °
www.lkemfunds.com BB 1.5%
BBB 37.7%
Non-Rated 0.0%

The fixed income quality distribution uses the Standard and Poor’s scale. Bond ratings are expressed as letters ranging from
‘AAA, which is the highest grade, to ‘C’ (‘junk”), which is the lowest grade.

The Funds’ investment objectives, risks, charges, and expenses must be considered carefully before investing. The Funds’ summary and statutory
prospectuses contain this and other important information about the Funds. Please read the summary and statutory prospectuses carefully before
investing. To obtain a hardcopy, please call 1-800-688-LKCM. Read carefully before investing.

Investments in debt securities typically decrease in value when interest rates rise. This risk is usually greater for longer-term debt securities.

"Expense ratios above are as of December 31, 2023, the Fund’s prior fiscal year end, as reported in the Fund’s current prospectus. Luther King Capital Management has contractually agreed to
waive all or a portion of its management fee and/or reimburse the Fund through May 1, 2025 to maintain designated expense ratios. Investment performance reflects fee waivers in effect. In the
absence of such waivers, total return would be reduced. Investment performance for the last quarter is based upon the net expense ratio.

The Bloomberg U.S. Intermediate Government/Credit Bond Index is an unmanaged market value weighted index measuring both the principal price changes of, and income provided by, the
underlying universe of securities that comprise the index. The Lipper Short Intermediate Investment-Grade Debt Funds Index is an unmanaged index generally considered representative of short
intermediate investment grade mutual funds tracked by Lipper, Inc. You cannot invest directly in an index.

The Fund is distributed by Quasar Distributors, LLC.



LUTHER KING CAPITAL MANAGEMENT
FOURTH QUARTER 2024 REVIEW

LOOKING BACK AT 2024

Key capital market themes for the past year include resilient economic growth, a strong labor market,
sticky inflation, a monetary policy pivot, and elevated fiscal spending. Despite entering 2024 with tight
monetary policy, the U.S. economy showed surprising strength, with Gross Domestic Product (GDP)
growth exceeding expectations, supported by robust consumer spending and industrial output. The labor
market remained tight, with historically low unemployment and steady wage gains, though signs of
cooling emerged later in the year. Inflation, while declining from its peak, proved stubbornly high in core
categories, prompting policymakers to rethink the path of future interest rate cuts. Meanwhile, torrential

fiscal spending added complexity to the economic landscape.

In the first quarter, real GDP expanded at an annualized rate of 1.6%, below many forecasts. The
significant drivers of below-forecast growth were foreign trade and inventories, which clipped growth by
nearly 1.5%. Real GDP growth accelerated to 3.0% in the second quarter, driven by strong consumer
spending and resilient business investment, as businesses began to rebuild inventories after drawdowns in
the first quarter. The momentum continued into the third quarter, with real GDP posting a 3.1% annualized
gain as inflation pressure moderated and the Federal Reserve reduced interest rates for the first time this
cycle. Consumer spending surged at a 3.7% pace in the third quarter, the fastest in 18 months, which

likely persisted into the final quarter of 2024.

A strong labor market continued to fuel the economic expansion in 2024. Even as business hiring
moderated, the unemployment rate remained at only 4.2% through November, though marginally higher
than 3.7% at the end of 2023. The imbalance between job openings and available work has recently
narrowed, signaling a more balanced labor market. There were 7.7 million job openings in October,

compared to 7.1 million unemployed individuals. Importantly, wage growth exceeded the inflation rate

for the past year. LKC M
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Inflation moderated through the first three quarters of 2024 but remained persistent in key sectors and
above the Federal Reserve’s 2.0% target. The central bank’s preferred inflation gauge, Personal
Consumption Expenditures, showed inflation falling to 2.4% through November, down from 2.7% at the
start of the year. On a 12-month basis, goods prices have fallen 0.4%, but services have risen 3.8%,

maintaining the elevated core inflation.

The Federal Reserve shifted its monetary policy stance in 2024. Prior to September 2024, the central bank
was focused on reducing inflation with its corollary impact of reducing economic growth, raising interest
rates from nearly 0% to 5.5%, and holding them there for over a year. However, the Federal Reserve
implemented a 0.50% interest rate cut in September, followed by additional 0.25% cuts in November and

December.

In 2024, we saw another year of significant federal deficit spending, adding to already mounting federal
debt. Conventionally, federal budgets should be counter-cyclical, meaning government spending rises in
times of economic lethargy and falls in times of economic plenty. Therefore, the counter-cyclical nature
of budgets should resemble the rise and fall of unemployment. Indeed, over the past half-century, deficits
averaged 2.4% of GDP when unemployment was low (less than 6.0%) compared to 5.0% deficit spending
when unemployment was high. Although the unemployment rate averaged 4.0% in 2024, the deficit

totaled 6.7% of GDP. U.S. fiscal policy has become procyclical.

Deficit spending increased federal debt held by the public from 35% of GDP in 2007 to 99% at the end of
the government’s 2024 fiscal year. Much of this resulted from the 2008-09 Global Financial Crisis and
from the pandemic. The heavy borrowing did not apply upward pressure on bond yields because inflation
was very low. However, given the recent bout of inflation and concurrent higher interest rates, deficit
spending will likely remain elevated for the next several years due partly to interest expense, which now

exceeds the largest discretionary budget item, defense spending.

Moderating inflation, strong corporate earnings growth, and expectations of interest rate cuts from the
Federal Reserve generated a tailwind for the U.S. equity market. The Standard & Poor’s 500 Index
returned 25.0% in 2024. However, stock market concentration has been the greatest in 60 years, with just
a few technology stocks driving most of the index returns. As a market capitalization-weighted index, the
eight largest companies (Apple, NVIDIA, Microsoft, Amazon.com, Meta Platforms, Tesla, Alphabet, and
Broadcom) in the Standard & Poor’s 500 Index represent 36.0% of the index and accounted for 58.9% of

the return in 2024, as illustrated on the following page.
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Contribution to Standard & Poor's 500 Index 2024 Return

NVIDIA
21.7%

Other 492
41.1%

Apple 8.0%

Amazon.Com
6.1%

Meta Platforms
5.3%

0,
Tesla 3.5% Alphabet 5.2%

Microsoft
3.9% Broadcom 5.2%

Source: Refinitiv, LKCM

The market return for 2024 would have been 14.7% without the contribution of the eight largest stocks in
the Standard & Poor’s 500 Index, similar to the Dow Jones Average return of 15.0%. If the Standard &
Poor’s 500 Index were equally weighted, the return would have been 13.0% for 2024.

Two pivotal events have driven the sharp rise in market concentration since 2020. First, during the
pandemic, investors were initially drawn to companies with strong balance sheets, high recurring revenue
streams, and solid cash flow. These characteristics were present in many technology companies, which
were also beneficiaries of “work-from-home.” Then, in 2023, the same mega-capitalization companies
benefited from a new wave of innovation: generative Al. The launch of ChatGPT ignited global interest,

spurring a surge of investment in infrastructure necessary to support large language models.

In the past, a steep rise in market concentration and narrow leadership has always reversed, with the

Standard & Poor’s 500 Equal Weight Index outperforming the market cap-weighted index. For example,
-3-




following the prior period of market concentration in 1998 and 1999, the Standard & Poor’s 500 Equal
Weight Index outperformed its market-cap-weighted brethren in each of the ensuing seven years. We
would anticipate a similar pattern again this cycle. There is no specific concentration level that equity
indices should naturally gravitate toward because market valuations are ultimately tied to economic
fundamentals. Over the long-term, it becomes difficult for companies to defend outsized economic profits

sustainably.

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

charts.
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Number

Unemployment Rate & Initial Jobless Claims
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Dollars per Barrel (30-Day Moving Average)

U.S. Oil Production & Spot Oil Price: West Texas Intermediate
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U.S. Treasury Rates & Federal Funds Rate

6%

5%

4%

3%

2% -

1%

0%
SIS S SN R A I I N SN IEN S TN

RN SN RN RN RN RN s s
R R R e s S RS

T

ederal Funds Rate

— 30-Year Treasury e 10-Year Treasury — 2-Y ear Treasury —

Source: Board of Governors of the Federal Reserve System

Consumer Price Index for All Urban Consumers: All Items
Consumer Price Index for All Urban Consumers:
All Items Less Food & Energy

16

A
BoW/A

Percent Chg. From Year Ago

o] |~
CPI e CP| - Excluding Food & Energy
-4
A G R B R N TP AR AN~ S B SR P P\ ORI A S
& & %04 Y.,Q* e Qg,o > Qé’ §g&\ o° @“&‘ ?9% & & %04 ?.Q'” %o“

Source: U.S. Department of Labor: Bureau of Labor Statistics




Standard & Poor’'s 500 Index
2024 Sector Performance (Total Return)

Source: LSEG Data & Analytics

LOOKING AHEAD TO 2025

The buoyant equity market following the November elections echoed the enthusiasm surrounding
President Trump’s first term, reflected in record U.S. equity inflows during the final quarter of 2024.
Following the 2017 inauguration, investor enthusiasm for policies, including the Tax Cuts and Jobs Act,
led to a self-fulfilling cycle of rising equity prices, tightening credit spreads, and declining equity market
volatility. However, this period of exuberance unwound in 2018 amid a surge in option-related volatility,
trade war headlines, and a hawkish Federal Reserve. These key themes from 2018 may similarly impact

the economy and equity market this year.

A surge in options activity precipitated a 4.1% one-day decline in the Standard & Poor’s 500 Index in
February 2018 following an extended period of historically low equity market volatility. While we may
not see the exact replay of that experience, the market has recently enjoyed a period of historically low
volatility at a time when investment flows into levered ETFs and zero-day options have reached record
levels. We believe low equity market volatility over the past twelve months will likely revert to historical
levels in the coming year. Investors have enjoyed sanguine markets primarily because of the expectation
in the first part of 2024 that the Fed would cut interest rates in response to disappointing economic data.
This created a unique market environment in which “bad” economic news was “good” news for the stock
market. To the extent that much good news is now priced into the equity market, any market sell-off could

be amplified by the recent increased investment in leveraged investments.




In 2018, global financial markets were blindsided by the Trump Administration’s decision to launch a
trade war with China and multiple U.S. allies. President-elect Trump made tariffs a cornerstone of his
reelection bid. It is reasonable to assume that tariffs will be a primary tool of the administration’s playbook
of “escalating to de-escalate” negotiations to extract concessions. In Trump’s ideal scenario, tariffs will
offset lower tax revenues and prevent the federal deficit from widening. However, tariffs only raised $84
billion in customs duties in the fiscal year that ended in September 2024, representing 1.6% of total federal
receipts. This compares to tax revenues from individual income ($4.9 trillion, 49%), payrolls ($1.7
trillion, 34%), and corporations ($530 billion, 11%). We are optimistic that tariffs can protect key national
security and economic industries. However, we believe it is unlikely that tariffs can raise meaningful
amounts of revenue to blunt the burgeoning deficit. Details related to these potential policy shifts are in

short supply, which increases the potential for an unexpected policy shock.

The third parallel 2025 may hold with 2018 is the recently hawkish Federal Reserve. The Federal Funds
futures market is notoriously poor at forecasting the future path of the Federal Reserve’s benchmark
interest rate. Yet, it remains a good barometer of where the market believes interest rates may go in the
short run. One year ago, the futures market pointed to seven quarter-point interest rate cuts in 2024, with
the first expected in March 2024. However, stronger-than-anticipated economic growth and stubbornly
firm inflation readings pushed out the first interest rate cut until September. The market was somewhat
surprised when the Federal Reserve reduced its benchmark rate by half a percentage point rather than a
quarter-point.  Quarter-point reductions followed the September cut in November and December.
Following the recent December meeting, the Federal Reserve updated its forecast to include only two

interest rate cuts in 2025.

The current business cycle continues to behave in nontraditional ways, including the context for interest
rate cuts. The Federal Reserve has not reduced interest rates over concern of a looming recession, which
is the typical motivation for such action. The economy is growing well above its long-term potential and
accelerated in last year's second and third quarters. What’s remarkable is that, despite the central bank's
aggressive rate hikes from 0.25% to 5.50% and prolonged tight monetary policy, inflation has cooled
significantly without dragging the economy into recession. Instead, the economy continues to expand at
an above-average pace — a historically rare outcome. Typically, faster economic growth pushes long-term
yields higher, while recession lowers them. When the Federal Reserve begins cutting interest rates, it
usually signals a recession, and long-term yields tend to decline as the bond market anticipates the

economic slowdown. In this cycle, however, the Federal Reserve reduced rates amid strong GDP growth.




In an unusual move, the yield on the 10-year Treasury has risen roughly 1.00% over the period the Federal
Reserve has been cutting interest rates by a total of 1.00% since September 2024. The lift in long-term
yields reflects growing concern that stimulative fiscal policies and additional tariffs will further fuel
inflation. Moreover, a flood of new Treasury issuance will be required to sustain enormous deficit
spending. As a result, equity investors are likely to keep a keen eye on the behavior of the bond market
in 2025. If 10-year Treasury yields rise much above 5.0%, from 4.6% currently, it will likely prove a
headwind to stock valuations. Such a move in yields would also push mortgage rates back towards 8.0%,
further crimping home affordability.

Key issues for the year ahead include proposed policy changes to tariffs, immigration, taxes, and
government employment and spending, which are all important components of economic growth and
inflation. In contrast to 2016, Trump’s second term will begin with equity valuations, inflation, and
interest rates at much higher levels. Despite probably choppier waters ahead, the economy and equity
market enjoy considerable momentum as we enter the new year. Corporate earnings are forecast to grow
12% in the coming year, an acceleration from roughly 9% in 2024. Notably, the earnings growth
differential between the eight large technology companies and the remaining 492 stocks in the Standard
& Poor’s 500 Index is set to narrow significantly in 2025. This narrower differential should contribute to

a broadening of equity participation over time.




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

2024 12/31/24 12/31/24 12/31/24 12/31/24 12/31/24

Standard & Poor’s 500 Index 2.41% 8.44% 25.02% 25.65% 8.94% 14.53%
Standard & Poor’s 500 (1.87%) 7.55% 13.01% 13.40% 4.45% 10.76%

Equal Weight Index

Russell 2000 Index 0.33% 9.64% 11.54% 14.20% 1.24% 7.40%
Russell 3000 Index 2.63% 9.03% 23.81% 24.88% 8.01% 13.86%
Value Line Composite Index (1.37%) 5.58% 4.95% 8.87% (1.16%) 4.10%
Dow Jones Industrial Average 0.93% 9.73% 14.99% 15.58% 7.56% 10.55%
Nasdaq (OTC) Composite 6.36% 9.30% 29.60% 36.82% 8.16% 17.52%
Bloomberg Gov’t/Credit (1.60%) 2.50% 3.00% 4.12% (0.18%) 0.86%

Intermediate Bond Index

* Total Return Includes Income

Michael C. Yeager, CFA
January 7, 2025
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