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Prefatory Note 1: The Market Many in Service of the Long-Term-Investor
Few - It’s a Real Thing
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milling about in a marketplace, each constituent acting with a different analysis, expectations and
vested interests, all of them moving money. This goes on every day and is usually fairly random.

Once in a while, though, some plurality of buying interest begins to push money in one particular
direction. Like water, it takes on an increasingly organized flow, and elements of the crowd begin to
notice and add to the flow. Eventually, the professional monetizers of these flows add their self-
reinforcing influence. But it can’t last.

What is a permanent feature of bubble behavior is the collateral effects. There’s only so much capital
available at any given time, so when money moves en masse to a greener pasture, there must be
capital outflows from other sectors, eventually creating a deficit. These valuation discounts are
inadvertently created by the crowd itself. If it can move mountains, it can create the abyss at
mountain’s edge.

T"ai: Rid:fs Don’t Importantly, those discounts—often as dramatic in their way as the related
Look Bac

bubble—are not a function of fundamental attributes or analysis. The crowd isn’t
aware of these opportunities they create—because they’re what it left behind in
their tracks, and that train has no rear-view mirror.

One set of past abandonment discounts is still benefiting our portfolios today. For
a decade, from about 2011-2014 onward, there was negative market interest in
the gold sector, or copper, iron ore, oil or other important inflation-beneficiary
hard commodities. Their index weightings fell toward or to historical lows.

The early 2010s was the then-historical peak for most hard commodities. They’d
been the targets of excessive capital inflows to expand tangible reserves and output, largely to supply
rapid economic expansion in “BRICS” countries, a term coined by Goldman Sachs in reference to
Brazil, Russia, India and most notably China. That drew in the stock market capital flows to expand
financial asset values. Lots of stocks doubled and tripled. Then, Chinese growth slowed and most of
those same stocks declined by 50% to 90%, effacing the prior gains.

Metal Composite vs. S&P 500 Index Energy Composite vs. S&P 500 Index
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Source: FactSet. Composites are based on an equal weighted portfolio with the below constituents, rebalanced monthly.

Metal composite is comprised of Alcoa Corporation (AA), Cleveland-Cliffs Inc (CLF), Mesabi Trust (MSB), Freeport-McMoRan, Inc. (FCX), Newmont
Corporation (NEM). Energy composite is comprised of SLB Limited (SLB), EOG Resources, Inc. (EOG), ConocoPhillips (COP), Occidental Petroleum
Corporation (OXY), Baker Hughes Company Class A (BKR), Chevron Corporation (CVX)
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Investors didn’t look back; the fund flows from those sectors were redirected to indexed investing,
particularly to the IT sector.

There was a good reason indexation was the Net Issuance ($ mill)
. Commodity ETFs  Total ETFs Notes
choice . and had -alrea(%y become the 2008 10,567 177,220 | Great Fin'l Crisis late
predominant mode of investing. An awful lot of 2009 28,410 116,649 '07 to mid '09
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. 2011 2,948 117,646
collapse of the Inte.rnet Bubple betweer.l mld.- 5012 8,889 185,399 } Commodity price
2000 and 2003. With the distance of time, it 2013 (29,870) 179,959 peak & decline
might seem less dramatic; one could say the 2014 (1,420) 240,844 }Scaleof ETF inflows
2015 2,118 230,970 increases further

dot.com stocks went up for two or three years,

Cumulative $ 29,797 | $ 1,366,669 _|

then they went down for two or three years.

g Source: 2016 Investment Company Factbook
Even Steven, as the idiom goes.

But, it's one thing to say that the surviving companies ended up just where they started. It's another
to know that most investor money bought in near the top, not the bottom or middle. And to know that
Cisco Systems, the networking company, celebrated a 41stanniversary last year, and Intel did the same
last week. They were two of The Four Horsemen of Nasdagq—the Dot.com Bubble’s version of the S&P
500’s Mag 7. The occasion for the anniversary celebration: Cisco finally reattained its peak price of
March 2000. From 1994 onward, the share price rose by 420+%, to a $550 billion market cap. It then
collapsed by 86%. Apple, which peaked at a $20.7
billion market cap, lost 80% of that value. Even
Microsoft, the bluest chip ofall, lost 60% of its peak | ;4
price after rising 9-fold in just five years. Lost to 100
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700
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as its apotheosis, was also part of that bubble. Source: Factset
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Indexation was an antidote to Mutual Fund Assets ETF Assets Number of
s (S bill) (S bill) ETFs Notes
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the entire market. And ETFs were w02 s BT 113} ﬂsir;iggies:.vr;e::rrs
a better mousetrap: unlike mutual 2003 7,414 16.0% 151 48.0% 119
. 2004 8,107 9.3% 228 51.0% 152 .
funds, they could be traded mid- 5005 5,905 08% 301 32.0% 204} Post—BL;t:tC):eETaiecsreatlon
day like stocks, cheaper and with 2006 10,414  16.9% 423 405% 359
Annualized increase: 6.2% 43.4%

no sales commissions.

Source: 2007 Investment Company Factbook

It was a right-place-right-time

moment for the iShares family of ETFs, which had been introduced only a few years earlier in mid-
2000. Money began leaking, then pouring out of actively managed mutual funds and right into
indexed ETFs. Some $5 trillion of AUM is now amassed in the various iShares ETFs.

The collapse of commodity prices in the post-China-growth period was one of those madness-of-
crowds-made opportunities if you could figure out how to make use of it. The recovery was oh so
predictable: the excess production capacity of those commodities would eventually be shed by the
producers, and supply would come into equilibrium with demographically inexorable rising global
demand. There are volumes of repetitive Quarterly Commentaries and Compendium research about it.

The problem was the waiting. The supply/demand balance could not be restored in a year or two; the
reward would be a half-decade or decade in the future. Way, way beyond the operating time horizon
of most investors. You had to be willing to bide your time in a rejected, deeply discounted industry
sector. That was one challenge.

The other challenge was the same one that the bubble investors gave up on when they defaulted to
indexes: how to select the right companies? Yes, the capital-intensive miners and drillers traded at
deep discounts to a normalized valuation level; the crowd had tossed them aside. But that didn’t mean
they would be good investments. As operating businesses, it was easily envisioned that the index-
representative energy and mining companies would not be very profitable over a full business cycle.
In the end, they weren’t. Because they are “normal” business models, which pair lots of operating
baggage—Ilots of fixed assets and equipment, and lots of employee compensation and capital
expenditure—with cyclical demand and even more volatile profits. With all that baggage to carry, they
cannot compound their long-term financial value at a high level.

One can then properly appreciate the rarity of a business that persistently sustains high profitability
and financial compounding. That anomaly must be a property of its business structure—otherwise,
it could not persist; because managements change, economies change...and so on. That's the
challenge, to find a business like that. So you can practice value-added waiting.

If you've got a Horizon Kinetics equity portfolio, then you likely know that these were the asset-light
royalty companies that simply take a cut of their customers’ revenue without having to do any heavy
lifting—Iliterally— themselves. They just put up cash in exchange for a share of the eventual expense-
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free revenues. In a business like that, you could be positively exposed to and await the eventual
commodity demand and pricing recovery, no matter how long the wait. With a constantly profitable
and compounding business, time is a friend, not the enemy. Fortunately, because we wish to continue
buying, royalty companies are neither a mainstream nor indexed asset class. Not being an object of
crowd attention, they are typically undervalued.

It was not until last year that the cyclical reversal in commodities began. It was first visible in gold
and silver, copper, and fertilizer. In our royalties holdings, it’s visible in, among others, Wheaton
Precious Metals (silver and gold), Texas Pacific Land Corp. (oil, natural gas, and much more), and
Altius Minerals (copper, fertilizer and electricity, among others).

The salient points are that:

— Meaningful valuation opportunities don’t exist as a norm. They are made episodically or
cyclically by others—the market.

— There is a business structure element to the anomalously high, persistent profitability of
royalty companies, securities exchanges and other asset-light businesses.

— And there is a market structure or preference element to both episodically and to persistently
undervalued companies and securities (like a non-conventional business model, the absence
of institutional research, and zero or near-zero index weightings).

Income investing is no exception to this phenomenon, because income investors have their own
biases, limitations, and behavioral reflexes. I mention this, because we’ve been fielding more calls
from clients inquiring about income strategies. And there’s a reason for their renewed interest.

Prefatory Note 2: Crowd Behavior & Market Structure Biases Also Create
Income Opportunities

The lost decade for income , _ . . .
FRED /7 === Market Yield on U.S. Treasury Securities at 2-Year Constant Maturity, Quoted on an Investment Basis
investors Started in 2 0 08 = = Market Yield on U.S. Treasury Securities at 1-Year Constant Maturity, Quoted on an Investment Basis
)
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This period lasted 14 years, long enough for existing normal-coupon bonds of the 5% and 6% variety
to eventually be called or mature. For over 60% of those 3,455 trading days until July 2022, the 1-
year Treasury yielded less than 0.5%. The 2-year Treasury wasn’t much better.

This slow erosion wasn’t flashy like the collapse of the IT bubble, but it might have been more
damaging. Someone with a million-dollar fixed income portfolio might have relied upon the $60,000
annual income that had been acquired in the prior decade or two of more normal yields. They could
have seen that income shrink by half, two thirds, three-quarters. Here at Horizon Kinetics, we dubbed
it The Great Yield Famine, though the appellation didn’t take elsewhere.

A lot of those maturing bond proceeds and
money-fund balances shifted to the stock I

market. Odd as that seems, there was a 10-¥r Treasury

rationale. The S&P 500 dividend yield was i
more than twice as high as short-maturity '
Treasuries and comparable to 10-year Notes.
Much of that money probably didn’t want to be
in stocks, so to speak, but people faced with a

EX!
devastating decline in their investment income = . i
. Y / \\ ]
might default to the stock market if it helped ) WA NS :.

pay the rent. ) M
| \

= SP500 Dividend Yield

. []

The stock market yield advantage eventually 1 i ; i

faded away, too. The S&P 500 dividend yield, N e Vo

J.'— """""" v’ ‘\‘ !
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time, has been declining throughout the near-
one-decade build-up of the IT bubble. The S&P  source: st Louis Fed, https.//www.multpl.com/s-p-500-dividend-
500 now yields 1.1%.! It last got this low Ye/@/toble/byyear

during the Internet Bubble.

Which is why it’s not surprising that with 5- and 10-year Treasuries now at and above 4%, more than
a few clients have been inquiring about different or better ways to get more income. There are.

The best ways, though, can’t be the crowd’s way. If you think about it, how can it be? The bond indexes
are designed to faithfully represent the market yields of each sector. So how can you get enough of a
yield premium or price discount to make a difference? It's impossible inside the index structure.

Some Different Means and Methods of Income Investing

The essential deficit of bonds is the unprotected exposure to inflationary value erosion. If the income
is spent and not reinvested, the owner doesn’t get the “total return” by which the institutional

1 Source: iShares Core S&P 500 ETF’s 30 Day SEC Yield as of Mar 31, 2026
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investment world benchmarks its results. Total return presumes that the income is reinvested
(without reduction for taxes) to buy additional bonds, so it presents the appearance of an investment
that grows over time. No one who spends that income, though, gets anything like total return; they
get something quite different. If the income is consumed, the ostensible total return is re-defined by
a bifurcated set of figures: how the principal behaves over time; and how the income stream behaves
over time.

1) For the principal, buy a $100,000 lot of 5-year bonds, and that’s what it will be worth at
maturity, though you might have paid more or less than that. Since it can’t appreciate, in
purchasing power terms it must be a wasting asset. At least so long as prices increase and/or
the money supply expands faster than the economy. Your
fixed amount of capital becomes an ever-smaller

Why no more pennies? $100 today

proportion of the total money in the economy. could buy $1,197 of good & services in
1960 (the average year of birth of Messrs.
2) Then there’s the starting coupon or income level, which S. Bregman, P. Doyle, and T. Ewing).

Yo = . . (U.S. Bureau of Labor Statistics)
doesn’t increase either, unless the bond has an adjustable

rate coupon. Even if adjustable, the coupon is ultimately
anchored to the face amount of principal. It can wax and Email

wane with the interest rate cycle, but there’ll be no serial =l e receine
increase in the way that dividends from a growing 7
company can increase, just variation around some average

How would you like your receipt?
) ti

cost of money. The income stream, too, buys an ever-

smaller proportion of rent or other goods and services.
. pennies }

are no longer in cirt

It is in recognition of this unfortunate reality that our version of
. . . . . . For cash payments, totals will be mulr\dedu:nel
income investing differs from common practice. Our formative o res 5 s t provide changs.

professional years were centered on individual clients and
families, subject to taxes, most of whom did not reinvest all their income. Our version—eccentric or
even taboo in the institutional investment world—is to not invest unless or until there is a sufficiently
obvious advantage that could confer some counter-inflationary principal increase or income increase.

There are many forms of inflation-hedged or purchasing-power-centered income investing.

Event-Based Opportunities (in the Public Markets)

One type is an opportune moment of severe mispricing. It might be in a particular industry sector or
a type of security. Discounts like this can pay off for many, many years. For the briefest sampling of
the variety of possibilities, here are two close-to-home examples.

Cheniere Energy, a low-yielding stock (0.9%), is familiar to many clients, because it has become
a large equity position in some strategies. Many might not recall that it was originally bought as
a Convertible Note in early 2016. With a 4.25% coupon, it was priced at roughly 53% of face
value, so the current yield was 8%. Ultimately, there would also be almost 2% annual principal
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accretion to the 100% face value, so there you had the 10% long-term stock market return
benchmark in hand, but with the protections of a bond.

The Notes were discounted for a reason. Cheniere’s credit rating was a steep couple of steps
below investment grade. That was about to start changing because a few months before we
purchased them, the company completed the infrastructure to begin making and exporting
liquid natural gas. It was the only company with completed facilities and the only one with Dept.
of Energy authorization to export LNG. It was thus about to start generating the substantial
revenues from 20-year, assured-margin “take or pay” supply contracts necessary to repay its
excessive debt. The balance sheet repair had yet to start and wouldn’t be complete for many
years, so the credit rating agencies could not upgrade Cheniere for a long time.

Plus, rather little of the enormous amounts of money in indexed bond funds can, by policy, go
into a single-B credit.

A few years later the underlying shares had appreciated enough that the Notes were converted
into the common stock that HK clients own today. The company is still receiving credit rating
upgrades. Yet, even without the equity convertibility feature, the Notes would have served the
intended purpose: the built-in modicum of principal accretion matched the era’s inflation rate.

Hawaiian Electric Industries, also a familiar holding in our portfolios, is an example of
opportunistic income investing but that is not obvious, since the company doesn’t pay a
dividend. It won’t show up in a yield-sorted database or income fund. That’s only because it is
still early in its recovery phase from the Maui fire disaster of 2023 and the monetary liability it
has to pay, so the company has yet to reinstate the dividend. But its recovery—the future credit
upgrades and earnings—is even more predictable (certainly directionally, if not precisely) than
Cheniere’s was, because Hawaiian Electric is a regulated utility. Its ultimate dividend yield—on
our cost—will be well into the double digits. It only requires patience.

Persistent Market Structure Discounts in Publicly Traded Securities

Another class of inflation-hedged income investing is in sectors or securities that exhibit persistent
discounts because of artificial market segmentation or constraints—meaning that the higher yield
doesn’t reflect fundamental risks like debt leverage or mismanagement but, rather, self-imposed
investor policy limitations or preferences.

One example is royalty trusts that distribute all their royalty income rather than reinvest them. They
are not generally eligible for or on the radar of institutional and index-based investors because they
are usually smaller cap, certainly non-standard securities, albeit debt-free and extraordinarily high
margin.

Another example is publicly traded limited partnerships, which can provide diversification across the
financial, energy, and natural gas pipeline sectors, among others. Yes, agreed: K-1 income is an
irritant. So much so, and to so many, that their prices decidedly reflect that active disdain. One can
now find 7% and 8% yields in highly profitable and stable companies, with every reason to expect at
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least inflation-level book value and income growth above that yield. That solves the bond wasting-
asset challenge, with the likelihood of achieving or surpassing the equity 10% return challenge. If one
is truly allergic to K-1s2, there is even an ETF of pipeline LPs (AMLP - Alerian MLP ETF) that doesn’t
issue a K-1, because you only own shares of the ETF itself, not a look-through link to its holdings.

That ETF, though, does not contain worthwhile investments in other sectors, such as this last and
elegant example of an inflation-hedged income security that can be employed within an ordinary
investment advisory account for some portion of their equity allocation:

Take the standard mix of large-cap growth, mid-cap value, global equity, emerging markets, ETFs
and so forth. That won’t pay as much as a 2% dividend yield. Someone who desires to rebuild
their income stream could redeploy some of that ETF portfolio into just one security which,
paradoxically, is far more diversified and yields 8%.

In addition, this security also includes exposure to varied classes of fixed income, real estate and
other alternatives, and a spread of both passive and actively managed products.

That security is Alliance Bernstein LP, the well regarded asset manager. But rather than paying
management fees to an ETF manager, as a part owner of Alliance Bernstein, you would be a fee
collector for your pro-rata portion of the fees Alliance Bernstein earns. Including performance
fees on many of the alternative asset funds. Just a modicum of asset growth over time, 2% or 3%,
is a low hurdle to get to a total return of 10%.

This equity is too cheap because it issues a Schedule K-1. Also, the dividend is not fixed; it varies
with operating results, which is another undesirable feature for many investors. A long-term
holder is in the enviable position of pocketing—as a quarterly cash distribution—the high
discount rate resulting from other parties’ K-1 avoidance choices.

There are limitations to this form of investing. It usually can’t be fully deployed rapidly, but will be
populated over time as opportunities arise. Many of these securities lack the important contractual
rights of bonds to enforce payment of income and principal.

There are more readily investable income strategies that aren’t limited to episodic entry points, yet
most of our clients are unaware of them because unlike Cheniere or Hawaiian Electric, they can’t be
implemented within individual accounts. Unless we broadly advertised them, which is not something
we’ve done, you wouldn’t know about them. For reasons that will be plain shortly, they can only be
deployed in a fund format, where focused attention and scale are advantageous or even required.

2 A K-1 form, or Schedule K-1, is a tax document used to report an investor’s share of income, deductions, and credits
from a pass-through entity such as a partnership or S corporation. The information is used to prepare investors’
separate tax returns to allow the income to be taxed at the individual level rather than at the entity level, helping to
avoid double taxation. Accountants have many entries to make, which raises the preparation cost to their clients,
and often communicate their dislike of K-1s. It is not uncommon that a K-1 arrives too late for the April 15 tax filing
deadline, requiring a filing extension, an extremely unattractive feature to many.
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Persistent Market Structure Discounts—Private Investments

Here are three examples of private market income investing. The last will be highlighted at greater
length, because it falls squarely in the more familiar bond investing universe: it has an explicit
investment grade credit rating, a fund-based portfolio structure, and regular, assured above-market
interest income, yet unlike conventional bonds is protected from upward moves in interest rates.

1. Our first private real estate fund is the first example of a market-structure based discount.
The fund had its 10-year anniversary this past November. It produced just over a 10% annualized
return for the decade, with an average annual distribution of over 7%. In 2025, the total return
was over 14%, of which income was just over 9%.

The persistent advantage in this case is the interest rate premium that a time sensitive borrower
is often willing to pay. This price-insensitivity arises when the time frame to close—or lose—a
deal is shorter than the ponderous review and approval process of a conventional lender. Or the
time frame for repayment is shorter than the lender finds worthwhile. Or both. That’s an age old
mismatch, which puts the bargaining power with a niche lender/investor who can solve the time
risk, like our fund.

There can be any number of reasons why a developer needs a short-term loan in a hurry. It could
be an $800,000 first-mortgage bridge loan for three months to acquire a commercial property.
Or a two-year, $3 million construction loan for a residential mixed-use redevelopment project.
Our interest rate might be well above market, but from the borrower’s perspective—aside from
being necessary—it’s for a limited duration. That is, the rate is high, but in the context of the
project, the cumulative dollar cost is modest.

These loans will typically be secured by a first or second position mortgage, pledge of shares,
preferred equity and/or personal guarantee of the borrower’s principal. The investments are
only in properties we would otherwise own. The active day-to-day manager of the fund is a
highly qualified gentleman by the name of Sholom Jacobs.

2. A private royalty and mineral rights fund is example number two. It got brief mention in
our 2026 Founders’ Letter3 and should begin making tax-advantaged and growing income
distributions later this year. The description will seem at first like a more-of-the-same exposure
as a Horizon Kinetics account might already have, albeit with one of the most successful such
investment teams in the country, with whom we’ve had along and close relationship. But there’s
a world of difference, and it resides in the term “private.”

In contrast to the heavily saturated private market for leveraged buyouts, direct lending and real
estate, the private market for various niche real assets remains largely inefficient with respect
to information and pricing. It's possible for an informed buyer to have exclusive knowledge of an
intriguing property, one that is not on a database, with no investment bankers marketing it, that

3 https://horizonkinetics.com/app/uploads/Founders-Letter-2026_Final.pdf
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is not even practicable for any but a strategic, highly knowledgeable and capable operator. It will
change hands at the kind of low clearing prices that can’t be replicated in the public market.
Much will be explained by two investments the fund has made.

a) The initial anchor investment in this Horizon Kinetics fund is a Permian Basin oil-focused
royalty partnership with an existing and attractive asset portfolio. In late 2024, this
partnership made a very significant acquisition: a block of over 7,000 net royalty acres in
the Delaware Basin available for over $200 million, and developed through a dial-the-phone
type of lead. A family wished to close on a sale of the entire property on an exceedingly short
time frame: 30 days, with a 10% deposit at signing. The management team was able to
coordinate this with a large publicly traded minerals company and secure a nearly 50%
interest for itself. About half the assets are in proven-undeveloped reserves. Given the
permitting activity since then, the operators/royalty payors will have wells coming on line
late this year. Being largely undeveloped, this property has optionality to deliver increasing
production and cash flow for a very long time.

Another recent acquisition is an 11,000-acre natural gas royalty position within the rapidly
growing Haynesville Basin on the Texas-Louisiana border. There are almost no pure natural
gas producers or royalty companies in the public sphere, the majority of extraction
companies focusing on more valuable oil assets, while there are dedicated natural gas
producers. Gas prices are inherently volatile by virtue of the difficulty to move it, whether by
pipeline or LNG carrier, after an expensive liquefaction process. This makes it difficult for
producers to effectively hedge their production between delivery points, even within the
same state: Separate from localized weather-pattern-influenced demand volatility, there can
be vast differences in localized supply, irrespective of the ordinary influence of price. This is
because an increasing amount of U.S. gas is produced as an associated byproduct (that is,
involuntarily) during oil drilling, often in locales with insufficient take-away capacity.

Due to all of these anomalies unique to the natural gas market, despite its otherwise being a
standard commodity, much long-term optionality inheres in pure natural gas production,
which is greatly underpriced relative to oil. It is still in oversupply, yet is experiencing
burgeoning demand both from Al datacenter electric power needs and LNG export growth.
At some point demand and supply come into balance.

The majority of the mineral rights was purchased when natural gas prices were $1.80 to
$2.50/mcf*. Translated through the discounted acquisition price, though, the fund paid
about $1.00/mcf for these reserves. At current natural gas prices, which are more than two
and a half times that level, the rate of return on that investment could be in the 20% range,
even unlevered. But there is active value enhancing management after the purchase, too.

4 Million cubic feet, the standard volume measure for pricing natural gas.
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One of the most effective ways to create value in minerals is by acquiring acreage “ahead of
the drill bit”—before development and production begin. Executing this strategy requires
strong relationships, deep experience, forward-looking insight, and, at times, a measure of
luck.

The partnership’s typical strategy—which favors a lower going-in price and a larger follow-
on production growth experience— is to acquire portfolios that are, say, 90% undeveloped
and 10% already producing. Over the last 12 months, an additional 10% of this natural gas
portfolio has transitioned into production, bringing total producing assets to 20%.

Activity on the acreage has accelerated significantly since purchase. In the past month, the
number of active rigs increased from six to fourteen. More than 30% of all rigs in the
Haynesville Basin are now operating on this 11,000-acre property—an impressive
concentration given that the Haynesville spans roughly 5.7 million acres.

Those transactions reveal the vast differences in range of opportunity, clearing prices, yield, and
income growth that private market investing can manifest—a good couple of floors beneath the
concourse level— I envision the main hall of Grand Central Station— of the public markets.

3. Our CLO strategy, example number three, is the focus of this Commentary. CLO is the
acronym for Collateralized Loan Obligations. Before you make a judgment, if you have a vague
notion about what CLOs are, this strategy probably looks and acts very differently than you think.

e

As an aside, 1 should mention that it was back in March that a kick-off discussion was had about the
direction this Commentary would take. Specifically, the challenge of income generation, including
highlighting our CLO approach. (Different funds can be reviewed in the future, if there’s interest in it,
play on words not initially intended.)

Later that month, while having dinner with Murray, | mentioned that I needed to get started on
preparing the next Quarterly Commentary. He asked why, wasn’t that a ways off? I replied that I
require some number of weeks to write the thing. Whereupon he lowered his chin to look at me over
his glasses.

That look was a reminder of another of Murray’s remarkable faculties: he wrote in a continuous flow
in one-pass drafts with rare cross-outs or re-writes. It greatly impressed even the impressive Jim
Grant, the uber-veteran journalist, economics scholar, and author. In fact, we are touched and
appreciative that Jim honored Murray by devoting the first two-plus pages to him in last week’s
Grant’s Interest Rate Observers, one of the few subscriptions Murray maintained.

As to writing, 'm a slow-poke, but we had complementary skills that served us well. At Bankers Trust,
despite not being in the same department, Murray and I found ourselves working together on new

5 Grants’ Interest Observer on the Late Murray Stahl: His Stream of Mind Was Perpetual
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investment strategies that no one asked us for in the first place. And in the second place, when the
powers that be did find out, they weren’t so thrilled at our crossing-the-lane-markers initiative. We
did ultimately persuade them of the benefits of two of the strategies we presented, which eventually
became in-house mutual funds to serve the particular economics of trust accounts. Would you be
surprised to learn that they were inflation-hedged bond substitute funds?

Back to the writing issue, here is a visual demonstration, from the archives, of the foregoing anecdote:
a side-by-side comparison of the first page of research reports that Murray and [ had written about
20 years ago. One of them, coincidentally, had to do with non-standard income generation. One of
those pages has no editing adjustments whatever; the other, well...
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If it seems odd that we composed with pen on paper, not with fingers on keyboards, it wasn’t just out
of habit. Murray had convinced me that composing on a computer was both distracting (all the neat
things you could do instead of writing, like formatting the font and adjusting the margins) and, more
importantly, too easy. You can cut and paste and rearrange at will, so you needn’t arrange your
thoughts in advance. Having once earned my living by typing term papers, I could produce a stream
of words and sentences well before | knew what [ was going to say. So, I took Murray’s approach and
endeavored to make it harder to compose, to raise the cost of writing before thinking, by writing with
pen. Ball point pens suffered from the same problem, though—it was still too easy. Eventually, I
settled on fountain pens—that really slows you down.

,—*;'_.—-——-N\\
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Back to the focus of this Commentary: CLOs. A person only passingly familiar with the term or who
recalls a past article about it is unlikely to know what they really are and how well they can be used
to your advantage. They can be used advantageously because CLOs are likewise subject to persistent
market structure and policy choices that other investors make. It requires learning a few definitions,
but it is intriguing once you see what it does and how it works.

A nutshell version of it: the CLO structure allows one to own a diversified portfolio of floating-rate
first lien corporate loans. The CLO raises different tranches of capital for these purchases in a manner
that further enhances the credit quality available to someone who, say, wants only AAA and AA credit
exposure, while allowing other investors who prefer a higher yield the ability to invest in a lower-
rated CLO tranche such as A, BBB, BB or B. As a class, the AAA and AA tranches have never experienced
a default. Today, at a roughly 1.25% and 1.60% higher yield than three-month Treasury Bills,
respectively, the AAA tranche would have a coupon rate of about 4.90% and the AA tranche would
have a 5.25% coupon. With coupons that reset every three months, a CLO is protected from the price
risk that bonds suffer in a rising interest rate environment.

Before delving into the mechanics of CLOs, it is important to understand the incentives system: the
borrower (who needs capital), the active CLO managers (who securitize, that is bundle and tranche
out the underlying loans), and the investors (capital provider).

Borrowers are publicly or privately-owned companies with non-investment grade ratings, and these
loans are part of what is referred to as the leveraged loan market, which in aggregate is currently
about $1.4 trillion in size. These companies are cash flow positive, and CLOs will typically purchase
their first-lien, floating-rate debt, which provides a meaningful first line of protection. These secured
senior loans typically have a credit spread of between 2.5% to 4.0% above the short-term funding
rates, depending on creditworthiness. Over the past 25 years, the average annual default rate for first
lien loans was approximately 2.7%.

Enter the CLO active managers, who in the mid-1990s saw a business opportunity to package these
loans into a diversified portfolio, typically 200 to 350 positions across 20 to 30 industries. In portfolio
form, the loans could be grouped together into one CLO structure. The CLO could then finance these
purchases by issuing different rated debt tranches and an equity tranche so as to create features that
appeal to investors with differing credit quality and yield preferences.

An important mechanism for accomplishing this was establishing contractual cash flow covenants
that would apply different cash flow priorities to different CLO tranches as well as different amounts
of over collateralization to each CLO tranche. In this way, even though the CLO investment portfolio
had a weighted average of debt rating of B, an AAA CLO credit tranche could be created, along with
lesser rated CLO debt tranches ranging down to B, and below the CLO debt tranches an equity tranche.
In return for actively managing these CLO portfolios, the managers would earn ongoing fees. Given
the scalability of a CLO platform for these managers and the ability to refinance existing CLOs, the
prospect of managing long-term assets and growing AUM was quite attractive.
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As to investors in these CLO tranches, they could earn a yield premium over short-term rates ranging
from about 1.25% (AAA), up to 6.0% (BB). Currently, the AAA and AA tranches offer coupons that are
comparable to 5-year corporate bonds of similar credit ratings, yet, because of the floating-rate
coupons, without the associated price risk. The U.S. CLO market is now at about $1.0 trillion and is an
important source of capital for the growing leveraged loan market, representing about 70% of its
investor base.

There are additional safeguards embedded in the CLO structure that are reflected in the CLO tranche
ratings. These include principal over-collateralization (again, higher for the AAA and AA tranches
than the other tranches) and interest coverage tests likewise favoring the AAA and AA tranches. The
AAA and AA tranches are over collateralized and together account for up to 75% of a typical CLO
capital structure. Any CLO losses are incurred in reverse credit rating order, with the equity layer
absorbing such losses first, followed by the lowest-rated junior debt tranches and so on, if the losses
exceed the equity outstanding. There are other safeguards, as well.

One such safeguard is that if interest or over collateralization coverage ratios fail, a ‘self-curing’
mechanism contractually dictates the diversion of cash flows from the equity tranche (and junior debt
tranches, if needed) to the senior debt tranche in ratings order, specifically the AAA followed by the
AA and so on.

Since their establishment in the 1990’s, no U.S. AAA CLO debt tranche has defaulted. For the AA
tranche, there was one technical defaulté that resulted in no loss of principal or interest due. Collateral
aside, CLOs are actively managed and subject to their indenture’s covenant terms, which in addition
to interest and over collateralization provisions, include ongoing concentration limits and collateral
quality test requirements. The CLO is also overseen by an independent trustee who monitors ongoing
compliance. Due to the role of the CLO manager and these additional indenture safeguards, CLO debt
tranches have had default rates that have historically been lower than similarly rated corporate debt.

Another differentiating feature is that CLOs are structured as cash-flow-based, not market value
based, investments. Accordingly, CLO managers can generally continue to carry their investments at
face value during periods of market volatility, which helps avoid the forced liquidation of assets that
might accompany daily market pricing.

CLOs are another example of a persistent market structure anomaly. Because they are only quasi-
public, since only institutional buyers can purchase them directly, retail investor participation is
unavailable on a direct basis. Retail investors can only access the CLO market through CLO fund

6 The one default of a CLO AA tranche (Landmark Il CDO Ltd.), which occurred in 2010, had its ratings lowered from
AA to D by S&P Global Ratings in 2010. The default occurred when the CLO’s trustee escrowed the AA debt tranche’s
interest payments (causing a missed interest payment), after the trustee filed an interpleader action with U.S. courts.
The AA debt investors did not suffer any economic loss, as the ratings were subsequently upgraded from D to AA in
2011, after AA debt investors received all interest owned as well as interest on interest. The principal due on the AA
debt tranche was paid off in full shortly thereafter.
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vehicles. There is untapped demand for CLOs as an income solution. With an active secondary market
and pricing transparency, liquidity is available and improving.

The Horizon Kinetics CLO strategy to date has focused on the AAA and AA rated CLO tranches which,
statistically, would require a far deeper credit crisis than any that has been experienced since the
inception of the CLO market in the 1990s to even approach a potential loss of interest or principal.
Since they have a pristine default score card, the experienced credit quality of this group is superior
to a AAA and AA corporate bond. Despite this highly selective credit quality choice, the yield is
comparable to a 5-year AAA and AA corporate bond, respectively, yet with the duration risk of a 3-
month instrument. The number of high quality investment options among CLO debt tranches also
allows for more diversification, with the objective of investing typically in 20 to 75 CLO investments.

In summary, we find that investing in CLO senior tranches (AAA and AA) offer an attractive risk
adjusted return without taking undue credit, interest rate, and liquidity risks. It is a suitable place for
investors looking for a high-quality fixed income investment with floating rate exposure.

The CLO strategy fund manager is Darryl Monasebian. He joined Horizon Kinetics about 4 years ago,
though we’ve known him for 20+ years. Curricula-vitae-wise, he’s been a fixed-income investor for
about 35 years, primarily in the corporate loan and CLO markets.

Final Income Comments

Before leaving this topic to give mention to a couple of other items, all the foregoing discussion of the
means and methods of income investing could be summarized in a few observations.

In you need to spend your income, it is impossible to secure sufficiently higher yield or principal
growth to be truly relevant on an after-inflation basis in mainstream funds and ETFs, because there
is no meaningful differentiation in the generic securities in which they traffic. That is not a failure,
from their perspective, it is by design. They intend to, and do in fact track their indices. To try to
meaningfully outperform their indexes would be to simultaneously open themselves to meaningful
underperformance risk, which is active management, not indexation.

One might think that the high-yield corporate bond index, which does yield 6.5%7, could serve, by
providing enough extra yield to reinvest. First, though, maybe take at least 1% point away for default
losses over time. Then there’s the price loss when the inevitable default environment occurs.

7 Source: iShares. 30 Day SEC Yield as of Apr 22, 2026.
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On a pure price basis, the high yield index is lower today than it was in 2007, which itself was 25%
below its inception price. Here, again, in chart-picture form, is the difference between the total-
return-calculated high-yield index, which is relevant only for those who don’t pay taxes or need the
income, and the price-only reality of high-yield bonds, even before the value erosion from inflation.
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And a final note

About where ideas come from at Horizon Kinetics after Murray Stahl, with his uncanny and rich
amalgam of profundity and inspired investment fecundity. It turns out that he had that covered, too.
Like so much of what he thought through, there was more than one purpose in mind. There’s an
observable layer, and a deeper one.

Observably, our portfolios have never been in a stronger position. It’s one thing to have excellent, even
superior investments. It’s another to hold strategic investments. How to tell the difference? A simple
comparison will do.
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We believe Hawaiian Electric will be a superb investment. If it's established as a large core position,
itwon’t be because of how high it might go, but because of how low the risk of permanent capital loss
is in a recovery-stage regulated utility. Yet, because it can be a large position, its portfolio impact will
also be large, even if it's not a “moonshot.” The “but” is that after the company achieves its financial
goals several years from now, it will just be an ordinary utility company with state regulated growth
and returns on equity. At that point, the return profile will be largely a function of interest rates as
opposed to operational achievements.

The comparison: Almost any of the securities exchanges qualifies as, call it, a Level 2, strategic
investment. That's because, to the limit of predictability, their business longevity is perpetual. With
operating profit margins among the highest in the operating business universe and little cyclicality,
they can compound financially for decades. That has strategic value. It’s for owning, not trading.

Our portfolios now incorporate enough strategic holdings that they now essentially characterize our
accounts. This wasn’t possible 20 years ago, before the exchanges and many of the royalty companies
were public. They should prosper for many years.

But portfolios now also include Level 1 strategic investments. Those are part of the legacy that Murray
left, along with the culture he patiently cultivated in our research and investment teams. Level 1s are
businesses in which we have significant investments and direct relationships established over many
years. The most obvious is TPL, which importantly is also a hard-asset company.

Direct engagement with a company naturally puts one in communication with other people. Being in
communication, puts one in the flow of ideas and business developments that occur below the
concourse level of the public market. To an inquiring mind, one communication, one relationship, one
idea leads to another. Newer portfolio positions like Miami International Holdings, LandBridge and
WaterBridge grew out of engagement with their pre-public selves and this crucible of relationships
and ideas. Likewise for private investments like Bolt Energy and Land.

Last week, James Davolos, one of our analysts and fund managers, reviewed a few more such business
developments and properties in our weekly Investment Committee. He’s been engaged with them
through our association with TPL related activities. They are in various stages of coming to fruition—
or not—and possibly being suitable for our portfolios or private funds.

This week, another of our analysts, Eric Sites, made a similar presentation. Eric tends a bit more
toward securities exchange relationships, Miami Int'l Holdings among them; it is another Level 1
strategic investment. One of those percolating projects has the possibility of becoming a straight-up
land-secured mortgage fund, structured to provide a 10% income distribution. It might not turn out,
since the due diligence phase is yet to come, but the point is that it’s there.

This is a way of describing a working engine—an entrepreneurial layer—of idea generation, if that’s
the question to answer. We have no shortage of creative ideas.
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Murray put us on the firmest foundation imaginable in our line of ™
business. True to our first strategic business planning meeting in
1994, at our first conference facility (a table at a Burger King down
the block from our employer, Bankers Trust Company, hard by the
World Trade Center), we built a fortress balance sheet that
immunizes us from the vagaries of the markets and from having to
make inopportune decisions under time pressure. Also true to that
plan—as fanciful and distant as it seemed, sitting in that
conference facility—we ultimately established strategic business
investments that stand apart from the systemic risks and tempests
of the public markets to which we never wanted to be beholden. It
took a little time, but Murray Stahl, bless him, brought us here.

The opening of this Commentary observed the impermanence of

that which so many investors over time—at least for awhile—

thought to be inherently special or in permanent great demand.  The Burger King at 106 Liberty Street next

It's societally impossible that great demand won’t incite more  tothe World Trade Center. A remodeled
cps P . . location endures today.

supply and competition. What is initially special devolves to just a

commodity.

The strategic assets we own are special because they are as close to permanent as can practicably be,
and because they are rare.

e Land and water, for the hard asset companies that control them, are forever. The crowd can’t
produce more land or water, so the supply is finite. In fact, per capita supply is in constant
decline, since the global population is in constant increase. For commodities for which the
supply can increase, like iron ore, it is the hard asset companies themselves that are in short
supply. If the market does ever want them, there’s not enough market cap to go around.
There’s a thought (or two). They’ll be on the right side of the iron law of supply and demand.

e Regulated securities exchanges are rare, too; you can’t go out and manufacture them. Unlike
almost every other business, they aren’t bound by the zero-sum limitation in a battle for
market share. A new venue, a new product or variation on a product actually has the opposite
effect: it provides more trading and arbitrage possibilities between venues, volumes increase,
and the trading market becomes deeper and more attractive.
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For most of human history, people kept TRANSACTIONS ON THE NEW YORK STOCK EXCHANGE

their wealth in tangible assets: from THURSDAY, FEBRUARY 21, 1929.
: . : . Day's Sales. Wednesday. Tuesday, A Year Ago. Two Years Ago.
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ble assets: to financial wealth and the 86" 18 ||Gen. Motors (3) -, ..0.| Bul| 81 ﬁ;iz"l 14| B1%! 64,000
. . . 1084 1090% | [Gen. Motors pf. (B1.... 1081{109 |lual,aiog_. T e 100
financialization of the economy; and to 1290811244 | Gen. Motors bf. (1)..1i25 1123 125 125 | .. |25 [138%] 100

telecommunications and the digitiza-
tion of the economy:.

The latter started with the first telephone poles that went up to hold the wires that transmitted a
modulated electron stream. Other communications and data services advanced and ramified from
there. From telephone wires to the over-the-air electromagnetic waves of radio and television, then
from analog to digital data transmission. From coaxial to fiberoptic cable to broadband
telecommunications, and from mainframes to desktops, then laptops, and from cell phones to
smartphones, then to the cloud and then to cloud Al

From a user’s point of view, it all got lighter and lighter and more insubstantial: what is a text message
or photo in the cloud? It weighs nothing (or almost nothing). But, that’s a mirage that users see.
Providers know the seemingly weightless intangible world of digital communication as very, very
physical.

To house a photo in the cloud requires extraordinary quantities of basic materials. Pick just a single
constituent of that massive infrastructure: embedded in every semiconductor chip is not only the
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silicon and precious and rare earth metals that comprise them, but enormous amounts of the ultra-
pure water required in the manufacturing process, and the natural gas required to melt sand and
quartz into electronics-grade silicon.

Once the photo is in the cloud, energy is | ——

required to support and retrieve the digital  'nformed Estimation: A Photo a Day
L Global populati &+ billi
data that represents that photo in its oPalpopuiation Hen
. . . x Smartphone users, % of total 75% (?)
electromagnetic environment. That electric x Photos/day/person 1)
power must always be on. With each additional = New cloud photos storage/day = 6 billion
photo, there’ll be more energy need, and that x Data size of avg JPEG photo _5M8B
= Avg. daily New cloud data load =30,000,000,000 MB

need just expands and expands.
=30 petabytes

Chip makers’ resource needs pale beside the Average 2-hour movie 4GB
requirements of  Al-scale datacenters. Movies per petabyte 250,000
Datacenter power demand has energized x 30 petabytes of new daily storage =7,500,000 movies
. s X 365 d =2.74 billi i

(yeah) electric utilities to expand output at a ays/year Hiion movies
3% annual rate. They underinvested in their So, cloud storage for 1 smart phone photo/day/person requires

L . . the daily incremental storage space of about 7.5 million 2-hour
transmission gI‘ldS for generatlons and OUtPUt movies, or about 2.74 billion movies a year. There are 8,760
hasn’t changed for 20 years. On a replacement hours in a year.
basis the aged grid system comprises many
trillions of dollars of investment, much of which is in the form of steel and copper.

The AI-IT companies that won’t or can’t wait in line are building their own power supply. Their
requirements for physical stuff is not only for huge quantities of steel and cement and copper for the
plant and equipment—but for land and mind-boggling volumes of natural gas and water to operate—
which are limiting factors. You can build a data center without them, but you can’t run it without them.

Moreover, that land-water-natural gas trinity must be logistically proximate to one another while
being remote from population centers. The solution set of locations for those parameters is limited.
The Delaware basin is one of them.

In the full circle macroeconomic sense, the world seems to be in re-wind toward a time when there
was no illusion about the undergirding place of tangible assets in the economy and technology. It’s
migrating right back there as we speak.

Decades ago, Murray foresaw this very pattern and believed that with enough decades of compound-
ing, TPL could one day be one of the largest companies in the world. Without explanation, it seemed
a terribly naive, baseless notion. It was not. It was a model.

Thirty years ago, we made an early rough working draft of that model, which may be viewed in the
From the Archives section appended hereto. So far, that model has held amazingly close to reality.

We are where we need to be.
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From the Archives

What's old is new again—or can be, in the true strategic asset universe.

At HK central, we've been preparing to move for well over a year, since
our lease is expiring. Very near the bottom of the to-do list is making the
keep/discard decisions for the many, many drawers of research records.
For younger people unfamiliar with old technology, these were in the
form of individual sheets of paper media, often stapled or “paper-
clipped” with small metal fasteners to keep the data from becoming
disorganized, and themselves kept in paper folders that were labeled
with plastic tabs so they could be visually scanned and alphabetically
sorted. Very analog, since the entirety can now reside in my thumb drive
(which much of it does).

T

g

Recovered from the keep pile of research files is the very first financial statement issued by the Texas
Pacific Land Trust. Dated June 1995 to all the sub-shareholders.8 It is a single sheet of paper, with
plenty of room for the management letter on the front of the page and all the financial data on the
back. This advancement in shareholder communications was in accordance with an “SEC suggestion,”
as can be read in the senior trustee’s letter. There was no scrolling in paper media; the word “more”

Texas Pacrric Laxp TrusT
80 BROAD STAEET
NEW YORK, N 7. (0DGA

TEXAS PACIFIC LAND TRUST
REPORT OF OPERATIONS - UNAUDITED

Three Months Ended

In accordance with the SEC suggestion, this is the first finanmcial
report to be mailed toall sub-ghare holders. In the future, the
Trust will be sending these reports every six months. Rentals, royalties and other income $1,128,408 $ 1,008,471

June 30, 1995 June 30, 1994

George C. Fraser IIT, Chairman of the Trustees of Texas racific Land sales
Land Trust, states that the first six months of 1995 have been very

good for the Trust. Earnings are 67¢ per sub-share compared to 69¢

in 1994 which was a banner year of a ten year perio

1,053,258 540,520
$ 2,181,662 $ 1,948,991

Land salas, while less than in 1994, are considered to be very good. Provision for income tax § 524,839 S 469,802
The first six months recorded §1,777,118 in land sales compared i

to §2,281,918 in the 1954 period. As of June 30, the Trust has sald Net income ciene § 1,200,935 $ 1,036,689
24,400 acres at an average price of $72.8] per acre. Although land

sales cannot be predicted very far into the future, interest in the Net income per sub-share 39¢ 33¢
Trust's lands appears to be strong, and the second half of 1395

should continue with goed land sales. Average sub-shares outstanding during period ... 3,050,105 3,158,388

0il and gas royalties for the first six months amcunted to §1,197,747,

up 25.5% from the 1994 period. The average price per barrel for the

Trust's royalty oil was up 23.3% and Trust royalty equivalent barrels Six Months Ended

were up 1.8% for 1995 over the corresponding period of 1994. Eightesn SRR o

new wells were completed on the Trust's royalty acreage through June

30, 1995, compared with 27 in the same 1994 period. une 30, 1995 dune 30, 1994
Rental

The Trust's financial status remains excellent with current assets of O S e Sl O I

$3,002,183 and current Lisbilities of $314,142, inclusive of $131,134

in'accrued taxes. In the First six months of 1995 the Trust pure! a La =elss 1 =L77.18 = 2280008

29,800 sub-shares for retirement compared with 30,400 in the same 394

period, BRI O 0E1 40 4,174,006

Provision for income tax ... § 882,059 $ 1,029,492

Net income $ 2,052,443 § 2,188,661

67¢ 69¢

Average sub-shares outstanding during period | .. 3,058,964 3,167,330

8 There were not common shares at the time, but sub-shares in the Trust’s Certificates of Proprietary Interests
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at the bottom of the first page instructs the reader to turn the page over to access all further data. The
senior trustee indicated that future reports would be issued every six months.

By 2004, the annual report had graduated to booklet
sized. One will espy some analytical scribblings on pages
1 and 2, which cleverly compared two anomalous figures: o e
the stock market value of TPL amounted to a price of

$309 per acre of land, while various surface land sales in
El Paso County averaged over $13,000 per acre.

In accordane

Texas Pacific Land Trust

Gl ana gas
230 tw
52 s zoyi
weze up 1.81
new wells w
30, 1993, &
REvoRT

o0z, u] . for the

23,400 ward Yoar Endod Diseunbes 31, 201

| Other reventes folled §2,328,929 consisting of 1,135
5244.103 from grazing lease rentals, and 946,519 from
fovert and sundry revenue inctuded $

TEXAS PACIFIC LAND TRUST

1700 Pacific Avenue, Suite 1670
Dallas, Texas 75201

revenue. Easemen
claims for unpaid oil
reduced by §228418 duc to @ one-time m.‘.‘“ 1o¢ Hooria

lease rentals

grazing which previously hag be d on a cash b, g
aotusl cash ed on grazing leases was §d 1, down [,1% payablc

Compared to 2003 interest an notes receiy able was S1,066,39: Th
and sundry interest was $71,912, up 50.3% Total prinicip Geners

are and Certificate Holders
CES iy notes receivable wer¢

At year end 2004, notes |cum\oh|u from land sales we

Texas Pacific Land Trust experienced ils best year in history in 2004
Land sales totaling $20,277,226 and oil and gas royalty income of $6,534,455
were the highest in the 11 ar history of the Trust. As a result, a special
dividend of $1.75 per sub-share was declared and paid in October 2004, This
was in addition to the 30¢ per sub-share regular dividend which was paid in
March 2004.

The Trust has made claims against Chevron Texaco for various dama
resulting from oil and gas operations on Trust propertics. In December, th
Trust cntered into an Option Agreement with Vaquero GP, LLC
aperator who is attempling to purchase certain West Texas operation:
Chevron Texaco. Under the terms of that agreement the Trust
§250,000 and if Vaguero is successful in purchasing these operat:
Chevron Texaco, the Trust will rec $8,000,000 for the sc
aforementioned claims, plus a royally interest in Vaquero's acquired prop
from Chevron Texu

Net income for 2004 was $17.412,958 comparcd to $5,330,151 in 2003
Eamings per sub-share amounted to $7.89 compared to $2.34 in 2003,
increase of 237.2% based on the average number of sub-shares outstandin,
each year. Total revenues for the year amounted to $29,140,610 compurs
§9.953.329 in 2003, an increase of 192.8%

Land sales in 2004 were $20,277,226 compared to $1,629,191 in 2003 an
comprised 69.6% of the Trust’s total revenue compared to 16.4% the prev
year, The Trust sold a total of 12,022.83 acres located in five of the twenty
countics in which surface lands are owned. The El Paso County land sales o
$19,234.300 comprised 1,429.286 acres. Because land sales
Year (o year, the total dollar volume of land sales in any one year should not be
assumed 1o be indicative of land sales in the future.

Revenues exclusive of land sales were $8863384 compared 1o
$8.324,138 in 2003, an increase of 6.5%. Oil and gas royally revenue was
> y

86534455 comparcd to §5,411,681 last year, an increase of 20.7%. Total
crude oil production was down 5.8% and the average price of crude oil was up
29.6% from the average of 2003, Totul gas production increased 288%, and
the average price of gas decreased 8.1% from 2003

L PATS e gadan = 413, &0 /000

e Lo collos 1 49043

[ Docember 31, 2004, the Trust 143 _agres of land for ¢

pared to $10,501,601 al the 2003 year end.

Total expenses for 2004 were §11.7 which includes
$8.962,778. The comparable 2003 figures were $4.623.178 and $3 %35 7,
tively. The basis in real estate sold is included in total cxpenses, pein.
12 in 2004 and $232,372 in 2003

The Trust purchased and retired 54,100 sub-share cost of
average price of $69.08 per sub-share 'Ilm number of sgh
shares purchased and retired in 2004 amounted to 2,49
sub-shares outstanding on December 31, 2003, The market pr
n the New York Stock Exchange ranged From $55.20 10 $138.50 in 20

g

f the

2,19 ub-shares then ofistanding. In 2004, there were 4.50 subishares
Pirchased and retlred. for exch acre of land sold. As provided i
enth of the Declaration of Trust dated February 1, 1888, esl

Trust, it will continue to be the practice of the Trustees from time t
purchase and cancel outsianding certificates and sub-shares. Al
purchases arc generally made in the open market and there is no arrang
contractual or otherwise, with any person for an. h
may ncgotiate prices on unsolicited blocks of su
affered from time to time

The range of reported sales prices for sub-shares on the New York Stock
Exchunge for the past two years hus been as follows

__ 2004 o
High Low High Low
Ist quarter 6300 5520 4590 4050
2nd quarter 6855 6100 5125 420
3rd quarier 0180 6545 5165 4680
4t quarter | 138,50 8742  S824 5031

Certificates of propriet
the ratio of one certifica
certificate of prapriet

Ary interest and sub-shares are interchangeable i
te for 600 sub-shares or 600 sub-sharcs for one
ary interest.
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An abridged excerpt from our 1995 buy
this  15-year
scenario of continued share repurchases,
based on 3% annual revenue growth, a
constant share price, and funded through free
cash flow. The Trust would have repurchased
95.9% of its shares. That astounding result,

recommendation included

rendered in finance jargon, which we
ordinarily eschew, would be: compounding,

baby!

That figure suggested that, all else equal, the
remaining 4.1% of the shares would own,
tontine-like, all of the property, all 1.1 million
acres. The amount of acreage per share and,
perforce, the value of each would be calculated
as 100% / 4.1%, which is 24x greater. The
reality, 15 years later in 2010, was that the
shares were only 10x higher. Still, over 16% a

April 2026

@ Contrarian Research Report®

This information is for soplusticated investors only and no pat of this matemal may be copied,
photocopsed, or duplicated in any foom, by any means, or redistributed without Hodzon Kineties' poor
written consent.© 2026 Horizon Kanetics LLC &, All sghts reserved

Texas Pacific Land Trust

May 8, 1995

Price: s20* Ticker: TPL
52-wk.range: $17-522 Dividend: $0.40
Shares out: 3.075 million Yield: 2%
Market Cap.: $62 million Debt/Capital: 0%

Book value/Share:  $3.53 Return on Equity:  46%

*Split-adjusted price 15 50.44 after most recent 3:1 split in December 2025

How to Buy 1 Million Acres of Fine Texas Grazing Land for $20.00

Texas Pacific Land Trust is a publicly rraded enterprise that is slowly but steadily buying itself out
of public ownership. It is accomplishing this by consistently applying its cash flow to the
repurchase and retirement of its own shares, Although this process has been ongoing for over a
century, it may now have reached a point at which this dynamic begins to naturally accelerate
versus the experience of recent decades. It is quite conceivable that, over the next decade or so,
the company’s assets could become concentrated in the hands of a few share owners. As the
sha in question represent some 1 million acres of rural Texas, the magnitude of this
accumulation of per-share value could be extraordinary,

year. Not bad, really, for a static, unadjusted model.

The projected 24x value expansion projection would have worked out to just under 25% a year.

As of 2025, 31 years later, the shares are 937x higher, which is just under 25% a year.

TPL Table 2. Abridged Avg 5 yrs
1990-1994 1995 1998 2001 2004 2007 2010
Revenues 5,839,000 6,014,170 6,571,846 7,181,234 7,847,128 8,574,768 9,369,881
Shares repurchased 76,044 84,802 118,427 156,746 200,292 249,652 305,473
Shares outstanding (end yr.) 3,075,305 2,990,503 2,669,834 2,239,014 1,682,907 984,672 125,587
As % of 1994 year-end shs. -2.8% -13.2% -27.2% -45.3% -68.0% -95.9%
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Important Disclosures

Past performance is not indicative of future results. The information contained herein is subject to
explanation during a presentation.

Note that indices are unmanaged and the figures shown herein do not reflect any investment
management fee or transaction costs. Investors cannot directly invest in an index. References to market
or composite indices or other measures of relative market performance (a “Benchmark”) over a specific
period are provided for your information only. Reference to a Benchmark may not reflect the manner
in which a portfolio is constructed in relation to expected or achieved returns, portfolio guidelines,
correlation, concentrations, volatility or tracking error targets, all of which are subject to change over
time.

Side-by-Side Management: A number of The Adviser’s portfolio managers are responsible for managing
one or more funds or client accounts. A portfolio manager may manage a separate account or other
pooled investment vehicle that may have a materially higher or lower fee arrangement or that may have
a performance fee arrangement. The side-by-side management of these accounts may raise potential
conflicts of interest relating to cross trading, the allocation of investment opportunities and the
aggregation and allocation of trades. In addition, it is possible that due to varying investment
restrictions among accounts and for other reasons, certain investments could be made for some accounts
and not others or conflicting investment positions could be taken among accounts. The Adviser has a
fiduciary responsibility to manage all client accounts in a fair and equitable manner. The Adviser seeks
to provide best execution of all securities transactions and aggregates and then allocates securities to
client accounts in a fair and timely manner. To this end, the Adviser has developed compliance policies
and procedures that seek to mitigate and manage the potential conflicts of interest that may arise from
side-by-side management of accounts, which include its allocation and aggregation policies.

Material Relationships: The Adviser and certain of its management personnel have relationships or
arrangements that may present potential or actual conflicts of interest. The Adviser seeks to address
these potential conflicts of interest through various policies and procedures, which include both
electronic and physical safeguards. Texas Pacific Land Corporation (“TPL”) and Miami International
Holdings Inc. (“MIAX”), both of which are public companies whose shares trade on the New York Stock
Exchange, are significant portfolio holdings in many of the advisory accounts managed by the Adviser.
To the extent the Adviser’s policies and procedures prevent the Adviser from trading in certain securities
(e.g., TPL or MIAX stock) for a client account during certain periods of time, the account and its
performance could be negatively impacted. Furthermore, because the Firm has discretion over a
substantial percentage of the outstanding shares of TPL and MIAX, it may be deemed to be an affiliate
of TPL and MIAX. As a result, the Firm might be restricted from selling TPL or MIAX on behalf of certain
types of client accounts.

Board of Director Relationships and Personal Transactions: Mr. Eric Sites, an employee of the Adviser, is
a member of the Board of Directors of MIAX but does not have investment discretion over any trades
involving MIAX in client accounts. Furthermore, Adviser personnel, including Mr. Sites and other
personnel who are or may be involved in the management of advisory accounts managed by the Adviser,
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may have personal investments in TPL and/or MIAX stock or the stock of a company that has a material
business relationship with TPL and/or MIAX. These personal investments may also present potential or
actual conflicts of interest. The Adviser has adopted a Code of Ethics governing the manner in which
employees may engage in personal securities transactions. The Code requires employees to periodically
report their personal holdings and to pre-clear personal securities transactions. The personal holding
information and pre-clearance requests are reviewed by the Adviser’s compliance personnel. This is not
an offer to sell or a solicitation to invest. Opinions and estimates offered constitute the judgment of
Horizon Kinetics LLC (“Horizon Kinetics”) and are subject to change without notice, as are statements
of financial market trends, which are based on current market conditions. Under no circumstances does
the information contained within represent a recommendation to buy, hold or sell any security, and it
should not be assumed that the securities transactions or holdings discussed were or will prove to be
profitable.

Any index returns or performance provided in this presentation is provided for illustrative purposes only
and does not demonstrate actual performance.

The Adviser and its management persons have relationships or arrangements that may be material to
the Adviser’s advisory business or to investors in the products and accounts managed by the Adviser and
that present potential or actual conflicts of interest.

Subsidiaries of Horizon Kinetics LLC manage separate accounts and pooled products that may hold
certain of the individual securities mentioned herein. For more information on Horizon Kinetics, you
may visit our website at www.horizonkinetics.com.

Not all investors will experience the same holdings, returns or weightings as the corresponding
composite. No part of the research analysts’ compensation was, is, or will be, directly or indirectly,
related to the specific recommendations or views expressed by the research analysts in this report.

No part of this material may be copied, photocopied, or duplicated in any form, by any means, or
redistributed without Horizon Kinetics’ prior written consent.

©2026 Horizon Kinetics LLC ® All rights reserved.©2026 Horizon Kinetics LLC ® All rights reserved.
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