Oil and Gas Income Stocks

A Weekly Analysis
January 11, 2008

Hugoton Royalty Trust
Insider Buying

Svmbol HGT Ebitda Next Twelve Months ending 12/31/08 (USEmm) 123
Rating Buy North American Natural Gas/Ebitda (%) 86
Price (US5/sh) 2514 Natural Gas and Qi Production/Ebitda (%) 100
Fricing Date 1/10:08 Adfusted Reserves/Production NTM 13.8
Shares (mm) 400 EV/Ebitda 82
Market Capitalization (U5 5mm) 1,004 PV Ebitda 11.1
Debt (T585mm) ] Umdeveloped Reserves (%) 14
Enterprise Value (EV) (USEmm) 1004 Natural Gas and Qi Ebitda (USE/mefe) 3.13
FPresent Value (PV) (U55mm) 1,360 FPresent Value Proven Reserves(LUS55/boe) 23.00
Net Present Value (USE/unit) 340 Fresent Value Proven Reserves(US5/mgfe) 3
Debt/Present Value 0.00 Earnings Next Twelve Months (US55 un)

MeDep Ratio - EV/PV 0.74 Price/Earnings Next Twelve Months

Distribution Yield (P6vear) 87 Distribution Next Twelve Months (T58/5h) 218

Note: Estitnated cash flow and eamnings tied to one-vear futures prices for oil and natural gas.
BEeported results may vary widely from estimates. Estimated present value per share revised only infrequently.
Estimated present value presumes a long-term price for oil of USS80 a barrel and natural gas, 511 a milhon btu.
For historical analysis of HGT since 2000 see www.medep.com/dhgt htm

Summary and Recommendation

A credible insider boosted his holdings in buy-recommended Hugoton Royalty Trust
(HGT) to 700,000 units from 500,000 units during the week ended January 3. The
insider, Mr. Bob R. Simpson, is the driving force at the helm of buy-recommended XTO
Energy (XTO), the creator of HGT and the operator of HGT’s properties. We take that as
welcome confirmation of our analysis of the neglected value in HGT. A turnaround in
distributions tied to natural gas price may be about to unfold in early 2008 judging from
the trend in the industry index and futures prices, subject to the time delay to cash
distribution (see tables_ Monthly Declarations and Distributable Income). Most of our
volume and cost estimates extend the trend of recent monthly results. The price of HGT
stock is also influenced by long-term natural gas price that after a stable period may be
poised to resume an uptrend (see chart Six-Year Commodity Price Meter).

Weekly Analysis of Income Stocks

Among other recent developments for income stocks we note buy-recommended Penn
West Energy Trust (PWE) has completed its pending acquisitions. Encore Energy
Partners (ENP) announces an acquisition of properties from buy-recommended Encore
Acquisition (EAC). McDep Ratios reflect the transactions while cash flow projections
will be adjusted soon (see tables).

Kurt H. Wulff, CFA
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Hugoton Rovalty Trust
Monthly Declarations

Jan-07 Feb-07 Mar07 Oct-07 Nov-07 Dec-07  Jan-08 Feb-08 MMar-03

Distribution {5/ unit)

Declared 014 017 0.09 0.13 0.10 0.13

Projected 0ds 018 017
Volume

Natural Gas (bcf) 238 240 231 243 234 249 231 238 238

MNatural Gas {mmcfd) 79 17 T4 78 78 20 77 77 7

Days 30 31 il il k1] il k1] il il

Price

MNatural gas industry quotes lagged two months (3/'mmbtu)
Henry Hub Index Fufures 7.6 B33 38 4l 343 6.43 128 121 713

HGT/Hetry Hub 087 076 082 083 0.81 0.75 079 0382 082
HGT (5/mef) 6235 634 520 3090 440 4380 5.75 5.88 5.85
Revenue (5mm)
Natural Gas 149 152 12.0 124 103 12.0 133 14.0 139
Other 0.1y (06) (0.9 0.6 1.1 0.9 1.1 14 1.0
Total 148 146 11.1 129 114 129 144 15.4 149
Cost (3mm)
Production 1.3 1.6 2.0 1.6 19 1.3 19 19 19
Overhead 0.7 0.8 0.7 08 0.8 0.8 0.8 0.8 08
Total 25 24 27 24 27 26 26 26 26
Cash flow (Smm) 122 122 5.4 10.5 8.7 103 11.8 12.8 123
Development 50 3.8 3.8 38 38 3.8 38 3.8 38
Net proceeds (5mm) 12 83 46 6.7 49 6.5 8.0 0.0 ]
Rovalty income (3mm) 5.8 6.3 3.7 54 40 52 6.4 12 6.8
Rovalty/Net proceeds B0% B0%  B0% B0 BO%  B0% 0% B0%  B0%
Distributable income (Smm) 5.8 6.8 37 4 4.0 i2 64 12 6.8
Umits (millions) 400 400 400 400 400 400 400 400 400
Distribution {5/ unit) 0.14 017 009 013 010 013 016 018 0.17
Latest Twelve Month Average
Natural Gas {mmcfd) 81 81 80 i 17 11 17 11 i
HGT/Hetry Hub 085 083 086  0.34 084 082 082 082 081
Other revenue (5mm) 0.1 0.1 0.0 (0.0) 0.0 0.1 02 03 0.3
Development (Smm) 45 435 45 38 3.7 3.6 33 35 35
Production (3mm) 19 1.3 1.3 19 19 19 19 19 19
Overhead (Smm) 0.7 0.7 0.7 0.7 0.7 0.8 0.8 0.8 08
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Hugoton Rovalty Trust

Distributable Income
Next
Twelve
o4 Q3 Q4E  Year QIE Q2E Q3E Q4E  Months
1231/06 2007 1232107 2007E 33108 620008 930008 12/21/08 12/31/08
Highlights
Bevenue (Smm) (80%) 36.4 371 323 1437 386 38.7 432 438 164.3
Cash flow {3mm) (30%) 26.1 269 233 1043 283 28.6 326 332 122.8
Per unit 0.63 0.67 058 2.6l 0.71 0.71 0.82 0.83 .07
Distnbutable Income (Smm) 14.0 17.7 146 694 204 19.4 234 240 87.2
Per unit 0.33 044 036 7 1.73 0.51 0.49 0.59 0.60 2.18
Units (millions) 400 40,0 00" 400 400 40.0 400 400 40.0
Volume
Natural Gas (bef) 1.6 1.0 130 181 11 6.9 11 11 281
Natural Gas {mmacfid) 822 139 7887 770 16.7 16.7 16.7 767" 76.7
Days 92 92 a2 365 92 20 92 a2 366
0l {mb) 80 i 70" a0 9 17 % % 314
0il {mbd) 1.0 0.8 0.9 0.8 0.9 08 0o 09 " 0.9
Days 92 92 a2 65 92 80 92 a2 366
Total (bef) 81 14 717 2009 13 T4 13 1.3 30.0
Price
Natural Gas (HH lagzed two months)
Henry Hub (5/mmbtu) 6.02 135 399 6.96 721 741 189 8.03 7.64
Differential (%) 12 19 20 18 19 19 16 16 17
HGT (5/mef) 528 393 477 5.70 3.83 399 6.63 6.76 6.30
Oil {5/bbl) (WTI Cushing laggzed two months)
WTI Cushing 6524 48.31 1940 66.87 83.82 93.03 9453 8339 03.91
HGT 62.07 6329 7589 64.49 89.67 9058 91.16 80.06 90.37
Total (5/mcf) 5.62 6.24 523 6.01 6.40 6.56 116 128 6.85
Revenue (5mm)
Natural Gas 309 414 346 1601 411 413 46.8 477 176.9
0il 36 j0 60" 195 11 10 12 71 284
Total 433 464 106 "170.6 482 483 340 34.8 2053
Cost (3mm)
Tax, transport & other 48 46 38 17.9 48 48 i3 4 203
Production 3.9 39 54 123 5.6 3.6 36 5.6 124
Overhead 21 23 23 0.1 23 23 23 23 2.1
Total 129 12.8 11.5 49.2 12.6 12.6 132 153 51.8
Cash flow (Smm) 326 336 281 1304 334 337 40.8 413 153.6
Development 15.0 11.3 11.3 2.8 11.3 11.3 11.3 113 45.0
Net proceeds (Smm) 17.6 224 17.8 87.7 243 243 285 303 108.6
Royalty income (5mm) 141 179 143 70.1 19.5 19.6 236 242 86.8
Royalty/Net proceeds 30% 80% 0% 80% 30% 80% 80% 80% 80249
Administration 01 02 02 1.2 02 02 02 02 0.7
Distributable income (Smm}) 14.0 17.7 146 69.4 204 19.4 234 240 87.2
Tax and other/revenue 10.6%  10.0% 03% 9.9%% 2.9% 8.9% 8.90% 2.9% 9.9%4
Production cost (3/mef) 0.73 0.79 0T 0.74 0.74 0.76 0.74 0.74 0.75
Orverhead cost (5/mef) 026 0.31 030 0.30 0.30 031 0.30 0.30 0.320
Development/Cash flow 0.46 0.33 039 0.33 032 032 028 027 0.29
Producton/Bevenue 0.13 0.13 0.13 0.12 0.12 0.12 0.10 0.10 0.11
Overhead Revenue 0.03 0.03 006  0.05 0.03 0.035 0.04 0.04 0.04
Distributable Income/Reven 0.31 0.38 036 039 042 0.40 0.43 044 0.42
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Six-Year Commodity Price Meter
Indicator of Resource Value Trend
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Natural Gas and Oil Income Stocks - Rank by McDep Ratio

FPrice Net
(B5h) Mariet  FPresent Debit/
Symbaold i10-Jan | Shaves Cap Value | Present MeDep

Rating 2008 () (Emom)  (Blum) Value  Ratio
U.5. Rovalty Trusts

Sabine Fovalty Trust SBR 46.78 14.6 630 48.00 - 0.97
Permian Basin BT PET 16.70 46.6 780 18.00 - 0.93
San Juan Basin Fovalty Trast 81T E 36.10 46.6 1.680 40.00 - 0.90
Cross Timbers Rovalty Trust CRT 4151 6.0 250 47.00 - 0.88
Mesa RovaltyTrust MTR 39.01 19 110 70.00 - 0.84
Hugoton Fovalty Trust HGT E 2314 400 1.010 34.00 - 0.74
Total or Median 4500 .58
Canadian Income Trusts (USS)
Pengrowth Energy Trust PGH 17.59 2470 4340 19.0:0 023 094
Canadian (il Sands Trust COSWF B 3172 4750 13.070 43.00 0.06 0.83
Enerplus Resources Fund ERF 3042 1294 3.100 32.00 0.13 079
Penn West Energy Trust PWE E 237 2426 6,240 37.00 020 0.76
Total or Median 32 800 017 052
U.S. Master Limited Partnerships (MLFPs)
Einder Morgan Energy Partners, LP. EMMP 3 33.68 1793 0900 17.00 0.54 205
Encore Energy Partners, LP. (39%) ENP 20.33 2.0 130 20,00 0.14 1.01
Linn Energy, LLC LINE 2287 114.0 2,610 27.00 0.30 0.89
Dorchester Minerals, LP. DMLE 20.86 282 300 27.00 - 0.77
Total or Median 12 400 022 085

BE=Buy, 5=3l
MeDep Eatio = Market cap and Debt to present value of oil and gas and other businesses
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Natural Gas and Oil Income Stocks - Rank by EV/Ehitda

Price | Adjstd Divd or
(5/sh) Resrvs/ Py EVr Disirib
Symbal’ I0-Jam FProd Ebitda Ebitda P/E NTM
Rating 2008 NIM NIM NIM NIM (%a)
U.5. Rovalty Trusts
San Juan Basin Rovalty Trust S8IT B 36.10 102 134 121 14.8 6.8
Cross Timbers Rovyalty Trust CET 41.51 13.1 112 09 10.6 035
Sabine Foyalty Trust SBE 46.78 g2 101 o9 99 101
Mesa Rovalty Trust MTR 3001 211 102 8.6 A 10.1
Hugoton Foyalty Trust HGT = 25.14 154 11.3 84 11.7 8.3
Permian Basin BT FET 16.70 82 9.0 83 93 10.7
Median 117 0.7 8.2 f0.2 o8
Canadian Income Trusts (US5)
Canadian Oil 3ands Trust COSWF B 3702 232 10.1 8.5 101 8.3
Pengrowth Energy Trust PGH 1750 T4 6.9 6.3 18.3 154
Enerplus Resources Fund ERF 3042 0.7 3.0 6.3 10.6 12.3
Penn West Energy Trust PWE = 257 7.3 6.9 32 3.3 139
Median 87 7.3 a.4 104 f4.7
U.5. Master Limited Partmerships (MLPs)
Einder Morgzan Enerzy Partners L P, EMP 8 35.68 16 79 162 352 6.3
Linn Energy, LLC LINE 2287 20.8 14.3 129 443 10.0
Dorchester Minerals, LE. DMLP 20.86 82 11.9 g2 139 109
Encore Energy Partners, L P. ENP 2035 122 79 80 433 6.9
Median 0.7 89 110 8.2 &4

EV =Enterprise Value = Market Cap and Debt; Ebitda = Earnings before interest, tax, depreciation
and amortization; WIM = Next Twelve Months Ended December 31, 2008; B/E = Stock Price to
Earnings; PV = Present Value of oil and zas and other businesses

Natural Gas and Qil Income Stocks - Rank by NTM Distribution Yield

Natural
Revenue G’ Dist! Dist.
Symbol! | Royalty  Ebitda Dist/  Eguity | NTM Distribution | Yield
Fa) (Pe) Ebitda  Ebitda (Emm) (B un) Fa)
U.5. Rovalty Trusts
San Juan Basin Rovalty Trust  8JT - o8 0.82 0.82 114 244 6.8
Hugoton RovaltyTrst HGT - 86 071 071 86 214 83
Cross Timbers Rovalty Trust CET 84 64 0.94 0.94 24 3.93 0.5
Mesa FovaltyTrust MTR - a4 0.88 0.88 11 3.98 10.1
Sabine Fovalty Trust SBE 100 30 1.00 1.00 69 475 10.1
Permian Basin BT PET 33 32 0.89 0.89 83 1.79 10.7
Total or Median a4 058 058 400 28
Canadian Income Trusts (US5)
Canadian (il Sands Trast COSWE - (&) 0.68 0.72 1.556 321 8.5
Enerplus Resources Fund ERF - 33 0.67 0.78 634 3.03 12.8
Pengrowth Energy Trust PGH - 34 074 099 668 27 154
Penn West Energy Trust PWE - 27 0.61 0.76 o021 4.09 15.9
Total or Median 20 068 077 2,800 f4.1
U.5. Master Limited Partnerships (MLFPs)
Kinder Morzan Enersy Partners KNP - 0.73 1.64 631 352 6.3
Encore Energy Partners LP. ENP 14 0.47 0.33 13 1.40 6.9
Linn Energy, LLC LINE 63 0.83 1.22 260 228 10.0
Dorchester Minerals, LP. DMLEP a4 67 1.00 1.00 a4 227 10.9
Total or Median 39 080 111 1,000 &4

NTM = Next Twelve Months Ended December 31, 2008
Ebitda = Earnings before interest, tax, depreciation and amortization
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Disclaimer: This analysis was prepared by Kurt Wulff, Manager of McDep LLC as of January 1, 2008.
Previously Mr. Wulff was doing business as McDep Associates. The firm used sources and data believed
to be reliable, but makes no representation as to their accuracy or completeness. This analysis is intended
for informational purposes and is not a solicitation to buy or sell a security. Past performance is no
guarantee of future results.

McDep does no investment banking business. McDep is not paid by covered companies including revenue
from advertising, trading, consulting, subscriptions or research service. McDep shall not own more than
1% of outstanding stock in a covered company. No one at McDep is on the Board of Directors at a covered
company nor is anyone at a covered company on the Board of Directors of McDep.

McDep or its employees may take positions in stocks the firm covers for research purposes. No trades in
a subject stock shall be made within a week before or after a change in recommendation.

Certification: |, Kurt H. Wulff, certify that the views expressed in this research analysis accurately reflect
my personal views about the subject securities and issuers. No part of my compensation was, is, or will be
directly or indirectly related to the specific recommendations or views contained in this research analysis.

Research Methodology/Ratings Description: McDep LLC is an independent research originator focused
on oil and gas stocks exclusively. The firm applies the thirty years of experience of its analyst to estimate a
present value of the oil and gas resources and other businesses of covered companies. That value is
compared with a company’s stock market capitalization and debt. Stocks with low market cap and debt
relative to present value tend to outperform stocks with high market cap and debt relative to present value.
Buy recommendations are expected to deliver a total return better than 7% per year above inflation. Hold
recommendations assume the attributes of the underlying business are reflected in the current price of the
stock. Sell recommendations are expected to deliver a total return less than inflation.
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