Income and Small Cap Weekly
Analysis of Oil & Gas Stocks
August 24, 2012

Hugoton Royalty Trust (HGT)
Highest Return for the Next Year

Summary and Recommendation
Units of Hugoton Royalty Trust (HGT) offer the highest return potential over the next year
among royalty trusts on the basis of recovery from a steep stock price decline associated with an
adverse proposed legal settlement. Relying on public disclosures from the trustee regarding
progress of the legal dispute, we reaffirm Net Present Value (NPV) of $14 a unit, double current
stock price (see tables Functional Cash Flow and Present Value on page 2 and Next Twelve
Months Operating and Financial Results on page 3). Latest disclosures suggest the negative
impact may be less than initially described. First, the trust’s share of a prospective legal
settlement of $29.6 million ($0.74 a unit) announced in May has been reduced to $28.5 ($0.71 a
unit) to eliminate claims that predate the formation of the trust in late 1998. Second, the estimate
of the time period for withholding payments from the monthly distribution has been reduced from
18 months to 13 months for 82% of the possible assessment. Third, the trustee for the unit
holders will seek a court order to prohibit withholding of distributions by the operator until
arbitration now under way is completed. Fourth, the arbitrator may agree that all or some of the
responsibility for payment may rest with the operator who contributed the properties that form the
trust. Since total claims, current and future, may be less than $1.22 a unit, we conclude that a $6
decline in stock price in the past four months presents unusual chance for rebound.
Total Claims May be Less than $1.22 a Unit
The net settlement amounts to about 3.5% of the total distributions paid during the trust’s 13-year
history of public trading. That may be an indication that NPV could be reduced by 3.5% ($0.49 a
unit) if the terms of the settlement are applied to the same degree in the future as in the past.
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Meanwhile, the trustee has reserved $0.7 million ($.0175 a unit) from the monthly distribution
declared on August 20 to take legal action to prevent withholding by the operator until arbitration
is complete (see table Monthly Declarations on page 4). As a result, total claims could be $1.22 a
unit ($0.71 + $0.49 + $0.02), a fraction of the decline in stock price.
Distributions May Rebound in Less Than a Year
When the indicated charge was disclosed in May, the operator estimated there would be no
distributions from the properties in Oklahoma (79% of future revenue) and Kansas (8% of future
revenue) for 18 months until the settlement amount was recovered from cash flow. Disclosed on
August 20, the latest estimate from the operator is 13 months for the Oklahoma properties and 8
years for the Kansas properties. Our projections that take account of natural gas futures prices
would have the hypothetical Oklahoma liability extinguished in the second quarter of 2013. The
extreme estimate for the Kansas properties suggests narrow cash flow margin that could widen
rapidly at higher natural gas price.
Valuation Opportunity
While the impact on near-term distributions remains quite dramatic because of the royalty trust
requirement to pay liabilities out of current cash flow, the impact on underlying resource value is
far less than the decline in stock price. As a result, HGT stock has opened a gap in McDep Ratio
at 0.46 compared to 0.70 for the next lowest in rank, unusual for royalty trusts in our experience
(see Tables ISC-1 to ISC-2 on pages 5-6). Unlevered cash flow multiple (EV/Ebitda) of 6.5 times
looks too low for the long 13.4 year adjusted life index (see Table ISC-3 on page 7). Further
measures of exaggerated stock price action are the lowest ratio of enterprise value to 52-week
high at just 0.28, lowest ratio to 52-week low at 1.06, lowest ratio to 50-day average at 0.89 and
lowest ratio to 200-day average at 0.49 (see Table ISC-4 on page 8).
Kurt H. Wulff, CFA
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Disclaimer: This analysis was prepared by Kurt Wulff, Manager of McDep LLC. 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 or its employees may take positions in stocks the firm covers for research purposes.
a subject stock shall be made within a week before or after a change in recommendation.

No trades in

Certification: I, 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 forty 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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