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San Juan Basin Royalty Trust
Three C'sof Natural Gas

Price Net
($/sh) Market Pressnt  Debt/ EV/ EV/ Divd PV/
21-Sep  Shares Cap Value Present McDep Sales Ebitda P/E  NTM  Ebitda
Symbol 2001 (mm)  ($mm) ($/sh)  Value Ratio NTM NTM NTM (%) NTM
ST 10.76 46.6 500 14.70 - 0.73 6.3 84 120 8.3 114

McDep Ratio = M arket cap and Debt to present value of oil and gas and other businesses

EV = Enterprise Value = Market Cap and Debht: USsmm 500
Ebitda = Earnings before interest, tax, depreciation and amortization: USSmm 60
NTM = Next Twelve Months Ended September 30, 2002; P/E = Stock Price to Earnings

PV = Present Value of energy businesses: USsmm 690

Summary and Recommendation

We recommend current purchase of the units of San Juan Basin Royalty Trust for its
unique combination of three "C's" of natural gas - concentration, control and commaodity.
The trust is Concentrated entirely on the clean fuel; there is no other business to
complicate the picture. Unitholders Control reinvestment of cash flows; thereis no
management to waste the golden eggs that the goose lays. Future Commaodity price
offers the ultimate payoff as we expect natural gas to become much more valuable in the
next few years. The trust does not hedge natural gas price and thereby risk the
dissipation of future profitsto athird party. A McDep Ratio below 0.8 for the first time
since February 2001 triggers our current interest. Moreover the compelling valuation
relates to today's commodity futures prices that we think are far lower than we will see
when the economy gets going again. While the stock is subject to political, economic
and business risk, financia risk is minimal, as the trust has no debt. Investors should
look for most of their long-term return in tax-advantaged distributions.

Concentration on Natural Gas Simplifies Analysis

We have been analyzing the properties of the San Juan Basin Royalty Trust since our
recommendation of Aztec Oil & Gas Company in May 1975. We noted that the price of
Aztec's San Juan Basin production reached $0.30 per mcf in 1974 compared to $0.19 in
1973. For its February 2001 distribution, the trust reported a price of $8.95. The price
has dropped sharply since then, as our projection for the next twelve months, tied to the
futures market, is $2.35. Aztec produced 35 billion cubic feet from the propertiesin
1974. The comparable volume we project for the next twelve monthsis 44 bcf.
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Worth about $70 million in 1975, the properties are valued in the stock market today at
$500 million for again of 8%/year in 26 years. Add about 10% per year in cash flow and
the total return might be about 18% per year. Ignoring taxes and reinvesting cash flow an
investment of $10,000 in San Juan Basin Royalty Trust propertiesin 1975 would be
worth perhaps $730,000 today.

The drivers of vaue in the trust are understandabl e enough that we do a weekly
calculation of present value (see Table SJT-1). The details for each of the past 86 weeks
are accessible at www.mcdep.com.

The present value of future cash flows takes the next twelve months as a starting point
(see Table SJT-2). We use the next twelve months because that is the most relevant
period for estimating the annual distribution for a new purchaser of the units. It would be
misleading to point to the $0.40 that the trust distributed in a single month this year as
indicative of ongoing payout. Instead, current natural gas futures imply that the payout
will be $0.90 for the next twelve months.

Lower, Then Higher Monthly Distributions Ahead

As one might expect, payout tracks natural gas price more than any other variable in the
short term (see Chart). Incongruously, we actually know the future for two months ahead
because the distribution announced and attributed by us to the month of announcement
relates to the actual price received two months earlier. Since we know natural gas price
today, we know the relevant measure for the distribution to be announced in two months.
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If investors naively priced SJT units in line with the most recently declared distribution,
we would expect the price to be lower in two months and we would not recommend the
stock today. Alternatively one might argue that any information already known is
aready in the stock.

Nor should we put too much confidence in the early resumption of higher distributions.
The futures prices upon which we base our projections are lower today that they were a
few months ago. In the end we have to make a judgment on the validity of futures prices
just as we must do for stock prices.

Control of Reinvestment Reduces Risk

If we knew which company was going to make the big natural gas discovery in the future
we would want to own the stock of that company. On average, natural gas companies are
not likely to find new resources on terms as attractive asin SJT stock. That was borne
out in the last decade when SJT was a top performer among exploration and production
stocks even though its price per share went up only an average amount. The difference
was that SJT paid out its cash flow to unitholders who in turn controlled the reinvestment
of that cash flow. Most production companies reinvested cash flow in low return efforts
and often charged shareholders with steep overhead.

Commodity Price Trandlates Directly to Reward

Thethird "C" refers to another feature of the trust that is superior to managed companies.
Natural gas commodity price increases and decreases flow straight into unitholders
pockets. The trust does not play games in speculating on future natural gas price. Just as
most management of producing companies cannot find natural gas as cheaply asin SJT
stock and they charge overhead on top of that, most cannot make successful bets on the
future of the natural gas markets. On top of that, middlemen who make marketsin
futures, extract their take from the often-unsuccessful bets.

Large Holder Sells

A group including Robert Bass owns 28% of SJT stock. The group acquired its stock in
the past few years at lower prices. Since spring the group has been redlizing gains
through steady sales of units. The group discloses that margin loans may provide some
of itsfunds.

All of thiswould not be of much concern as the group could normally be expected to act
asany rational investor. Yet, late last week, SJT stock price dropped coincident with
news that Bass family members sold $2 billion of stock in Disney partly to payoff margin
loans. Robert apparently was not involved in selling that was attributed to brothers Sid
and Lee.
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Investors apparently became concerned that SJT may also see selling pressure. Thereis
no concrete indication that will be the case. Y et, investors should be forewarned that it
might be prudent to hold back some cash in the surprise event that SJT is under pressure

again.

Meanwhile, SJT is an unusualy high quality oil and gas asset. Should there be aneed to
place alarge amount of stock there are likely to be many willing buyers. The only
guestion may be how much do the buyers want to see any possible forced seller suffer
before stepping up. Let us be among the shrewd buyers should that event arise.

Kurt H. Wulff, CFA
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Table SIT-1
San Juan Basin Royalty Trust
Present Value

Volume Decline (%/yr): 10 Price Escalation Post 2006 (%o/yr): 24
Volume Enhancement (%o/yr): 10 Discount rate (%o/yr): 6.1
Capex/Cash Flow (%): 25 U.S. TIPS Inflation (%/yr): 16
Variable Cost (%): 11 U.S. 10 Year Yidd (%lyr): 4.7
PV/Volume ($/mcf): 114 PV/EBITDA 2002: 116

Volume Fixed Var Cap Tax Present

Basic Enhanced Total Price Revenue Cost Cost Ex  Distribution Credit Disc  Vaue
Year (bcf) (bcf) (bcf) (®/mcf)  (Bmm) ($mm) ($mm) ($mm) ($mm) (Punit) (Sunit) Factor  ($unit)

Total 2001 through 2030

320 279 509 330 1978 337 218 189 1235 2650 016 055
2002 335 00 335 237 792 112 87 175 418 09 016 097 1.03
2003 30.1 33 335 256 858 112 94 163 489 105 0.92 0.96
2004 271 64 335 274 916 112 101 176 527 113 0.86 0.98
2005 24.4 91 335 2@ 976 112 107 189 567 122 0.81 0.99
2006 220 115 335 290 971 112 107 188 564 121 0.77 0.93
2007 19.8 137 335 201 974 112 107 189 566 121 0.72 0.88
2008 17.8 157 335 298 998 112 110 194 582 125 0.68 0.85
2009 16.0 175 335 305 1022 112 112 199 598 128 0.64 0.82
2010 14.4 191 335 313 1047 112 115 205 614 132 0.60 0.80
2011 13.0 205 335 320 1072 112 118 210 631 135 0.57 0.77
2012 117 184 301 328 988 112 109 767 165 0.54 0.88
2013 105 166 271 336 911 112 100 69.8 150 0.51 0.76
2014 9.5 149 244 344 840 112 92 635 136 0.48 0.65
2015 85 134 220 352 774 112 85 57.6 124 0.45 0.56
2016 7.7 121 198 361 713 112 78 523 112 0.42 0.48
2017 6.9 10.9 178 370 658 112 72 473 101 0.40 0.41
2018 6.2 98 160 379 60.6 112 6.7 27 092 0.38 0.35
2019 5.6 88 144 388 559 112 61 385 083 0.35 0.29
2020 5.0 79 130 397 515 112 57 346 074 0.33 0.25
2021 45 7.1 117 407 475 112 52 310 067 0.32 0.21
2022 41 64 105 417 438 112 48 27.7 059 0.30 0.18
2023 3.7 5.8 95 427 403 112 44 247 053 0.28 0.15
2024 33 5.2 85 437 372 112 41 219 047 0.26 0.12
2025 30 47 77 448 343 112 38 193 041 0.25 0.10
2026 2.7 42 69 459 316 112 35 169 036 0.23 0.08
2027 24 38 62 470 201 112 32 147 032 0.22 0.07
2028 22 34 56 481 268 112 30 127 027 0.21 0.06
2029 1.9 31 50 493 247 112 27 108 023 0.20 0.05
2030 18 28 45 505 228 112 25 91 019 0.18 0.04
2031 16 25 41 517 210 112 23 75 016 0.17 0.03
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Table SIT-2
San Juan Basin Royalty Trust
Distributable Income

Next
Twelve
Q3 Q4 Year Q1 Q2 Q3E Q4E Year QlE Q2E Q3E| Months
9/30/00 _12/31/00 2000| 3/31/01 6/30/01 9/30/01 12/31/01] 2001E| 3/31/02 6/30/02 9/30/02] 9/30/02
Highlights
Revenue ($mm) (75%) 29.0 29.9 95.5 49.6 38.7 25.6 17.7| 1316 20.1 20.6 20.7 79.2
Cash flow ($mm) (75%) 236 25.2 75.7 422 319 20.1 131| 1074 153 158 158 60.0
Per unit 0.51 0.54 162 0.91 0.69 0.43 0.28 2.30 0.33 0.34 0.34 129
Tax credit ($mm) 1.9 1.9 75 19 19 19 19 75 19 19 19 75
Per unit 0.04 0.04 0.16 0.04 0.04 0.04 0.04 0.16 0.04 0.04 0.04 0.16
Distributable Income ($mm) 19.7 165 59.2 373 26.3 137 7.2 84.4 113 116 117 418
Per unit 0.42 0.35 127 0.80 0.56 0.29 0.15 181 0.24 0.25 0.25 0.90
Units (millions) 46.6 46.6 46.6 46.6 46.6 46.6 46.6 46.6 46.6 46.6 46.6 46.6
Volume
Natural gas (mmbtu) 124 112 45.1 118 113 119 119 46.9 119 115 119 47.1
Heat Content(btu/cf) 1,104 1,084| 1,068 1,052 1,095 1,070 1070| 1071 1,070 1,070 1070| 1,070
Natural gas (bcf) 112 103 422 113 104 111 111 43.8 111 10.7 111 440
Natural Gas (mmcfd) 121.6 111.8| 1154 122.4 116.4 120.6 1206 | 120.0 120.6 120.6 1206 | 120.6
Days 92 92 366 92 89 92 92 365 92 89 92 365
Oil (mb) 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.1 0.0 0.0 0.0 0.1
Oil (mbd) 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Total gas & oil (bcf) 114 104 428 114 105 112 112 444 112 109 112 446
Price
Natura gas ($/mmbtu) (Henry Hub lagged two months)
Henry Hub ($/mmbtu) 3.94 4.83 3.49 7.57 5.30 3.67 243 4.74 2.77 2.93 2.93 2.76
Differential ($/mmbtu) 0.87 131 0.72 2.04 0.81 0.85 0.49 1.06 0.55 0.59 0.64 0.57
Total 3.07 3.52 2.77 5.53 4.49 2.82 194 3.69 2.22 2.34 2.29 2.20
Natural gas ($/mcf) 3.39 381 2.96 5.81 4.92 3.02 2.08 3.95 2.37 251 2.45 2.35
Oil ($/bbl) (WTI Cushing lagged two months)
WTI Cushing 30.12 3273| 2931 28.79 28.09 2757 2664 | 2777 26.14 25.78 2503| 25.90
SIT 25.58 28.37| 24.66 26.90 24.60 2357 2264 | 2441 22.14 21.78 21.03| 2190
Total gas & oil ($/mcf) 3.40 3.83 2.97 5.79 491 3.03 2.10 3.95 2.39 2.52 2.46 2.37
Revenue ($mm)
Natural Gas 379 39.2| 1249 65.5 50.9 335 230 1730 26.3 26.9 271 1033
Oil 0.7 0.7 24 0.7 0.6 0.6 0.6 25 0.6 0.5 0.5 22
Total 38.6 399 1273 66.1 51.6 34.1 236 1754 26.9 274 27.7| 105.6
Cost ($mm)
Severance tax 42 3.6 123 6.5 5.2 3.7 24 177 2.7 2.7 2.8 10.6
Operating 31 2.7 14.0 33 38 3.7 38 145 38 3.6 38 15.0
Total 7.2 6.3 26.3 9.8 9.0 7.3 6.1 322 6.5 6.4 6.5 255
Cash flow ($mm) 31.4 336 1010 56.3 426 26.8 175| 1432 20.4 210 211 80.1
Development 5.0 112 25.6 6.3 71 81 7.7 29.1 51 53 53 233
Net proceeds ($mm) 26.4 224 75.4 50.0 355 187 98| 1140 153 158 158 56.7
Royalty income ($mm) 19.8 16.8 56.5 375 26.6 14.0 74 85.5 115 118 119 426
Royalty/Net proceeds 75% 75% 75% 75% 75% 75% 75% 75% 75% 75% 75% 3.0
Administration 0.2 0.3 11 0.2 04 0.3 0.2 11 0.2 0.2 0.2 0.8
One-time 37 - -
Distributable income ($mm) 19.7 165 59.2 373 26.3 137 7.2 84.4 113 116 117 418
Modeling ratios
Severance tax/revenue 10.8% 9.0%|  9.7%) 9.9%  10.0% 10.7%  10.0%| 10.1%| 10.0%  10.0%  10.0%| 10.0%)
Operating cost ($/mcf) 0.27 0.26 0.33 0.29 0.36 0.33 0.34 0.33 0.34 0.34 0.34 0.34
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