RALS

Y\
& CEURAREER ~ annuai report 2006
07040940 |
‘. - N North
° European
Oil
Royalty
Trust
TYTRTIYY
ARARNAA
M
AR
\\\
\
\
\
\\
\\
AR
\AARR
NI
\ PROCESSED
JAN 1 92007
S T
ATTENTION:
PLEASE RETAIN

CRITICAL TAX INFORMATION ENCLOSED



The Annual Meeting of Unit Owners will be held on Monday, February 12, 2007, at 1:30 P.M,,
in Rooms 3 and 4, Ninth Floor, at the University Club, 1 West 54th Street,
New York City (northwest corner of 5th Avenue; entrance on 54th Street).
All unit owners are cordially invited to attend.

If you plan to attend the meeting, please note that The University Club has a dress code.
Gentlemen are required to wear a jacket and ladies are required to wear business attire.
The University Club does not make exceptions.
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NORTH EUROPEAN OIL ROYALTY TRUST

Report to Unit Owners:

FOURTH QUARTER 2006

Net income for the Trust for the fourth quarter of fiscal 2006 was $7,111,192, an increase of
76.4% from the net income of $4,030,630 recorded for the fourth guarter of fiscal 2005. At this level
of royalties the Trust was able to pay a distribution of 78 cents per unit, thirty-six cents higher than
the distribution for the fourth quarter of fiscal 2005. The combination of higher gas prices, higher gas
sales and higher average exchange rates under both royalty agreements covering the Oldenburg
concession accounted for the increase in royalty income. Under the higher royalty rate agreement
with Mobil Erdgas-Erdol GmbH (“Mobil Erdgas”), the German subsidiary of ExxonMobil Corp.
(“ExxonMobil”) covering western Oldenburg (the “Mobil Agreement”), average gas prices for the
fourth quarter of fiscal 2006 increased 36.69% to 2.1046 Euro cents per kilowatt hour (“Ecents/Kwh")
from 1.5397 Ecents/Kwh for the fourth quarter of fiscal 2005. Under this same agreement and in
comparison to the same period, western gas sales increased 16.24% to 17.113 billion cubic feet
(“Bef”) from 14.722 Bcef. Under the lower royalty rate agreement with Oldenburgische
Erdolgesellschaft (“OEG”) covering the entire Oldenburg concession (the “OEG Agreement”),
average gas prices increased 35.96% to 2.1582 Ecents/Kwh from 1.5874 Ecents/Kwh in the fourth
quarter of fiscal 2005. Under the same agreement and in comparison to the same period, overali gas
sales for the quarter increased 30.59% to 41.258 Bcf from 31.593 Bcf. Based upon royalty transfers
during the quarter, the Euro had an average dollar equivalent value of $1.2677, 4.59% higher than
dollar equivalent value of $1.2120 for the fourth quarter of fiscal 2005.

FISCAL 2006 REPORT

The continuing high world oil prices and the increases in worldwide energy demands in many
ways characterize the Trust's results for fiscal 2006. Previous exploration, drilling and production
enhancement efforts by the operating companies have added to gas production and sales. High
world oil prices have pushed German gas prices higher. High gas demand and high gas prices have
supported the continuation of the expanded exploration and drilling efforts we have seen in recent
years. All these factors have combined to provide the Trust with $31,079,122 in royalty income, the
highest tevel ever recorded. Cumulative distributions per unit for the year reached $3.28, which is
higher that any level reached since before the 3-for-1 split in 1981.

Annual gas sales under the OEG Agreement increased 11.02% to 178.472 Bef in fiscal 2006
from 160.76 Bcf. in fiscal 2005. Average gas prices for fiscal 2006 under this same agreement
increased 43.79% to 2.1961 Ecents/Kwh from an average price of 1.5272 Ecents/Kwh in fiscal 2005.

Annual gas sales under the Mobil Agreement increased 7.74% to 73.282 Bcf in fiscal 2006
from 68.019 Bcf in fiscal 2005. Average gas prices for fiscal 2006 under this same agreement
increased 45.28% to 2.1178 Ecents/Kwh from 1.4577 Ecents/Kwh for fiscal 2005. Despite a slight
drop in the average exchange rate for fiscal 2006, royalty payments to the Trust under the Mobil
Agreement increased 42.46% to $21,988,234 from $15,434,198 in fiscal 2005.

Gas sales from western Oldenburg account for only 41.06% of total Oldenburg gas sales.
However, because both the Mobil and OEG Agreements apply to gas sales from western Oldenburg,
the Trust receives the majority of its royalty income from western Oldenburg gas sales. For fiscal
2006 royalty income attributable to western Oldenburg gas sales reached $25,687,690, accounting
for 82.87% of all Oldenburg royalty receipts.
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NORTH EUROPEAN OIL ROYALTY TRUST

The Euro continued to show its weakness during the first six months of fiscal 2006 with the
average value based upon royalty transfers showing declines in comparison to the equivalent
quarters in fiscal 2005. in the last six months of fiscal 2006 and beyond, the Euro strengthened.
However, despite these later increases, for fiscal 2006 the Euro declined 2.77% to an average dollar
equivalent value of $1.2322 from its average dollar equivalent value of $1.2673 in fiscal 2005.

ExxonMobil Production Deutschland GmbH (*EMPG”), the unified exploration and production
venture formed by ExxonMobil and the Royal/Dutch Shell Group of Companies, submitted to Mr.
Alfred Stachel, the Trust's German consultant, its report of drilling activities for 2006 and its plans for
2007. Mr. Stachel extracted the following information from EMPG’s report and conveyed it to the
Trust. Doetiingen Ost Z-2, the first well exploring the Carboniferous zone in eastern Oldenburg,
began production in June 2006. However, wellhead pressure and flow rate were only 50% of initial
estimates. Since this was the first well to explore the Carboniferous zone (the deepest gas bearing
zone in the concession), we can hope that the experience gained in the drilling of this well will aid
EMPG in subsequent wells planned for 2007. Oythe Z-3, after suffering a casing collapse, was re-
drilled as Oythe Z2-3a and began production in June 2006. Due to an abrupt decline in the flow rate,
EMPG is considering a well treatment, either acidizing or fracturing, to address the decline.
Doetlingen Z-8a was completed in February 2006 but produced only reservoir water. EMPG has
budgeted for the drilling of four wells in 2007. Goldenstedt Z-7a and Varnhorn Z-7a, are both located
in eastern Oldenburg and are both horizontal deviations off existing wells intended to explore the
Carboniferous zone. Goldenstedt Z-7a is scheduled to begin drilling in January 2007 with Varnhorn Z-
7a following its completion. Hemmelte NW Z-1, a western well, is scheduled to begin drilling in the
second half of 2007. This well will explore both the shallower Bunter zone (sweet gas) and the
deeper Zechstein zone (sour gas). A horizontal deviation of 1,000 meters in the Zechstein should
significantly increase the amount of recoverable reserves. Quadmoor Z-5, a production well in
eastern Oldenburg, will be drilled following the completion of additional seismic and mapping work.
Further details will be made available when EMPG issues its updated report in the spring of 2007.

Based on the limited information available, Ralph E. Davis Associates, Inc., the Trust’s
petroleum consultant (“Davis Associates”™), has prepared and submitted their report on the cost
depletion percentage applicable to Trust unit owners for calendar 2006. The 2006 cost depletion
percentage of 9.0126% and related tax information is contained in the removable “Note to Unit
Owners” on Pages 29 and 30 of this report. The calculation of the cost depletion percentage is based
on Davis Associates’ estimate of remaining net proved producing reserves as of October 1, 20086. (The
complete text of the report is available in the Trust’s 2006 10-K as exhibit 99.1.) The report indicates
that net Trust gas reserves increased 6.33% to 40.483 Bcf from 38.074 Bcf on net sales for 2006 of
4.031 Bcf and a positive reserve adjustment of 6.440 Bcf. Since the reserves in the Davis report are
limited to proved producing reserves, the steps by the operating companies outlined above with regard
to future drilling are not reflected in any way in the current level of reserves shown in the report.

Respectfully submitted,

December 29, 2006 ?i C‘\ Q\ 57\3\

John R. Van Kirk
Managing Director
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NORTH EUROPEAN OIL ROYALTY TRUST

Description of Trust Assets

The properties of the Trust, which the Trust and Trustees hold pursuant to the Trust Agreement
on behalf of the unit owners, are overriding royalty rights on sales of gas, sulfur and oil under certain
concessions or leases in the Federal Republic of Germany. The actual leases or concessions are held
either by Mobil Erdgas-Erdol GmbH (“Mobil Erdgas”), a German operating subsidiary of the
ExxonMobil, or by Oldenburgische Erdolgesellschaft (“OEG”). As a result of direct and indirect
ownership, ExxonMobil owns two-thirds of OEG and the Royal Dutch/Shell Group owns one-third of
OEG. The Oldenburg concession (1,398,000 acres}, covering virtually the entire former State of
Oldenburg and located in the federal state of Lower Saxony, is the major source of royalty income for
the Trust. BEB Erdgas und Erdol GmbH (“BEB”), a joint venture in which ExxonMobil and the Royal
Dutch/Shell Group each own 50%, administers the concession held by OEG. In 2002, Mobil Erdgas
and BEB formed EMPG to carry out all exploration, drilling and production activities. All sales activities
are still handled by either Mobil Erdgas or BEB.

Under one set of rights covering the western part of the Oldenburg concession (approximately
662,000 acres), the Trust receives a royalty payment of 4% on gross receipts from sales by Mobil
Erdgas of gas well gas, oil well gas, crude oil and condensate (the “Mobil Agreement”). Under the
Mobil Agreement there is no deduction of costs prior to the calculation of royalties from gas well gas
and oil well gas, which together account for approximately 99% of all the royalties under said
agreement. Historically, the Trust has received significantly greater royalty payments under the Mobil
Agreement due to the higher royalty rate specified by that agreement. The Trust is also entitled under
the Mobil Agreement to receive a 2% royalty on gross receipts of sales of sulfur obtained as a by-
product of sour gas produced from the western part of Oldenburg. The payment of the sulfur royalty is
conditioned upon sales of sulfur by Mobil Erdgas at a selling price above an agreed upon base price.
This base price is adjusted annually by an inflation index. When the average selling price falls below
the adjusted base price, no royalties are payable. No payments were received from the sale of sulfur
under this agreement during fiscal 2006.

Under another set of rights covering the entire Oldenburg concession and pursuant to the
agreement with OEG, the Trust receives royalties at the rate of 0.6667% on gross receipts from sales
by BEB of gas well gas, oil well gas, crude oil, condensate and sulfur (removed during the processing
of sour gas) less a certain allowed deduction of costs (the “OEG Agreement”). Under the OEG
Agreement, 50% of the field handling, treatment and transportation costs as reported for state royalty
purposes are deducted from the gross sales receipts prior to the calculation of the royalty to be paid to
the Trust.

The Trust also holds through Mobil Erdgas a 2% royalty interest in oil and gas sales from
acreage in Bavaria, and a 0.2117% royalty under the net interest of the Bayerische Mineral Industries
A.G. (“BMI”), a subsidiary of Mobil Erdgas, in concessions in Bavaria. The net interest of BMI ranges
from 16-1/2 to 100% of the sales, depending on the geographic region or area. Due to the absence of
royalty income under these agreements, reserves from these areas in Bavaria are not included in
reserve calculations for this report year. While both Mobil Erdgas and BMI have suspended production
in their concessions in Bavaria, the concessions remain even though there are no current exploration
or development activities in these areas. No royalties have been received under these concessions
since 1996.




NORTH EUROPEAN OIL ROYALTY TRUST

Description of Trust Assets (continued)

In addition to the areas of Oldenburg and Bavaria, the Trust also holds overriding royalties at
various rates on a humber of leases of various sizes in other areas of northwest Germany. At the
present time, all but one of these leases are in the non-producing category. Due to the low level of
income and the intermittent gas production from the single producing lease, reserves from this lease
are not included in reserve calculations for this report year.

Management's Discussion and Analysis of Financial Condition and Results of Operations.

Executive Summary

The Trust is a passive fixed investment trust which holds overriding royalty rights, receives
income under those rights from certain operating companies, pays its expenses and distributes the
remaining net funds to its unit owners. The Trust does not engage in any business or extractive
operations of any kind in the areas over which it holds royalty rights and is precluded from engaging
in such activities by the Trust Agreement. There are no requirements, therefore, for capital resources
with which to make capital expenditures or investments in order to continue the receipt of royalty
revenues by the Trust.

The properties of the Trust, which the Trust and the Trustees hold pursuant to the Trust
Agreement on behalf of the unit owners, are overriding royaity rights on the sales of gas, sulfur and ol
under certain concessions or leases in the Federal Republic of Germany. The actual leases or
concessions are held either by Mobil Erdgas or by OEG. In 2002, Mobil Erdgas and BEB formed a
company EMPG to carry out all exploration, drilling and production activities. All sales activities are still
handled by the operating companies, either Mobil Erdgas or BEB.

The operating companies pay monthly royalties to the Trust based on their sales of natural gas,
sulfur and oil. Of these three products, natural gas provides approximately 98% of the total royalties.
The amount of royalties paid to the Trust is based on four factors: the amount of gas sold, the price of
that gas, the area from which the gas is sold and the exchange rate. The Oldenburg concession is the
primary area from which the natural gas, suffur and oil are extracted and provides nearly 100% of all the
royalties received by the Trust. The Oldenburg concession (1,398,000 acres) covers virtually the entire
former state of Oldenburg and is located in the federal state of Lower Saxony.

Under the Mobil Agreement covering the western part of the Oldenburg concession, the Trust
receives a royalty payment of 4% on gross receipts from sales by Mobil Erdgas of gas well gas, oil well
gas, crude oil and condensate. Under the Mobil Agreement there is no deduction of costs prior to the
calculation of royalties from gas well gas and oil well gas. Historically, the Trust has received
significantly greater royalty payments under the Mobil Agreement due to the higher royalty rate
specified by the agreement.

Under the OEG Agreement covering the entire Oldenburg concession, the Trust receives
royalties at the rate of 0.6667% on gross receipts from sales of gas well gas, oil well gas, crude oil,
condensate and sulfur (removed during the processing of sour gas) less a certain allowed deduction
of costs. Under the OEG Agreement, 50% of the field handling, treatment and transportation costs as
reported by OEG for state royalty purposes are deducted from the gross sales receipts prior to the
calculation of the royalty to be paid to the Trust.
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NORTH EUROPEAN OIL ROYALTY TRUST

Executive Summary (continued)

The gas is sold to various distributors under long term contracts which delineate, among other
provisions, the timing, manner, volume and price of the gas sold. The pricing mechanisms contained
in these contracts include a delay factor of three to six months and use the price of light heating oil in
Germany as one of the primary pricing components. Since Germany must import a large percentage
of its energy requirements, the U.S. dollar price of oil on the international market has a significant
impact on the price of light heating oil and a delayed impact on the price of gas. The Trust itself does
not have access to the specific sales contracts under which gas from the Oldenburg concession is
sold. These contacts are reviewed periodically on behalf of the Trust by Ernst & Young AG to verify
the correctness of application of the Agreement formulas for the computation of royalty payments.

For unit owners, changes in the value of the Euro have both an immediate and long term
impact. The immediate impact is from the exchange rate that is applied at the time the royalties paid
to the Trust in Euros are converted into dollars at the time of their transfer from Germany to the
United States. A higher exchange rate would yield more dollars and a lower exchange rate less
dollars. The long term impact relates to the mechanism of gas pricing. Since oil on the international
market is priced in dollars, a weaker Euro would mean that oil imported into Germany is more
expensive. A stronger Euro would mean that oil imported into Germany is less expensive. These
changes in the price of oil in Germany are subsequently reflected in the price of light heating oil,
which is used as a component in the calculation of gas prices in the contracts under which the gas is
sold. The changes in German domestic light heating oil prices are in turn reflected in gas prices with
a built-in delay of three to six months.

Seasonal demand factors affect the income from the Trust’s royalty rights insofar as they
relate to energy demands and increases or decreases in prices, but on average they are not material
to the annual income received under the Trust’s royalty rights.

Historically, another requirement for funds by the Trust related to the occasional necessity of
making lump sum payments of arrearages of dividends of a corporate predecessor and distributions
previously declared by the Trust. The payment of such arrearages required a reduction in the amount
of distributions which otherwise would be made on presently outstanding units. However, except for
one claim begun before the cut-off date of June 30, 2005 and concluded during the first quarter of
fiscal 2006, pursuant to the provisions of the order of the Delaware Court of Chancery of April 17,
1996, further liability for payment of dividends or distributions arrears has been eliminated. For further
information on this contingent liability and the impact of the Delaware Court Order see Note 3 to
Financial Statements in ltem 8 of this Report.

The Trust has no means of ensuring continued income from overriding royalty rights at their
present level or otherwise. The Trust’s current consultant in Germany provides general information to
the Trust on the German and European economies and energy markets. This information provides a
context in which to evaluate the actions of the operating companies. In his position as consultant he
receives reports from the operating companies with respect to current and planned drilling and
exploration efforts. However, the unified exploration and production venture, EMPG, which provides
the reports to the Trust’s consultant, continues to limit the information flow to that which is required by
German law.




NORTH EUROPEAN OIL ROYALTY TRUST

Executive Summary (continued)

The relatively low level of administrative expenses of the Trust limits the effect of inflation on its
financial prospects. Continued price inflation would be reflected in sales prices, which with sales
volumes form the basis on which the royalties paid to the Trust are computed. The impact of inflation
or deflation on energy prices in Germany is delayed by the use in certain long-term gas sales
contracts of a delay factor of three to six months prior to the application of any changes in light
heating oil prices to gas prices.

As mandated by the Trust Agreement, distributions of income are made on a quarterly basis.
These distributions, as determined by the Trustees, constitute substantially all of the funds on hand
after provision is made for Trust expenses then anticipated.

Results: Fiscal 2006 versus Fiscal 2005

For fiscal 2006, the Trust’s gross royalty income increased 47% to $31,079,122 from
$21,085,039 in fiscal 2005. Increases in gas prices and gas sales offset the slight decline in average
exchange rates and combined to increase the amount of royalty income, which resulted in the higher
distributions.

Under the Mobil Agreement, the higher royalty rate agreement with Mobil Erdgas covering
western Oldenburg, gas sales increased 7.74% to 73.282 Billion cubic feet (“Bcf”) in fiscal 2006 from
68.019 Bcf in fiscal 2005. Other than the current year’s third quarter when the annual maintenance
was conducted at the Grossenkneten desulfurization plant, each quarter’s gas sales showed
increases over the prior year's equivalent period. The contrast in gas sales for the third and fourth
quarters in fiscal 2005 and 2006 reflects the shift in normal scheduling of maintenance at the
desulfurization plant from the third quarter to the fourth quarter in fiscal 2005. The 2006 maintenance
was conducted during the third quarter of fiscal 2006.

Quarterly and Yearly Gas Sales under the Mobil Agreement
Fiscal Quarter 2006 Gas Sales (Bcf.) | 2005 Gas Sales (Bcf.) Percentage Change
First 19.540 17.333 12.73%
Second 19.016 17.639 7.81%
i Third 17.613 18.325 -3.89%
Fourth 17.113 14.722 16.24%
Fiscal Year Total 73.282 68.019 7.74%




NORTH EUROPEAN OIL ROYALTY TRUST

Results: Fiscal 2006 versus Fiscal 2005 (continued)

The overall increase in western gas sales can be explained at least partially by the full
functioning of the compressors completed in early fiscal 2005 and the additional production from the
western wells completed in the last two years.

Average gas prices for gas sold from this royalty area increased 45.28% to 2.1178 Euro cents
per kilowatt hour (“Ecents/Kwh”) in fiscal 2006 from 1.4577 Ecents/Kwh in fiscal 2005. For fiscal
2006, the average gas price for each quarter posted an increase over the prior year's corresponding
quarter. The run up in world oil prices during late 2005 and 2006 accounted for much of this increase.

Average Gas Prices under the Mobil Agreement
Fiscal Quarter 2006 Gas Prices 2005 Gas Prices Percentage Change
{Ecents/Kwh) (Ecents/Kwh)

First 2.0456 1.3010 57.23%
Second 2.2743 1.5258 49.06%
Third 2.0417 1.4738 38.54%
Fourth 2.1046 1.5397 36.69%
Fiscal Year Avg. 21178 1.4577 45.28%

Converting gas prices into more familiar terms using the average exchange rate yields a price
of $7.50/Mcf, a 41.1% increase over fiscal 2005's average price of $5.31/Mcf. For fiscal 2006, the
average value of the Euro based on the transfer of royalties received from western Oldenburg gas
sales was $1.2313 down 3.0% from the average value of $1.2694 for fiscal 2005.

Under the OEG Agreement, the lower royalty rate agreement with BEB covering the entire
Oldenburg concession, gas sales increased 11.02% to 178.472 Bcf in fiscal 2006 from 160.762 Bcf in
fiscal 2005. Current year quarterly gas sales showed increases for each quarter over the prior year's
corresponding quarter. The contrast in gas sales for the third and fourth quarters in fiscal 2005 and
2006 reflects the shift in normal scheduling of maintenance at the desulfurization plant from the third
quarter to the fourth quarter in fiscal 2005. The 2006 maintenance was conducted during the third
quarter of fiscal 2006.

Quarterly and Yearly Gas Sales under the OEG Agreement
Fiscal Quarter 2006 Gas Sales (Bef.) | 2005 Gas Sales (Bcf.) | Percentage Change
First 47.876 44215 8.28%
Second 46.775 43.045 8.67%
Third 42.563 41.909 1.56%
Fourth 41.258 31.593 30.59%
Fiscal Year Total 178.472 160.762 11.02%




NORTH EUROPEAN OIL ROYALTY TRUST

Results: Fiscal 2006 versus Fiscal 2005 (continued)

Average gas prices for gas sold from the entire Oldenburg concession increased 43.79% to
2 1961 Ecents/Kwh in fiscal 2006 from 1.5272 Ecents/Kwh in fiscal 2005. For fiscal 2006, the
average gas price for each quarter posted an increase over the prior year's corresponding quarter.

Average Gas Prices under the OEG Agreement
Fiscal Quarter 2006 Gas Prices 2005 Gas Prices Percentage Change
(Ecents/Kwh) (Ecents/Kwh)

First 2.1240 1.4169 49.91%
Second 2.3088 1.6018 44.13%
Third 2.1900 1.5216 43.93%
Fourth 2.1582 1.5874 35.96%
Fiscal Year Avg. 2.1961 1.56272 43.79%

Converting gas prices into more familiar terms using the average exchange rate yields a price
of $7.620/Mcf, a 40.1% increase over fiscal 2005's average price of $5.44/Mcf. For fiscal 2006, the
average value of the Euro based on the transfer of royalties received from overall Oldenburg gas
sales was $1.2362 down 2.5% from the average value of $1.2680 for fiscal 2005.

Reflecting both greater sums available for investment and higher interest rates, interest
income for fiscal 2006 was substantially higher increasing 176.3% to $164,021 for fiscal 2006 from
$59,353 for fiscal 2005. Trust expenses increased 6.8% to $984,199 in fiscal 2006 from $921,578 in
fiscal 2005. While most expense categories showed reductions, the change to new auditors (eftective
July 18, 2006) required additional review of financial resuits from the first two quarters, which added
to total auditor fees. German legal fees increased as a result of inquiries into and evaluation of the
Trust’s interest in certain minor leases scheduled for abandonment by the operating companies. In
addition, Trustee fees, which are calculated based upon a formula specified in the Trust Agreement,
were higher due to the increase in gross royalty income.

The operating companies provide reports to the Trust's German consultant detailing their
plans for exploration and drilling for the upcoming calendar year and the results of that program for
the current calendar year. The Trust’s consultant has extracted the following information from those
reports. EMPG has budgeted for the drilling of four new wells in 2007. Goldenstedt Z-7a will be the
second well to explore the Carboniferous zone in eastern Oldenburg. Drilling is scheduled to start in
January 2007. Varnhorn Z-7a will be the third well to explore the Carboniferous zone in eastern
Oldenburg and will begin after the completion of Goldenstedt Z-7a. Hemmelte NW Z-1 is scheduled
to begin drilling in the second half of 2007. The well is located in western Oldenburg and is intended
to explore both the Bunter (sweet gas) zone and the Zechstein (sour gas) zone. Once gas testing of
the shallower Bunter zone is completed, the well will continue to the deeper Zechstein zone and
commence a horizontal deviation of 1,000 meters. Final depth is anticipated to be nearly 12,000 feet.
Once additional seismic interpretation and mapping are completed, Quadmoor Z-5 will be drilled as a
production well within an existing field in eastern Oldenburg.
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Results: Fiscal 2005 versus Fiscal 2004

NORTH EUROPEAN OIL ROYALTY TRUST

For fiscal 2005, the Trust's gross royalty income increased 40% to $21,085,069 from
$15,061,209 in fiscal 2004. Increases in gas prices under both the higher and lower royalty rate
agreements, higher gas sales from the higher royalty rate area of western Oldenburg and a higher
average value for the Euro resulted in the higher royalty income and, as a result, higher distributions.
The only negative factor impacting royalty income was lower gas sales from eastern Oldenburg.

Under the Mobil Agreement, gas sales increased 6.61% to 68.019 Bcf in fiscal 2005 from
63.801 Bcf in fiscal 2004. Gas sales strengthened each quarter throughout fiscal 2005 until the final
quarter when maintenance work at the desulfurization plant slowed production. The following table
shows quarterly gas sales and the changes from the prior year’s equivalent quarters.

Quarterly and Yearly Gas Sales under the Mobil Agreement

Fiscal Quarter 2005 Gas Sales (Bef.) | 2004 Gas Sales(Bcf.) Percentage Change
First 17.333 18.417 -5.88%
Second 17.639 17.277 2.10%
Third 18.325 15.159 20.88%
Fourth 14,722 12.948 13.70%
Fiscal Year Total 68.019 63.801 6.61%

The Trust's management believes that this turnaround is at least partially the result of the new
compressors that came on line in late 2004 and the new western wells completed in 2004. Average
gas prices for Western Oldenburg increased 21.09% to 1.4577 Ecents/Kwh in fiscal 2005 from
1.2038 Ecents/Kwh in fiscal 2004. For fiscal 2005 as shown in the table below, the average gas price
for each quarter posted an increase over the prior year’s corresponding guarter.

Average Gas Prices under the Mobil Agreement

Fiscal Quarter

2005 Gas Prices

2004 Gas Prices

(Ecents/Kwh} (Ecents/Kwh) Percentage Change
First 1.3010 1.1836 9.92%
Second 1.5258 1.2583 21.25%
Third 1.4738 1.1276 30.70%
Fourth 1.5397 1.2491 23.27%
Fiscal Year Avg. 1.4577 1.2038 21.09%

1




NORTH EUROPEAN OIL ROYALTY TRUST

Results: Fiscal 2005 versus Fiscal 2004 (continued)

Under the OEG Agreement covering the entire Oldenburg concession, gas sales declined
3.39% to 160.762 Bef in fiscal 2005 from 166.408 Bcf in fiscal 2004. The following table shows

quarterly gas sales and the changes from the prior year’s equivalent quarters.

Quarterly and Yearly Gas Sales under the OEG Agreement

Fiscal Quarter 2005 Gas Sales (Bcf.) | 2004 Gas Sales (Bef) | Percentage Change
First 44.215 46.587 -5.09%
Second 43.045 45.347 -5.08%
Third 41.909 38.563 8.68%
Fourth 31.593 35.911 -12.02%
Fiscal Year Total 160.762 166.408 -3.39%

Average gas prices for the entire Oldenburg concession increased 25.17% to 1.5272
Ecents/Kwh in fiscal 2005 from 1.2201 Ecents/Kwh in fiscal 2004. For fiscal 2005 as shown in the
following table, the average gas price for each quarter posted an increase over the prior year's

corresponding quarter.

Average Gas Prices under the OEG Agreement

Fiscal Quarter 2005 Gas Prices 2004 Gas Prices
(Ecents/Kwh) (Ecents/Kwh) Percentage Change
First 1.4169 1.2120 16.91%
Second 1.6018 1.2646 26.67%
Third 1.5216 1.1858 28.33%
Fourth 1.5874 1.2118 30.99%
Fiscal Year Avg. 1.5272 1.2201 25.17%

From its high point in November 2004, the Euro steadily declined throughout fiscal 2005 in
relation to the dollar. However, it was not until the final quarter of fiscal 2005 that the value of the
Euro showed a decline in comparison to the prior year's equivalent quarter. Using the cumulative
transfer of royalties from Germany to the U.S. to generate an average value for the Euro, there was a
3.6% increase in the average value to $1.2673 for fiscal 2005 from $1.2234 for fiscal 2004.

Interest income for fiscal 2005 was higher due to the combination of rising interest rates and
increased funds available for investment. Trust expenses increased 18.8% to $921,578 in fiscal 2005
from $775,521 in fiscal 2004. A number of expense items not part of the normal yearly Trust
expenses were incurred in 2005. The expenses associated with the biennial examination of the
operating companies in Germany to confirm the accuracy of the royalty payments added $25,874 to
the expense total. Payment of a portion of the fees of the Trust's German consultant was made early
in fiscal 2005, which added $50,664 to the expense total. The resolution of the Trust's contingent
liability resulted in additional legal expenses compared to fiscal 2004.
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Results: Fiscal 2005 versus Fiscal 2004 (continued)

The operating companies provide reports to the Trust's German consultant detailing their plans
for exploration and drilling for the upcoming calendar year and the results of that program for the
current calendar year. The Trust's consultant has extracted the following information from those
reports. The operating companies’ expanded drilling program continued throughout 2005.
Goldenstedt Z-12a was successfully completed in March 2005 with a horizontal deviation of 3,117
feet. After construction of production facilities was completed, production began in October 2005.
Hemmelte Z-5a, a western well, was completed in mid June 2005 but due to geological constraints
did not fully penetrate the total reservoir section as originally planned. This would appear to have had
an impact on the well’s productivity. However, following the completion of the production facilities,
production began in October 2005. Doetlingen Ost Z-2, the first exploratory well in the Carboniferous
zone, entered production in June 2006. While technically a success, wellhead pressure and flow rate
was 50% of initial estimates. Oythe Z-3 was a new vertical well planned to replace Oythe Z-2, which
suffered a casing collapse. Drilling began in September 2005 but significant technical difficulties
forced the operators to plug the initial drilling with cement and re-drill. Now designated Oythe Z-3a,
the well commenced production is June 2006. After an initial flow rate in line with expectations, the
flow rate decreased during the following months. A well treatment is being considered. Drilling for
Doetlingen Z-8a was completed in February 2006. However, the start of production in June 2006
produced only reservoir water. A revision of the geological model for that portion of the reservoir is
being made

Critical Accounting Policies

The financial statements, appearing subsequently in this Report, present financial statement
balances and financial results on a modified cash basis of accounting, which is a comprehensive
basis of accounting other than accounting principles generally accepted in the United States (“GAAP
basis”). Cash basis accounting is an accepted accounting method for royalty trusts such as the Trust.
GAAP basis financial statements disclose income as earned and expenses as incurred, without
regard to receipts or payments. The use of GAAP would require the Trust to accrue for expected
royalty payments. This is exceedingly difficult since the Trust has very limited information on such
payments until they are received. The Trust’s cash basis financial statements disclose revenue when
cash is received and expenses when cash is paid. The one modification of the cash basis of
accounting is that the Trust accrues for distributions to be paid to unit owners (those distributions
approved by the Trustees for the Trust). The Trust's distributable income represents royalty income
received by the Trust during the period plus interest income less any expenses incurred by the Trust,
all on a cash basis. In the opinion of the Trustees, the use of the modified cash basis provides a more
meaningful presentation to unit owners of the results of operations of the Trust and presents to the
unit owners a more accurate calculation of income and expenses for tax reporting purposes.
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Critical Accounting Policies (continued)

This Report on Form 10-K contains forward looking statements concerning business, financial
performance and financial condition of the Trust. Many of these statements are based on information
provided to the Trust by the operating companies or by consultants using public information sources.
These statements are subject to certain risks and uncertainties that could cause actual results to
differ materially from those anticipated in any forward looking statements. These include uncertainties
concerning levels of gas production and gas sale prices, general economic conditions and currency
exchange rates, as well as those factors set forth above under Item 1A of this Report. Actual results
and events may vary significantly from those discussed in the forward looking statements.

Distributions and Trading

The Trust's units of beneficial interest are traded on the New York Stock Exchange under the
symbol NRT. In addition, the Midwest Stock Exchange and the Boston Exchange have granted
unlisted trading privileges in the Trust units.

Under the Trust Agreement, the Trustees distribute to unit owners, on a quarterly basis, the
net royalty income after deducting expenses and reserving limited funds for anticipated administrative
expenses.

The following table presents the high and low closing prices for the quarterly periods ended in
fiscal 2006 and 2005 as reported by the NYSE as well as the cash distributions paid to unit owners
by quarter for the past two fiscal years.

Fiscal Year 2006

Low High Distribution
Quarter Ended Closing Price Closing Price Per Unit
January 31, 2006 $25.25 $30.50 $0.85
April 30, 2006 $26.85 $33.50 $0.88
July 31, 2006 $31.25 $42.75 $0.77
October 31, 2006 $31.03 $43.75 $0.78

Fiscal Year 2005

Low High Distribution
Quarter Ended Closing Price Closing Price Per Unit
January 31, 2005 $21.80 $23.90 $0.54
April 30, 2005 $23.55 $27.05 $0.69
July 31, 2005 $26.25 $31.10 $0.57

October 31, 2005 $27.20 $34.25 $0.42
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Distributions and Trading (continued)

The quarterly distributions to unit owners represent their undivided interest in royalty payments
from sales of gas, sulfur and oil during the previous quarter. Each unit owner is entitled to recover a
portion of his or her investment in these royalty rights through a cost depletion percentage. The
calculation of this cost depletion percentage is set forth in detail in Attachment B to the Cost
Depletion Report attached as Exhibit 99.1. This report has been prepared by Davis Associates using
the limited information described in Item 2 of this Report to which reference is made. The Trustees
believe that the calculations and assumptions used in this report are reasonable according to the
facts and circumstances of available information. The cost depletion percentage recommended by
the Trust's independent petroleum and natural gas consultants for calendar 2006 is 9.0126%.
Specitic details relative to the Trust's income and expenses and cost depletion percentage as they
apply to the calculation of taxable income for the 2006 calendar year are included on a special
removable page in the 2006 Annual Report under “Note to Unit Owners.” A separate letter containing
the same information has been sent to all unit owners who were registered at any time during
calendar 2006 and who are no longer registered owners as of the end of the calendar year.
Additionally, the tax reporting information for 2006 is available on the Trust's website, www.neort.com.

As of November 30, 2006, there were 1,174 unit owners of record.
The Trust does not maintain any compensation plans under which units are authorized for

issuance. The Trust, as a matter of practice, does not make any repurchases of Trust units and did
not make any repurchases of Trust units during fiscal 2006, 2005 or 2004.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Trustees and
Unit Owners of North European Oil Royaity Trust

We have audited the accompanying statements of assets, liabilities and trust corpus of
North European Oil Royalty Trust as of October 31, 2006, and the related statements of revenue
collected and expenses paid, undistributed earnings and changes in cash and cash equivalents for
the year then ended. These financial statements are the responsibility of the Trust's management.
Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

As described in Note 1, these financial statements have been prepared on the moditied cash
basis of accounting, which is a comprehensive basis of accounting other than U.S. generally
accepted accounting principles.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the assets, liabilities and trust corpus of North European Oil Royalty Trust at October 31, 2006, its
revenue collected and expenses paid, its undistributed earnings and changes in its cash and cash
equivalents for the year ended October 31,.2006, on the basis of accounting described in Note 1.

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the effectiveness of North European Oil Royalty Trust’s internal
control over financial reporting as of October 31, 2006, based on criteria established in Internal
Control--Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission, and our report dated December 20, 2006 expressed an unqualified opinion
thereon.

Weiser LLP

New York, NY
December 20, 2006
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Trustees and
Unit Owners of North European Oil Royalty Trust

We have audited the accompanying statement of assets, liabilities and trust corpus arising
from cash transactions of North European Oil Royalty Trust as of October 31, 2005, and the related
statements of revenue collected and expenses paid, undistributed earnings and changes in cash and
cash equivalents for each of the two years in the period ended October 31, 2005. These financial
statements are the responsibility of the Trust's management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
QOversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

As described in Note 1, these financial statements have been prepared on the modified cash
basis of accounting, which is a comprehensive basis of accounting other than U.S. generally
accepted accounting principles.

In our opinion, the financial statements referred to above present fairly, in all material respects, -
the assets, liabilities and trust corpus arising from cash transactions of North European Oil Royalty
Trust at October 31, 2005, its revenue collected and expenses paid, its undistributed earnings and
changes in its cash and cash equivalents for each of the two years in the period ended October 31,
2005, on the basis of accounting described in Note 1.

/s/ Ernst & Young LLP

New York, NY
December 7, 2005

17




"Sjuawalels [eloueuly 9say) Jo Led jesbajul ue
ale sajou BulAuedworoe ay)

662'79 065'GE (1 910N} SONINHY3I A31NAIH1SIANN
L L (2 pue | saloN) SNdHOD 1SNYL
(€ 810N) ALINIGYIT LNIDNILNOD
896'GS8'CS 099'891°2$ S00¢ PUe g00g 1oquanoN pred ‘s1sumo
Jun o} sjqefed suoliNqulsIp Yseo
:S3LITNIAVIT LNIHHND
5002 9002

SNdHOD LSNHYL ANV S3LLIIavii

892°026'c$ 1S2'v0e LS
L ! (1 910N)
SLHOIH ALTVAOH TI0 ANV SV DNIONAOHd
/92'026'c$ 0S2'v02'L$ (1 ®10N) sjusjeainbs yseo pue yse)
- _ :S13SSV LN3HHND
$002 9002

S13SSv

G002 ANV 9002 ‘L€ HI80L190
(L 3LON) SNdHOD 1SNYL ANV SIILITIAVIT ‘SLISSY 40 SINIWILYLS

1SNYL ALTVAOY 710 NY3dOHN3 H1YON

18




‘SjuawWwale]s [eloueuy asay) jo Hed jeibajul ue
aJe sajou BulAuedwoooe sy |

6S° 1S cees 82'E$ (G 810N) s1umo
Jun o} pred aq 0}

10 pred yun uad suoingusiq
00 cO’ 40} SISUMO JIUN pajeoojun

Aawioy 0} pred yun Jad
suoinquisip pue spusplalig

aivd 39 Ol
HO dIvd SNOLLNGIH.LSIA HSYD
09'1$ 02'2$ 62°€$ 1INN H3d SWOINI 13N
8G9°20E'V1$ v18222'02% ¥¥6'862'0E$ JNODNI L3N
(1es'sLs ) (826'1e6 ) (66L'v86 ) S3ISN3IAX3 1SNYL
0/6°1¢ £5€'6G L20'P9L JWOONI LSIHILNI
602°1L90'G1$ 6£0'680'12$ 22L'6L0°LES d3AI3D934 S3AILTVAOH

- TI0 ANV UNANS ‘SYD NYIWYID
7002 5002 9002

002 ANV S00Z ‘9002 ‘1€ HIF0L1D0 AIAN3 SHYIA TVISId IHL HOAS
(L 3LON) Qlvd SISNIHXI ANY d31I237170D INNIATH 40 SINIWILVIS

1SNH1 ALTVAOY 110 Nv3adOdN3 HLHON

l




¥6€°99 $

682°20Cv1

S09'c8

882'2SE V1

859°/0E'V

0ed'vy  $

002

662 79 $

L¥8'690°0C

290°'sS |t

80c'682'0¢
v18'¢ec’0c

¥6€99 %

S00¢

065°SE $

95S'6€1°0€

L60'8Y1

Eve €2E'0E
vP6'852°0€

66219 $

900¢

‘SjUBWE]S [BlIoUBUl 9S8y Jo Hed |eibajul ue
ale sojou BulAuedwoooe sy

lead jo pus ‘JONVIVE

(G @10N)
sJsumo Jiun o} pred aq o} 10
pred suonnquisip leak juaung

(£ 210N) S48UMO HuN
pajesojun Aliaw.oy o) pred
suonpnqLisip pue spuspliAlg

:S837

JWOODNI 13N

1eak jo Buuuibeq ‘IONVYIVE

002 ANV S00Z ‘9002 ‘1€ ¥380L00 3AN3 SHVYIATVISId 3HL HOS
(1 3LON) SONINHYI @3LNgIHLSIANN 40 SINIWILVLS

1SNYL ALTVAOH 110 Nv3dOdNn3 HLUON

20




98E'v10'E

99/'€90'Y

(08E'670°1)

65S'2EL 9L
8E0°LSE'GH

12S'6LL

641°€80°GI

0/6°Le
602 190'G1

002

$ L9g'0e6't $
98E'v1L0'E
188°G06

LLG'8EC0C
£E6'91E°61

8/6°126

CBEVYL IS

£5€'6S
$ 6€0°G80°12%

S00¢

‘SJUBWBIRIS |eloueuly 9sayi jo Wed [eibajul ue
aie sejou BulAuedwoosoe ay |

% 1eaA Jo pus
‘SLNIIVAINDI HSVI ANV HSVYD

192'026°E Jeaf Jo Buiuuibaq
‘SLNITVAIND3 HSVYOD ANV HSVD

£86'€82'¢C Hv3IAIHLONIHNA

SINITVAIND3 HSVD ANV
HSVYO NI (3Sv3d03a) 3Sv3HONI L3N

091°6G6'22
196'V.6°9¢C (€ a10N) pred
SPUapIAID puke suolnNguisig
661786 sasuadxa Jsns | JO JusAey
SLNITVAINDI HSYD ANV HSVYD 40 S3sn
EvL'eve’ e
L20'v9l AWIODUI |S343jU|
cclL'620°1ES paAI@oal saljelol
10 pue nyns ‘seb uewisr)
SINITYAINDI HSVYID ANV HSYD 40 S3JHNOS
900¢

002 ANV S00Z ‘9002 ‘1€ 43901090 @3AN3 SHYIAIVYISId IHL HOA
(1L 3LON) SINITVAINOI HSVI ANV HSVYD NI STONVHD 40 SININILVIS

1SNHL ALTVAOH 110 NvadOdN3 HLHON

21




NORTH EUROPEAN OIL ROYALTY TRUST

NOTES TO FINANCIAL STATEMENTS
OCTOBER 31, 2006, 2005 AND 2004

(1) Summary of significant accounting policies:
Basis of accounting -

The accompanying financial statements of North European Oil Royalty Trust (the “Trust”)
present financial statement balances and financial results on a modified cash basis of accounting,
which is a comprehensive basis of accounting other than accounting principles generally accepted in
the United States (“GAAP basis”). Cash basis financial statements disclose revenue when cash is
received and expenses when cash is paid. GAAP basis financial statements disclose income as
earned and expenses as incurred, without regard to receipts or payments. The modified cash basis of
accounting is utilized to permit the accrual for distributions to be paid to unit owners (those
distributions approved by the Trustees for the Trust). The Trust's distributable income represents
royalty income received by the Trust during the period plus interest income less any expenses
incurred by the Trust, all on a cash basis. In the opinion of the Trustees, the use of the modified cash
basis of accounting provides a more meaningful presentation to unit owners of the results of
operations of the Trust.

Producing gas and oil royalty rights -

The rights to certain gas and oil royalties in Germany were transferred to the Trust at their net
book value by North European Oil Company (the “Company”) (see Note 2). The net book value of the
royalty rights has been reduced to one dollar ($1} in view of the fact that the remaining net book
value of royalty rights is de minimis relative to annual royalties received and distributed by the Trust
and does not bear any meaningful relationship to the fair value of such rights or the actual amount of
proved producing reserves.

Federal income taxes -

The Trust, as a grantor trust, is exempt from federal income taxes under a private letter ruling
issued by the Internal Revenue Service.

Cash and cash equivalents -

Included in cash and cash equivalents are amounts deposited in bank accounts and amounts
invested in certificates of deposit and U. S. Treasury bills with original maturities of three months or
less from the date of purchase.

Net income per unit on the cash basis -

Net income per unit on the cash basis is based upon the number of units outstanding at the
end of the period. As of October 31, 2006, 2005 and 2004, there were 9,190,590, 9,180,876 and
8,933,310 units of beneficial interest outstanding, respectively.
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(2} Formation of the Trust:

The Trust was formed on September 10, 1975. As of September 30, 1975, the Company was
liquidated and the remaining assets and liabilities of the Company, including its royalty rights, were
transferred to the Trust. The Trust, on behalf of the owners of beneficial interest in the Trust, holds
overriding royalty rights covering gas and oil production in certain concessions or leases in the
Federal Republic of Germany. These rights are held under contracts with local German exploration
and development subsidiaries of ExxonMobil.and the Royal Dutch/Shell Group. Under these
contracts the Trust receives various percentage royalties on the proceeds of the sales of certain
products from the areas involved. At the present time, royalties are received for sales of gas well gas,
oil well gas, crude oil, distillate and sulfur.

(3) Contingent liability:

Since its inception in 1975, the Trust had served as fiduciary for certain unlocated or unknown
shareholders of North European Oil Corporation (the “Corporation”) and North European Qil
Company, corporate predecessors of the Trust. Pursuant to an order of the Delaware Court of
Chancery dated February 26, 1996 (the “Chancery Court Order”), from and after July 1, 2005, the
Trust has no further obligation to make payments of dividends or distributions attributable to any
unexchanged Corporate and Company shares.

From the liquidation of the Company to October 31, 2005, 726,611 Trust units were issued in
exchange for Corporate and Company shares and dividends of $357,035 and distributions of
$4,472,371 were paid to formerly unlocated Corporation and Company shareholders. For the year
ended October 31, 2006, 3,150 units of beneficial interest were issued in exchanges and $1,769 in
dividends and $146,328 in distributions were paid to formerly unlocated Corporation and Company
shareholders based upon a claim initiated prior to the July 1, 2005 expiration date.

Pursuant to the Chancery Court Order, the Trust escheated the final 6,564 units attributable to
unexchanged Corporate and Company shares. Under the Chancery Court Order, no payment for
arrearages was made for such units.

(4) Related Party Transactions:

John R. Van Kirk, the Managing Director of the Trust, provides office space and office services
to the Trust at cost. During fiscal 2006, the Trust reimbursed him a total of $21,871 for such office
space and office services.




(5) Quarterly results (unaudited):

The table below summarizes the quarterly results and distributions of the Trust for the fiscal
years ended October 31, 2006 and 2005.

Fiscal 2006 by Quarter and Year

First Second Third Fourth Year

Royalties received $8,184,669 $8,297,022 $7,312,458 $7,284,973 $31,079,122
Net income 7944609 8,062,442 7,140,701 7,111,192 30,258,944
Net income per unit .87 .88 .78 g7 3.29
Cash distributions

paid or to be

paid to unit owners 7.806,422 8,087,719 7,076,754 7,168,661 30,139,556
Dividends and

distributions paid to

formerly unlocated

unit owners .02 .00 .00 .00 .02
Distributions per unit

paid or to be

paid to unit owners .85 .88 77 .78 3.28

Fiscal 2005 by Quarter and Year
First Second Third Fourth Year

Royalties received $5,154,811 $6,332,292 $5,419,524 $4,178,412 $21,085,039
Net income 4835114 6,137,395 5,219,675 4,030,630 20,222,814
Net income per unit .54 .69 57 44 2.20
Cash distributions

paid or to be

paid to unit owners 4,823,991 6,164,018 5225869 3,855,968 20,069,847

Dividends and
distributions paid to
formerly unlocated

unit owners .00 .00 .00 .02 .02
Distributions per unit

paid or to be

paid to unit owners 54 .69 57 42 2.22

24




NORTH EUROPEAN OIL ROYALTY TRUST

Disclosure Controls and Procedures

As of the end of the period covered by this report, an evaluation was carried out, under the
supervision and with the participation of the Trust’'s management, which consists of the Managing
Director, of the effectiveness of the design and operation of the Trust's disclosure controls and
procedures pursuant to Rule 13a-15 of the Securities Exchange Act of 1934. Based upon that
evaluation, the Managing Director concluded that the Trust’s disclosure controls and procedures were
effective, in all material respects, with respect to the recording, processing, summarizing and
reporting, within the time periods specified in the Securities and Exchange Commission’s rules and
forms, of information required to be disclosed by the Trust's management in the reports that are filed
or submitted under the Exchange Act.

Internal Control Over Financial Reporting

Part A. Management’s Report on Internal Control Over Financial Reporting

The Trust's management is responsible for establishing and maintaining adequate internal
control over financial reporting (as such term is defined in Exchange Act Rule 13a-15(f)) for the Trust.
There are inherent limitations in the effectiveness of any internal control, including the possibility of
human error and the circumvention or overriding of controls. Accordingly, even effective internal
controls can provide only reasonable assurance with respect to financial statement preparation.
Further, because of changes in conditions, the effectiveness of internal control may vary over time.
Management has evaluated the Trust’s internal control over financial reporting as of October 31, 2006.
This assessment was based on criteria for effective internal control over financial reporting described
in the standards promulgated by the Public Company Accounting Oversight Board and in Internal
Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. Based on this evaluation, management concluded that the Trust’s internal control over
financial reporting was effective as of October 31, 2006. Management’s assessment of the
effectiveness of our internal control over financial reporting as of October 31, 2006 has been audited
by Weiser LLP, the Trust’s independent auditors, as stated in their report which appears below.

Part B. Attestation Report of Independent Registered Public Accounting Firm

Report of Independent Registered Public Accounting Firm on
Iinternal Control over Financiat Reporting

To the Board of Trustees and Unit Owners of
North European Qil Royalty Trust

We have audited management's assessment, included in the accompanying Management’s
Report on Internal Control Over Financial Reporting, that North European Oil Royalty Trust (the
“Trust”) maintained effective internal control over financial reporting as of October 31, 2008, based on
criteria established in Infernal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (“COSO”). The Trust's management is
responsible for maintaining effective internal control over financial reporting and for its assessment of
the effectiveness of internal control over financial reporting. Our responsibility is to express an
opinion on management’s assessment and an opinion on the effectiveness of the Trust’s internal
control over financial reporting based on our audit.
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We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained
in all material respects. Our audit included obtaining an understanding of internal control over financial
reporting, evaluating management’s assessment, testing and evaluating the design and operating
effectiveness of internal control, and performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles. A
company’s internal control over financial reporting includes those policies and procedures that (1)
pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors of the company;
and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company’s assets that could have a material effect on the
financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are
subiject to the risk that controls may become inadequate because of changes in conditions, or that
the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management'’s assessment that North European Oil Royalty Trust maintained
effective internal control over financial reporting as of October 31, 2008, is fairly stated, in all material
respects, based on criteria established in Internal Control— Integrated Framework issued by COSO.
Also, in our opinion, the Trust maintained, in all material respects, effective internal control over
financial reporting as of October 31, 2006, based on criteria established in Internal
Control—Integrated Framework issued by COSO.

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the statement of assets, liabilities and trust corpus arising from cash
transactions as of October 31, 2006, and the related statements of revenue collected and expenses
paid, undistributed earnings and changes in cash and cash equivalents for the year ended October
31, 2006 of North European Qil Royalty Trust and our report dated December 20, 2006 expressed an
unqualified opinion thereon.

Weiser LLP

New York, NY
December 20, 2006
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TEAR OUT HERE

North European Qil Royalty Trust
P.O. Box 456
Red Bank, New Jersey 07701
(732) 741-4008

IMPORTANT

RETAIN THIS LETTER FOR PREPARATION OF YOUR 2006 INCOME TAX RETURNS
THE TRUST DOES NOT FILE NOR FURNISH TO OWNERS FORM 1099

January 3, 2007
To the Present and Former Unit Owners of
North European Qil Royalty Trust:

This letter sets forth the information you will require for preparation of your personal
income tax return in connection with ownership of units of beneficial interest in North European
Oil Royalty Trust (the “Trust”) during 2006.

For federal income tax reporting purposes, each owner of units in the Trust is
considered to be a grantor or substitute grantor as well as a beneficiary of the Trust. As such,
you are deemed to have received your pro rata share of overriding royalties when paid to the
Trust and are permitted to deduct your share of Trust expenses. Consequently, your net taxable
income may not correspond exactly to the cash distributions received. TRUST
DISTRIBUTIONS SHOULD NOT BE INCLUDED ON INCOME TAX RETURNS AS
“DIVIDEND INCOME” AND ARE NOT ELIGIBLE FOR THE DIVIDENDS RECEIVED
DEDUCTION FOR CORPORATIONS.

The Internal Revenue Service has ruled that the overriding royalty rights held by the
Trust represent economic interest in oil and gas deposits. Consequently, income realized from
such interests is taxable to each unit owner as ordinary income subject to cost depletion. In the
initial year of ownership the original cost of the units is the basis for computing the cost
depletion. In each subsequent year the basis for computing cost depletion is the adjusted cost
basis for their units. This adjusted cost basis is the original cost less the cumulative amount of
depletion previously taken. For example 100 units purchased at $20 per unit on January 2nd of
a given year would have a cost basis of $2,000. If the cost depletion percentage for that year
were 10%, you would show a cost depletion of $200 on your tax return and your adjusted cost
basis for the following year would be $1,800. If you continued to hold those units through the
next year and the cost depletion percentage were the same, you would show a cost depletion of
$180 on your tax return and your adjusted cost basis for the following year would be $1,620.
The preceding example is for illustration purposes only.

Based upon computations of proved producing reserves estimated in accordance with
accepted engineering analytical principles, Ralph E. Davis Associates, Inc. of Houston, Texas
has recommended that the percentage to be applied to the cost basis to determine deductions
for the cost depletion for the year 2006 is 9.0126%. The suggested percentage for cost
depletion deduction will be adjusted annually in accordance with reported production results
and revised reserve estimates. Since the above percentage covers the entire year 2006, if you
owned units for only a portion of the year, you are required to prorate the percentage depletion
in the ratio that the cumulative Income per Unit shown on the following schedule for the period
of your ownership bears to the Total Income per Unit for the entire year.
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If you owned units for the period January 1, 2006 through December 31, 2006, you will
be considered to have received and expended, on the cash basis, the respective totals for each
unit shown in the following schedule. On the other hand, if you owned units for only a portion of
that period, then the schedule shows the amounts of income and deductible expenses
reportable by you for each unit owned for the respective months. For your information, income
is received between the 24th and the end of each month.

Income Per Unit Expenses Per Unit
January 2006 $0.4449 $0.0267
February 0.3005 0.0135
March 0.2857 0.0084
April (0.3166 0.0037
May 03154 0.0102
June 0.2969 0.0062
July 0.1833 0.0023
August (.2500 0.0064
September 0.2838 0.0091
October 0.2589 0.0033
November 0.2850 (.0061
December (0.2934 0.0102
TOTAL 2006 $3.5144 $0.1061

Income and expenses should be reported on Federal Income Tax Form 1040, Schedule
E. Under Part |, Income or Loss from Rental Real Estate and Royalties, line 1 enter property
description as “oil and gas overriding royalty rights, Germany through North European Ol
Royalty Trust.” Your income and expenses are calculated by multiplying the above Per Unit
figures by the number of units you owned. Your income should be entered on line 4. Expenses
should be entered on line 18 as “miscellaneous Trust expenses.” Your cost depletion deduction
should be entered on line 20. This figure is derived by multiplying the total adjusted cost of all
your units by .090126. Your adjusted cost is your original cost minus depletion deducted in prior
years. Your net reportable income or loss should be entered on lines 22 and 26 in Part | and on
line 40 in Part V and is determined by subtracting the amounts entered on lines 18 and 20 from
the amount on line 4. All of the above entries should be adjusted for the period of time you
owned your units, if you did not own them throughout 2006.

The royalty income received by the Trust represents income from Germany. Although
there are no German taxes imposed on this income, this information should be considered if
you have available foreign tax credits from other sources.

The Trust will submit this letter and the listing of unit owners during 2006 to the Internal
Revenue Service. This list will contain names, addresses and tax 1D or Social Security
Numbers; we suggest that you attach this letter to your tax returns.

Most sincerely,

220 G,

John R. Van Kirk
Managing Director
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North European Oil Royalty Trust P.O. Box 456, Red Bank, NJ 07701

Trustees

Robert P. Adelman

Managing Trustee,

Director or Trustee

of various

profit and non-profit
comparnies

Samuel M. Eisenstat
Attorney; CEO,
Abjac Energy Corp.;
Director or Trustee
of several Funds
managed by AIG
SunAmerica Asset
Management Corp.

Lawrence A. Kaobrin
Senior Counsel,
Cahill Gordon &
Reindel LLP

Willard B. Taylor
Partner,
Sullivan & Cromwell LLP

Rosalie J. Wolf
Managing Member,
Botanica Capital
Partners LLC

Managing Director
John R. Van Kirk

Office of the

Managing Director
Suite 19A

43 West Front Street
Red Bank, N.J. 07701
Tel: (732) 741-4008
Fax: {(732) 741-3140
E-Mail: neort@aol.com
Website: www.neort.com

Petroleurmn and Natural
Gas Consultants

Ralph E. Davis Associates, Inc.

1717 St. James Place
Suite 460
Houston, Texas 77056

NORTH EVUROPEAN OIL ROYALTY TRUST

Counsel

Cahill Gordon & Reindel LLP
80 Pine Street

New York, N.Y. 10005

Auditors

Weiser LLP
135 West 50th Street
New York, N.Y. 10020

Transter Agent

Registrar and Transfer Co.
10 Commerce Drive
Cranford, N.J, 07016
Tel: {800) 368-5948

(908) 497-2300
Website: www.rtco.com

A copy of the Trust's Form 10-K Annuai Report for fiscal 2006 as filed with the Securities and Exchange Commission
will be sent upon written request to John R. Van Kirk, Managing Director, P.O. Box 456, Red Bank, New Jersey 07701. In
addition to the 2006 10-K, other pertinent filings and documents are available at the Trust’s website, www.neort.com




