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PART I
ITEM 1. BUSINESS
General

Dorchester Minerals, L.P. is a publicly traded Delaware limited partnership that commenced operations on January 31,
2003, upon the combination of Dorchester Hugoton, Ltd., Republic Royalty Company, L.P. and Spinnaker Royalty
Company, L.P. Dorchester Hugoton was a publicly traded Texas limited partnership, and Republic and Spinnaker
were private Texas limited partnerships. Our common units are listed on the NASDAQ Global Select Market.
American Stock Transfer & Trust Company is our registrar and transfer agent and its address and telephone number is
6201 15th Avenue, Brooklyn, NY 11219, (800) 937-5449. Our executive offices are located at 3838 Oak Lawn
Avenue, Suite 300, Dallas, Texas, 75219-4541, and our telephone number is (214) 559-0300. We have established an
Internet website at www.dmlp.net that contains the last annual meeting presentation and a link to the NASDAQ
website. You may obtain all current filings free of charge at our website. We will provide electronic or paper copies of
our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to
those reports filed or furnished to the Securities and Exchange Commission (“SEC”) free of charge upon written request
at our executive offices. In this report, the term "Partnership," as well as the terms "us," "our," "we," and "its" are
sometimes used as abbreviated references to Dorchester Minerals, L.P. itself or Dorchester Minerals, L.P. and its
related entities.

Our general partner is Dorchester Minerals Management LP, which is managed by its general partner, Dorchester
Minerals Management GP LLC. As a result, the Board of Managers of Dorchester Minerals Management GP LLC
exercises effective control of our Partnership. In this report, the term "general partner" is used as an abbreviated
reference to Dorchester Minerals Management LP. Our general partner also controls and owns, directly and indirectly,
all of the partnership interests in Dorchester Minerals Operating LP and its general partner. Dorchester Minerals
Operating LP owns working interests and other properties underlying our Net Profits Interests (or “NPIs”), provides
day-to-day operational and administrative services to us and our general partner, and is the employer of all the
employees who perform such services. In this report, the term "operating partnership” is used as an abbreviated
reference to Dorchester Minerals Operating LP.

Our general partner and the operating partnership are Delaware limited partnerships, and the general partners of their
general partners are Delaware limited liability companies. These entities and our Partnership were initially formed in
December 2001 in connection with the combination. Our wholly owned subsidiary, Dorchester Minerals Oklahoma
LP and its general partner are Oklahoma entities that acquired our wholly owned acquisition subsidiary and its general
partner by merger on December 31, 2009. On March 31, 2010, we formed a new subsidiary, and it acquired all of the
outstanding partnership interests in Maecenas Minerals LLP, a Texas limited liability partnership.

Our business may be described as the acquisition, ownership and administration of Royalty Properties and NPIs. The
Royalty Properties consist of producing and nonproducing mineral, royalty, overriding royalty, net profits, and
leasehold interests located in 574 counties and parishes in 25 states. The NPIs represent net profits overriding royalty
interests in various properties owned by the operating partnership.

Our partnership agreement requires that we distribute quarterly an amount equal to all funds that we receive from the
Royalty Properties and the NPIs less certain expenses and reasonable reserves.

We intend to grow by acquiring additional oil and natural gas properties, subject to the limitations described below.
The approval of the holders of a majority of our outstanding common units is required for our general partner to cause
us to acquire or obtain any oil and natural gas property interest, unless the acquisition is complementary to our
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business and is made either:

¢in exchange for our limited partner interests, including common units, not exceeding 20% of the common units
outstanding after issuance; or

¢in exchange for cash, if the aggregate cost of any acquisitions made for cash during the twelve-month period ending
on the first to occur of the execution of a definitive agreement for the acquisition or its consummation is no more
than 10% of our aggregate cash distributions for the four most recent fiscal quarters.

Unless otherwise approved by the holders of a majority of our common units, in the event that we acquire properties
for a combination of cash and limited partner interests, including common units, (i) the cash component of the
acquisition consideration must be equal to or less than 5% of the aggregate cash distributions made by our Partnership
for the four most recent quarters and (ii) the amount of limited partnership interests, including common units, to be
issued in such acquisition, after giving effect to such issuance, shall not exceed 10% of the common units outstanding.
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Credit Facilities and Financing Plans

We do not have a credit facility in place, nor do we anticipate doing so. We do not anticipate incurring any debt, other
than trade debt incurred in the ordinary course of our business. Our partnership agreement prohibits us from incurring
indebtedness, other than trade payables, (i) in excess of $50,000 in the aggregate at any given time; or (ii) which
would constitute "acquisition indebtedness" (as defined in Section 514 of the Internal Revenue Code of 1986, as
amended), in order to avoid unrelated business taxable income for federal income tax purposes. We may finance any
growth of our business through acquisitions of oil and natural gas properties by issuing additional limited partnership
interests or with cash, subject to the limits described above and in our partnership agreement.

Under our partnership agreement, we may also finance our growth through the issuance of additional partnership
securities, including options, rights, warrants and appreciation rights with respect to partnership securities from time
to time in exchange for the consideration and on the terms and conditions established by our general partner in its sole
discretion. However, we may not issue limited partnership interests that would represent over 20% of the outstanding
limited partnership interests immediately after giving effect to such issuance or that would have greater rights or
powers than our common units without the approval of the holders of a majority of our outstanding common units.
Except in connection with qualifying acquisitions, we do not currently anticipate issuing additional partnership
securities. We have an effective registration statement on Form S-4 registering 5,000,000 common units that may be
offered and issued by the Partnership from time to time in connection with asset acquisitions or other business
combination transactions. At present, 2,565,000 units remain available.

Regulation

Many aspects of the production, pricing and marketing of crude oil and natural gas are regulated by federal and state
agencies. Legislation affecting the oil and natural gas industry is under constant review for amendment or expansion,
which frequently increases the regulatory burden on affected members of the industry.

Exploration and production operations are subject to various types of regulation at the federal, state and local levels.
Such regulation includes:

e  permits for the drilling of wells;

®  bonding requirements in order to drill or operate wells;

e the location and number of wells;

e  the method of drilling and completing wells;

e the surface use and restoration of properties upon which wells are drilled;
e the plugging and abandonment of wells;

e numerous federal and state safety requirements;

e  environmental requirements;

e  property taxes and severance taxes; and

e  specific state and federal income tax provisions.
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Oil and natural gas operations are also subject to various conservation laws and regulations. These regulations govern
the size of drilling and spacing units or proration units and the density of wells that may be drilled and the unitization
or pooling of oil and natural gas properties. In addition, state conservation laws establish a maximum allowable
production from oil and natural gas wells. These state laws also generally prohibit the venting or flaring of natural gas
and impose certain requirements regarding the ratability of production. These regulations can limit the amount of oil
and natural gas that the operators of our properties can produce.

The transportation of natural gas after sale by operators of our properties is sometimes subject to regulation by state
authorities. The interstate transportation of natural gas is subject to federal governmental regulation, including
regulation of tariffs and various other matters, by the Federal Energy Regulatory Commission.

Customers and Pricing

The pricing of oil and natural gas sales is primarily determined by supply and demand in the marketplace and can
fluctuate considerably. As a royalty owner and non-operator, we have extremely limited access to timely information,
involvement, and operational control over the volumes of oil and natural gas produced and sold and the terms and
conditions on which such volumes are marketed and sold.
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Since 2004 the operating partnership has sold most of its natural gas production to a Williams entity (currently WPX
Energy Marketing, LLC, a wholly owned subsidiary of WPX Energy, Inc.) on a daily market price basis using a
yearly contract that will continue through October 2013. The operating partnership has reviewed alternative gas
purchasers. We believe that the loss of Williams or any single customer would not have a material adverse effect on us
due to the availability of alternative purchasers.

Competition

The energy industry in which we compete is subject to intense competition among many companies, both larger and
smaller than we are, many of which have financial and other resources greater than we have.

Business Opportunities Agreement

Pursuant to a business opportunities agreement among us, our general partner, the general partner of our general
partner, the owners of the general partner of our general partner (the “GP Parties”), and, in their individual capacities as
officers of the general partner of our general partner, William Casey McManemin, James E. Raley and H.C. Allen, Jr.,
we have agreed that, except with the consent of our general partner, which it may withhold in its sole discretion, we
will not engage in any business not permitted by our partnership agreement, and we will have no interest or

expectancy in any business opportunity that does not consist exclusively of the oil and natural gas business within a
designated area that includes portions of Texas County, Oklahoma and Stevens County, Kansas. All opportunities that
are outside the designated area or are not oil and natural gas business activities are called renounced opportunities.

The parties also have agreed that, as long as the activities of the general partner, the GP Parties and their affiliates or
manager designees are conducted in accordance with specified standards, or are renounced opportunities:

eour general partner, the GP Parties and their affiliates or the manager designees will not be prohibited from
engaging in the oil and natural gas business or any other business, even if such activity is in direct or indirect
competition with our business activities;

e affiliates of our general partner, the GP Parties and their affiliates and the manager designees will not have to offer
us any business opportunity;

ewe will have no interest or expectancy in any business opportunity pursued by affiliates of our general partner, the
GP Parties or their affiliates and the manager designees; and

ewe waive any claim that any business opportunity pursued by our general partner, the GP Parties or their affiliates
and the manager designees constitutes a corporate opportunity that should have been presented to us.

The standards specified in the business opportunities agreement generally provide that the GP Parties and their
affiliates and manager designees must conduct their business through the use of their own personnel and assets and
not with the use of any personnel or assets of us, our general partner or operating partnership. A manager designee or
personnel of a company in which any affiliate of our general partner or any GP Party or their affiliates has an interest
or in which a manager designee is an owner, director, manager, partner or employee (except for our general partner
and its general partner and their subsidiaries) is not allowed to usurp a business opportunity solely for his or her
personal benefit, as opposed to pursuing, for the benefit of the separate party an opportunity in accordance with the
specified standards.

In certain circumstances, if a GP Party or any subsidiary thereof, any officer of the general partner of our general
partner or any of their subsidiaries, or a manager of the general partner of our general partner that is an affiliate of a
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GP Party signs a binding agreement to purchase oil and natural gas interests, excluding oil and natural gas working
interests, then such party must notify us prior to the consummation of the transactions so that we may determine
whether to pursue the purchase of the oil and natural gas interests directly from the seller. If we do not pursue the
purchase of the oil and natural gas interests or fail to respond to the purchasing party's notice within the provided time,
the opportunity will also be considered a renounced opportunity.

In the event any GP Party or one of their subsidiaries acquires an oil and natural gas interest, including oil and natural
gas working interests, in the designated area, it will offer to sell these interests to us within one month of completing
the acquisition. This obligation also applies to any package of oil and natural gas interests, including oil and natural
gas working interests, if at least 20% of the net acreage of the package is within the designated area; however, this
obligation does not apply to interests purchased in a transaction in which the procedures described above were applied
and followed by the applicable affiliate.
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Operating Hazards and Uninsured Risks

Our operations do not directly involve the operational risks and uncertainties associated with drilling for, and the
production and transportation of, oil and natural gas. However, we may be indirectly affected by the operational risks
and uncertainties faced by the operators of our properties, including the operating partnership, whose operations may
be materially curtailed, delayed or canceled as a result of numerous factors, including:

e the presence of unanticipated pressure or irregularities in formations;

e accidents;

e title problems;

e  weather conditions;

e compliance with governmental requirements; and

shortages or delays in the delivery of equipment.

Also, the ability of the operators of our properties to market oil and natural gas production depends on numerous
factors, many of which are beyond their control, including:

e  capacity and availability of oil and natural gas systems and pipelines;

e  effect of federal and state production and transportation regulations;

e  changes in supply and demand for oil and natural gas; and

e  creditworthiness of the purchasers of oil and natural gas.

The occurrence of an operational risk or uncertainty that materially impacts the operations of the operators of our
properties could have a material adverse effect on the amount that we receive in connection with our interests in
production from our properties, which could have a material adverse effect on our financial condition or result of
operations.

In accordance with customary industry practices, we maintain insurance against some, but not all, of the risks to which
our business exposes us. While we believe that we are reasonably insured against these risks, the occurrence of an
uninsured loss could have a material adverse effect on our financial condition or results of operations.

Employees

As of February 21, 2013, the operating partnership had 19 full-time employees in our Dallas, Texas office and seven
full-time employees in field locations.

ITEM 1A. RISK FACTORS

Risks Related to Our Business

10
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Our cash distributions are highly dependent on oil and natural gas prices, which have historically been very volatile.
Our quarterly cash distributions depend significantly on the prices realized from the sale of oil and, in particular,
natural gas. Historically, the markets for oil and natural gas have been volatile and may continue to be volatile in the
future. Various factors that are beyond our control will affect prices of oil and natural gas, such as:

e  the worldwide and domestic supplies of oil and natural gas;

ethe ability of the members of the Organization of Petroleum Exporting Countries and others to agree to and
maintain oil prices and production controls;

o political instability or armed conflict in oil-producing regions;

. the price and level of foreign imports;

o the level of consumer demand,;
o the price and availability of alternative fuels;
sthe availability of pipeline capacity;
o weather conditions;

o domestic and foreign governmental regulations and taxes; and

. the overall economic environment.

Lower oil and natural gas prices may reduce the amount of oil and natural gas that is economic to produce and may

reduce our revenues and operating income. The volatility of oil and natural gas prices reduces the accuracy of
estimates of future cash distributions to unitholders.

11
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We do not control operations and development of the Royalty Properties or the properties underlying the NPIs that the
operating partnership does not operate, which could impact the amount of our cash distributions.

As the owner of a fractional undivided mineral or royalty interest, we do not control the development of the Royalty
or NPI properties or the volumes of oil and natural gas produced from them, and our ability to influence development
of nonproducing properties is severely limited. Also, since one of our stated business objectives is to avoid the
generation of unrelated business taxable income, we are prohibited from participation in the development of our
properties as a working interest or other expense-bearing owner. The decision to explore or develop these properties,
including infill drilling, exploration of horizons deeper or shallower than the currently producing intervals, and
application of enhanced recovery techniques will be made by the operator and other working interest owners of each
property (including our lessees) and may be influenced by factors beyond our control, including but not limited to oil
and natural gas prices, interest rates, budgetary considerations and general industry and economic conditions.

Our unitholders are not able to influence or control the operation or future development of the properties underlying
the NPIs. The operating partnership is unable to influence significantly the operations or future development of
properties that it does not operate. The operating partnership and the other current operators of the properties
underlying the NPIs are under no obligation to continue operating the underlying properties. The operating partnership
can sell any of the properties underlying the NPIs that it operates and relinquish the ability to control or influence
operations. Any such sale or transfer must also simultaneously include the NPIs at a corresponding price. Our
unitholders do not have the right to replace an operator.

Our lease bonus revenue depends in significant part on the actions of third parties, which are outside of our control.

Significant portions of the Royalty Properties are unleased mineral interests. With limited exceptions, we have the
right to grant leases of these interests to third parties. We anticipate receiving cash payments as bonus consideration
for granting these leases in most instances. Our ability to influence third parties' decisions to become our lessees with
respect to these nonproducing properties is severely limited, and those decisions may be influenced by factors beyond
our control, including but not limited to oil and natural gas prices, interest rates, budgetary considerations and general
industry and economic conditions.

The operating partnership may transfer or abandon properties that are subject to the NPIs.

Our general partner, through the operating partnership, may at any time transfer all or part of the properties underlying
the NPIs. Our unitholders are not entitled to vote on any transfer; however, any such transfer must also simultaneously
include the NPIs at a corresponding price.

The operating partnership or any transferee may abandon any well or property if it reasonably believes that the well or
property can no longer produce in commercially economic quantities. This could result in termination of the NPIs
relating to the abandoned well.

Cash distributions are affected by production and other costs, some of which are outside of our control.
The cash available for distribution that comes from our royalty and mineral interests, including the NPISs, is directly
affected by increases in production costs and other costs. Some of these costs are outside of our control, including

costs of regulatory compliance and severance and other similar taxes. Other expenditures are dictated by business
necessity, such as drilling additional wells in response to the drilling activity of others.

12
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Our oil and natural gas reserves and the underlying properties are depleting assets, and there are limitations on our
ability to replace them.

Our revenues and distributions depend in large part on the quantity of oil and natural gas produced from properties in
which we hold an interest. Over time, all of our producing oil and natural gas properties will experience declines in
production due to depletion of their oil and natural gas reservoirs, with the rates of decline varying by property.
Replacement of reserves to maintain production levels requires maintenance, development or exploration projects on
existing properties, or the acquisition of additional properties.

The timing and size of maintenance, development or exploration projects will depend on the market prices of oil and
natural gas and on other factors beyond our control. Many of the decisions regarding implementation of such projects,
including drilling or exploration on any unleased and undeveloped acreage, will be made by third parties. In addition,
development possibilities by the operating partnership in the Hugoton field are limited by the developed nature of that
field and by regulatory restrictions.

Our ability to increase reserves through future acquisitions is limited by restrictions on our use of cash and limited
partnership interests for acquisitions and by our general partner's obligation to use all reasonable efforts such as NPIs
to avoid unrelated business taxable income. In addition, the ability of affiliates of our general partner to pursue
business opportunities for their own accounts without tendering them to us in certain circumstances may reduce the
acquisitions presented to us for consideration.

13
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Drilling activities on our properties may not be productive, which could have an adverse effect on future results of
operations and financial condition.

The operating partnership may undertake drilling activities in limited circumstances on the properties underlying the
NPIs, and third parties may undertake drilling activities on our other properties. Any increases in our reserves will
come from such drilling activities or from acquisitions.

Drilling involves a wide variety of risks, including the risk that no commercially productive oil or natural gas
reservoirs will be encountered. The cost of drilling, completing and operating wells is often uncertain, and drilling
operations may be delayed or canceled as a result of a variety of factors, including:

pressure or irregularities in formations;
equipment failures or accidents;

unexpected drilling conditions;

shortages or delays in the delivery of equipment;
adverse weather conditions; and

disputes with drill-site owners.

Future drilling activities on our properties may not be successful. If these activities are unsuccessful, this failure could
have an adverse effect on our future results of operations and financial condition. In addition, under the terms of the
NPIs, the costs of unsuccessful future drilling on the working interest properties that are subject to the NPIs will
reduce amounts payable to us under the NPIs by 96.97% of these costs.

Our ability to identify and capitalize on acquisitions is limited by contractual provisions and substantial competition.

Our partnership agreement limits our ability to acquire oil and natural gas properties in the future, especially for
consideration other than our limited partnership interests. Because of the limitations on our use of cash for
acquisitions and on our ability to accumulate cash for acquisition purposes, we may be required to attempt to effect
acquisitions with our limited partnership interests. However, sellers of properties we would like to acquire may be
unwilling to take our limited partnership interests in exchange for properties.

Our partnership agreement obligates our general partner to use all reasonable efforts to avoid generating unrelated
business taxable income. Accordingly, to acquire working interests we would have to arrange for them to be converted
into overriding royalty interests, net profits interests, or another type of interest that does not generate unrelated
business taxable income. Third parties may be less likely to deal with us than with a purchaser to which such a
condition would not apply. These restrictions could prevent us from pursuing or completing business opportunities
that might benefit us and our unitholders, particularly unitholders who are not tax-exempt investors.

The duty of affiliates of our general partner to present acquisition opportunities to our Partnership is limited, pursuant
to the terms of the business opportunities agreement. Accordingly, business opportunities that could potentially be
pursued by us might not necessarily come to our attention, which could limit our ability to pursue a business strategy
of acquiring oil and natural gas properties.

We compete with other companies and producers for acquisitions of oil and natural gas interests. Many of these
competitors have substantially greater financial and other resources than we do.

Any future acquisitions will involve risks that could adversely affect our business, which our unitholders generally
will not have the opportunity to evaluate.

14
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Our current strategy contemplates that we may grow through acquisitions. We expect to participate in discussions
relating to potential acquisition and investment opportunities. If we consummate any additional acquisitions, our
capitalization and results of operations may change significantly, and our unitholders will not have the opportunity to
evaluate the economic, financial and other relevant information that we will consider in connection with the
acquisition, unless the terms of the acquisition require approval of our unitholders. Additionally, our unitholders will
bear 100% of the dilution from issuing new common units while receiving essentially 96% of the benefit as 4% of the
benefit goes to our general partner.

Acquisitions and business expansions involve numerous risks, including assimilation difficulties, unfamiliarity with
new assets or new geographic areas and the diversion of management's attention from other business concerns. In
addition, the success of any acquisition will depend on a number of factors, including the ability to estimate accurately
the recoverable volumes of reserves, rates of future production and future net revenues attributable to reserves and to
assess possible environmental liabilities. Our review and analysis of properties prior to any acquisition will be subject
to uncertainties and, consistent with industry practice, may be limited in scope. We may not be able to successfully
integrate any oil and natural gas properties that we acquire into our operations, or we may not achieve desired
profitability objectives.

15
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A natural disaster or catastrophe could damage pipelines, gathering systems and other facilities that service our
properties, which could substantially limit our operations and adversely affect our cash flow.

If gathering systems, pipelines or other facilities that serve our properties are damaged by any natural disaster,
accident, catastrophe or other event, our income could be significantly interrupted. Any event that interrupts the
production, gathering or transportation of our oil and natural gas, or which causes us to share in significant
expenditures not covered by insurance, could adversely impact the market price of our limited partnership units and
the amount of cash available for distribution to our unitholders. We do not carry business interruption insurance.

A significant portion of the properties subject to the NPIs are geographically concentrated, which could cause net
proceeds payable under the NPIs to be impacted by regional events.

A significant portion of the properties subject to the NPIs are natural gas properties located in the Hugoton field in
Oklahoma and Kansas. Because of this geographic concentration, any regional events, including natural disasters that
increase costs, reduce availability of equipment or supplies, reduce demand or limit production may impact the net
proceeds payable under the NPIs more than if the properties were more geographically diversified.

The number of prospective natural gas purchasers and methods of delivery are considerably less than would otherwise
exist from a more geographically diverse group of properties. As a result, natural gas sales after gathering and
compression tend to be sold to one buyer in each state, thereby increasing credit risk.

Under the terms of the NPIs, much of the economic risk of the underlying properties is passed along to us.

Under the terms of the NPIs, virtually all costs that may be incurred in connection with the properties, including
overhead costs that are not subject to an annual reimbursement limit, are deducted as production costs or excess
production costs in determining amounts payable to us. Therefore, to the extent of the revenues from the burdened
properties, we bear 96.97% of the costs of the working interest properties. If costs exceed revenues, we do not receive
any payments under the NPIs. However, except as described below, we are not required to pay any excess costs.

The terms of the NPIs provide for excess costs that cannot be charged currently because they exceed current revenues
to be accumulated and charged in future periods, which could result in us not receiving any payments under the NPIs
until all prior uncharged costs have been recovered by the operating partnership.

Damages associated with the production and gathering of our oil and natural gas properties could affect our cash flow.
The operating partnership owns and operates gathering systems and compression facilities. Casualty losses or
damages from these operations would be production costs under the terms of the NPIs and could adversely affect our
cash flow.

We may indirectly experience costs from repair or replacement of aging equipment.

Some of the operating partnership's current working interest wells were drilled and have been producing since prior to
1954. The 132-mile Oklahoma gas pipeline gathering system was originally installed in or about 1948 and because of
its age is in need of periodic repairs and upgrades. Should major components of this system require significant repairs
or replacement, the operating partnership may incur substantial capital expenditures in the operation of the Oklahoma

properties, which, as production costs, would reduce our cash flow from these properties.

Our cash flow is subject to operating hazards and unforeseen interruptions for which we may not be fully insured.
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Neither we nor the operating partnership are fully insured against certain risks, either because such insurance is not
available or because of high premium costs. Operations that affect the properties are subject to all of the risks
normally incident to the oil and natural gas business, including blowouts, cratering, explosions and pollution and other
environmental damage, any of which could result in substantial decreases in the cash flow from our royalty interests
and other interests due to injury or loss of life, damage to or destruction of wells, production facilities or other
property, clean-up responsibilities, regulatory investigations and penalties and suspension of operations. Any
uninsured costs relating to the properties underlying the NPIs will be deducted as a production cost in calculating the
net proceeds payable to us.

Governmental policies, laws and regulations could have an adverse impact on our business and cash distributions.

Our business and the properties in which we hold interests are subject to federal, state and local laws and regulations
relating to the oil and natural gas industry as well as regulations relating to safety matters. These laws and regulations
can have a significant impact on production and costs of production. For example, both Oklahoma and Kansas, where
properties that are subject to the NPIs are located, have the ability, directly or indirectly, to limit production from
those properties, and such limitations or changes in those limitations could negatively impact us in the future.
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As another example, Oklahoma regulations currently require administrative hearings to change the concentration of
the operating partnership’s gas production wells from one well for each 640 acres in the Guymon-Hugoton field.
Previously, certain interested parties have sought regulatory changes in Oklahoma for "infill," or increased density
drilling similar to that which is available in Kansas, which allows one well for each 320 acres. Should Oklahoma
change its existing regulations to readily permit infill drilling, it is possible that a number of producers will commence
increased density drilling in areas adjacent to the properties in Oklahoma that are subject to the NPIs. If the operating
partnership or other operators of our properties do not do the same, our production levels relating to these properties
may decrease, or mineral owners may demand increased density drilling. Capital expenditures relating to increased
density on the properties underlying the NPIs would be deducted from amounts payable to us under the NPIs.

Environmental costs and liabilities and changing environmental regulation could affect our cash flow.

As with other companies engaged in the ownership and production of oil and natural gas, we always expect to have
some risk of exposure to environmental costs and liabilities because the costs associated with environmental
compliance or remediation could reduce the amount we would receive from our properties. The properties in which
we hold interests are subject to extensive federal, state, tribal and local regulatory requirements relating to
environmental affairs, health and safety and waste management. Governmental authorities have the power to enforce
compliance with applicable regulations and permits, which could increase production costs on our properties and
affect their cash flow. Third parties may also have the right to pursue legal actions to enforce compliance. Because we
do not directly operate our properties, our direct liability under environmental laws is limited. It is likely, however,
that expenditures in connection with environmental matters, individually or as part of normal capital expenditure
programs, will affect the net cash flow from our properties. Future environmental law developments, such as stricter
laws, regulations or enforcement policies, could significantly increase the costs of production from our properties and
reduce our cash flow.

The following is a summary of some of the existing environmental laws, rules and regulations that apply to oil and gas
operations, and that may indirectly affect our cash flow.

The Comprehensive Environmental Response, Compensation and Liability Act (“CERCLA”). CERCLA, also known as
the Superfund law, and comparable state statutes impose strict liability, and under certain circumstances, joint and
several liability, on classes of persons who are considered to be responsible for the release of a hazardous substance
into the environment. The term “hazardous substance” is specifically defined to exclude petroleum, including crude oil
and any fraction thereof, natural gas and natural gas liquids. Despite this exclusion, certain hazardous substances are
commonly used in connection with oil and gas operations. Responsible persons include the owner or operator of the
site where the release occurred, and anyone who disposed or arranged for the disposal of a hazardous substance
released at the site. Under CERCLA, such persons may be subject to strict, joint and several liabilities for the costs of
investigating releases of hazardous substances, cleaning up the hazardous substances that have been released into the
environment, for damages to natural resources and for the costs of certain health studies. In addition, it is not
uncommon for neighboring landowners and other third-parties to file claims for personal injury and property damage
allegedly caused by the hazardous substances released into the environment. The operators of our properties may be
responsible under CERCLA for all or part of the costs to clean up sites at which hazardous substances have been
disposed. Although we are not an operator, our ownership of royalty interests could cause us to be responsible for all
or part of such costs to the extent that CERCLA imposes such responsibilities on such parties as “owners.”

The Resource Conservation and Recovery Act (“RCRA”) and comparable state statutes regulate the generation,
transportation, treatment, storage, disposal and cleanup of hazardous and non-hazardous wastes. Drilling fluids,
produced water and most of the other wastes associated with the exploration, development and production of oil or gas
are currently excluded from regulation under RCRA’s hazardous waste provisions. However, it is possible that certain
oil and gas exploration and production could be classified as hazardous wastes in the future. In addition, exploration
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and production wastes are regulated under state laws analogous to RCRA. Our properties have produced oil/or gas for
many years. We have no knowledge of the property operators’ procedures with respect to the disposal of oil and gas
wastes. Hydrocarbons or other solid or hazardous wastes may have been released on or under our properties by the
operators or prior operators. Our properties and the materials disposed or released on, at, under or from them may be
subject to CERCLA, RCRA and analogous state laws, and removal or remediation of such materials could be required
by a governmental authority.

The federal Clean Air Act and comparable state laws regulate emissions of various air pollutants through air emissions
permitting programs and other requirements. Existing laws and regulations and possible future laws and regulations
may require our operators to obtain pre-approval for the expansion or modification of existing facilities or the
construction of new facilities expected to produce air emissions and may impose stringent air permit requirements or
use specific equipment or technologies to control emissions. The EPA continues to develop, stringent regulations
governing emissions of toxic air pollutants from oil and gas facilities. Specifically, on April 18, 2012, the EPA issued
new final regulations under the New Source Performance Standards (“NSPS”’) and National Emission Standards for
Hazardous Air Pollutants (“NESHAPs”). The new regulations are designed to reduce volatile organic compound (“VOC”)
emissions from hydraulically fractured wells and other equipment. The regulations established a phase-in period that
extends until January 2015. During the phase-in period, owners and operators must either flare their emissions or use
so-called “green completion” technology. After January 2015 all newly hydraulically fractured wells must use green
completion technology. Obtaining permits and complying with these new requirements has the potential to increase
costs of production and delay the development of our properties.
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The Federal Water Pollution Control Act (the “Clean Water Act”) and analogous state laws impose restrictions and strict
controls on the discharge of pollutants and fill material, including spills and leaks of oil and other substances into
regulated waters, including wetlands. The discharge of pollutants into regulated waters is prohibited, except in
accordance with the terms of a permit issued by the EPA, an analogous state agency, or, in the case of fill material, the
United States Army Corps of Engineers. Compliance with the Clean Water Act may restrict the location of certain
facilities, increase the cost of capital expenditures, and may result in permitting delays.

The potential adoption of federal and state hydraulic fracturing legislation could delay or restrict development of our
oil and natural gas properties.

The Energy Policy Act of 2005 exempts hydraulic fracturing from federal regulation under the Safe Drinking Water
Act (SDWA), provided that diesel fuel is not used in the fracturing process. In prior Congressional Sessions,
legislation has been introduced that would have repealed this exemption. If similar legislation were enacted, it could
require hydraulic fracturing operations to meet permitting and financial assurance requirements, adhere to certain
construction specifications, fulfill monitoring, reporting and recordkeeping obligations and meet plugging and
abandonment requirements. Such federal legislation could lead to operational delays or increased operating costs and
could result in additional regulatory burdens that could make it more difficult to perform hydraulic fracturing.

In 2010, the EPA asserted federal regulatory authority over hydraulic fracturing involving diesel additives through an
informal policy statement posted on the agency’s website. Industry groups filed a lawsuit challenging the EPA’s
decision. In February 2012, the EPA and industry reached a settlement under which EPA agreed to issue hydraulic
fracturing permitting guidance through the notice and comment process. The EPA’s final guidance, which has not yet
been issued, may result in extensive requirements that could cause additional costs and delays in the hydraulic
fracturing process using diesel fuel.

The EPA’s Office of Research and Development (ORD) is conducting a scientific study to investigate the possible
relationships between hydraulic fracturing and drinking water. The ORD expects to publish final results by 2014. In
addition to the EPA study, there are other governmental reviews either underway or being proposed that focus on
environmental aspects of hydraulic fracturing. The White House Council on Environmental Quality is coordinating
an administration-wide review of hydraulic fracturing, and a committee of the United States House of Representatives
has conducted an investigation of hydraulic fracturing. Furthermore, a number of federal agencies are analyzing, or
have been requested to review, a variety of environmental issues associated with hydraulic fracturing. For example, in
2011 the U.S. Department of Energy conducted an investigation to identify best practices for hydraulic

fracturing. These investigations and studies could result in additional efforts to regulate hydraulic fracturing.

Beyond studying hydraulic fracturing, certain members of Congress have called upon the Government Accountability
Office to investigate how hydraulic fracturing might adversely affect water resources and asked the Securities and
Exchange Commission to investigate the natural gas industry and any possible misleading of investors or the public
regarding the economic feasibility of pursuing natural gas deposits in shales by means of hydraulic fracturing. Any
new federal restrictions on hydraulic fracturing resulting from these efforts could result in delays, additional
permitting and financial assurance requirements, more stringent construction requirements, thereby significantly
increase operating, capital and compliance costs. Such cost increases could delay or restrict development by operators
of our oil and natural gas properties.

Additionally, certain states in which our properties are located, including Texas and Wyoming, have adopted, and
other states are considering adopting, regulations that could impose more stringent permitting, public disclosure and
well construction requirements on hydraulic-fracturing operations or otherwise seek to ban fracturing activities
altogether. For example, pursuant to legislation adopted by the State of Texas in June 2011, the Railroad Commission
of Texas enacted a rule in December 2011, requiring public disclosure of certain information regarding additives,
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chemical ingredients, concentrations and water volumes used in hydraulic fracturing. In addition to state laws, local
land use restrictions, such as city ordinances, may restrict or prohibit well drilling in general and/or hydraulic
fracturing in particular. In the event state, local, or municipal legal restrictions are adopted in areas where our
properties are located, the cost of the operators of our oil and natural gas properties complying with such requirements
may be significant in nature, which may cause delays or curtailment in the pursuit of exploration, development, or
production activities, and perhaps even preclude the operators from drilling wells.

The adoption of climate change legislation by Congress could result in increased operating costs and reduced demand
for the oil and natural gas production from our properties.

Congress has, from time to time, considered legislation to reduce greenhouse gas (GHG) emissions. To date,
Congress has not passed a bill specifically addressing GHG regulation. Almost half of the states, however, have
developed GHG emission inventories and/or regional GHG cap and trade programs. These cap and trade programs
require major sources of emissions or major fuel producers to acquire and surrender emission allowances
corresponding with their annual emissions of GHGs. The number of allowances available for purchase is reduced each
year until the overall GHG emission reduction goal is achieved. Many states also have enacted renewable portfolio
standards, which require utilities to purchase a certain percentage of their energy from renewable fuel sources.
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In December 2009, the EPA determined that emissions of carbon dioxide, methane and other GHGs present an
endangerment to human health and the environment by contributing to warming of the earth’s atmosphere and other
climatic changes. These findings by the EPA required the agency to adopt regulations to restrict GHG emissions under
the federal Clean Air Act. The EPA has a stationary source GHG rule in May 2010, which requires sources meeting
certain thresholds to obtain a permit for GHG emissions. The EPA has also proposed GHG emissions standards for
specific industries.

In December 2010, the EPA enacted final regulations on mandatory reporting of GHGs. That rule required owners or
operators of facilities that contain petroleum and natural gas systems and emit 25,000 metric tons or more of GHGs
per year (expressed as carbon dioxide equivalent or CO2E) to report carbon dioxide, methane and nitrous oxide
emissions, beginning on March 31, 2012. The reporting deadline was later extended by EPA to September 28, 2012,
for emissions occurring in 2011. The EPA has indicated that it will use data collected through the reporting rules to
decide whether to promulgate future greenhouse gas emission limits.

Although it is not possible at this time to predict whether or when Congress may act on climate change legislation, any
laws or regulations that may be adopted to restrict or reduce emissions of GHGs could require the operating
partnership and oil and natural gas operators that develop our properties to incur increased operating costs and could
have an adverse effect on demand for the oil and natural gas produced from our properties.

Our oil and natural gas reserve data and future net revenue estimates are uncertain.

Estimates of proved reserves and related future net revenues are projections based on engineering data and reports of
independent consulting petroleum engineers hired for that purpose. The process of estimating reserves requires
substantial judgment, resulting in imprecise determinations. Different reserve engineers may make different estimates
of reserve quantities and related revenue based on the same data. Therefore, those estimates should not be construed as
being accurate estimates of the current market value of our proved reserves. If these estimates prove to be inaccurate,
our business may be adversely affected by lower revenues. We are affected by changes in oil and natural gas prices.
Oil prices and natural gas prices may experience inverse price changes.

Risks Inherent In An Investment In Our Common Units

Cost reimbursement due our general partner may be substantial and reduce our cash available to distribute to our
unitholders.

Prior to making any distribution on the common units, we reimburse the general partner and its affiliates for
reasonable costs and expenses of management. The reimbursement of expenses could adversely affect our ability to
pay cash distributions to our unitholders. Our general partner has sole discretion to determine the amount of these
expenses, subject to the annual limit of 5% of an amount primarily based on our distributions to partners for that fiscal
year. The annual limit includes carry-forward and carry-back features, which could allow costs in a year to exceed
what would otherwise be the annual reimbursement limit. In addition, our general partner and its affiliates may
provide us with other services for which we will be charged fees as determined by our general partner.

Our net income as reported for tax and financial statement purposes may differ significantly from our cash flow that is
used to determine cash available for distributions.

Net income as reported for financial statement purposes is presented on an accrual basis in conformity with
accounting principles generally accepted in the United States of America. Unitholder K-1 tax statements are calculated
based on applicable tax conventions, and taxable income as calculated for each year will be allocated among
unitholders who hold units on the last day of each month. Distributions, however, are calculated on the basis of actual
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cash receipts, changes in cash reserves, and disbursements during the relevant reporting period. Consequently, due to
timing differences between the receipt of proceeds of production and the point in time at which the production giving
rise to those proceeds actually occurs, net income reported on our consolidated financial statements and on unitholder
K-1's will not reflect actual cash distributions during that reporting period.

Our unitholders have limited voting rights and do not control our general partner, and their ability to remove our
general partner is limited.

Our unitholders have only limited voting rights on matters affecting our business. The general partner of our general
partner manages our activities. Our unitholders only have the right to annually elect the managers comprising the
Advisory Committee of the Board of Managers of the general partner of our general partner. Our unitholders do not
have the right to elect the other managers of the general partner of our general partner on an annual or any other basis.

Our general partner may not be removed as our general partner except upon approval by the affirmative vote of the
holders of at least a majority of our outstanding common units (including common units owned by our general partner
and its affiliates), subject to the satisfaction of certain conditions. Our general partner and its affiliates do not own
sufficient common units to be able to prevent its removal as general partner, but they do own sufficient common units
to make the removal of our general partner by other unitholders difficult.

These provisions may discourage a person or group from attempting to remove our general partner or acquire control

of us without the consent of our general partner. As a result of these provisions, the price at which our common units
trade may be lower because of the absence or reduction of a takeover premium in the trading price.

10
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The control of our general partner may be transferred to a third party without unitholder consent.

Our general partner may withdraw or transfer its general partner interest to a third party in a merger or in a sale of all
or substantially all of its assets without the consent of our unitholders. Other than some transfer restrictions agreed to
among the owners of our general partner relating to their interests in our general partner, there is no restriction in our
partnership agreement or otherwise for the benefit of our limited partners on the ability of the owners of our general
partner to transfer their ownership interests to a third party. The new owner of the general partner would then be in a
position to replace the management of our Partnership with its own choices.

Our general partner and its affiliates have conflicts of interests, which may permit our general partner and its affiliates
to favor their own interests to the detriment of unitholders.

We and our general partner and its affiliates share, and therefore compete for, the time and effort of general partner
personnel who provide services to us. Officers of our general partner and its affiliates do not, and are not required to,
spend any specified percentage or amount of time on our business. In fact, our general partner has a duty to manage
our Partnership in the best interests of our unitholders, but it also has a duty to operate its business for the benefit of its
partners. Some of our officers are also involved in management and ownership roles in other oil and natural gas
enterprises and have similar duties to them and devote time to their businesses. Because these shared officers function
as both our representatives and those of our general partner and its affiliates and of third parties, conflicts of interest
could arise between our general partner and its affiliates, on the one hand, and us or our unitholders, on the other, or
between us or our unitholders on the one hand and the third parties for which our officers also serve management
functions. As a result of these conflicts, our general partner and its affiliates may favor their own interests over the
interests of unitholders.

We may issue additional securities, diluting our unitholders' interests.

We can and may issue additional common units and other capital securities representing limited partnership units,
including options, warrants, rights, appreciation rights and securities with rights to distributions and allocations or in
liquidation equal or superior to our common units; however, a majority of the unitholders must approve such issuance
if (i) the partnership securities to be issued will have greater rights or powers than our common units or (ii) if after
giving effect to such issuance, such newly issued partnership securities represent over 20% of the outstanding limited
partnership interests.

If we issue additional common units, it will reduce our unitholders' proportionate ownership interest in us. This could
cause the market price of the common units to fall and reduce the per unit cash distributions paid to our unitholders. In
addition, if we issued limited partnership units with voting rights superior to the common units, it could adversely
affect our unitholders' voting power.

Our unitholders may not have limited liability in the circumstances described below and may be liable for the return of
certain distributions.

Under Delaware law, our unitholders could be held liable for our obligations to the same extent as a general partner if
a court determined that the right of unitholders to remove our general partner or to take other action under our
partnership agreement constituted participation in the "control" of our business.

Our general partner generally has unlimited liability for the obligations of our Partnership, such as its debts and

environmental liabilities, except for those contractual obligations of our Partnership that are expressly made without
recourse to the general partner.
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In addition, Section 17-607 of the Delaware Revised Uniform Limited Partnership Act provides that, under certain
circumstances, a unitholder may be liable for the amount of distribution for a period of three years from the date of
distribution.

Because we conduct our business in various states, the laws of those states may pose similar risks to our unitholders.
To the extent to which we conduct business in any state, our unitholders might be held liable for our obligations as if
they were general partners if a court or government agency determined that we had not complied with that state's
partnership statute, or if rights of unitholders constituted participation in the "control" of our business under that state's
partnership statute. In some of the states in which we conduct business, the limitations on the liability of limited
partners for the obligations of a limited partnership have not been clearly established.

We are dependent upon key personnel, and the loss of services of any of our key personnel could adversely affect our
operations.

Our continued success depends to a considerable extent upon the abilities and efforts of the senior management of our
general partner, particularly William Casey McManemin, its Chief Executive Officer, James E. Raley, its Chief
Operating Officer, H. C. Allen, Jr., its Chief Financial Officer, and Bradley J. Ehrman, its Vice President of
Operations. The loss of the services of any of these key personnel could have a material adverse effect on our results
of operations. We have not obtained insurance or entered into employment agreements with any of these key
personnel.
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We are dependent on service providers who assist us with providing Schedule K-1 tax statements to our unitholders.

There are a very limited number of service firms that currently perform the detailed computations needed to provide
each unitholder with estimated depletion and other tax information to assist the unitholder in various United States
income tax computations. There are also very few publicly traded limited partnerships that need these services. As a
result, the future costs and timeliness of providing Schedule K-1 tax statements to our unitholders is uncertain.

Tax Risks

The tax consequences to a unitholder of the ownership and sale of common units will depend in part on the
unitholder’s tax circumstances. Each unitholder should, therefore, consult such unitholder’s own tax advisor about the
federal, state and local tax consequences of the ownership of common units.

We have not received a ruling or assurances from the IRS or any state or local taxing authority on any matters
affecting us.

We have not requested, and will not request, any ruling from the Internal Revenue Service, or IRS, or any state or
local taxing authority with respect to owning and disposing of our common units or any other matter. It may be
necessary to resort to administrative or court proceedings in an effort to sustain some or all of those conclusions or
positions taken or expressed by us, and some or all of those conclusions or positions ultimately may not be sustained.
Our unitholders and general partner will bear, directly or indirectly, the costs of any contest with the IRS or other
taxing authority.

We will be subject to federal income tax and possibly certain state corporate income or franchise taxes if we are
classified as a corporation and not as a partnership for federal income tax purposes.

As stated above, we have not requested, and will not request, any ruling from the IRS as to our status as a partnership
for federal income tax purposes. If the IRS were to challenge our federal income tax status, such a challenge could
result in an audit of our unitholders’ tax returns and adjustments to items on their tax returns that are unrelated to their
ownership of our common units. In addition, our unitholders would bear the cost of any expenses incurred in
connection with an examination of their personal tax returns.

If we were taxable as a corporation for federal income tax purposes in any taxable year, our income, gains, losses and
deductions would be reflected on our tax return rather than being passed through proportionately to our unitholders,
and our net income would be taxed at corporate rates. In addition, some or all of the distributions made to our
unitholders would be treated as dividend income without offset for depletion, and distributions would be reduced as a
result of the federal, state and local taxes paid by us.

If we were taxable as a corporation for federal income tax purposes, we may also be subject to additional state-level
corporate income or franchise taxes.

The IRS could reallocate items of income, gain, deduction and loss between transferors and transferees of common
units if the IRS does not accept our monthly convention for allocating such items.

In general, each of our items of income, gain, loss and deduction will, for federal income tax purposes, be determined
annually, and one twelfth of each annual amount will be allocated to those unitholders who hold common units on the
last business day of each month in that year. In certain circumstances we may make these allocations in connection
with extraordinary or nonrecurring events on a more frequent basis. As a result, transferees of our common units may
be allocated items of our income, gain, loss and deduction realized by us prior to the date of their acquisition of our
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common units. The U.S. Treasury Department has issued proposed Treasury Regulations that provide a safe harbor
pursuant to which publicly traded partnerships may use a similar monthly simplifying convention to allocate tax items
among transferors and transferee unitholders. Nonetheless, if this method is determined to be an unreasonable method
of allocation, our income, gain, loss and deduction would be reallocated among our unitholders and our general
partner, and our unitholders may have more taxable income or less taxable loss. Our general partner is authorized to
revise our method of allocation between transferors and transferees, as well as among our other unitholders whose
common units otherwise vary during a taxable period, to conform to a method permitted or required by the Internal
Revenue Code and the regulations or rulings promulgated thereunder.

Our unitholders may not be able to deduct losses attributable to their common units.

Any losses relating to our unitholders’ common units will be losses related to portfolio income and their ability to use
such losses may be limited.

Our unitholders’ partnership tax information may be audited.

We will furnish our unitholders with a Schedule K-1 tax statement that sets forth their allocable share of income,
gains, losses and deductions. In preparing this schedule, we will use various accounting and reporting conventions and
various depreciation and amortization methods we have adopted. This schedule may not yield a result that conforms to
statutory or regulatory requirements or to administrative pronouncements of the IRS. Further, our tax return may be
audited, and any such audit could result in an audit of our unitholders’ individual income tax returns as well as
increased liabilities for taxes because of adjustments resulting from the audit. An audit of our unitholders’ returns also
could be triggered if the tax information relating to their common units is not consistent with the Schedule K-1 that we
are required to provide to the IRS.
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Our unitholders may have more taxable income or less taxable loss with respect to their common units if the IRS does
not respect our method for determining the adjusted tax basis of their common units.

We have adopted a reporting convention that will enable our unitholders to track the basis of their individual common
units or unit groups and use this basis in calculating their basis adjustments under Section 743 of the Internal Revenue
Code and gain or loss on the sale of common units. This method does not comply with an IRS ruling that requires a
portion of the combined tax basis of all common units to be allocated to each of the common units owned by a
unitholder upon a sale or disposition of less than all of the common units and may be challenged by the IRS. If such a
challenge is successful, our unitholders may have to recognize more taxable income or less taxable loss with respect to
common units disposed of and common units they continue to hold.

Tax-exempt investors may recognize unrelated business taxable income.

Generally, unrelated business taxable income, or UBTI, can arise from a trade or business unrelated to the exempt
purposes of the tax-exempt entity that is regularly carried on by either the tax-exempt entity or a partnership in which
the tax-exempt entity is a partner. However, UBTI does not apply to interest income, royalties (including overriding
royalties) or net profits interests, whether the royalties or net profits are measured by production or by gross or taxable
income from the property. Pursuant to the provisions of our partnership agreement, our general partner shall use all
reasonable efforts to prevent us from realizing income that would constitute UBTI. In addition, our general partner is
prohibited from incurring certain types and amounts of indebtedness and from directly owning working interests or
cost bearing interests and, in the event tha