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as practicable after this Registration Statement becomes effective.

If any of the securities being registered on this form are to be offered on
a delayed or continuous basis pursuant to Rule 415 under the Securities Act of
1933, check the following box. [ ]

If this Form is filed to register additional securities for an offering
pursuant to Rule 462 (b) under the Securities Act, check the following box and
list the Securities Act registration statement number of the earlier effective
registration statement for the same offering. [ ]

If this Form is a post-effective amendment filed pursuant to Rule 462 (c)
under the Securities Act, check the following box and list the Securities Act
registration statement number of the earlier effective registration statement
for the same offering. [ ]

If this Form is a post-effective amendment filed pursuant to Rule 462 (d)
under the Securities Act, check the following box and list the Securities Act
registration statement number of the earlier effective registration statement
for the same offering. [ ]

If delivery of the prospectus is expected to be made pursuant to Rule 434,
please check the following box. [ 1]

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON SUCH DATE OR
DATES AS MAY BE NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REGISTRANT SHALL
FILE A FURTHER AMENDMENT WHICH SPECIFICALLY STATES THAT THIS REGISTRATION
STATEMENT SHALL THEREAFTER BECOME EFFECTIVE IN ACCORDANCE WITH SECTION 8 (a) OF
THE SECURITIES ACT OF 1933 OR UNTIL THE REGISTRATION STATEMENT SHALL BECOME
EFFECTIVE ON SUCH DATE AS THE SECURITIES AND EXCHANGE COMMISSION, ACTING
PURSUANT TO SAID SECTION 8 (a), MAY DETERMINE.

THE INFORMATION IN THIS PROSPECTUS IS NOT COMPLETE AND MAY BE CHANGED. WE MAY
NOT SELL THESE SECURITIES UNTIL THE REGISTRATION STATEMENT FILED WITH THE
SECURITIES AND EXCHANGE COMMISSION IS EFFECTIVE. THIS PROSPECTUS IS NOT AN OFFER
TO SELL THESE SECURITIES AND IT IS NOT SOLICITING AN OFFER TO BUY THESE
SECURITIES IN ANY STATE WHERE THE OFFER OR SALE IS NOT PERMITTED.

SUBJECT TO COMPLETION, DATED OCTOBER 10, 2002

PROSPECTUS

(NATURAL RESOURCE PARTNERS L.P. LOGO)
NATURAL RESOURCE PARTNERS L.P.
4,575,503 COMMON UNITS
REPRESENTING LIMITED PARTNER INTERESTS
S PER COMMON UNIT

We are selling 2,598,750 common units and Arch Coal, Inc., as the selling
unitholder, is selling 1,901,250 common units. We will not receive any proceeds
from the sale of common units by Arch Coal, Inc. We and Arch Coal, Inc. have
granted the underwriters a 30-day option to purchase up to an additional 675,000
common units on the same terms and conditions as set forth in this prospectus to
cover over-allotments of common units, if any. To the extent the underwriters do
not exercise this option in full, affiliates of our general partner will
purchase up to an additional 75,503 common units at the initial public offering
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price, such that a minimum of 4,575,503 common units will be sold in the
offering.

We are a limited partnership recently formed by Western Pocahontas
Properties Limited Partnership, Great Northern Properties Limited Partnership,
New Gauley Coal Corporation and Arch Coal, Inc. This is the initial public
offering of our common units. We expect the initial public offering price to be
between $19.00 and $21.00 per unit. We intend to make a minimum quarterly
distribution of available cash of $0.5125 per unit, or $2.05 per unit on an
annualized basis, before any distributions are paid on our subordinated units,
to the extent we have sufficient cash from operations after establishment of
cash reserves and payment of fees and expenses, including payments to our
general partner. The common units have been approved for listing on the New York
Stock Exchange, subject to official notice of issuance, under the symbol "NRP."

INVESTING IN THE COMMON UNITS INVOLVES RISK. PLEASE READ "RISK FACTORS"
BEGINNING ON PAGE 14.

These risks include the following:

- We may not have sufficient cash from operations to pay the minimum
quarterly distribution following establishment of cash reserves and
payment of fees and expenses, including payments to our general partner.

- A substantial or extended decline in coal prices could reduce our coal
royalty revenues and the value of our coal reserves.

— Our lessees' coal mining operations are subject to operating risks that
could result in lower coal royalty revenues to us.

— Our lessees are subject to federal, state and local laws and regulations
that may limit their ability to produce and sell coal from our properties.

— We depend on a limited number of primary operators for a significant
portion of our coal royalty revenues.

— Due to our lack of asset diversification, adverse developments in the coal
industry could reduce our coal royalty revenues.

— A recent federal district court ruling could preclude our lessees from
obtaining Clean Water Act permits required for some of their future
operations and could also result in the revocation of existing permits.

— The owners of our general partner and their affiliates may engage in
substantial competition with us and have other conflicts of interest and
limited fiduciary responsibilities that may permit them to favor their own
interests to your detriment.

- Even if unitholders are dissatisfied, they cannot easily remove our
general partner.

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

- You will experience immediate and substantial dilution of $6.14 per common
unit.

- You may be required to pay taxes on income from us even if you do not
receive any cash distributions from us.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED OF THESE SECURITIES OR DETERMINED IF THIS
PROSPECTUS IS TRUTHFUL OR COMPLETE. ANY REPRESENTATION TO THE CONTRARY IS A
CRIMINAL OFFENSE.

PER
COMMON
UNIT TOTAL
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Public Offering Price $ $
Underwriting Discount $ $
Proceeds to Natural Resource Partners L.P. before expenses S $
Proceeds to Selling Unitholder S S
The underwriters expect to deliver the common units on or about ,
2002.
SALOMON SMITH BARNEY LEHMAN BROTHERS
CIBC WORLD MARKETS
FRIEDMAN BILLINGS RAMSEY
RBC CAPITAL MARKETS
, 2002
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You should rely only on the information contained in this prospectus. We
have not, and the underwriters have not, authorized any other person to provide
you with different information. If anyone provides you with different or
inconsistent information, you should not rely on it. We are not, and the
underwriters are not, making an offer to sell these securities in any
jurisdiction where an offer or sale is not permitted. You should assume that the
information appearing in this prospectus is accurate as of the date on the front
cover of this prospectus only. Our business, financial condition, results of
operations and prospects may have changed since that date.

Until , 2002 (25 days after the date of this prospectus), all
dealers effecting transactions in our common units, whether or not participating
in this offering, may be required to deliver a prospectus. This is in addition
to the dealers' obligation to deliver a prospectus when acting as underwriters
and with respect to their unsold allotments or subscriptions.

SUMMARY

This summary highlights information contained elsewhere in this prospectus.
It does not contain all of the information that you should consider before
investing in the common units. You should read the entire prospectus carefully,
including the financial statements and the notes to those statements. The
information presented in this prospectus assumes (1) an initial public offering
price of $20.00 per common unit, (2) that the underwriters' over-allotment
option is not exercised and (3) that an additional 75,503 common units are
purchased by New Gauley Coal Corporation and Great Northern Properties Limited
Partnership. We present the reserve information for Natural Resource Partners in
this prospectus on a pro forma basis as if the reserves had been contributed to
us on December 31, 2001. You should read "Summary of Risk Factors" beginning on
page 2 and "Risk Factors" beginning on page 14 for more information about
important risks that you should consider before buying common units. In this
prospectus, we refer to Western Pocahontas Properties Limited Partnership, Great
Northern Properties Limited Partnership and New Gauley Coal Corporation
collectively as the WPP Group. The estimates of Arch Coal, Inc.'s and the WPP
Group's proven and probable reserves have been audited as of December 31, 2001
by Weir International Mining Consultants and Stagg Resource Consultants, Inc.,
respectively. Their Coal Reserve Audit Summary Reports have been included in
this prospectus as Appendices E and F, respectively. Additionally, we have
included a "Glossary of Terms" as Appendix C.

NATURAL RESOURCE PARTNERS

We are a limited partnership recently formed by the WPP Group, the largest
owner of coal reserves in the United States other than the U.S. government, and
Arch Coal, Inc., the second largest U.S. coal producer. We engage principally in
the business of owning and managing coal properties in the three major
coal-producing regions of the United States: Appalachia, the Illinois Basin and
the Western United States. As of December 31, 2001, we controlled approximately
1.15 billion tons of proven and probable coal reserves in eight states. In 2001,
our lessees produced 29 million tons of coal from our properties and our total
revenues were $47.2 million on a pro forma basis, including coal royalty
revenues of $42.4 million.

We lease coal reserves to experienced mine operators under long-term leases
that grant the operators the right to mine our coal reserves in exchange for

10
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royalty payments. Our royalty payments are based on the higher of a percentage
of the gross sales price or a fixed price per ton of coal sold, subject to a
minimum payment. As of September 1, 2002, our reserves were located on 45
separate properties and are subject to 62 leases with 31 lessees. In 2001,
approximately 57% of the coal produced from our properties came from underground
mines and 43% came from surface mines. As of December 31, 2001, approximately
65% of our reserves were low sulfur coal. Included in our low sulfur reserves 1is
compliance coal, which meets the standards imposed by the Clean Air Act and
constitutes approximately 25% of our reserves. Coal produced from our properties
is burned in electric power plants located east of the Mississippi River and in
Montana and Minnesota. Approximately 12% of our lessees' 2001 coal production
was metallurgical coal, which our lessees sold to steel companies in the Eastern
United States, South America, Europe and Asia. The table below shows coal
production, coal royalty revenues and reserve tonnage for our properties as of
December 31, 2001 on a pro forma basis.

COAL ROYALTY REVENUES, PRODUCTION AND RESERVES BY REGION

YEAR ENDED AT DECEMBER 31,
DECEMBER 31, 2001 2001
COAL ROYALTY PROVEN AND
REVENUES PRODUCTION PROBABLE RESERVES

(IN THOUSANDS)

Appalachia. ...t ittt e e e $32,327 19,648 958, 581
T11in01s BaSIN.u vt ittt ittt ettt teeeeeennaeeenns 3,155 2,659 28,398
Western United States.......oiiiiiii i, 6,951 6,683 166,939
e o= Rt $42,433 28,990 1,153,918

1

DEMAND FOR COAL

Over the last two decades, total domestic coal consumption in the United
States has increased from approximately 733 million tons in 1981 to 1.1 billion
tons in 2001. The growth in demand for coal has been primarily driven by growth
in electricity consumption. In 2001, electric utilities accounted for
approximately 90% of domestic coal consumption.

We believe that demand for coal will continue to grow for the following
reasons:

— Demand for electricity will continue to increase as the economy
grows. In order to meet the projected increase in demand for
electricity, demand for coal by electricity generators is expected to
increase by 1.2% per year between 2000 and 2020. We believe much of the
projected increase in demand for electricity will be supplied by existing
coal-fired power plants because they possess excess capacity that can be
utilized at low incremental costs.

— Coal prices have historically been lower and more stable than natural gas
prices. The market price of natural gas has historically been more
volatile and higher on an energy-equivalent basis than the market price
of coal. While new natural gas-fired power plants generally are less

11
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expensive to construct than new coal-fired plants, we believe that higher
prices and volatility will continue to make natural gas a less attractive
energy source than coal for many utilities, particularly for baseload
electricity generation.

— There is an abundant supply of coal. Coal makes up approximately 95% of
fossil fuel reserves in the United States, with an estimated 250-year
supply of coal based on current usage rates.

- Coal is increasingly less polluting. As a result of improved technology
and coal consumption trends to lower sulfur coal, sulfur dioxide
emissions from U.S. coal-fired power plants have declined by more than
20% since 1970, even as coal consumption for domestic electric power
generation has almost tripled.

— Demand for non-compliance coal production will continue. Although the
Clean Air Act emission requirements have caused a general shift in demand
toward lower sulfur coal, we believe that demand for our medium and high
sulfur coal will continue because utilities currently may satisfy the
Clean Air Act requirements by (1) burning lower sulfur coal mixed with
medium or high sulfur coal, (2) installing pollution control devices,
such as scrubbers, to reduce emissions from high sulfur coal or (3)
purchasing or trading emission credits.

SUMMARY OF RISK FACTORS

An investment in our common units involves risks associated with our
business, regulatory and legal matters, our partnership structure and the tax
characteristics of our common units. Please carefully read the risks relating to
these matters under "Risk Factors."

RISKS RELATED TO OUR BUSINESS

— We may not have sufficient cash from operations to pay the minimum
quarterly distribution following establishment of cash reserves and
payment of fees and expenses, including payments to our general partner.

- A substantial or extended decline in coal prices could reduce our coal
royalty revenues and the value of our coal reserves.

— Our lessees' coal mining operations are subject to operating risks that
could result in lower coal royalty revenues to us.

— We depend on a limited number of primary operators for a significant
portion of our coal royalty revenues, and the loss of or reduction in
production from any of our major operators could reduce our coal royalty
revenues.

- We may not be able to terminate our leases if any of our lessees declare
bankruptcy, and we may experience delays and be unable to replace lessees
that do not make royalty payments.

— If our lessees do not manage their operations well, their production
volumes and our coal royalty revenues could decrease.

— Due to our lack of asset diversification, adverse developments in the
coal industry could reduce our coal royalty revenues.

— Any decrease in demand for metallurgical coal could result in lower coal
production by our lessees, which would thereby reduce our coal royalty
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revenues.
REGULATORY AND LEGAL RISKS

— Our lessees are subject to federal, state and local laws and regulations
that may limit their ability to produce and sell coal from our
properties.

- A substantial portion of our coal has a high sulfur content. This coal
may become more difficult to sell because the Clean Air Act restricts the
ability of electric utilities to burn high sulfur coal.

— A recent federal district court ruling could preclude our lessees from
obtaining Clean Water Act permits required for some of their future
operations and could also result in the revocation of existing permits.

— The Clean Air Act affects the end-users of coal and could significantly
affect the demand for our coal and reduce our coal royalty revenues.

— We may become liable under federal and state mining statutes if our
lessees are unable to pay mining reclamation costs.

— A recent federal district court decision could limit our lessees' ability
to conduct underground mining operations.

RISKS RELATED TO OUR PARTNERSHIP STRUCTURE

— The WPP Group and Arch Coal may engage in substantial competition with
us.

— The WPP Group, Arch Coal and their affiliates have conflicts of interest
and limited fiduciary responsibilities, which may permit them to favor
their own interests to your detriment.

— Even if unitholders are dissatisfied, they cannot easily remove our
general partner.

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

— Our general partner's absolute discretion in determining the level of
cash reserves may adversely affect our ability to make cash distributions
to unitholders.

- You will experience immediate and substantial dilution of $6.14 per
common unit.

TAX RISKS TO COMMON UNITHOLDERS

— The IRS could treat us as a corporation for tax purposes, which would
substantially reduce the cash available for distribution to you.

— A successful IRS contest of the federal income tax positions we take may
adversely affect the market for our common units, and the cost of any IRS
contest will be borne by our unitholders and our general partner.

- You may be required to pay taxes on income from us even if you do not
receive any cash distributions from us.

- Tax gain or loss on disposition of common units could be different than
expected.
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3

BUSINESS STRATEGY

We intend to execute the following strategies that we believe reflect our
competitive strengths:

- Maximize royalty revenues from our existing properties. We work with our
lessees by providing technical knowledge of our reserves, including
information about title and geology. We also review mine plans to assure
efficient recovery of reserves and periodically audit our lessees to
verify that royalties have been properly paid.

- Explore new opportunities with our existing lessees. Our lessees are
generally subsidiaries of large coal producers that have long-term plans
to expand their operations. We intend to further develop our
relationships with our current lessees in order to participate in future
opportunities that our lessees may identify for acquiring or leasing new
properties.

— Add new lessees to diversify our coal mine operator base. We have
identified additional public and private coal mine operators that meet
our guidelines as qualified lessee candidates. As we expand our royalty
business, we will be seeking new lessees to mine our properties. The
addition of these new lessees will allow us to further diversify our coal
mine operator base.

- Expand and diversify our coal reserves. We intend to actively pursue
opportunities to expand and diversify our reserves by acquiring
additional coal properties that generate royalty income. We will review
potential reserve acquisitions in all coal producing regions of the
United States in order to acquire marketable reserves that we believe
will be attractive to lessees. We expect to fund any acquisitions with
borrowings under our credit facility and proceeds from the issuance of
our common units.

COMPETITIVE STRENGTHS

We believe the following competitive strengths will enable us to execute
our business strategies successfully:

- Our royalty structure generates stable production and cash flow. Our
leases provide for royalty rates generally equal to the higher of a
percentage of the gross sales price or a fixed price per ton of coal,
subject to a minimum payment. This structure generally allows our
production and cash flow to be stable and predictable in periods of low
coal prices, while enabling us to benefit during periods of higher coal
prices.

— We do not directly bear operating costs and risks. Because we do not
operate any mines, we do not bear ordinary operating costs and have
limited direct exposure to environmental compliance, permitting and labor
risks, which are principally borne by our lessees, the operators of the
mines.

— We primarily lease to large lessees that have a diverse customer
base. Our royalty income is primarily from leases to subsidiaries of
publicly-held coal companies. In 2001, we derived approximately 76% of
our revenues from subsidiaries of seven of the top ten coal producers in
the United States.
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— Our reserves are diverse and strategically located. Our reserves are
geographically diverse and cover a broad range of heat and sulfur
content. By offering both metallurgical and steam coal, our coal reserves
are marketable to a diverse customer base, thereby enabling our lessees
to adjust to changing markets and sustain sales volumes and prices.

- We are well-positioned to pursue acquisitions of coal reserves and other
minerals. The coal royalty business is highly fragmented and
characterized by numerous small entities that present potentially
attractive acquisition opportunities. In conjunction with this offering,
we are entering into a $100 million credit facility that, combined with
our ability to issue additional units, should provide the financial
flexibility to pursue acquisitions. Upon the closing of this offering, we
anticipate that we will have no outstanding indebtedness.

— We have experienced, knowledgeable management. Our management team has a
successful record of managing, leasing and acquiring properties. Each
member of our management team has at least 20 years of experience in the
mining industry.

OUR RELATIONSHIP WITH THE WPP GROUP AND ARCH COAL

The WPP Group and Arch Coal have a significant interest in our partnership
through their combined ownership of a 78.6% limited partner interest and the 2%
general partner interest in our partnership. Both the WPP Group and Arch Coal
have a history of successfully completing and integrating acquisitions in the
coal industry. We expect to pursue acquisitions with the WPP Group and Arch
Coal, as well as with other companies. We may acquire coal reserve properties,
other mineral properties or producing coal properties, in which event we would
expect to work with a coal producing company that would acquire the mine assets
and lease the reserves from us. While our relationship with both the WPP Group
and Arch Coal should provide significant benefits to us, it is also a source of
potential conflict. In addition, the WPP Group and Arch Coal may engage in
substantial competition with us. Please read "Conflicts of Interest and
Fiduciary Responsibilities" and "Certain Relationships and Related
Transactions —-- Omnibus Agreement."

PARTNERSHIP STRUCTURE AND MANAGEMENT

Our operations will be conducted through, and our operating assets will be
owned by, our subsidiaries. We will own our subsidiaries through an operating
company, NRP (Operating) LLC. Upon consummation of the offering of the common
units and the related transactions:

- NRP (GP) LP, our general partner, will own the 2% general partner
interest in us, as well as 65% of the incentive distribution rights,
which entitle the holder to receive a higher percentage of cash
distributed in excess of $0.5625 per unit in any quarter;

— the WPP Group will own 25% of the incentive distribution rights and Arch
Coal will own the remaining 10% of the incentive distribution rights;

- we will own 100% of the membership interests in the operating company;
and

— the operating company will own 100% of the membership interests in its
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subsidiaries: NNG LLC, WPP LLC, GNP LLC and ACIN LLC.

Our general partner has sole responsibility for conducting our business and
for managing our operations. Because our general partner is a limited
partnership, its general partner, GP Natural Resource Partners LLC, will conduct
its business and operations and the board of directors and officers of GP
Natural Resource Partners LLC will make decisions on behalf of us. Arch Coal
owns a 42.25% membership interest in and is entitled to nominate three
directors, including one independent director, of GP Natural Resource Partners
LLC. Robertson Coal Management LLC, a limited liability company wholly owned by
Corbin J. Robertson, Jr., owns a 57.75% membership interest in and is entitled
to nominate five directors, including two independent directors, of GP Natural
Resource Partners LLC. Corbin J. Robertson, Jr. controls each entity comprising
the WPP Group. Mr. Robertson owns the general partner of Western Pocahontas
Properties Limited Partnership, 85% of the general partner of Great Northern
Properties Limited Partnership and is the Chairman, Chief Executive Officer and
controlling stockholder of New Gauley Coal Corporation. For additional
disclosure regarding our formation and the negotiations that resulted in the
division of responsibilities and ownership, please read "Certain Relationships
and Related Transactions."

The senior executives and other officers who currently manage Western
Pocahontas Properties Limited Partnership will continue to manage us. They will
remain employees of Western Pocahontas Properties Limited Partnership and will
allocate varying percentages of their time to managing our operations. Neither
our general partner, GP Natural Resource Partners LLC, nor their affiliates will
receive any management fee or other compensation in connection with the
management of our business but will be entitled to be reimbursed for all direct
and indirect expenses incurred on our behalf.

The offices of Western Pocahontas Properties Limited Partnership are
located at P.O. Box 2827, 1035 Third Avenue, Suite 300, Huntington, West
Virginia 25727 and the telephone number is (304) 522-5757. Our principal
executive offices are located at 601 Jefferson Street, Suite 3600, Houston,
Texas 77002 and our phone number is (713) 751-7507.

The chart on the following page depicts the organization and ownership of
Natural Resource Partners after giving effect to the offering of the common
units and the related formation transactions.

[Chart depicting the organization and ownership of Natural Resource Partners]
7

THE OFFERING
Common units offered by us.... 2,598,750 common units.

2,988,563 common units if the underwriters
exercise their over-allotment option from us in
full. To the extent the underwriters exercise
their over-allotment option, the net proceeds
received by us from the sale of 57.75% of the
additional units pursuant to the over-allotment
option will be used to redeem common units from
Western Pocahontas Properties Limited
Partnership and New Gauley Coal Corporation. To
the extent the underwriters do not exercise
this over—-allotment option in full, Great
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Common units offered by Arch
Coal as the selling

unitholder........

Units outstanding after this

offering..........

Cash distributions

Northern Properties Limited Partnership and,

under certain circumstances, New Gauley Coal

Corporation, will purchase up to an aggregate
of 75,503 additional common units from us.

1,901,250 common units.

2,186,437 common units offered by Arch Coal if
the underwriters exercise their over-allotment
option in full. We will not receive any
proceeds from the sale of common units by Arch
Coal.

11,353,658 common units and 11,353,658
subordinated units, each representing
approximately a 49% limited partner interest in
us.

We intend to make minimum quarterly
distributions of $0.5125 per common unit to the
extent we have sufficient cash from our
operations after establishment of cash reserves
and payment of fees and expenses, including
payments to our general partner. In general, we
will pay any cash distributions we make each
quarter in the following manner:

- first, 98% to the common units and 2% to the
general partner, until each common unit has
received a minimum quarterly distribution of
$0.5125 plus any arrearages in the payment of
the minimum quarterly distribution from prior
quarters;

- second, 98% to the subordinated units and 2%
to the general partner, until each
subordinated unit has received a minimum
quarterly distribution of $0.5125; and

- third, 98% to all units, pro rata, and 2% to
the general partner, until each unit has
received a distribution of $0.5625.

If cash distributions per unit exceed $0.5625
in any quarter, the holders of the incentive
distribution rights will receive, on a pro rata
basis, a higher percentage of the cash we
distribute in excess of that amount in
increasing percentages up to an aggregate of
48%. We refer to these distributions as
incentive distributions.

We must distribute all of our cash on hand at
the end of each quarter, after payment of fees
and expenses, less reserves established by our
general partner in its discretion. We refer to
this cash as available cash, and we define its
meaning in our partnership agreement and in the
glossary in Appendix C. The
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Subordination period..........

Early

conversion of

subordinated

Issuance of additional

amount of available cash, if any, at the end of
any quarter may be greater than or less than
the minimum quarterly distribution.

We believe, based on the assumptions beginning
on page 44 of this prospectus, that we will
have sufficient cash from operations to enable
us to make the minimum quarterly distribution
of $0.5125 on the common units and the
subordinated units for each quarter through
June 30, 2003. The amount of pro forma cash
available for distribution generated during
2001 and the six months ended June 30, 2002
would have been sufficient to allow us to pay
the full minimum quarterly distribution on the
common units and 70.0% and 80.4%, respectively,
of the minimum quarterly distribution on the
subordinated units during these periods. Please
read "Cash Available for Distribution" and
Appendix D to this prospectus for the
calculation of our ability to have paid the
minimum quarterly distributions during these
periods.

During the subordination period, the
subordinated units will not be entitled to
receive any distributions until the common
units have received the minimum quarterly
distribution plus any arrearages from prior
quarters. The subordination period will end
once we meet the financial tests in the
partnership agreement, but it generally cannot
end before September 30, 2007. When the
subordination period ends, all remaining
subordinated units will convert into common
units on a one-for-one basis and the common
units will no longer be entitled to arrearages.

If we meet the financial tests in the
partnership agreement for any quarter ending on
or after September 30, 2005, 25% of the
subordinated units will convert into common
units. If we meet these tests for any quarter
ending on or after September 30, 2006, an
additional 25% of the subordinated units will
convert into common units. The early conversion
of the second 25% of the subordinated units may
not occur until at least one year after the
early conversion of the first 25% of
subordinated units.

In general, during the subordination period we
may issue up to 5,676,829 additional common
units, or 50% of the common units outstanding
immediately after this offering, without
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Limited voting rights..

Limited call right.....

Estimated ratio of taxable

income to distributions

obtaining unitholder approval. We can also
issue an unlimited number of common units for
acquisitions that increase cash flow from
operations per unit on a pro forma basis, and
we can issue additional common units if the
proceeds of the issuance are used to repay up
to $25 million of certain of our indebtedness.

Our general partner will manage and operate us.
Unlike the holders of common stock in a
corporation, you will have only limited voting
rights on matters affecting our business. You
will have no right to elect our general partner
or the directors of GP Natural Resource
Partners LLC on an annual or other regular
basis. Our general partner may not be removed
except by the vote of the holders of at least
66 2/3% of the outstanding units, including
units owned by our general partner and its
affiliates,

voting together as a single class. Upon the
consummation of this offering, our general
partner and its affiliates will own an
aggregate of 80.2% of our common and
subordinated units. This will give our general
partner the practical ability to prevent its
involuntary removal.

If at any time our general partner and its
affiliates own more than 80% of the outstanding
common units, our general partner has the
right, but not the obligation, to purchase all
of the remaining common units at a price not
less than their then current market price. Upon
completion of this offering, our general
partner and its affiliates will own 6,853,658,
or 60.4%, of our outstanding common units and
will not be able to exercise this call right.
If we do not issue any equity securities prior
to the expiration of the subordination period,
upon the conversion of subordinated units into
common units at the end of the subordination
period, our general partner and its affiliates
will own 80.2% of our outstanding common units
and will be able to exercise this call right.

We estimate that if you own the common units
that you purchase in this offering through
December 31, 2004 you will be allocated, on a
cumulative basis, an amount of federal taxable
income for that period that will be less than
60% of the cash distributed to you with respect
to that period. A substantial portion of the
income that will be allocated to you is
expected to be long-term capital gain, which
for individuals is subject to a significantly
lower maximum federal income tax rate
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(currently 20%) than ordinary income (currently
taxable at a maximum rate of 38.6%). If you are
an individual taxable at the maximum rate of
38.6% on ordinary income, the effect of this
lower capital gains rate is to produce an after
tax return to you that is the same as if the
amount of federal ordinary taxable income
allocated to you for that period were less than
30% of the cash distributed to you for that
period. Please read "Material Tax

Consequences —-- Tax Consequences of Unit
Ownership -- Ratio of Taxable Income to
Distributions" for the basis of this estimate.

Exchange listing.............. Our common units have been approved for listing
on the New York Stock Exchange, or NYSE,
subject to official notice of issuance, under
the symbol "NRP."

10

SUMMARY PRO FORMA FINANCIAL AND OPERATING DATA

We derived the summary pro forma combined information by combining the
historical financial statements of Western Pocahontas Properties Limited
Partnership, Great Northern Properties Limited Partnership, New Gauley Coal
Corporation and the Arch Coal Contributed Properties as of June 30, 2002 and for
the six months ended June 30, 2002 and the year ended December 31, 2001. We
adjusted the summary pro forma combined financial statements to reflect net
assets and operations that are not being contributed to us.

The pro forma as adjusted financial statements of Natural Resource Partners
L.P. show the pro forma effect of the offering and the related transactions. We
derived the summary pro forma as adjusted financial and operating data presented
below as of June 30, 2002 and for the six months ended June 30, 2002 and the
year ended December 31, 2001 from the unaudited pro forma combined financial
statements. The pro forma as adjusted balance sheet assumes the offering and the
related transactions occurred as of June 30, 2002, and the pro forma combined
statements of revenues and direct costs and expenses assume that the offering
and the related transactions occurred as of the beginning of the period
presented. A more complete explanation of the pro forma adjustments can be found
in "Notes to Pro Forma Financial Statements."

We derived the information in the following table from, and that
information should be read together with and is qualified in its entirety by
reference to, the audited historical and the unaudited pro forma financial
statements and the accompanying notes included elsewhere in this prospectus. You
should read the table together with "Management's Discussion and Analysis of
Financial Condition and Results of Operations." While the WPP Group will
contribute substantially all of its coal royalty producing assets and operations
to us, it will retain some assets and liabilities.

11

SUMMARY PRO FORMA FINANCIAL AND OPERATING DATA

YEAR ENDED
DECEMBER 31, 2001

SIX MC
JUNE
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PRO FORMA PRO FORMA PRO FORMA
COMBINED (A) AS ADJUSTED (B) COMBINED (A)

(IN THOUSANDS, EXCEPT PRICE DAT

(UNAUDITED)
REVENUES AND DIRECT COSTS AND EXPENSES DATA:
REVENUES:
Coal roVaAltieS e v i i ittt ittt e ettt eeennnnns $42,433 $42,433 $ 22,775
Gain on sale Of PropPerty .. v ettt ettt eennneens 220 220 -
Lease and easement incCoOme.......c.oiiieeeennnnnenn. 381 381 -
ProPertY LaAXeS it ittt it ettt et et e et 2,187 2,187 1,207
Other . i e e e 2,028 2,028 1,263
Total FeVENUES . t vt ittt ittt et ee st eeeeneeaneenns 47,249 47,249 25,245
DIRECT COSTS AND EXPENSES:
General and administrative(C) ......ouiuii .. —= —= —=
Taxes other than income...........oiiiiieeeennnn. 2,187 2,187 1,207
Depreciation, depletion and amortization......... 9,892 18,355 5,487
Other . i e e e 283 283 411
TOLaAl EXPENSE S e v vt et ettt ee et e eaeeeeeeeeeannns 12,362 20,825 7,105
Excess of revenues over direct costs and
10 1= 0 =T = $34,887 $26,424 $ 18,140
BALANCE SHEET DATA (AT PERIOD END) :
TOLAl S SEE St ittt it ittt ettt ettt ettt ettt $220,962
Long-term debt ... ..ttt it ittt 46,531
Deferred reVeNUE . ¢ v vt ittt ittt e et ettt eeeneeeneenns 20,303
Total liabilities. ... i ittt eeennneeennnn 66,834
Owners' equity/partners' capital(d).......c.covuo... 154,128
OTHER DATA:
Royalty coal tons produced by lessees.............. 28,990 28,990 13,735
Average gross coal royalty per ton................. $ 1.46 $ 1.46 S 1.66
OTHER FINANCIAL DATA:
Estimated available cash from operating
SUTPLUS (C) v vt ettt ettt et e ettt e e e eee e eeeaennnn $40,379 $40,379 S 21,427

(a) We derived the pro forma combined information by adjusting the historical
WPP Group amounts to reflect net assets and operations that are not being
contributed to us and by adding the historical Arch Coal Contributed
Properties amounts being contributed to us. We also eliminated historical
general and administrative expenses for the WPP Group in order to reflect
only the direct costs and expenses for its operations.

(b) The pro forma as adjusted information was derived by adjusting the pro forma
combined information for the offering and related transactions.

(c) We define available cash and operating surplus under "Cash Distribution
Policy." Estimated available cash from operating surplus includes annual
general and administrative costs of $4.4 million that reflect our estimates
of the costs of operating the properties contributed to us by the WPP Group
and Arch Coal and the costs of being a publicly traded partnership. We base
these estimates upon currently available information and they are subject to
change. Please read "Cash Distribution Policy" and Appendix D. To the extent
our general partner and its affiliates incur these costs on our behalf, we
will reimburse them prior to making any distribution on the common units.
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(d) If at any time our general partner and its affiliates own more than 80% of
the outstanding common units, our general partner has the right, but not the
obligation, to purchase all of the common units at a price not less than
their then market price. Upon completion of this offering, our general
partner and its affiliates will own 60.4% of the outstanding common units.
If we do not issue any equity securities prior to the expiration of the
subordination period, upon the conversion of subordinated units into common
units at the end of the subordination period, our general partner and its
affiliates will own 80.2% of our outstanding common units and will be able
to exercise this call right.

12

SUMMARY OF CONFLICTS OF INTEREST AND FIDUCIARY RESPONSIBILITIES

NRP (GP) LP, our general partner, has a legal duty to manage us in a manner
beneficial to our unitholders. This legal duty originates in state statutes and
judicial decisions and is commonly referred to as a "fiduciary" duty. Because
our general partner and its general partner, GP Natural Resource Partners LLC,
are owned by the WPP Group, Robertson Coal Management LLC and Arch Coal,
however, the officers and directors of GP Natural Resource Partners LLC also
have fiduciary duties to manage GP Natural Resource Partners LLC's and our
general partner's business in a manner beneficial to the owners of the WPP
Group, Robertson Coal Management LLC and to the stockholders of Arch Coal. The
officers of GP Natural Resource Partners LLC have significant relationships
with, and responsibilities to, the WPP Group, and the directors of GP Natural
Resource Partners LLC have significant relationships with, and responsibilities
to, the WPP Group, Robertson Coal Management LLC and Arch Coal. As a result of
these relationships, conflicts of interest may arise in the future between us
and our unitholders, on the one hand, and our general partner and its
affiliates, on the other hand. For a more detailed description of the conflicts
of interest and fiduciary responsibilities of our general partner and GP Natural
Resource Partners LLC, please read "Conflicts of Interest and Fiduciary
Responsibilities."

Our partnership agreement limits the liability and reduces the fiduciary
duties owed by our general partner to unitholders. Our partnership agreement
also restricts the remedies available to unitholders for actions that might
otherwise constitute breaches of our general partner's fiduciary duty. By
purchasing a common unit, you are treated as having consented to various actions
contemplated in the partnership agreement and conflicts of interest that might
otherwise be considered a breach of fiduciary or other duties under applicable
state law.

Although the WPP Group and Arch Coal have agreed in the omnibus agreement
to restrictions on their ability to compete with us in the leasing of coal
reserves, these restrictions are subject to numerous exceptions that will enable
the WPP Group and Arch Coal to engage in substantial competition with us should
they choose to do so. For a description of the terms of the omnibus agreement

that contains these noncompete provisions, please read "Risk Factors —-- The WPP
Group and Arch Coal may engage in substantial competition with us" and "Certain
Relationships and Related Transactions —-- Omnibus Agreement."

We will enter into four coal mining leases with Ark Land Company, a
subsidiary of Arch Coal. Please read "Certain Relationships and Related
Transactions —-—- Agreements with Ark Land Company" for a description of these
leases.

13
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RISK FACTORS

Limited partner interests are inherently different from capital stock of a
corporation, although many of the business risks to which we are subject are
similar to those that would be faced by a corporation engaged in a similar
business. You should carefully consider the following risk factors together with
all of the other information included in this prospectus in evaluating an
investment in our common units.

If any of the following risks were actually to occur, our business,
financial condition or results of operations could be materially and adversely
affected. In that case, we might not be able to pay the minimum quarterly
distribution on our common units, the trading price of our common units could
decline and you could lose all or part of your investment.

RISKS RELATED TO OUR BUSINESS

WE MAY NOT HAVE SUFFICIENT CASH FROM OPERATIONS TO PAY THE MINIMUM QUARTERLY
DISTRIBUTION FOLLOWING ESTABLISHMENT OF CASH RESERVES AND PAYMENT OF FEES AND
EXPENSES, INCLUDING PAYMENTS TO OUR GENERAL PARTNER.

The amount of cash we can distribute on our units principally depends upon
the amount of royalties we receive from our lessees, which will fluctuate from
quarter to quarter based on, among other things:

— the amount of coal our lessees are able to produce from our properties;
— the price at which our lessees are able to sell coal;

— the level of our operating costs, including payments to our general
partner; and

— prevailing economic conditions.

In addition, the actual amount of cash we will have available for
distribution will depend on other factors that include:

- the costs of acquisitions, if any;
- fluctuations in our working capital;
— the level of capital expenditures we make;

— the restrictions contained in our debt instruments and our debt service
requirements;

— our ability to borrow under our working capital facility to make
distributions to our unitholders; and

— the amount, if any, of cash reserves established by our general partner
in its discretion.

In determining the number of units and the minimum quarterly distribution,
we have made the assumptions set forth in "Cash Available for Distribution"
about the factors listed above. These assumptions are inherently uncertain and
are subject to significant business, economic, regulatory and competitive risks
and uncertainties that could cause actual results to differ materially from
those we expect. If these assumptions are not realized, we may not be able to
pay the minimum quarterly distribution or any amount on the common units or the
subordinated units, in which event the market price of the common units may
decline materially.
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You should also be aware that our ability to pay the minimum quarterly
distribution each quarter depends primarily on our cash flow, including cash
flow from financial reserves and working capital borrowings, and not solely on
profitability, which is affected by non-cash items. As a result, we may make
cash distributions during periods when we record losses and we may not make
distributions during periods when we record net income.

The amount of available cash we need to pay the minimum quarterly
distribution for four quarters on the common units, the subordinated units and
the general partner interest to be outstanding immediately after the offering is
approximately $47.5 million. If we had completed the transactions contemplated
in this prospectus on January 1, 2001, estimated available cash from operating
surplus generated during 2001 and
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the six months ended June 30, 2002 would have been approximately $40.4 million
and $21.4 million, respectively. These amounts would have been sufficient to
allow us to pay the full minimum quarterly distribution on the common units and
70.0% and 80.4%, respectively, of the minimum quarterly distribution on the
subordinated units during these periods. For a calculation of our ability to
make distributions to unitholders based on our pro forma results, please read
"Cash Available for Distribution" and Appendix D.

A SUBSTANTIAL OR EXTENDED DECLINE IN COAL PRICES COULD REDUCE OUR COAL ROYALTY
REVENUES AND THE VALUE OF OUR COAL RESERVES.

The prices our lessees receive for their coal depend upon factors beyond
their or our control, including:

- the supply of and demand for domestic and foreign coal;

- weather conditions;

- the proximity to and capacity of transportation facilities;

- worldwide economic conditions;

- domestic and foreign governmental regulations and taxes;

— the price and availability of alternative fuels; and

— the effect of worldwide energy conservation measures.

A substantial or extended decline in coal prices could materially and
adversely affect us in two ways. First, lower prices may reduce the quantity of
coal that may be economically produced from our properties. This, in turn, could
reduce our coal royalty revenues and the value of our coal reserves. Second,
even 1f production is not reduced, the royalties we receive on each ton of coal
sold may be reduced. Additionally, volatility in coal prices could make it
difficult to estimate with precision the value of our coal reserves and any coal

reserves that we may consider for acquisition.

OUR LESSEES' COAL MINING OPERATIONS ARE SUBJECT TO OPERATING RISKS THAT COULD
RESULT IN LOWER COAL ROYALTY REVENUES TO US.

Our coal royalty revenues are largely dependent on our lessees' level of
production from our coal reserves. The level of our lessees' production is

subject to operating conditions or events beyond their or our control including:

— the inability to acquire necessary permits or mining or surface rights;
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- changes or variations in geologic conditions, such as the thickness of
the coal deposits and the amount of rock embedded in or overlying the
coal deposit;

— changes in governmental regulation of the coal industry or the electric
utility industry;

- mining and processing equipment failures and unexpected maintenance
problems;

- interruptions due to transportation delays;

— adverse weather and natural disasters, such as heavy rains and flooding;
— labor-related interruptions; and

- fires and explosions.

These conditions may increase our lessees' cost of mining and delay or halt
production at particular mines either permanently or for varying lengths of
time. Any interruptions to the production of coal from our reserves could reduce
our coal royalty revenues.
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WE DEPEND ON A LIMITED NUMBER OF PRIMARY OPERATORS FOR A SIGNIFICANT PORTION
OF OUR COAL ROYALTY REVENUES, AND THE LOSS OF OR REDUCTION IN PRODUCTION FROM
ANY OF OUR MAJOR OPERATORS COULD REDUCE OUR COAL ROYALTY REVENUES.

We depend on a limited number of primary operators for a significant
portion of our coal royalty revenues. In 2001, the following six operators and
their subsidiaries, affiliates or contractors, accounted for approximately 84%
of our coal royalty revenues: Arch Coal, Inc. (25%), Massey Energy Company
(14%), CONSOL Energy Inc. (12.5%), Western Energy Company (12.5%), Resource
Development L.L.C. (11%) and Peabody Energy Corporation (9%). Arch Coal, Massey
Energy, Peabody Energy and CONSOL Energy each announced reduced production
estimates for 2002, which in some cases have resulted in reduced production on
some of our leases. Additionally, we are aware of proposed but unannounced
reductions by some of our smaller lessees. If reductions in production by our
lessees are implemented on our properties and sustained, our revenues may be
substantially affected. Additionally, if a lessee were to experience financial
difficulty, the lessee might not be able to pay its royalty payments or continue
its operations, which could have a material adverse impact on us.

WE MAY NOT BE ABLE TO TERMINATE OUR LEASES IF ANY OF OUR LESSEES DECLARE
BANKRUPTCY, AND WE MAY EXPERIENCE DELAYS AND BE UNABLE TO REPLACE LESSEES THAT
DO NOT MAKE ROYALTY PAYMENTS.

A failure on the part of our lessees to make coal royalty payments could
give us the right to terminate the lease, repossess the property and enforce
payment obligations under the lease. If we repossessed any of our properties, we
would seek a replacement lessee. We might not be able to find a replacement
lessee and, if we did, we might not be able to enter into a new lease on
favorable terms within a reasonable period of time. In addition, the outgoing
lessee could be subject to bankruptcy proceedings that could further delay the
execution of a new lease or the assignment of the existing lease to another
operator. If we enter into a new lease, the replacement operator might not
achieve the same levels of production or sell coal at the same price as the
lessee it replaced. In addition, it may be difficult for us to secure new or
replacement lessees for small or isolated coal reserves, since industry trends
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toward consolidation favor larger-scale, higher-technology mining operations in
order to increase productivity.

IF OUR LESSEES DO NOT MANAGE THEIR OPERATIONS WELL, THEIR PRODUCTION VOLUMES
AND OUR COAL ROYALTY REVENUES COULD DECREASE.

We depend on our lessees to effectively manage their operations on our
properties. Our lessees make their own business decisions with respect to their
operations within the constraints of their leases, including decisions relating
to:

— marketing of the coal mined;

- mine plans, including the amount to be mined and the method of mining;

- processing and blending coal;

— credit risk of their customers;

- permitting;

- insurance and surety bonding;

- acquisition of surface rights and other mineral estates;

- employee wages;

- coal transportation arrangements;

- compliance with applicable laws, including environmental laws;

- negotiations and relations with unions; and

- mine closure and reclamation.
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If our lessees do not manage their operations well, their production could
be reduced, which would result in lower coal royalty revenues to us.

DUE TO OUR LACK OF ASSET DIVERSIFICATION, ADVERSE DEVELOPMENTS IN THE COAL
INDUSTRY COULD REDUCE OUR COAL ROYALTY REVENUES.

Our coal royalty business generates substantially all of our revenues. Due
to our lack of asset diversification, an adverse development in the coal
industry would have a significantly greater impact on our financial condition
and results of operations than if we owned more diverse assets.

ANY DECREASE IN THE DEMAND FOR METALLURGICAL COAL COULD RESULT IN LOWER COAL
PRODUCTION BY OUR LESSEES, WHICH WOULD THEREBY REDUCE OUR COAL ROYALTY
REVENUES.

Our lessees produce a significant amount of the metallurgical coal that is
used in both the U.S. and foreign steel industries. In 2001, approximately 12%
of the coal production from our properties was metallurgical coal that was sold
to the steel industry for the manufacture of coke. The steel industry has
increasingly relied on electric arc furnaces or pulverized coal processes to
make steel. These processes do not use coke. If this trend continues, the amount
of metallurgical coal that our lessees mine could further decrease.
Additionally, since the amount of steel that is produced is tied to global
economic conditions, a decline in those conditions could result in the decline
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of steel, coke and coal production. Since metallurgical coal is priced higher
than steam coal, some mines on our properties may only operate profitably if all
or a portion of their production is sold as metallurgical coal. If they are
unable to sell metallurgical coal, these mines may not be economically viable
and may close.

WE MAY NOT BE ABLE TO EXPAND AND OUR BUSINESS WILL BE ADVERSELY AFFECTED IF WE
ARE UNABLE TO REPLACE OR INCREASE OUR RESERVES OR OBTAIN OTHER MINERAL
RESERVES THROUGH ACQUISITIONS.

Because our reserves decline as our lessees mine our coal, our future
success and growth depend, in part, upon our ability to acquire additional coal
reserves or other mineral reserves that are economically recoverable. If we are
unable to replace or increase our coal reserves or acquire other mineral
reserves on acceptable terms, our royalty revenues will decline as our reserves
are depleted. In addition, if we are unable to successfully integrate the
companies, businesses or properties we are able to acquire, our royalty revenues
may decline and we could experience a material adverse effect on our business,
financial condition or results of operations. If we acquire additional reserves,
there is a possibility that any acquisition could be dilutive to earnings and
reduce our ability to make distributions to unitholders. Any debt we incur to
finance an acquisition may similarly affect our ability to make distributions to
unitholders. Our ability to make acquisitions in the future also could be
limited by restrictions under our existing or future debt agreements,
competition from other mineral companies for attractive properties or the lack
of suitable acquisition candidates. Please read "Management's Discussion and
Analysis of Financial Condition and Results of Operations —-- Description of
Credit Facility" for a discussion of restrictions on our ability to borrow funds
to pay for acquisitions.

ANY CHANGE IN FUEL CONSUMPTION PATTERNS BY ELECTRIC POWER GENERATORS RESULTING
IN A DECREASE IN THE USE OF COAL COULD RESULT IN LOWER COAL PRODUCTION BY OUR
LESSEES, WHICH WOULD REDUCE OUR COAL ROYALTY REVENUES.

Domestic electric power generation accounts for approximately 90% of
domestic coal consumption. The amount of coal consumed for domestic electric
power generation is affected primarily by the overall demand for electricity,
the price and availability of competing fuels for power plants such as natural
gas, nuclear, fuel o0il and hydroelectric power and environmental and other
governmental regulations. We expect many new power plants will be built to
produce electricity during peak periods of demand. Many of these new power
plants will likely be fired by natural gas because of lower construction costs
compared to coal-fired plants and because natural gas is a cleaner burning fuel.
As discussed under "-- Regulatory and Legal Risks," the increasingly stringent
requirements of the Clean Air Act may result in more electric power generators
shifting from coal to natural gas-fired power plants.
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CURRENT CONDITIONS IN THE COAL INDUSTRY MAY MAKE IT DIFFICULT FOR OUR LESSEES
TO EXTEND EXISTING CONTRACTS OR ENTER INTO SUPPLY CONTRACTS WITH TERMS OF ONE
YEAR OR MORE, WHICH COULD ADVERSELY AFFECT THE STABILITY AND PROFITABILITY OF
THEIR OPERATIONS AND ADVERSELY AFFECT OUR COAL ROYALTY REVENUES.

As electric utilities adjust to the Phase II requirements of the Clean Air
Act and the possible deregulation of their industry, they are becoming
increasingly less willing to enter into coal supply contracts with terms of more
than one year. Instead, these utilities are purchasing higher percentages of
coal on the spot market. The industry shift away from long-term supply contracts
could adversely affect our lessees, and the level of our royalties, in several
ways. First, fewer electric utilities will have a contractual obligation to
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purchase coal from our lessees, thereby increasing the risk that our lessees
will not have a market for their coal production. Second, the prices our lessees
receive in the spot market may be less than a contractual price an electric
utility is willing to pay for a committed supply. Finally, spot market prices
tend to be more volatile than contractual prices, which could result in
decreased coal royalty revenues and adversely affect our ability to pay the
minimum quarterly distribution in any one quarter.

In addition, price adjustment, price reopener and other similar provisions
in supply contracts with terms of one year or more may reduce the protection
from short-term coal price volatility traditionally provided by such contracts.
Some coal supply contracts contain provisions which allow for the price at which
coal is purchased to be renegotiated at periodic intervals. These price reopener
provisions may automatically set a new price based on the prevailing market
price or, in some instances, require the parties to agree on a new price. In
some circumstances, failure of the parties to agree on a price under a price
reopener provision can lead to termination of the contract. Any adjustment or
renegotiation leading to a significantly lower contract price could result in
decreased coal royalty revenues. Accordingly, supply contracts with terms of one
year or more may provide only limited protection during adverse market
conditions.

Some supply contracts also contain provisions which allow the customer to
suspend or terminate performance under the contract upon the occurrence or
continuation of specified events. These events typically include:

— the inability of our lessees to deliver the volume or qualities of coal
specified;

— changes in the Clean Air Act rendering use of coal inconsistent with the
customer's pollution control strategies; and

— the occurrence of events beyond the reasonable control of the affected
party, including labor disputes, mechanical malfunctions and changes in
government regulations.

COMPETITION WITHIN THE COAL INDUSTRY MAY ADVERSELY AFFECT THE ABILITY OF OUR
LESSEES TO SELL COAL, AND EXCESS PRODUCTION CAPACITY IN THE INDUSTRY COULD PUT
DOWNWARD PRESSURE ON COAL PRICES.

Our lessees compete with numerous other coal producers in various regions
of the United States for domestic sales. During the mid-1970s and early 1980s,
increased demand for coal attracted new investors to the coal industry, spurred
the development of new mines and resulted in additional production capacity
throughout the industry, all of which led to increased competition and lower
coal prices. Any increases in coal prices could also encourage the development
of expanded capacity by new or existing coal producers. Any resulting
overcapacity could reduce coal prices and therefore reduce our coal royalty
revenues.

Competition from coal with lower production costs shipped east from western
coal mines has resulted in increased competition for coal sales in the
Appalachian region and the Illinois Basin. This competition could result in
decreased market share for our lessees operating in these regions and decreased
coal royalty revenues to us.

The amount of coal exported from the United States has declined over the
last few years due to adverse economic conditions in Asia and the higher
relative cost of U.S. coal due to the strength of the U.S. dollar. In addition,
the recently imposed tariff on steel imports could exacerbate this decline in
coal
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exports. This decline could cause competition among coal producers in the United
States to intensify, potentially resulting in additional downward pressure on
coal prices.

LESSEES COULD SATISFY OBLIGATIONS TO THEIR CUSTOMERS WITH COAL FROM PROPERTIES
OTHER THAN OURS, DEPRIVING US OF THE ABILITY TO RECEIVE AMOUNTS IN EXCESS OF
MINIMUM ROYALTY PAYMENTS.

Coal supply contracts do not generally require operators to satisfy their
obligations to their customers with coal mined from specific reserves. Several
factors may influence a lessee's decision to supply its customers with coal
mined from properties we do not own or lease, including the royalty rates under
the lessee's lease with us, mining conditions, mining operations costs, cost and
availability of transportation, and customer coal specifications. If a lessee
satisfies its obligations to its customers with coal from properties we do not
own or lease, production on our properties will decrease and we will receive
lower coal royalty revenues.

FLUCTUATIONS IN TRANSPORTATION COSTS AND THE AVAILABILITY OR RELIABILITY OF
TRANSPORTATION COULD REDUCE THE PRODUCTION OF COAL MINED FROM OUR PROPERTIES.

Transportation costs represent a significant portion of the total cost of
coal for the customers of our lessees. Increases in transportation costs could
make coal a less competitive source of energy or could make coal produced by
some or all of our lessees less competitive than coal produced from other
sources. On the other hand, significant decreases in transportation costs could
result in increased competition for our lessees from coal producers in other
parts of the country.

Our lessees depend upon railroads, barges, trucks and beltlines to deliver
coal to their customers. Disruption of these transportation services due to
weather-related problems, mechanical difficulties, strikes, lockouts,
bottlenecks and other events could temporarily impair the ability of our lessees
to supply coal to their customers. Our lessees' transportation providers may
face difficulties in the future that may impair the ability of our lessees to
supply coal to their customers, resulting in decreased coal royalty revenues to
us.

OUR RESERVE ESTIMATES DEPEND ON MANY ASSUMPTIONS THAT MAY BE INACCURATE, WHICH
COULD MATERIALLY ADVERSELY AFFECT THE QUANTITIES AND VALUE OF OUR RESERVES.

Our reserve estimates may vary substantially from the actual amounts of
coal our lessees may be able to economically recover from our reserves. There
are numerous uncertainties inherent in estimating quantities of reserves,
including many factors beyond our control. Estimates of coal reserves
necessarily depend upon a number of variables and assumptions, any one of which
may, if incorrect, result in an estimate that varies considerably from actual
results. These factors and assumptions relate to:

- future coal prices, operating costs, capital expenditures, severance and
excise taxes, and development and reclamation costs;

— future mining technology improvements;
- the effects of regulation by governmental agencies; and
- geologic and mining conditions, which may not be fully identified by

available exploration data and may differ from our experiences in areas
where our lessees currently mine.
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Actual production, revenue and expenditures with respect to our reserves
will likely vary from estimates, and these variations may be material. As a
result, you should not place undue reliance on the coal reserve data included in
this prospectus.

OUR LESSEES' WORK FORCES COULD BECOME INCREASINGLY UNIONIZED IN THE FUTURE.

Eight mines on our properties are operated by unionized employees of our
lessees or their affiliates. Our lessees' employees could become increasingly
unionized in the future. Some labor unions active in our lessees' areas of
operations are attempting to organize the employees of some of our lessees. If
some or all
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of our lessees' non-unionized operations were to become unionized, it could
adversely affect their productivity, increase costs and increase the risk of
work stoppages. In addition, our lessees' operations may be adversely affected
by work stoppages at unionized companies, particularly if union workers were to
orchestrate boycotts against our lessees' operations. Any further unionization
of our lessees' employees could adversely affect the stability of production
from our reserves and reduce our coal royalty revenues.

REGULATORY AND LEGAL RISKS

OUR LESSEES ARE SUBJECT TO FEDERAL, STATE AND LOCAL LAWS AND REGULATIONS THAT
MAY LIMIT THEIR ABILITY TO PRODUCE AND SELL COAL FROM OUR PROPERTIES.

Our lessees may incur substantial costs and liabilities under increasingly
strict federal, state and local environmental, health and safety and endangered
species laws, including regulations and governmental enforcement policies.
Failure to comply with these laws and regulations may result in the assessment
of administrative, civil and criminal penalties, the imposition of cleanup and
site restoration costs and liens, the issuance of injunctions to limit or cease
operations, the suspension or revocation of permits and other enforcement
measures that could have the effect of limiting production from our lessees'
operations. Our lessees may also incur costs and liabilities resulting from
claims for damages to property or injury to persons arising from their
operations. If our lessees are pursued for these sanctions, costs and
liabilities, their mining operations and, as a result, our coal royalty
revenues, could be adversely affected.

For example, in January 2002, the West Virginia Department of Environmental
Protection entered an order finding a pattern of violations relating to water
quality by Marfork Coal Company, a subsidiary of Massey Energy Company, and
suspending its permit for operations adjacent to the Dorothy-Sarita property for
14 days. Marfork Coal filed an appeal and obtained a stay of enforcement of this
order. The Surface Mining Board heard the appeal and reduced the suspension to
nine days. Marfork Coal has appealed this decision to the circuit court and a
hearing has been set for November 22, 2002. The circuit court has granted a stay
of the suspension that will end 60 days following the November 22 hearing. The
show cause order issued to Marfork Coal could also have an impact on the
longwall mining operations of another subsidiary of Massey Energy, Performance
Coal, that are conducted at the Eunice property because coal mined from this
part of the Eunice property is sent to the Marfork Coal preparation plant for
processing. If this show cause order is not resolved on favorable terms, the
permits issued to Massey Energy and its subsidiaries could be suspended or
revoked and production could be decreased at mines on the Dorothy-Sarita
property and at the longwall mine operated by Performance Coal at the Eunice
property, reducing our coal royalty revenues.
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If these permits are revoked, Massey Energy and its subsidiaries could be
prohibited from obtaining additional permits. In the event of future violations
at these properties or at other properties operated by these entities, the
existence of those orders may increase the nature and gravity of any sanctions
sought in the event that the state decides to pursue any enforcement.

Recently, water from a mine operated by Marfork Coal has leaked through the
subsurface strata, resulting in a discharge of water into water from a nearby
creek. This discharge is from a mine that is not on our property, but it is
possible that Marfork Coal could be subject to further enforcement actions that
could impact its ability to continue mining on our property, or that this could
be taken into account in connection with the show cause order discussed above.

During its 2002 session, the West Virginia House of Representatives
considered legislation that, if passed, would have significantly increased the
scope of powers available to enforce the current weight restrictions on trucks
carrying coal. Past sessions of the legislature have considered, but not
adopted, similar legislation. The legislature and the governor appointed a task
force to study the issue, and the task force issued a report recommending
legislation that would raise the weight limits on the trucks, but would increase
the number of required safety inspections and the amounts of registration fees
and fines imposed for violations. The legislature has not yet acted on this
recommendation. If increased enforcement of the existing weight restrictions
continues, the costs of transporting coal in the state would increase. An
increase
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in transportation costs could have an adverse effect on our lessees' ability to
increase or to maintain production on our properties and a similar adverse
effect on our coal royalty revenues.

Some species indigenous to our properties are protected under the
Endangered Species Act. Federal and state legislation for the protection of
endangered species may have the effect of prohibiting or delaying our lessees
from obtaining mining permits and may include restrictions on road building and
other mining activities in areas containing the affected species. Additional
species on our properties may receive protected status, and currently protected
species may be discovered within our properties. Either event could result in
increased costs to us or our lessees.

New environmental legislation and new regulations under existing
environmental laws, including regulations to protect endangered species, could
further regulate or tax the coal industry and may also require our lessees to
change their operations significantly or to incur increased costs which could
decrease our coal royalty revenues. Please read "Business -- Regulation."

A SUBSTANTIAL PORTION OF OUR COAL HAS A HIGH SULFUR CONTENT. THIS COAL MAY
BECOME MORE DIFFICULT TO SELL BECAUSE THE CLEAN AIR ACT RESTRICTS THE ABILITY
OF ELECTRIC UTILITIES TO BURN HIGH SULFUR COAL.

In 1995, Phase I of the Clean Air Act required high sulfur coal plants to
reduce their emissions of sulfur dioxide to 2.5 pounds or less per million Btus,
and in 2000, Phase II of the Clean Air Act tightened these sulfur dioxide
restrictions further to 1.2 pounds of sulfur dioxide per million Btus. These
restrictions may significantly reduce the demand by electric utilities for high
sulfur coal. Currently, electric utilities operating coal-fired plants can
purchase credits that allow them to comply with the sulfur dioxide emission
compliance requirements. Many of the power plants supplied by our lessees do not
currently have scrubbers. As of December 31, 2001, 75% of our coal reserves were
not compliance coal. If our lessees' customers, or their potential customers in
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our market areas, choose not to purchase our noncompliance coal, our lessees may
be unable to find other buyers for this coal at current price and volume levels,
which could materially adversely affect our revenues and our ability to make
distributions to our unitholders. See "Business —-- Regulation -- Clean Air Act"
for a description of the Phase II requirements of the Clean Air Act.

A RECENT FEDERAL DISTRICT COURT RULING COULD PRECLUDE OUR LESSEES FROM
OBTAINING CLEAN WATER ACT PERMITS REQUIRED FOR SOME OF THEIR FUTURE OPERATIONS
AND COULD ALSO RESULT IN THE REVOCATION OF EXISTING PERMITS.

On May 8, 2002, the United States District Court for the Southern District
of West Virginia issued an order in Kentuckians for the Commonwealth v.
Rivenburgh enjoining the Huntington, West Virginia office of the U.S. Army Corps
of Engineers from issuing permits under Section 404 of the Clean Water Act for
the construction of valley fills for the disposal of overburden from mountaintop
mining operations solely for the purpose of waste disposal. These valleys
typically contain streams that, under the Clean Water Act, are considered
navigable waters of the United States. The court held that the filling of these
waters solely for waste disposal is a violation of the Clean Water Act. The
effect of this injunction, if it is not overturned by an appellate court or
subsequent legislation, will be to make mountaintop mining uneconomical in those
areas subject to the injunction. We would be materially affected by this
injunction because a substantial number of mountaintop mining valley fill
permits required to be obtained by our lessees would need to be issued by the
Huntington, West Virginia office of the U.S. Army Corps of Engineers.

The court's injunction also prohibits the issuance of permits authorizing
fill activities associated with types of mining activities other than
mountaintop mining where the primary purpose or use of those fill activities 1is
the disposal of waste. Such activities might include those associated with
slurry impoundments and coal refuse disposal areas. If the injunction is not
overturned by an appellate court or subsequent legislation, our lessees may not
be able to obtain permits in many cases to use these common fill activities,
which could render these operations uneconomical. Any consequent reduction or
cessation of their operations would reduce mining on our properties and our
royalty revenue.
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Following the issuance of the court's May 8, 2002 order, the plaintiff in
the Kentuckians case filed a motion for further injunctive relief requesting
that the court require the Huntington, West Virginia office of the U.S. Army
Corps of Engineers to revoke the Section 404 valley fill permit identified in
the plaintiff's complaint. In addition, various defendants and intervenors filed
motions seeking a clarification of the court's order, a stay pending appeal, and
a dismissal for failure to join a necessary party. In response to the
defendants' motion for clarification, the court decided that its injunction
applies to any fill activity that does not have a "constructive primary
purpose," citing as an example fills used solely for the disposal of waste. The
court noted that such fills could include not only valley fills, but also other
mining activities such as refuse impoundments, fills from standard contour or
surface mines, or fills related to mine sites with "approximate original
contour" waivers. The court noted, however, that determining whether a
particular fill has a "constructive primary purpose" is up to the technical
expertise of the U.S. Army Corps of Engineers. The court denied both the
defendants' motion for stay pending appeal and their motion for dismissal. Both
the U.S. Army Corps of Engineers and the industry parties that have intervened
in the lawsuit have appealed this ruling to the Fourth Circuit Court of Appeals.

We are unable to predict the ultimate outcome of this decision or the
impact this decision may have on our lessees' operations and, therefore, our
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results of operations. The ruling could be upheld or reversed on appeal, settled
by the parties or overturned by legislation, and this process could take several
years to complete. If the decision is ultimately upheld in whole or in part on
appeal, we cannot predict how it would be interpreted or implemented by the
applicable governmental agencies or courts. Future litigation could result from
ambiguities in the current order or ambiguities contained in future orders or
decisions. In addition, although this ruling applies only to the Huntington,
West Virginia office of the U.S. Army Corps of Engineers, future litigation,
including appellate review of this case, could ultimately broaden its
applicability to other offices of the U.S. Army Corps of Engineers, including
offices which have issued and may issue in the future permits to our lessees for
mining on our properties. We are also uncertain as to whether this ruling would
impact only our lessees' future permits, or whether it would also apply to
renewals of permits or to existing permits.

If lawsuits challenging our lessees' permits were successful, our lessees
would be required to suspend or cease their surface mining on our properties. If
the decision is not overturned on appeal or by new legislation, we would suffer
a material decrease in our royalty revenue. Please read "Business --

Regulation -- Clean Water Act."

THE CLEAN AIR ACT AFFECTS THE END-USERS OF COAL AND COULD SIGNIFICANTLY AFFECT
THE DEMAND FOR OUR COAL AND REDUCE OUR COAL ROYALTY REVENUES.

The Clean Air Act and corresponding state and local laws extensively
regulate the amount of sulfur dioxide, particulate matter, nitrogen oxides and
other compounds emitted from industrial boilers and power plants, including
those that use our coal. These regulations constitute a significant burden on
coal customers and stricter regulation could adversely affect the demand for and
price of our coal, especially higher sulfur coal, resulting in lower coal
royalty revenues.

In July 1997, the U.S. Environmental Protection Agency adopted more
stringent ambient air quality standards for particulate matter and ozone.
Particulate matter includes small particles that are emitted during the coal
combustion process. In a February 2001 decision, the U.S. Supreme Court largely
upheld the EPA's position, although it remanded the EPA's ozone implementation
policy for further consideration. On remand, the Court of Appeals for the D.C.
Circuit affirmed the EPA's adoption of these more stringent ambient air quality
standards. As a result of the finalization of these standards, states that have
not attained these standards will have to revise their State Implementation
Plans to include provisions for the control of ozone precursors and/or
particulate matter. Revised State Implementation Plans could require electric
power generators to further reduce nitrogen oxide and particulate matter
emissions. The potential need to achieve such emissions reductions could result
in reduced coal consumption by electric power generators. Thus, future
regulations regarding ozone, particulate matter and other by-products of coal
combustion could restrict the market for coal and the development of new mines
by our lessees. This
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in turn may result in decreased production by our lessees and a corresponding
decrease in our coal royalty revenues.

Furthermore, in October 1998, the EPA finalized a rule that will require 19
states in the Eastern United States that have ambient air quality problems to
make substantial reductions in nitrogen oxide emissions by the year 2004. To
achieve these reductions, many power plants will be required to install
additional control measures. The installation of these measures will make it
more costly to operate coal-fired power plants and, depending on the
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requirements of individual state implementation plans, could make coal a less
attractive fuel.

Additionally, the U.S. Department of Justice, on behalf of the EPA, has
filed lawsuits against several investor-owned electric utilities and brought an
administrative action against one government-owned electric utility for alleged
violations of the Clean Air Act. The EPA claims that the power plants operated
by these utilities have failed to obtain permits required under the Clean Air
Act for facility modifications. Our lessees supply coal to some of the affected
utilities, and it 1is possible that other of our lessees' customers will be sued.
These lawsuits could require the affected utilities to pay penalties and install
pollution control equipment or undertake other emission reduction measures,
which could adversely affect their demand for coal. Any outcome that adversely
affects our lessees' customers and their demand for coal could adversely affect
our coal royalty revenues.

Other proposed initiatives may have an effect upon our lessees' coal
operations. One such proposal is the Bush Administration's recently announced
Clear Skies Initiative. As proposed, this initiative is designed to reduce
emissions of sulfur dioxide, nitrogen oxides and mercury from power plants.
Other so-called multi-pollutant bills, which could regulate additional air
pollutants, have been proposed in Congress. While the details of all of these
proposed initiatives vary, there appears to be a movement towards increased
regulation of a number of air pollutants. Were such initiatives enacted into
law, power plants could choose to shift away from coal as a fuel source to meet
these requirements.

The Clean Air Act also imposes standards on sources of hazardous air
pollutants. Although these standards have not yet been extended to coal mining
operations, the EPA recently announced that it will regulate hazardous air
pollutants from coal-fired power plants. Under the Clean Air Act, coal-fired
power plants will be required to control hazardous air pollution emissions by
approximately 2009. These controls are likely to require significant new
investments in controls by power plant owners. Like other environmental
regulations, these standards and future standards could result in a decreased
demand for coal. Please read "Business -- Regulation -- Clean Air Act."

WE MAY BECOME LIABLE UNDER FEDERAL AND STATE MINING STATUTES IF OUR LESSEES
ARE UNABLE TO PAY MINING RECLAMATION COSTS.

The Surface Mining Control and Reclamation Act of 1977, or SMCRA, and state
statutes adopted pursuant to SMCRA impose various permitting and operational
requirements on mine operators. In addition, SMCRA assigns to operators the
responsibility of restoring the land to its approximate original contour or
compensating the surface owner for types of damages occurring as a result of
mining operations, and requires mine operators to post performance bonds to
ensure compliance with any reclamation obligations. Regulatory authorities may
attempt to assign the liabilities of our lessees to us if any of our lessees are
not financially capable of fulfilling those obligations. Please read
"Business —-- Regulation."

A RECENT FEDERAL DISTRICT COURT DECISION COULD LIMIT OUR LESSEES' ABILITY TO
CONDUCT UNDERGROUND MINING OPERATIONS.

On March 29, 2002, the U.S. District Court for the District of Columbia
issued a ruling that could restrict underground mining activities conducted in
the vicinity of public roads, within a variety of federally protected lands,
within national forests and within a certain proximity of occupied dwellings.
The lawsuit, Citizens Coal Council v. Norton, was filed in February 2000 to
challenge regulations issued by the Department of Interior providing, among
other things, that subsidence and underground activities that may lead to
subsidence are not surface mining activities within the meaning of SMCRA. SMCRA
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contains restrictions and certain prohibitions on the locations where surface
mining activities can be conducted. The District Court entered summary judgment
upon the plaintiffs' claims that the Secretary of the Interior's determination
violated SMCRA. By order dated April 9, 2002, the court remanded the regulations
to the Secretary of the Interior for reconsideration.

None of the deep mining activities undertaken on our properties are within
the federally protected lands or national forests where SMCRA restricts surface
mining, or within any real proximity to occupied dwellings. However, this case
poses a potential restriction on underground mining within 100 feet of a public
road. If these SMCRA restrictions ultimately apply to underground mining,
considerable uncertainty would exist about the nature and extent of this
restriction.

The significance of this decision for the coal mining industry remains
unclear because this ruling is subject to appellate review. The Department of
Interior and the National Mining Association, a trade group that intervened in
this action, appealed the ruling and sought a stay of the order pending appeal
to the U.S. Court of Appeals for the District of Columbia Circuit and the stay
was granted. If the District Court's decision is not overturned, or if some
legislative solution is not enacted, this ruling could have a material adverse
affect on all coal mine operations that utilize underground mining techniques,
including those of our lessees. While it may still be possible to obtain permits
for underground mining operations in these areas, the time and expense of that
permitting process are likely to increase significantly.

RESTRUCTURING OF THE ELECTRIC UTILITY INDUSTRY COULD LEAD TO REDUCED COAL
PRICES.

A number of states and the District of Columbia have passed legislation to
allow retail price competition in the electric utility industry. If ultimately
implemented at both the state and federal levels, restructuring of the electric
utility industry 1is expected to compel electric utilities to be more aggressive
in developing and defending market share, to be more focused on their pricing
and cost structures and to be more flexible in reacting to changes in the
market. Congress is currently contemplating legislation that would further
enhance competition in the electric industry. We believe that a fully
competitive electricity market may put downward pressure on fuel prices,
including coal, because electric utilities will be competing with other
suppliers and will no longer necessarily be able to pass increased fuel costs on
to their customers. In addition, some of these initiatives may or do mandate the
increased use of alternative or renewable fuels as alternatives to burning
fossil fuels.

WE COULD BECOME LIABLE UNDER FEDERAL AND STATE SUPERFUND AND WASTE MANAGEMENT
STATUTES.

The Comprehensive Environmental Response, Compensation and Liability Act,
known as CERCLA or "Superfund," and similar state laws create liabilities for
the investigation and remediation of releases and threatened releases of
hazardous substances to the environment and damages to natural resources. As
landowners, we are potentially subject to liability for these investigation and
remediation obligations. Please read "Business —-- Regulation."

RISKS RELATED TO OUR PARTNERSHIP STRUCTURE

THE WPP GROUP AND ARCH COAL MAY ENGAGE IN SUBSTANTIAL COMPETITION WITH US.
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We rely on the employees of our general partner's affiliates, including the
WPP Group, to conduct our business. Although the WPP Group and Arch Coal have
agreed in the omnibus agreement to some restrictions on their ability to compete
with us in the leasing of coal reserves, these restrictions are subject to
numerous exceptions that will enable the WPP Group and Arch Coal to engage in
substantial competition with us should they choose to do so. The restrictions on
Arch Coal's ability to compete with us are materially less burdensome than the
restrictions on the WPP Group. The partnership agreement provides that engaging
in competitive activities by Arch Coal and the WPP Group that are not prohibited
by the omnibus agreement will not constitute a breach of their fiduciary duties
to us or the unitholders. To the extent that Arch Coal or the WPP Group competes
with us, our growth prospects may be reduced and our results of operations and
financial condition may be materially adversely affected. Furthermore, because
they control us, the WPP Group and Arch Coal may have information regarding our
operations
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and business strategies that may give them an advantage in competing with us
that a third-party competitor would not have.

The exceptions to the noncompete obligations of the WPP Group and Arch Coal
include the following:

— The WPP Group or Arch Coal may lease their owned coal reserves within the
United States to affiliates. For example, Arch Coal or an Arch Coal
subsidiary may acquire new coal reserves and lease them directly to an
operating subsidiary of Arch Coal and collect royalties on the lease
without offering us the opportunity to acquire these reserves.

— The WPP Group or Arch Coal may compete with us as long as the fair market
value of the assets of any competing business are $10 million or less;
provided, that with respect to the WPP Group, the total value of all
competing businesses do not exceed $75 million. In addition, with respect
to the WPP Group, any coal reserves that are owned and unleased at the
time of the closing of the offering that are subsequently leased to third
parties will not be considered in calculating the $75 million limitation.

— In certain circumstances, the WPP Group and Arch Coal will be required to
offer a competing business to us for purchase, but if they make a good
faith decision in their sole discretion not to accept our offer, they
will be able to continue to own and operate the business in competition
with us. There is no provision in the omnibus agreement requiring the WPP
Group or Arch Coal to sell the business to us at a fair market value
determined by a third party investment banking firm or appraiser.

— Arch Coal may buy an interest in a competing business that is a general
partner interest or a managing member interest in a limited liability
company provided it divests itself of such interest within six months of
acquisition or it offers us the opportunity to buy its interest. If,
however, Arch Coal is unable to divest its interest in the competing
business within six months of acquisition despite a good faith,
commercially reasonable attempt to do so, and Arch has not received an
extension from our conflicts committee or has not offered us the
opportunity to buy its competing interest, then Arch Coal may opt to
either (1) have its designated directors immediately resign from the
board of directors of our general partner, in which case Arch Coal may
continue to own and operate the competing business but will continue to
relinquish its rights to designate directors of our general partner until
such time as it divests the competing business, or (2) hire an
independent investment banking firm to determine the fair market value of
the competing business. If Arch Coal elects to obtain an independent
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valuation of its competing business, then:

— i1f Arch Coal and our general partner (with the concurrence of the
conflicts committee) agree upon the price of the competing business, our
partnership will purchase the competing business;

— if Arch Coal seeks to sell the competing business to our partnership at
the price determined by the investment banking firm and our general
partner (with the concurrence of the conflicts committee) declines to
purchase the competing business, Arch Coal will be free to continue to
own and operate the competing business;

- if Arch Coal does not wish to sell the competing business to our
partnership at the price determined by the investment banking firm and
our general partner (with the concurrence of the conflicts committee)
seeks to purchase the competing business at such price, then Arch Coal's
designated directors must immediately resign from the board of directors
of our general partner, in which case Arch Coal may continue to own and
operate the competing business. Arch Coal will continue to relinquish
its rights to designate directors to our general partner until it
divests the competing business.

— There is no restriction on the ability of the WPP Group and Arch Coal to
compete with us in the ownership and operation of other businesses,
including the leasing of other mineral properties such
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as oil and gas and iron ore. It is our strategy to diversify into the
acquisition of mineral properties in addition to coal properties.

— There is no restriction on the ability of the WPP Group and Arch Coal to
own a noncontrolling equity interest in a competing business, including
an economic stake that is greater than their stake in us.

If the WPP Group or Arch Coal, as applicable, ceases to participate in the
control of our general partner, then it will no longer be bound by the
noncompetition provisions of the omnibus agreement.

Please see "Certain Relationships and Related Transactions -- Omnibus
Agreement" for a description of the omnibus agreement.

THE WPP GROUP, ARCH COAL AND THEIR AFFILIATES HAVE CONFLICTS OF INTEREST AND
LIMITED FIDUCIARY RESPONSIBILITIES, WHICH MAY PERMIT THEM TO FAVOR THEIR OWN
INTERESTS TO YOUR DETRIMENT.

Following the offering, the WPP Group, Arch Coal and their affiliates will
own an aggregate of 80.2% of our common and subordinated units and together will
own and control our general partner. Conflicts of interest may arise between the
WPP Group, Arch Coal and their affiliates, including our general partner, on the
one hand, and us and our unitholders, on the other hand. As a result of these
conflicts, our general partner may favor its own interests and the interests of
its affiliates over the interests of the unitholders. These conflicts include,
among others, the following situations:

- Some officers of the WPP Group, who will provide services to us, will
also devote significant time to the businesses of the WPP Group and will
be compensated by the WPP Group for the services they provide. Please
read "Management -- Directors and Executive Officers of GP Natural
Resource Partners LLC."
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— Neither the partnership agreement nor any other agreement requires the
WPP Group or Arch Coal to pursue a business strategy that favors us. The
directors and officers of the WPP Group have a fiduciary duty to make
decisions in the best interests of the WPP Group's limited partners and
shareholders, and Arch Coal's directors and officers have a fiduciary
duty to make decisions in the best interests of Arch Coal's shareholders.

— As described above, the WPP Group and its affiliates and Arch Coal and
its affiliates may engage in substantial competition with us.

— Our general partner is allowed to take into account the interests of
parties other than us, such as the WPP Group and Arch Coal, in resolving
conflicts of interest, which has the effect of limiting its fiduciary
duty to the unitholders.

— Our general partner may limit its liability and reduce its fiduciary
duties, while also restricting the remedies available to unitholders for
actions that might, without the limitations, constitute breaches of
fiduciary duty. As a result of purchasing units, you are deemed to
consent to some actions and conflicts of interest that might otherwise
constitute a breach of fiduciary or other duties under applicable law.

— Our general partner determines the amount and timing of asset purchases
and sales, capital expenditures, borrowings, issuances of additional
limited partner interests and reserves, each of which can affect the
amount of cash that is distributed to unitholders.

— Our general partner determines which costs incurred by it and its
affiliates are reimbursable by us.

— Our partnership agreement does not restrict our general partner from
causing us to pay it or its affiliates for any services rendered on terms
that are fair and reasonable to us or entering into additional
contractual arrangements with any of these entities on our behalf.

— Our general partner controls the enforcement of obligations owed to us by
our general partner and its affiliates.
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— Our general partner decides whether to retain separate counsel,
accountants or others to perform services for us.

- In some instances, our general partner may cause us to borrow funds in
order to permit the payment of distributions, even if the purpose or
effect of the borrowing is to make a distribution on the subordinated
units, to make incentive distributions or to hasten the expiration of the
subordination period.

Please read "Certain Relationships and Related Transactions —-- Omnibus
Agreement"” and "Conflicts of Interest and Fiduciary Responsibilities."

EVEN IF UNITHOLDERS ARE DISSATISFIED, THEY CANNOT EASILY REMOVE OUR GENERAL
PARTNER.

Unlike the holders of common stock in a corporation, unitholders have only
limited voting rights on matters affecting our business and, therefore, limited
ability to influence management's decisions regarding our business. Unitholders
did not elect our general partner or the board of directors of GP Natural
Resource Partners LLC and will have no right to elect our general partner or the
board of directors of GP Natural Resource Partners LLC on an annual or other
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continuing basis.

The board of directors of GP Natural Resource Partners LLC is elected by
Robertson Coal Management LLC, which is wholly owned by Corbin J. Robertson,
Jr., our chief executive officer and chairman and an affiliate of the WPP Group,
and by Arch Coal. Robertson Coal Management LLC has the right to elect five
members and Arch Coal has the right to elect three members of the board.
Although our general partner has a fiduciary duty to manage our business in a
manner beneficial to us and the unitholders, the directors of GP Natural
Resource Partners LLC have a fiduciary duty to manage the general partner in a
manner beneficial to its members, Robertson Coal Management LLC and Arch Coal.

Furthermore, if unitholders are dissatisfied with the performance of our
general partner, they will have little ability to remove our general partner.
First, our general partner generally may not be removed except upon the vote of
the holders of at least 66 2/3% of the outstanding units voting together as a
single class. Because affiliates of the general partner will control
approximately 80.2% of all the outstanding units, the general partner currently
cannot be removed without the consent of the general partner and its affiliates.
Also, 1if our general partner is removed without cause during the subordination
period and units held by the general partner and its affiliates are not voted in
favor of that removal, all remaining subordinated units will automatically be
converted into common units and any existing arrearages on the common units will
be extinguished. A removal of the general partner under these circumstances
would adversely affect the common units by prematurely eliminating their
distribution and liquidation preference over the subordinated units, which would
otherwise have continued until we had met certain distribution and performance
tests.

Cause is narrowly defined to mean that a court of competent jurisdiction
has entered a final, non-appealable judgment finding the general partner liable
for actual fraud, gross negligence, or willful or wanton misconduct in its
capacity as our general partner. Cause does not include most cases of charges of
poor management of the business, so the removal of the general partner because
of the unitholders' dissatisfaction with the general partner's performance in
managing our partnership will most likely result in the termination of the
subordination period.

Furthermore, unitholders' voting rights are further restricted by the
partnership agreement provision providing that any units held by a person that
owns 20% or more of any class of units then outstanding, other than the general
partner, its affiliates, their transferees and persons who acquired such units
with the prior approval of the board of directors of our general partner, cannot
be voted on any matter. In addition, the partnership agreement contains
provisions limiting the ability of unitholders to call meetings or to acquire
information about our operations, as well as other provisions limiting the
unitholders' ability to influence the manner or direction of management.

As a result of these provisions, the price at which our common units will
trade may be lower because of the absence or reduction of a takeover premium in
the takeover price.
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THE CONTROL OF OUR GENERAL PARTNER MAY BE TRANSFERRED TO A THIRD PARTY WITHOUT
UNITHOLDER CONSENT.

Our general partner may 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 the unitholders. Furthermore, there is no restriction in the
partnership agreement on the ability of the owners of our general partner or its
general partner, GP Natural Resource Partners LLC, from transferring their

39



Edgar Filing: NATURAL RESOURCE PARTNERS LP - Form S-1/A

ownership interest in the general partner to a third party. The new owner of our
general partner would then be in a position to replace the board of directors
and officers of our general partner with its own choices and thereby influence
the decisions taken by the board of directors and officers.

OUR GENERAL PARTNER'S ABSOLUTE DISCRETION IN DETERMINING THE LEVEL OF CASH
RESERVES MAY ADVERSELY AFFECT OUR ABILITY TO MAKE CASH DISTRIBUTIONS TO
UNITHOLDERS.

Our partnership agreement requires our general partner to deduct from
operating surplus cash reserves that in its reasonable discretion are necessary
to fund our future operating expenditures. In addition, the partnership
agreement permits our general partner to reduce available cash by establishing
cash reserves for the proper conduct of our business, to comply with applicable
law or agreements to which we are a party or to provide funds for future
distributions to partners. These cash reserves will reduce the amount of cash
available for distribution to unitholders.

YOU WILL EXPERIENCE IMMEDIATE AND SUBSTANTIAL DILUTION OF $6.14 PER COMMON
UNIT.

The assumed initial public offering price of $20.00 per unit exceeds pro
forma net tangible book value of $13.86 per unit. Based on the assumed initial
public offering price, you will incur immediate and substantial dilution of
$6.14 per common unit. The main factor causing dilution is that our general
partner and its affiliates acquired interests in us at equivalent per unit
prices less than the public offering price. Please read "Dilution."

WE MAY ISSUE ADDITIONAL COMMON UNITS WITHOUT YOUR APPROVAL, WHICH WOULD DILUTE
YOUR EXISTING OWNERSHIP INTERESTS.

During the subordination period, our general partner may cause us to issue
up to 5,676,829 additional common units without your approval. Our general
partner may also cause us to issue an unlimited number of additional common
units or other equity securities of equal rank with the common units, without
your approval, in a number of circumstances, such as:

— the issuance of common units in connection with acquisitions or capital
improvements that our general partner determines would increase cash flow
from operations per unit on a pro forma basis;

- the conversion of subordinated units into common units;

— the conversion of units of equal rank with the common units into common
units under some circumstances;

- the conversion of the general partner interest and the incentive
distribution rights into common units as a result of the withdrawal of
our general partner;

— the issuance of common units under our incentive plans; or

— issuances of common units to repay up to $25 million of certain
indebtedness.

After the end of the subordination period, we may issue an unlimited number
of limited partner interests of any type without the approval of the
unitholders. Our partnership agreement does not give the unitholders the right
to approve our issuance at any time of equity securities ranking Jjunior to the
common units.
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The issuance of additional common units or other equity securities of equal
or senior rank will have the following effects:

- your proportionate ownership interest in us will decrease;
— the amount of cash available for distribution on each unit may decrease;

- because a lower percentage of total outstanding units will be
subordinated units, the risk that a shortfall in the payment of the
minimum quarterly distribution will be borne by the common unitholders
will increase;

— the relative voting strength of each previously outstanding unit may be
diminished; and

— the market price of the common units may decline.

COST REIMBURSEMENTS DUE OUR GENERAL PARTNER MAY BE SUBSTANTIAL AND WILL REDUCE
THE CASH AVAILABLE FOR DISTRIBUTION TO YOU.

Prior to making any distribution on the common units, we will reimburse our
general partner and its affiliates, including GP Natural Resource Partners LLC
and the officers and directors of GP Natural Resource Partners LLC, for all
expenses they incur on our behalf. Please read "Conflicts of Interest and
Fiduciary Responsibilities —-—- Conflicts of Interest." The reimbursement of
expenses could adversely affect our ability to pay cash distributions to you.
Please read "Certain Relationships and Related Transactions." Our general
partner has sole discretion to determine the amount of these expenses. 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.
Excluding reimbursements for costs and expenses associated with this offering
and the related transactions, we estimate that the total amount of the
reimbursements and fees will be approximately $4.4 million in the first year
following this offering.

OUR GENERAL PARTNER HAS A LIMITED CALL RIGHT THAT MAY REQUIRE YOU TO SELL YOUR
UNITS AT AN UNDESIRABLE TIME OR PRICE.

If, at any time, our general partner and its affiliates own more than 80%
of the common units then outstanding, our general partner has the right, but not
the obligation, which it may assign to any of its affiliates or to us, to
acquire all, but not less than all, of the remaining common units at a price not
less than the then-current market price of the units. If we do not issue any
equity securities prior to the expiration of the subordination period, upon the
conversion of subordinated units into common units at the end of the
subordination period, our general partner and its affiliates will own 80.2% of
our outstanding common units and will be able to exercise this call right. As a
result, you may be required to sell your common units at an undesirable time or
price and may therefore not receive any return on your investment. You may also
incur tax liability upon a sale of your units. For further information about the
call right, please read "The Partnership Agreement —-- Limited Call Right."

YOUR LIABILITY MAY NOT BE LIMITED IF A COURT FINDS THAT UNITHOLDER ACTION
CONSTITUTES CONTROL OF OUR BUSINESS.

A general partner of a partnership generally has unlimited liability for
the obligations of the partnership, except for those contractual obligations of
the partnership that are expressly made without recourse to the general partner.
While our partnership is organized under Delaware law, we conduct business in a
number of other states. The limitations on the liability of holders of limited
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partner interests for the obligations of a limited partnership have not been
clearly established in some of the other states in which we do business. You
could be liable for our obligations as if you were a general partner if:

- a court or government agency determined that we were conducting business
in a state but had not complied with that particular state's partnership
statute; or

29

— your right to act with other unitholders to remove or replace the general
partner, to approve some amendment to our partnership agreement or to
take other actions under our partnership agreement constitute "control"
of our business.

In addition, Section 17-607 of the Delaware Revised Uniform Limited
Partnership Act provides that, under some circumstances, a unitholder may be
liable to us for the amount of a distribution for a period of three years from
the date of the distribution. Please read "The Partnership Agreement -- Limited
Liability" for a discussion of the implications of the limitations on the
liability of a unitholder.

TAX RISKS TO COMMON UNITHOLDERS

You should read "Material Tax Consequences" for a full discussion of the
expected material federal income tax consequences of owning and disposing of
common units.

THE IRS COULD TREAT US AS A CORPORATION FOR TAX PURPOSES, WHICH WOULD
SUBSTANTIALLY REDUCE THE CASH AVAILABLE FOR DISTRIBUTION TO YOU.

The after-tax economic benefit of an investment in the common units depends
largely on our being treated as a partnership for federal income tax purposes.
We have not requested, and do not plan to request, a ruling from the IRS on this
or any other tax matter affecting us.

If we were treated as a corporation for federal income tax purposes, we
would pay federal income tax on our income at the corporate tax rate, which is
currently a maximum of 35%. Distributions to you may be taxed again as corporate
dividends, and no income, gains, losses or deductions would flow through to you.
Because a tax would be imposed upon us as a corporation, our cash available for
distribution to you would be substantially reduced. If we were treated as a
corporation there would be a material reduction in the after-tax return to the
unitholders, likely causing a substantial reduction in the value of our common
units.

Current law may change so as to cause us to be treated as a corporation for
federal income tax purposes or otherwise subject us to entity-level taxation.
The partnership agreement provides that if a law is enacted or existing law is
modified or interpreted in a manner that subjects us to taxation as a
corporation or otherwise subjects us to entity-level taxation for federal, state
or local income tax purposes, the minimum quarterly distribution amount and the
target distribution amounts will be adjusted to reflect the impact of that law
on us.

A SUCCESSFUL IRS CONTEST OF THE FEDERAL INCOME TAX POSITIONS WE TAKE MAY
ADVERSELY AFFECT THE MARKET FOR OUR COMMON UNITS, AND THE COST OF ANY IRS
CONTEST WILL BE BORNE BY OUR UNITHOLDERS AND OUR GENERAL PARTNER.

We have not requested a ruling from the IRS with respect to our treatment
as a partnership for federal income tax purposes or any other matter affecting
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us. The IRS may adopt positions that differ from the conclusions of our counsel
expressed in this prospectus or from the positions we take. It may be necessary
to resort to administrative or court proceedings to sustain some or all of our
counsel's conclusions or the positions we take. A court may not agree with all
of our counsel's conclusions or positions we take. Any contest with the IRS may
materially and adversely impact the market for our common units and the price at
which they trade. In addition, our costs of any contest with the IRS will be
borne indirectly by our unitholders and our general partner because the costs
will reduce our cash available for distribution.

YOU MAY BE REQUIRED TO PAY TAXES ON INCOME FROM US EVEN IF YOU DO NOT RECEIVE
ANY CASH DISTRIBUTIONS FROM US.

You will be required to pay any federal income taxes and, in some cases,
state and local income taxes on your share of our taxable income even if you
receive no cash distributions from us. You may not
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receive cash distributions from us equal to your share of our taxable income or
even the tax liability that results from that income.

TAX GAIN OR LOSS ON DISPOSITION OF COMMON UNITS COULD BE DIFFERENT THAN
EXPECTED.

If you sell your common units, you will recognize a gain or loss equal to
the difference between the amount realized and your tax basis in those common
units. Prior distributions to you in excess of the total net taxable income you
were allocated for a common unit, which decreased your tax basis in that common
unit, will, in effect, become taxable income to you if the common unit is sold
at a price greater than your tax basis in that common unit, even if the price is
less than your original cost. A substantial portion of the amount realized,
whether or not representing gain, may be ordinary income. In addition, if you
sell your units, you may incur a tax liability in excess of the amount of cash
you receive from the sale.

TAX-EXEMPT ENTITIES, REGULATED INVESTMENT COMPANIES AND FOREIGN PERSONS FACE
UNIQUE TAX ISSUES FROM OWNING COMMON UNITS THAT MAY RESULT IN ADVERSE TAX
CONSEQUENCES TO THEM.

Investment in common units by tax-exempt entities, such as individual
retirement accounts (known as IRAs), regulated investment companies (known as
mutual funds) and non-U.S. persons raises issues unique to them. For example,
some of our income allocated to organizations exempt from federal income tax,
including individual retirement accounts and other retirement plans, may be
unrelated business taxable income and will be taxable to such a unitholder. Very
little of our income will be qualifying income to a regulated investment
company. Distributions to non-U.S. persons will be reduced by withholding tax at
the highest effective tax rate applicable to individuals, and non-U.S.
unitholders will be required to file federal income tax returns and pay tax on
their share of our taxable income.

WE WILL REGISTER AS A TAX SHELTER. THIS MAY INCREASE THE RISK OF AN IRS AUDIT
OF US OR YOU.

We intend to register with the IRS as a "tax shelter." The federal income
tax laws require that some types of entities, including some partnerships,
register as tax shelters in response to the perception that they claim tax
benefits that may be unwarranted. As a result, we may be audited by the IRS and
tax adjustments may be made. Any unitholder owning less than a 1% profit
interest in us has very limited rights to participate in the income tax audit
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process. Further, any adjustments in our tax returns will lead to adjustments in
your tax returns and may lead to audits of your tax returns and adjustments of
items unrelated to us. You would bear the cost of any expense incurred in
connection with an examination of your tax return.

YOU WILL LIKELY BE SUBJECT TO STATE AND LOCAL TAXES IN STATES WHERE YOU DO NOT
LIVE AS A RESULT OF AN INVESTMENT IN UNITS.

In addition to federal income taxes, you will likely be subject to other
taxes, including foreign, state and local taxes, unincorporated business taxes
and estate, inheritance or intangible taxes that are imposed by the various
jurisdictions in which we do business or own property, even if you do not live
in any of those jurisdictions. You will likely be required to file foreign,
state and local income tax returns and pay state and local income taxes in some
or all of these jurisdictions. Further, you may be subject to penalties for
failure to comply with those requirements. We will initially own assets and do
business in Alabama, Illinois, Indiana, Kentucky, Maryland, Montana, Virginia
and West Virginia. Each of these states currently imposes a personal income tax.
It is your responsibility to file all United States federal, foreign, state and
local tax returns. Our counsel has not rendered an opinion on the state or local
tax consequences of an investment in the common units.
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USE OF PROCEEDS

We expect to receive net proceeds of approximately $50.1 million from the
sale of 2,674,253 common units offered by this prospectus, after deducting
underwriting discounts but before paying estimated offering expenses. We base
these proceeds on an assumed public offering price of $20.00 per common unit, an
assumed purchase of 75,503 common units by New Gauley Coal Corporation and Great
Northern Properties Limited Partnership and no exercise of the underwriters'
over—allotment option. We will not receive any proceeds from the sale of the
common units by Arch Coal.

We anticipate using the aggregate net proceeds of this offering to:

- repay $46.5 million of debt we will assume from the WPP Group consisting
of:

- $36.0 million assumed from Western Pocahontas Properties Limited
Partnership, of which $30.0 million was incurred with the purchase
of CSX's reversionary interest in March 2002;

- $1.5 million assumed from New Gauley Coal Corporation;

- $9.0 million assumed from Great Northern Properties Limited
Partnership;

- pay $2.8 million for expenses associated with the offering and related
transactions;

- fund working capital of $0.6 million; and

— distribute $0.1 million to the WPP Group.

In addition, Arch Coal will contribute $0.8 million to us to pay $0.4
million for its share of deferred financing costs and to fund $0.4 million in

working capital.

If the underwriters do not exercise any portion of their over-allotment
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option, Great Northern Properties Limited Partnership and, in certain
circumstances, New Gauley Coal Corporation, will purchase up to an aggregate of
75,503 additional common units from us at the assumed initial public offering
price of $20.00 per unit. We will receive net proceeds of $1.5 million from such
sale, which will not be reduced by the underwriting discount.

If the underwriters exercise their over—-allotment option in full, we will
sell 389,813 units (57.75% of the total over-allotment option) for net proceeds
of $7.3 million and Arch Coal will sell 285,187 units (42.25% of the total
over-allotment option) for net proceeds of $5.3 million. We will use our net
proceeds from this exercise to redeem 312,924 common units from Western
Pocahontas Properties Limited Partnership and New Gauley Coal Corporation in
reimbursement of capital expenditures made by them, and we will use the
remainder to repay indebtedness assumed from New Gauley Coal Corporation and
Great Northern Properties Limited Partnership.

As of June 30, 2002, $6.0 million of the debt to be repaid by Western
Pocahontas Properties Limited Partnership bore interest at 7.6% and matures in
April 2013 and $30.0 million bore interest at 4.91% and matures in March 2012;
the debt to be repaid by New Gauley Coal Corporation bore interest at 7.6% and
matures in April 2013; and the debt to be repaid by Great Northern Properties
Limited Partnership bore interest at 4.6% and matures in September 2004.

32

CAPITALIZATION

The following table shows (1) our historical capitalization as of June 30,
2002 on an actual basis and (2) our pro forma capitalization as of June 30,
2002, as adjusted to reflect the offering of the common units and the
application of the net proceeds in the manner described under "Use of Proceeds."
This table is derived from, should be read in conjunction with, and is qualified
in its entirety by reference to, our historical and pro forma financial
statements and the accompanying notes included elsewhere in this prospectus. You
should also read the table in conjunction with "Management's Discussion and
Analysis of Financial Condition and Results of Operations."

AT JUNE 30, 2002

PRO FORMA PRO FORMA
COMBINED AS ADJUSTED

Cash and cash equivalentsS. . vttt ittt e eeeeeeeeeeennnns S - $ 1,000
Long—term debt (@) v v v ittt ittt ittt ettt ettt e eeeneeeeneeeennns $ 46,531 S ——
Owners' equity/partners' capital:
(@ XS = T Y 6 B iV 154,128 -
Common UNIitholdersS. v v ittt it ettt ettt ettt eeeaeeanns —— 148,578
Subordinated unitholders. .. ..ttt ittt it e it tnenens —— 165,737
General PaArtNer . @ vt ittt ettt e e e e e e e e e e - 6,765
Total owners' equity/partners' capital............o.... 154,128 321,080

Total capitalization. . v ettt ettt ettt eeeeennnnaens $200, 659 $321,080
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(a) $92.5 million in long-term debt will be retained by the WPP Group following
the offering.
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DILUTION

Dilution is the amount by which the offering price paid by the purchasers
of common units sold in this offering will exceed the pro forma net tangible
book value per unit after the offering. On a pro forma basis as of June 30,
2002, after giving effect to the offering of common units and the related
transactions, our net tangible book value was $321.1 million, or $13.86 per
unit. Purchasers of common units in this offering will experience substantial
and immediate dilution in net tangible book value per common unit for financial
accounting purposes, as illustrated in the following table:

Assumed initial public offering price per common unit.............. $20.00
Pro forma net tangible book value per common unit before the

o 3 = 1o o (0 T $7.49
Increase 1in net tangible book value per common unit

attributable to purchasers in the offering................ 6.37

Less: Pro forma net tangible book value per common unit after the

Lo 3 a1 o ¥ 7 13.86
Immediate dilution in tangible net book value per common unit to

NEW INVESE 0TS . ittt ittt ittt ittt it it ittt it $ 6.14

(1) Determined by dividing the number of units to be issued to affiliates of our
general partner (8,754,908 common units, 11,353,658 subordinated units and
the 2% general partner interest, which has a dilutive effect equivalent to
463,415 units) for their contribution of assets and liabilities to us into
the net pro forma tangible book value of the contributed assets and
liabilities.

(2) Determined by dividing the total number of units to be outstanding after the
offering and the related transactions (11,353,658 common units, 11,353,658
subordinated units and the 2% general partner interest, which has a dilutive
effect equivalent to 463,415 units) into our pro forma net tangible book
value, after giving effect to the application of the net proceeds of the
offering and the related transactions.

The following table sets forth the number of units that we will issue and
the total consideration contributed to us by the general partner and its
affiliates in respect of their units and by the purchasers of common units in
this offering upon consummation of the transactions contemplated by this
prospectus:

UNITS ACQUIRED
———————————————————— TOTAL
NUMBER PERCENT  CONSIDERATION PERCENT
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General partner and its

affiliates (1) (2) vttt eeeeennn 20,571,981 88.8% $274,059 84.1%
New 1nvVesSLOrS. v i ettt it eeeeteeeeneenens 2,598,750 11.2% 51,975 15.9%
o o O 23,170,731 100.0% $326,034 100.0%

(1) The units acquired by the general partner and its affiliates consist of
8,754,908 common units, including 75,503 common units acquired by affiliates
if the underwriters' over-allotment option is not exercised, 11,353,658
subordinated units and the 2% general partner interest, having a dilutive
effect equivalent to 463,415 units.

(2) The net assets contributed by the WPP Group were recorded at historical cost
and the net assets contributed by Arch Coal were recorded at their fair
values. The value of the consideration provided by our general partner and
its affiliates, as of June 30, 2002, after giving effect to the application
of the net proceeds of the offering, is as follows:

(IN THOUSANDS)

Historical book value of net assets contributed excluding

assets and liabilities retained —— WPP Group.............. $ 77,621
Historical book value of net assets contributed excluding
assets and liabilities retained —— Arch Coal.............. 76,507
Fair value adjustments for Arch Coal.........iiiiiiinnnnn.o.. 118,421
Additional units purchased by New Gauley Coal Corporation
and Great Northern Properties Limited Partnership......... 1,510
$274,059
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CASH DISTRIBUTION POLICY

QUARTERLY DISTRIBUTIONS OF AVAILABLE CASH

General. Within 45 days after the end of each quarter, beginning with the
quarter ending December 31, 2002, we will distribute all of our available cash
to unitholders of record on the applicable record date. We will adjust the
minimum quarterly distribution for the period from the closing of the offering
through December 31, 2002 based on the actual length of the period.

Definition of Available Cash. We define available cash in the glossary,
and it generally means, for each fiscal quarter, all cash on hand at the end of

the quarter:

— less the amount of cash reserves that our general partner determines in
its reasonable discretion is necessary or appropriate to:

- provide for the proper conduct of our business;

- comply with applicable law, any of our debt instruments or other
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agreements; or

— provide funds for distributions to our unitholders and our general
partner for any one or more of the next four quarters;

— plus all cash on hand on the date of determination of available cash for
the quarter resulting from working capital borrowings made after the end
of the quarter. Working capital borrowings are generally borrowings that
are made under our credit facility and in all cases are used solely for
working capital purposes or to pay distributions to partners.

Intent to Distribute the Minimum Quarterly Distribution. We intend to
distribute to the holders of common units and subordinated units on a quarterly
basis at least the minimum gquarterly distribution of $0.5125, or $2.05 per year,
to the extent we have sufficient cash from our operations after establishment of
cash reserves and payment of fees and expenses, including payments to our
general partner and its affiliates. There is no guarantee, however, that we will
pay the minimum quarterly distribution on the common units in any quarter, and
we will be prohibited from making any distributions to unitholders if it would
cause an event of default, or if an event of default is existing, under our
credit facility.

OPERATING SURPLUS AND CAPITAL SURPLUS

General. All cash distributed to unitholders will be characterized as
either "operating surplus" or "capital surplus." We distribute available cash
from operating surplus differently than available cash from capital surplus.

Maintenance capital expenditures are capital expenditures made to maintain,
over the long term, the operating capacity of our assets as they existed at the
time of the expenditure. Expansion capital expenditures are capital expenditures
made to increase over the long term the operating capacity of our assets as they
existed at the time of the expenditure. The general partner has the discretion
to determine how to allocate a capital expenditure for the acquisition or
expansion of coal reserves between maintenance capital expenditures and
expansion capital expenditures, and its good faith allocation will be
conclusive. Maintenance capital expenditures reduce operating surplus, from
which we pay the minimum quarterly distribution, but expansion capital
expenditures do not.

Definition of Operating Surplus. We define operating surplus in the
glossary, and it generally means:

— our cash balance on the closing date of this offering; plus
- $15.0 million (as described below); plus

— all of our cash receipts after the closing of this offering, excluding
cash from borrowings that are not working capital borrowings, sales of
equity and debt securities and sales or other dispositions of assets
outside the ordinary course of business; plus
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— working capital borrowings made after the end of a quarter but before the
date of determination of operating surplus for that quarter; less

- all of our operating expenditures after the closing of this offering,
including the repayment of working capital borrowings, but not the
repayment of other borrowings, and including maintenance capital
expenditures; less
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— the amount of cash reserves that the general partner deems necessary or
advisable to provide funds for future operating expenditures.

Definition of Capital Surplus. We also define capital surplus in the
glossary, and it will generally be generated only by:

- borrowings other than working capital borrowings; or
- sales of debt and equity securities; or

- sales or other dispositions of assets for cash, other than inventory,
accounts receivable and other current assets sold in the ordinary course
of business or as part of normal retirements or replacements of assets.

Characterization of Cash Distributions. We will treat all available cash
distributed as coming from operating surplus until the sum of all available cash
distributed since we began operations equals the operating surplus as of the
most recent date of determination of available cash. We will treat any amount
distributed in excess of operating surplus, regardless of its source, as capital
surplus. As reflected above, operating surplus includes $15.0 million in
addition to our cash balance on the closing date of this offering, cash receipts
from our operations and cash from working capital borrowings. This amount does
not reflect actual cash on hand at closing that is available for distribution to
our unitholders. Rather, it is a provision that will enable us, if we choose, to
distribute as operating surplus up to $15.0 million of cash we receive in the
future from non-operating sources, such as asset sales, issuances of securities,
and long-term borrowings, that would otherwise be distributed as capital
surplus. We do not anticipate that we will make any distributions from capital
surplus.

SUBORDINATION PERIOD

General. During the subordination period, which we define below and in the
glossary, the common units will have the right to receive distributions of
available cash from operating surplus in an amount equal to the minimum
quarterly distribution of $0.5125 per unit, plus any arrearages in the payment
of the minimum quarterly distribution on the common units from prior quarters,
before any distributions of available cash from operating surplus may be made on
the subordinated units. The purpose of the subordinated units is to increase the
likelihood that during the subordination period there will be available cash to
be distributed on the common units.

Definition of Subordination Period. We define the subordination period in
the glossary. The subordination period will extend until the first day of any
quarter beginning after September 30, 2007 that each of the following tests are
met :

— distributions of available cash from operating surplus on each of the
outstanding common units and subordinated units equaled or exceeded the
minimum quarterly distribution for each of the three consecutive,
non-overlapping four—-quarter periods immediately preceding that date;

- the "adjusted operating surplus" (as defined below) generated during each
of the three consecutive, non-overlapping four-quarter periods
immediately preceding that date equaled or exceeded the sum of the
minimum quarterly distributions on all of the outstanding common units
and subordinated units during those periods on a fully diluted basis and
the related distribution on the 2% general partner interest during those
periods; and

- there are no arrearages in payment of the minimum quarterly distribution
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on the common units.
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Early Conversion of Subordinated Units. Before the end of the
subordination period, 50% of the subordinated units, or up to 5,676,829
subordinated units, will convert into common units on a one-for-one basis
immediately after the distribution of available cash to partners in respect of
any quarter ending on or after:

- September 30, 2005, with respect to 25% of the subordinated units; and
- September 30, 2006, with respect to 25% of the subordinated units.

The early conversions will occur if at the end of the applicable quarter
each of the following occurs:

— distributions of available cash from operating surplus on each of the
outstanding common units and the subordinated units equaled or exceeded
the minimum quarterly distribution for each of the three consecutive,
non-overlapping four—-quarter periods immediately preceding that date;

- the adjusted operating surplus generated during each of the three
consecutive, non-overlapping four—-quarter periods immediately preceding
that date equaled or exceeded the sum of the minimum quarterly
distributions on all of the outstanding common units and subordinated
units during those periods on a fully diluted basis and the related

distribution on the 2% general partner interest during those periods; and

- there are no arrearages in payment of the minimum quarterly distribution

on the common units.
The second early conversion of the subordinated units may not occur,
however, until at least one year following the first early conversion of the

subordinated units.

Definition of Adjusted Operating Surplus. We define adjusted operating
surplus in the glossary and for any period it generally means:

- operating surplus generated with respect to that period; less

— any net increase in working capital borrowings with respect to that
period; less

— any net reduction in cash reserves for operating expenditures with

respect to that period not relating to an operating expenditure made with

respect to that period; plus

- any net decrease in working capital borrowings with respect to that
period; plus

- any net increase in cash reserves for operating expenditures with respect

to that period required by any debt instrument for the repayment of
principal, interest or premium.

Adjusted operating surplus is intended to reflect the cash generated from

operations during a particular period and therefore excludes net increases in

working capital borrowings and net reductions of reserves of cash generated in

prior periods.

Effects of Expiration of Subordination Period. Upon expiration of the
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subordination period, all remaining subordinated units will convert into common
units on a one-for-one basis and will then participate, pro rata, with the other
common units in distributions of available cash. In addition, if the unitholders
remove our general partner other than for cause and units held by the general
partner and its affiliates are not voted in favor of that removal:

- the subordination period will end and each subordinated unit will
immediately convert into one common unit;

- any existing arrearages in payment of the minimum quarterly distribution
on the common units will be extinguished; and

— the general partner will have the right to convert its general partner
interest and its incentive distribution rights into common units or to
receive cash in exchange for those interests.
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DISTRIBUTIONS OF AVAILABLE CASH FROM OPERATING SURPLUS DURING THE SUBORDINATION
PERIOD

We will make distributions of available cash from operating surplus for any
quarter during the subordination period in the following manner:

- First, 98% to the common unitholders, pro rata, and 2% to our general
partner, until we have distributed for each outstanding common unit an
amount equal to the minimum quarterly distribution for that quarter;

- Second, 98% to the common unitholders, pro rata, and 2% to the general
partner, until we have distributed for each outstanding common unit an
amount equal to any arrearages in payment of the minimum quarterly
distribution on the common units for any prior quarters during the
subordination period;

- Third, 98% to the subordinated unitholders, pro rata, and 2% to the
general partner, until we have distributed for each subordinated unit an
amount equal to the minimum quarterly distribution for that quarter; and

— Thereafter, in the manner described in "-- Incentive Distribution Rights"
below.

DISTRIBUTIONS OF AVAILABLE CASH FROM OPERATING SURPLUS AFTER THE SUBORDINATION
PERIOD

We will make distributions of available cash from operating surplus for any
quarter after the subordination period in the following manner:

- First, 98% to all unitholders, pro rata, and 2% to the general partner,
until we have distributed for each outstanding unit an amount equal to
the minimum quarterly distribution for that quarter; and

— Thereafter, in the manner described in "-- Incentive Distribution Rights"
below.

INCENTIVE DISTRIBUTION RIGHTS

Incentive distribution rights represent the right to receive an increasing
percentage of quarterly distributions of available cash from operating surplus
after the minimum quarterly distribution and the target distribution levels have
been achieved. Our general partner, the members of the WPP Group and Arch Coal
currently hold 65%, 25% and 10%, respectively, of the incentive distribution
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rights. The WPP Group and Arch Coal may transfer these rights, but our general
partner may only transfer these rights separately from its general partner
interest in accordance with restrictions in the partnership agreement.

If for any quarter:

- we have distributed available cash from operating surplus on each common
unit and subordinated unit in an amount equal to the minimum quarterly
distribution; and

- we have distributed available cash from operating surplus on outstanding
common units in an amount necessary to eliminate any cumulative
arrearages in payment of the minimum quarterly distribution;

then we will distribute any additional available cash from operating surplus for
that quarter among the unitholders and the general partner in the following
manner:

- First, 98% to all unitholders, pro rata, and 2% to the general partner,
until each unitholder has received a total of $0.5625 per unit for that
quarter (the "first target distribution");

- Second, 85% to all unitholders, and 13% to the holders of the incentive
distribution rights, pro rata, and 2% to our general partner, until each
unitholder has received a total of $0.6625 per unit for that quarter (the
"second target distribution");

- Third, 75% to all unitholders, and 23% to the holders of the incentive
distribution rights, pro rata, and 2% to our general partner, until each
unitholder has received a total of $0.7625 per unit for that quarter (the
"third target distribution™); and
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— Thereafter, 50% to all unitholders and 48% to the holders of the
incentive distribution rights, pro rata, and 2% to our general partner.

In each case, the amount of the target distribution set forth above is
exclusive of any distributions to common unitholders to eliminate any cumulative
arrearages in payment of the minimum quarterly distribution.

PERCENTAGE ALLOCATIONS OF AVAILABLE CASH FROM OPERATING SURPLUS

The following table illustrates the percentage allocations of the
additional available cash from operating surplus among the unitholders, our
general partner and the holders of the incentive distribution rights up to the
various target distribution levels. The amounts set forth under "Marginal
Percentage Interest in Distributions" are the percentage interests of the
unitholders, our general partner and the holders of the incentive distribution
rights in any available cash from operating surplus we distribute up to and
including the corresponding amount in the column "Total Quarterly Distribution
Target Amount," until available cash we distribute reaches the next target
distribution level, if any. The percentage interests shown for the unitholders
and our general partner for the minimum quarterly distribution are also
applicable to quarterly distribution amounts that are less than the minimum
quarterly distribution.

MARGINAL PERCENTAGE INTERES
DISTRIBUTIONS
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TOTAL QUARTERLY
DISTRIBUTION TARGET

AMOUNT UNITHOLDERS
Minimum Quarterly
Distribution.................. $0.5125 98%
First Target Distribution....... $0.5125 up to $0.5625 98%
Second Target Distribution...... above $0.5625 up to $0.6625 85%
Third Target Distribution....... above $0.6625 up to $0.7625 75%
Thereafter...... ... .o above $0.7625 50%

DISTRIBUTIONS FROM CAPITAL SURPLUS

How Distributions from Capital Surplus Will Be Made. We will make
distributions of available cash from capital surplus, if any, in the following
manner:

- First, 98% to all unitholders, pro rata, and 2% to the general partner,
until we have distributed for each common unit that was issued in this
offering an amount of available cash from capital surplus equal to the
initial public offering price;

- Second, 98% to the common unitholders, pro rata, and 2% to the general
partner, until we have distributed for each common unit an amount of
available cash from capital surplus equal to any unpaid arrearages in
payment of the minimum quarterly distribution on the common units; and

— Thereafter, we will make all distributions of available cash from capital
surplus as if they were from operating surplus.

Effect of a Distribution from Capital Surplus. The partnership agreement
treats a distribution of capital surplus as the repayment of the initial unit
price from this initial public offering, which is a return of capital. The
initial public offering price less any distributions of capital surplus per unit
is referred to as the "unrecovered initial unit price." Each time a distribution
of capital surplus is made, the minimum quarterly distribution and the target
distribution levels will be reduced in the same proportion as the corresponding
reduction in the unrecovered initial unit price. Because distributions of
capital surplus will reduce the minimum quarterly distribution, after any of
these distributions are made, it may be easier for the general partner to
receive incentive distributions and for the subordinated units to convert into
common units. Any distribution of capital surplus before the unrecovered initial
unit price is reduced to zero cannot be applied, however, to the payment of the
minimum quarterly distribution or any arrearages.
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Once we distribute capital surplus on a unit issued in this offering in an
amount equal to the initial unit price, we will reduce the minimum quarterly
distribution and the target distribution levels to zero. We will then make all
future distributions from operating surplus, with 50% being paid to the holders
of units, 48% to the holders of the incentive distribution rights and 2% to our
general partner.

ADJUSTMENT OF MINIMUM QUARTERLY DISTRIBUTION AND TARGET DISTRIBUTION LEVELS

In addition to adjusting the minimum quarterly distribution and target
distribution levels to reflect a distribution of capital surplus, if we combine
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our units into fewer units or subdivide our units into a greater number of
units, we will proportionately adjust:

— the minimum quarterly distribution;
- the target distribution levels;
— the unrecovered initial unit price;

— the number of common units issuable during the subordination period
without a unitholder vote; and

— the number of common units into which a subordinated unit is convertible.

For example, if a two-for-one split of the common units should occur, the
minimum quarterly distribution, the target distribution levels and the
unrecovered initial unit price would each be reduced to 50% of its initial
level. We will not make any adjustment by reason of the issuance of additional
units for cash or property.

In addition, 1if legislation is enacted or if existing law is modified or
interpreted in a manner that causes us to become taxable as a corporation or
otherwise subject to taxation as an entity for federal, state or local income
tax purposes, we will reduce the minimum quarterly distribution and the target
distribution levels by multiplying the same by one minus the sum of the highest
marginal federal corporate income tax rate that could apply and any increase in
the effective overall state and local income tax rates. For example, if we
become subject to a maximum combined marginal federal, and effective state and
local income tax rate of 38%, then the minimum quarterly distribution and the
target distribution levels would each be reduced to 62% of their previous
levels.

DISTRIBUTIONS OF CASH UPON LIQUIDATION

If we dissolve in accordance with the partnership agreement, we will sell
or otherwise dispose of our assets in a process called liquidation. We will
first apply the proceeds of liquidation to the payment of our creditors. We will
distribute any remaining proceeds to the unitholders and our general partner, in
accordance with their capital account balances, as adjusted to reflect any gain
or loss upon the sale or other disposition of our assets in liquidation.

The allocations of gain and loss upon liquidation are intended, to the
extent possible, to entitle the holders of outstanding common units to a
preference over the holders of outstanding subordinated units upon our
liquidation, to the extent required to permit common unitholders to receive
their unrecovered initial unit price plus the minimum quarterly distribution for
the quarter during which ligquidation occurs plus any unpaid arrearages in
payment of the minimum quarterly distribution on the common units. There may not
be sufficient gain upon our liquidation, however, to enable the holder of common
units to fully recover all of these amounts, even though there may be cash
available for distribution to the holders of subordinated units. Any further net
gain recognized upon liquidation will be allocated in a manner that takes into
account the incentive distribution rights of our general partner.
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Manner of Adjustment for Gain. The manner of the adjustment is set forth
in the partnership agreement. If our liquidation occurs before the end of the
subordination period, we will allocate any gain to the partners in the following
manner:



Edgar Filing: NATURAL RESOURCE PARTNERS LP - Form S-1/A

- First, to our general partner and the holders of units who have negative
balances in their capital accounts to the extent of and in proportion to
those negative balances;

- Second, 98% to the common unitholders, pro rata, and 2% to our general
partner until the capital account for each common unit is equal to the
sum of:

(1) the unrecovered initial unit price; plus

(2) the amount of the minimum quarterly distribution for the quarter
during which our liquidation occurs; plus

(3) any unpaid arrearages in payment of the minimum quarterly
distribution;

- Third, 98% to the subordinated unitholders, pro rata, and 2% to our
general partner until the capital account for each subordinated unit is
equal to the sum of:

(1) the unrecovered initial unit price; and

(2) the amount of the minimum quarterly distribution for the quarter
during which our ligquidation occurs;

- Fourth, 98% to all unitholders, pro rata, and 2% to our general partner,
until we allocate under this paragraph an amount per unit equal to:

(1) the sum of the excess of the first target distribution per unit over
the minimum quarterly distribution per unit for each quarter of our
existence; less

(2) the cumulative amount per unit of any distributions of available cash
from operating surplus in excess of the minimum quarterly
distribution per unit that was distributed 98% to the unitholders,
pro rata, and 2% to our general partner for each quarter of our
existence;

- Fifth, 85% to all unitholders, pro rata, 13% to the holders of the
incentive distribution rights, pro rata, and 2% to our general partner,
until we allocate under this paragraph an amount per unit equal to:

(1) the sum of the excess of the second target distribution per unit over
the first target distribution per unit for each quarter of our
existence; less

(2) the cumulative amount per unit of any distributions of available cash
from operating surplus in excess of the first target distribution per
unit that was distributed 85% to the unitholders, pro rata, 13% to
the holders of the incentive distribution rights, pro rata, and 2% to
our general partner for each quarter of our existence;

- Sixth, 75% to all unitholders, pro rata, 23% to the holders of the
incentive distribution rights, pro rata, and 2% to our general partner,
until we allocate under this paragraph an amount per unit equal to:

(1) the sum of the excess of the third target distribution per unit over
the second target distribution per unit for each quarter of our

existence; less

(2) the cumulative amount per unit of any distributions of available cash
from operating surplus in excess of the second target distribution
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per unit that was distributed 75% to the unitholders, pro rata, 23%
to the holders of the incentive distribution rights, pro rata and 2%
to our general partner for each quarter of our existence; and

— Thereafter, 50% to all unitholders, pro rata, and 48% to the holders of
the incentive distribution rights, pro rata, and 2% to our general
partner.
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If the liquidation occurs after the end of the subordination period, the
distinction between common units and subordinated units will disappear, so that
clause (3) of the second bullet point above and all of the third bullet point
above will no longer be applicable.

Manner of Adjustment for Losses. Upon our liquidation, we will generally
allocate any loss to the general partner and the unitholders in the following
manner:

- First, 98% to holders of subordinated units, pro rata, and 2% to the
general partner, until the capital accounts of the holders of the
subordinated units have been reduced to zero;

- Second, 98% to the holders of common units, pro rata, and 2% to the
general partner, until the capital accounts of the common unitholders
have been reduced to zero; and

— Thereafter, 100% to the general partner.

If the liquidation occurs after the end of the subordination period, the
distinction between common units and subordinated units will disappear, so that
the first bullet point above will no longer be applicable.

Adjustments to Capital Accounts upon the Issuance of Additional Units. We
will make adjustments to capital accounts upon the issuance of additional units.
In doing so, we will allocate any unrealized and, for tax purposes, unrecognized
gain or loss resulting from the adjustments to the unitholders and the general
partner in the same manner as we allocate gain or loss upon liquidation. In the
event that we make positive adjustments to the capital accounts upon the
issuance of additional units, we will allocate any later negative adjustments to
the capital accounts resulting from the issuance of additional units or upon our
liquidation in a manner that results, to the extent possible, in the general
partner's capital account balances equaling the amount that they would have been
if no earlier positive adjustments to the capital accounts had been made.
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CASH AVAILABLE FOR DISTRIBUTION

We intend to pay each quarter, to the extent we have sufficient available
cash from operating surplus including working capital borrowings, the minimum
quarterly distribution of $0.5125 per unit, or $2.05 per year, on all the common
units and subordinated units. Available cash for any quarter will consist
generally of all cash on hand at the end of that quarter, plus working capital
borrowings after the end of the quarter, as adjusted for reserves. Operating
surplus generally consists of cash on hand at closing, cash generated from
operations after deducting related expenditures and other items, plus working
capital borrowings after the end of the quarter, plus $15.0 million, as adjusted
for reserves. The definitions of available cash and operating surplus are in the
glossary.



Edgar Filing: NATURAL RESOURCE PARTNERS LP - Form S-1/A

The amount of available cash from operating surplus needed to pay the
minimum quarterly distribution for two quarters and for four quarters on the
common units and the subordinated units and to pay the related distribution on
the general partner interest to be outstanding immediately after this offering
are approximately:

TWO QUARTERS FOUR QUARTERS

(IN THOUSANDS)

(@703 111517 0 T §'e B = $11,637.5 $23,275.0
Subordinated UNit s ...ttt ittt ettt ettt ee et eneeeeean 11,637.5 23,275.0
2% general partner interest....... .ttt ittt 475.0 950.0

o o $23,750.0 $47,500.0

ESTIMATED AVAILABLE CASH FROM OPERATING SURPLUS DURING 2001 WOULD NOT HAVE
BEEN SUFFICIENT TO PAY THE MINIMUM QUARTERLY DISTRIBUTION ON ALL UNITS.

If we had completed the transactions contemplated in this prospectus on
January 1, 2001, our pro forma available cash from operating surplus generated
during 2001 and the six months ended June 30, 2002 would have been approximately
$44.8 million and $23.6 million, respectively. Pro forma available cash from
operating surplus excludes any expenses associated with the reversionary
interest purchased by Western Pocahontas Properties Limited Partnership in
December 2001 and March 2002 and eliminates general and administrative expenses
in order to reflect only the direct costs and expenses for our operations.
Estimated available cash from operating surplus includes general and
administrative expenses, such as cost of tax return preparation, accounting
support services, annual and quarterly reports to unitholders, investor
relations and registrar and transfer agents fees, of approximately $1.5 million
per year that we expect to incur as a result of being a publicly traded
partnership and also includes approximately $2.9 million per year of general and
administrative expenses that we will incur related to our operation of the
properties contributed to us by the WPP Group and Arch Coal. Our estimated
available cash from operating surplus generated during 2001 and the six months
ended June 30, 2002 would have been approximately $40.4 million and $21.4
million, respectively. These amounts would have been sufficient to allow us to
pay the full minimum quarterly distribution on the common units and
approximately 70.0% and 80.4%, respectively, of the minimum quarterly
distribution on the subordinated units during these periods.

Our pro forma excess of revenues over direct costs and expenses comes from
our pro forma financial statements. The pro forma financial statements do not
purport to present our results of operations had the transactions contemplated
in this prospectus actually been completed as of the dates indicated.
Furthermore, available cash from operating surplus as defined in the partnership
agreement is a cash accounting concept, while our pro forma financial statements
have been prepared on an accrual basis. A more complete explanation of the pro
forma adjustments can be found in the Notes to Pro Forma Financial Statements
for Natural Resource Partners. We derived the amounts of estimated available
cash from operating surplus shown above in the manner described in Appendix D.
As a result, the amount of estimated available cash from operating surplus
should only be viewed as a general indication of the amount of available cash
from operating surplus that we might have generated had we been formed in
earlier periods.
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WE BELIEVE WE WILL HAVE SUFFICIENT AVAILABLE CASH FROM OPERATING SURPLUS
FOLLOWING THE OFFERING TO PAY THE MINIMUM QUARTERLY DISTRIBUTION ON ALL UNITS
THROUGH JUNE 30, 2003.

We believe that we will have sufficient available cash from operating
surplus to allow us to make the full minimum quarterly distribution on all the
common units and subordinated units for each quarter through June 30, 2003.

Our belief is based on a number of general business assumptions that
include:

- we will not be obligated to make any unexpected cash payments associated
with post-mine reclamation, workers' compensation claims or environmental
litigation or cleanup;

— there will be no changes in federal, state or local environmental,
regulatory or tax laws or the enforcement or interpretation thereof that
would materially affect our lessees' operations;

— none of our lessees will have their permits to mine our properties
revoked or suspended;

- we will not experience any unanticipated loss of, or material changes in
the terms of, any material lease with a lessee and our lessees will
perform their obligations under their leases with us;

— our lessees will not experience any labor or industrial disputes or other
disturbances or disputes that would materially affect our operations;

- our lessees will not have any major mine-related accidents or production
interruptions;

- we will not make any acquisitions or dispositions of assets; and

— there will not be any material adverse change in the domestic coal
industry, the electric power generation industry, the domestic steel
industry or in general economic conditions.

In addition to the assumptions above, the financial and operating
assumptions include:

— Our coal royalty revenues, including overriding royalty revenues, will
increase to $52.3 million for the 12 months ending June 30, 2003 from
$43.3 million for the year ended December 31, 2001, an increase of $9.0
million, or 21%, due to a 7% increase in coal production, from 29.0
million tons to 30.9 million tons. This does not include additional cash
we expect to receive related to minimum royalty payments (net of
recoupments) . The increase in production will occur on our Appalachia
properties and will be partially offset by a decrease on our Northern
Powder River Basin properties. Production on our Illinois Basin
properties will remain approximately the same. Coal prices received by
our lessees will be marginally higher than prices received in late 2001.

- Production at our Appalachia properties will increase to 24.5 million
tons for the 12 months ending June 30, 2003 from 19.6 million tons for
the year ended December 31, 2001, an increase of 4.9 million tons, or

25%, for the following principal reasons:

— Production from the Eunice property will increase 0.6 million tons,
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from 1.8 million tons for the year ended December 31, 2001 to 2.4
million tons for the 12 months ending June 30, 2003, or 33%, as a
longwall mining operation moves onto and off of our property from an
adjacent property in 2002. This increase follows a 1.3 million ton
decrease from 2000 to 2001 due primarily to the closure of another
longwall mine as a result of adverse geologic conditions and a portion
of the surface mining being performed on an adjacent property during
2001.

— Production from our West Fork property will increase 2.5 million tons,
from 0.2 million tons for the year ended December 31, 2001 to 2.7
million tons for the 12 months ending June 30, 2003, as our lessee
moved its longwall mining operations onto our property from an
adjacent property in mid-2002.

- Production from our Welch/Wyoming property will increase 464,000 tons,
from 221,000 tons for the year ended December 31, 2001 to 685,000 tons
for the 12 months ending June 30,
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2003, primarily because the 12 months ending June 30, 2003 will
reflect a full year's operations of a new continuous miner that began
operating in mid-2001.

- Production from our Kingston property will increase 589,000 tons, from
740,000 tons for the year ended December 31, 2001 to 1,329,000 tons
for the 12 months ending June 30, 2003, or 80%, as a continuous mining
operation that had been on an adjacent property during 2001 moved back
onto our property in mid-2002. In addition, our lessee opened a new
underground mine in early 2002.

— Our Sincell property, which had no production in 2001, will produce
218,000 tons in the 12 months ending June 30, 2003, as our lessee's
operations move onto our property from an adjacent property in early
2003.

— Production from our Lynch property will increase 0.5 million tons,
from 3.1 million tons for the year ended December 31, 2001 to 3.6
million tons for the 12 months ending June 30, 2003, or 16%, due to an
underground mine reaching full production in late 2002 and the
commencement of operations of a new surface mine in early 2003.

— Production at our Northern Powder River Basin properties will decline 2.9

million tons, from 6.7 million tons for the year ended December 31, 2001
to 3.8 million tons for the 12 months ending June 30, 2003, or 42%. This
decrease is the result of the typical variations that can result from our
checkerboard ownership pattern on our properties in this area.

Other income, excluding overriding royalty revenues, will decrease $0.4
million, from $1.1 million for the year ended December 31, 2001 to $0.7
million for the 12 months ending June 30, 2003, because other income for
2001 included the recognition of transportation fees from a lessee that
had been previously unreported by the lessee for several years.

General and administrative expenses will be $4.4 million for the 12
months ending June 30, 2003 and will consist of general and
administrative expenses of approximately $2.9 million per year related to
the WPP Group and Arch Coal Contributed Properties and annual costs of
approximately $1.5 million that we expect to incur as a result of
becoming a publicly traded partnership. These latter expenses include
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costs associated with tax return preparation, accounting support fees,
annual and quarterly reports to unitholders, investor relations and
registrar and transfer agent fees.

— We will have no interest expense as we do not anticipate having any
outstanding borrowings during the year ending June 30, 2003. We will,
however, incur a commitment fee of $0.5 million on our bank credit
facility.

- We will incur less than $100,000 in capital expenditures, consistent with
our assumption that we will not make any acquisitions during this period.
If we do make any acquisitions, we will fund them with borrowings under
our credit facility and proceeds from the issuance of our common units. A
portion of any such capital expenditures may be maintenance capital
expenditures, which will be deducted from our pro forma operating surplus
for the period.

While we believe that these assumptions are reasonable in light of
management's current beliefs concerning future events, the assumptions
underlying the projections are inherently uncertain and are subject to
significant business, economic, regulatory and competitive risks and
uncertainties that could cause actual results to differ materially from those we
anticipate. If our assumptions are not realized, the actual available cash from
operating surplus that we generate could be substantially less than that
currently expected and could, therefore, be insufficient to permit us to make
the full minimum quarterly distribution on all units, in which event the market
price of the common units may decline materially. Consequently, the statement
that we believe that we will have sufficient available cash from operating
surplus to pay the full minimum quarterly distribution on all units for each
quarter through June 30, 2003 should not be regarded as a representation by us
or the underwriters or any other person that we will make such a distribution.
When reading this section, you should keep in mind the risk factors and other
cautionary statements under the heading "Risk Factors" and elsewhere in this
prospectus.
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SELECTED HISTORICAL FINANCIAL AND OPERATING DATA

The following tables show selected historical financial and operating data
for Western Pocahontas Properties Limited Partnership, Great Northern Properties
Limited Partnership, New Gauley Coal Corporation and the Arch Coal Contributed
Properties, in each case for the periods and as of the dates indicated. We
derived the selected historical financial data for the WPP Group as of and for
the years ended December 31, 1997, 1998, 1999, 2000 and 2001 from the audited
financial statements of the WPP Group, and we derived the selected historical
financial data for the Arch Coal Contributed Properties as of and for the years
ended December 31, 1999, 2000 and 2001 from the audited financial statements of
the Arch Coal Contributed Properties. We derived the selected historical
financial data for the Arch Coal Contributed Properties as of and for the years
ended December 31, 1997 and 1998 from the accounting records of Arch Coal. We
derived the selected historical financial data for the WPP Group and the Arch
Coal Contributed Properties for the six months ended June 30, 2001 and 2002 from
the unaudited financial statements of the WPP Group and the Arch Coal
Contributed Properties. In the opinion of these entities, the unaudited
financial statements have been prepared on the same basis as the audited
financial statements and include all adjustments, consisting of normal recurring
adjustments, necessary for a fair presentation of this information.

We derived the information in the following tables from, and that
information should be read together with and is qualified in its entirety by
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reference to,
included elsewhere in this prospectus.
"Management's Discussion and Analysis

the historical financial statements and the accompanying notes

The tables should be read together with
of Financial Condition and Results of

Operations." While substantially all of the producing coal-related assets and

operations of the WPP Group are being
liabilities are being retained by the

contributed to us, some assets and

WPP Group.
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WESTERN POCAHONTAS PROPERTIES LIMITED PARTNERSHIP

(IN THOUSANDS,

INCOME STATEMENT DATA:

REVENUES:
Coal rovaltiesS. .. ..o iiieieeeeennnn
Timber royalties........cooiieeeeenn.
Gain on sale of property............

Total revVeNUES . « v v it ittt neeeeeeeenns
EXPENSES:
General and administrative..........
Taxes other than income.............
Depreciation, depletion and
amortization........... ...

Total EXPENSES . i v vt ettt enneneeeeenns

Income from operations................
Other income (expense):
Interest expense. ......cviiiiinnen.
Interest income..........cciviiee...
Reversionary interest...............

Net dncome. ......iiiiiiieieennnennnn

BALANCE SHEET DATA (AT PERIOD END) :

Total @ssetsS. ittt

Deferred revenuUe.......c.covvviiunneen.

Long-term debt....... .o,

Total liabilities........c.coiiiieieonn.

Partners' capital.......iiiiiiiiann..

CASH FLOW DATA:

Net cash flow provided by (used in):
Operating activities................
Investing activities................
Financing activities................

OTHER DATA:

Royalty coal tons produced by
1E55@eS .t i it e e e e

EXCEPT PRICE DATA)

YEAR ENDED DECEMBER 31,

1997 1998 1999 2000 2001
$ 15,475 $ 20,412 $ 15,754 $ 11,585 $ 15,458
3,475 3,738 3,770 4,236 3,691
75 70 205 3,982 (a) 3,125
1,264 1,538 1,163 1,404 1,184
1,175 1,416 1,293 1,342 2,512
21,464 27,174 22,185 22,549 25,970
2,977 3,092 3,161 3,009 2,981
1,596 1,858 1,447 1,701 1,457
1,708 1,996 1,270 1,168 1,369
6,281 6,946 5,878 5,878 5,807
15,183 20,228 16,307 16,671 20,163
(4,894) (5,505) (4,353) (4,167) (3,966
225 292 254 321 270
— — — — (1,924
$ 10,514 $ 15,015 $ 12,208 $ 12,825 $ 14,543
$ 79,521 S 78,297 S 76,089 $ 76,510 $ 88,224
8,512 7,191 7,301 7,468 7,916
33,048 55,979 53,431 50, 681 47,716
50,017 66,378 64,038 61,584 68,055
29,504 11,919 12,051 14,926 20,169
$ 12,186 $ 16,210 $ 13,838 $ 10,670 $ 13,056
48 (46) 188 3,976 2,685
(12,607)  (15,472)  (14,645)  (14,630) (15,434
8,681 10,568 9,799 7,422 10,309
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Average gross coal royalty per ton.... $ 1.78 $ 1.93 S 1.61 $ 1.56 S 1.50
OTHER FINANCIAL DATA:
Capital expenditures............c...... 48 109 23 25 8,974 (b)

(a) Western Pocahontas Properties Limited Partnership sold surface land at a
gain of $4.0 million and $3.1 million in 2000 and 2001, respectively.

(b) The previous owner of Western Pocahontas Properties Limited Partnership's
coal and timber properties retained a reversionary interest in those
properties whereby it received either a 25% or 28% interest in the net
revenues of the properties after July 1, 2001. Western Pocahontas Properties
Limited Partnership accrued approximately $1.9 million related to the
reversionary interest in 2001 and $561,000 in the six months ended June 30,
2002. In December 2001, Western Pocahontas Properties Limited Partnership
purchased the reversionary interest related to its Kentucky properties for
approximately $8.9 million. In March 2002, Western Pocahontas Properties
Limited Partnership purchased the remaining portion of the reversionary
interest for approximately $35.1 million. These purchases were financed with
a $45 million loan.
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GREAT NORTHERN PROPERTIES LIMITED PARTNERSHIP
(IN THOUSANDS, EXCEPT PRICE DATA)

YEAR ENDED DECEMBER 31,

1997 1998 1999 2000 2001

INCOME STATEMENT DATA:
REVENUES :

Coal roValtieS . v i e e e ettt ettt eeeeeaneenn $ 7,421 $ 8,684 $11,688 $ 7,966 S 7,4

Lease and easement INCOME.......uvieeeeennnnns. 568 490 480 583 7

Gain on sale Of pProperty. .. ..ot ee e, 1,845 930 12 709 4

PropPertY LaAXeS e i ittt ittt ittt et ettt e 89 82 81 87

L oL 120 101 73 45

Total FeVENUES . t vt ittt ittt ettt teeeeeeeneeanns 10,043 10,287 12,334 9,390 8,8
EXPENSES:

General and administrative.................... 698 488 574 481 6

Taxes other than income...........c.oiiiieeonn. 104 100 98 107 1

Depreciation, depletion and amortization...... 1,971 2,178 2,725 2,244 2,1

TOLAl EXPENSE S e i ittt ettt eee et eeaeeeeeneenns 2,773 2,766 3,397 2,832 2,8
Income from operations..........oiiiiieinnnnen.. 7,270 7,521 8,937 6,558 5,09
Other income (expense):

Interest EXPENSE . i i ittt ittt ettt aeeeeeenen (6,153) (5,450) (4,999) (4,657) (3,6

Interest 1NCOME. . ..ottt ittt ittt 201 30 63 376 3
Net income before extraordinary item............ 1,318 2,101 4,001 2,277 2,5

Loss on early extinguishment of debt.......... —— —— (2,678) (a) ——
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Net dnCOmMe . v ittt it ettt et e e e ettt e

BALANCE SHEET DATA (AT PERIOD END) :
Total @SSl S . ittt ittt ittt ettt
Deferred revVeNUE. ... i ittt ittt eennnas
Long-term debt . ... ..ttt iiee et
Total liabilities..... ..o,
Partners' capital......u ittt eennnnns
CASH FLOW DATA:
Net cash flow provided by (used in):
Operating activities........ ..
Investing activities.......cciiiiiiin...
Financing activities.........iiiiiinnnn..
OTHER DATA:
Royalty coal tons produced by lessees...........
Average gross coal royalty per ton..............
OTHER FINANCIAL DATA:
Capital expenditures. ... ..ot iiiiin e eennnnns

$ 1,318 $ 2,101 $ 1,323 $ 2,277 S 2,5
$69,177  $68,148  $69,616 $70,514  $70,2
1,368 1,783 1,207 1,297 1,0
54,391 51,115 50,125 48,625 47,1
62,492 59,362 53,508 52,129 50,1
6,685 8,786 16,108 (a) 18,385 20,1
54 $ 3,522 $ 3,150 $ 5,731 $ 3,6
4,029 1,102 2 726 4
(4,416) (3,984) (3,136) (6,205) (4,5
8,896 9,744 11,746 9,172 8,5
0.83 $ 0.89 $ 1.00 $ 0.87 $ 0.

(a) Great Northern Properties Limited Partnership paid a prepayment penalty and
expensed deferred financing costs related to the retirement of $57.0 million

of debt in 1999.
the early extinguishment of debt.
extinguishment,

These expenses were classified as an extraordinary loss on
Simultaneously with the debt
Great Northern Properties Limited Partnership borrowed $52.0

million and the partners contributed $6.0 million to the partnership.
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NEW GAULEY COAL CORPORATION

(IN THOUSANDS,

INCOME STATEMENT DATA:

REVENUES:
Coal rovaltiesS . ittt ittt ettt eeeee e e eaennn
Gain on sale Of Property....ue e nnnn.

TOLAl FEVENUES . t i vt ettt ettt ettt eeeeeeeeeannns
EXPENSES:

General and administrative............... . ...

Taxes other than income...........c.iiiiiienn..

Depreciation, depletion and amortization.......

TOLaAl EXPENSE S e i i vt ettt e ae e et e eeeeeeeeeannns

Income from operations..........oiiiiiiiinnenenn.

EXCEPT PRICE DATA)

YEAR ENDED DECEMBER 31,

1997 1998 1999 2000 2001
$ 327 $1,429 $ 1,332 § 955 $ 1,609
— — — — 25

10 23 26 25 28

4 65 75 32 61

341 1,517 1,433 1,012 1,723

17 30 27 32 41

55 62 54 48 45

34 160 214 132 212

106 252 295 212 298

235 1,265 1,138 800 1,425
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Other income (expense):

Interest eXPEeNSEe . i i it ittt ittt e et eaeeeeeeeenn (270) (175) (145) (139) (132
Interest 1nCoOmMe. ... ittt ittt ittt 26 6 - —= 15
Reversionary interest.........ciiiiiiennnn. —= —= —= —= (85
1 LS S 15 o Yo £ 1= S (9) $ 1,096 S 993 S 661 S 1,223
BALANCE SHEET DATA (AT PERIOD END) :
Total assetsS. .ttt e et e e e e $ 4,599 S 4,925 S 4,636 $4,553 S 4,625
Deferred reveNUE . .« v vt ittt ittt ettt eeeeneeeeeenens 4,589 4,189 3,902 3,747 3,601
Long—term debt..... ...t 1,964 1,866 1,781 1,682 1,584
Total liabilities.......u.iiiiiiiii . 6,438 6,169 5,787 5,542 5,391
Stockholders' deficit...... ... (1,839) (1,244) (1,151) (989) (766
CASH FLOW DATA:
Net cash flow provided by (used in):
Operating activities......uiuiininininnnnnn.. $ 316 $ 600 $ 900 $ 604 $ 1,323
Investing activities.......ciiii .. (21) - (67) - (175
Financing activities....... .. (505) (370) (979) (591) (1,091
OTHER DATA:
Royalty coal tons produced by lessees............ 118 522 572 356 718
Average gross coal royalty per ton............... S 2.77 S 2.74 $ 2.33 $ 2.68 S 2.24
OTHER FINANCIAL DATA:
Capital expenditures. .. ...ttt ennnnenns 21 - 67 - —=
(a) The previous owner of New Gauley Coal's Corporation's Alabama property
retained a 25% interest in the net revenue of the property after July 1,
2001. New Gauley Coal Corporation accrued approximately $85,000 related to
the reversionary interest in 2001 and $34,000 related to the first six
months of 2002.
49
ARCH COAL CONTRIBUTED PROPERTIES
(IN THOUSANDS, EXCEPT PRICE DATA)
YEAR ENDED DECEMBER 31,
1997 1998 1999 2000 2
(UNAUDITED) (UNAUDITED)
INCOME STATEMENT DATA:
REVENUES:
Coal royaltiesS . v e e ettt eeeeennnnenns $ 9,306 $ 11,379 $ 13,193 $16,152 $1
Other royalties......c.oiiiiiiiiiinnnnnn.. 971 954 983 907
Property LaXeS . v u et ittt eeeeeeenneeennnn 975 1,239 1,173 1,204
Total FeVENUES . t i ittt it ettt eennanns 11,252 13,572 15,349 18,263 2
DIRECT COSTS AND EXPENSES:
Depletion....u.iiiiiiiiii ettt 3,095 4,769 5,625 5,395
Property LaXeS . v uu ittt eeeeeeenneeeennn 975 1,239 1,173 1,204
Other exXpense. ...ttt teeneneennn - - - 18
Write-down of impaired assets........... —— —— 65,229 (a) ——
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TOoLal EXPENSES . it ittt et aeeeeeeeeennenns 4,070 6,008 72,027 6,617
Excess (deficit) of revenues over direct

COStS and EXPEeNSES. .. vt eeenneeeeeeeennn $ 7,182 $ 7,564 $(56,678) $11,646
BALANCE SHEET DATA (AT PERIOD END) :
Total ASSEeLS .ttt i it ettt ittt eeeeeaeeennnnns $112,562 $107,932 $102,168 $97,230
Deferred reveNUE . ¢ v vttt ittt e eeeeneennenn 7,857 8,971 10,078 10,035
Total liabilities.......iiiiiiiiiennnnn 8,583 9,897 10,937 10,954
Net assets purchased......... ... 103,979 98,035 91,231 86,276
CASH FLOW DATA:
Direct cash flow from contributed

Jo B ey ]SS an wi Y= (b) $ 13,508 $ 15,355 $16,601
OTHER DATA:
Royalty coal tons produced by lessees..... 4,634 6,565 7,702 9,862
Average gross coal royalty per ton........ $ 2.01 S 1.73 S 1.71 $ 1.064

OTHER FINANCIAL DATA:
Capital Expenditures..........ceuieiueee... - - -

(a) During 1999, pursuant to SFAS 121, "Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to Be Disposed Of," the carrying
value of certain coal reserves was written down to fair value resulting in a
non-cash impairment charge of $65.2 million.

(b) Cash flow information for 1997 is not available.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

The following discussion of the financial condition and results of
operations should be read in conjunction with the historical and pro forma
financial statements and notes thereto included elsewhere in this prospectus.
For more detailed information regarding the basis of presentation for the
following financial information, see the notes to the historical and pro forma
financial statements.

After the Introduction, there is a separate section for each of Western
Pocahontas Properties Limited Partnership, Great Northern Properties Limited
Partnership, New Gauley Coal Corporation and for the Arch Coal Contributed
Properties. The Arch Coal Contributed Properties include the properties
contributed to us by Ark Land Company, a subsidiary of Arch Coal, Inc.

This discussion includes certain forward-looking statements. You should not
put undue reliance on any forward-looking statements. When considering
forward-looking statements, we urge you to review the risk factors set forth in
"Risk Factors" beginning on page 14. These and other risks could cause our
actual results to differ materially from those contained in any forward-looking
statement. Please read "Forward Looking Statements."

INTRODUCTION

We are a limited partnership recently formed by the WPP Group, the largest
owner of coal reserves in the United States other than the U.S. government, and
Arch Coal, Inc., the second largest U.S. coal producer. We engage principally in
the business of owning and managing coal properties in the three major
coal-producing regions of the United States: Appalachia, the Illinois Basin and
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the Western United States. As of December 31, 2001, we controlled approximately
1.15 billion tons of proven and probable coal reserves in eight states. In 2001,
our lessees produced 29 million tons of coal from our properties and our total
revenues were $47.2 million on a pro forma basis, including coal royalty
revenues of $42.4 million.

We lease coal reserves to experienced mine operators under long-term leases
that grant the operators the right to mine our coal reserves in exchange for
royalty payments. Our royalty payments are based on the higher of a percentage
of the gross sales price or a fixed price per ton of coal sold, subject to a
minimum payment. As of September 1, 2002, our reserves were located on 45
separate properties and are subject to 62 leases with 31 lessees. In 2001,
approximately 57% of the coal produced from our properties came from underground
mines and 43% came from surface mines. As of December 31, 2001, approximately
65% of our reserves were low sulfur coal. Included in our low sulfur reserves 1is
compliance coal, which meets the standards imposed by the Clean Air Act and
constitutes approximately 25% of our reserves. Coal produced from our properties
is burned in electric power plants located east of the Mississippi River and in
Montana and Minnesota. Approximately 12% of our lessees' 2001 coal production
was metallurgical coal, which our lessees sold to steel companies in the Eastern
United States, South America, Europe and Asia.

The WPP Group retained coal reserve properties that are leased to third
parties but that are short-lived, that are subject to leases that contain
uneconomic terms or that are experiencing permitting problems. The WPP Group has
retained other unleased coal reserve properties, surface lands and timberlands
that generated approximately $5.7 million, $10.5 million, and $9.9 million of
revenue for 1999, 2000 and 2001, respectively. The historical financial
statements and related discussions that follow for the members of the WPP Group
include results of operations related to these retained properties. The
historical financial statements for the WPP Group do not reflect the historical
results that would have been obtained if only the contributed properties had
been presented.

The Arch Coal Contributed Properties historical financial statements
include only properties that are being contributed to us. The Arch Coal
Contributed Properties is not a legal entity and, except for revenues earned
from the properties and certain direct costs and expenses of the properties, no
separate financial information was maintained or 1s presented.
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During the last few years, steam coal prices have varied greatly. At the
beginning of 2000, demand for steam coal was depressed due to excessive
stockpiling of coal by utilities in anticipation of "Y2K" problems. By late
summer of 2000, these stockpiles returned to normal levels, utilities reentered
the market to buy coal and sufficient supply was not available to meet demand.
These events contributed to a rapid increase in coal prices during late 2000.
These higher spot prices prevailed for most of 2001. In late 2001, prices began
to decline as demand for coal fell due to unusually warm weather during the
winter of 2001-2002 and the sluggish U.S. economy. The effect of these lower
spot prices on our results of operations for the near future should be limited
because our lessees will receive previously contracted prices for much of their
production. The prices have stabilized at recent historical levels during 2002.

During 2001, approximately 14% of our coal royalty revenues were from
metallurgical coal. Prices of metallurgical coal have remained relatively stable
in the past two years. Metallurgical coal, because of its unique chemical
characteristics, is usually priced higher than steam coal. Metallurgical coal
production has gradually decreased during the past few years due to a decline in
exports as a result of the strength of the U.S. dollar and increasing use of
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electric arc furnaces and pulverized coal, rather than metallurgical coal, for
steel production. Metallurgical coal can also be used as steam coal. However,
some metallurgical coal mines on our properties may only operate profitably if
all or a portion of their production is sold as metallurgical coal due to its
higher price. If they are unable to sell metallurgical coal, these mines may not
be economically viable and may close.

In addition to coal royalty revenue, we will generate nominal revenue from
the royalty on oil and gas and coalbed methane leases, an overriding royalty
arrangement and wheelage payments, which are toll payments for the right to
transport third-party coal over or through our property. We will not have any
timber revenues in the future because the WPP Group has retained all of the
timber on our properties and the Arch Coal Contributed Properties does not
include any timber assets.

Most lessees are required to reimburse us for property taxes we pay on the
leased property. These property tax reimbursements are shown as revenue on the
historical financial statements included in this prospectus. The corresponding
property tax expenses are included as "taxes other than income." The WPP Group's
property tax expenses are higher than its property tax revenue because the WPP
Group 1s retaining certain properties and because some of the properties
contributed by the WPP Group are unleased and, therefore, no reimbursements are
received.

General and administrative expenses include salary and benefits, rent,
expenses and other costs related to managing the properties. An affiliate
charges the WPP Group for certain finance, tax, treasury and insurance expenses.
The Arch Coal Contributed Properties do not maintain stand-alone corporate
treasury, legal, tax, human resources, general administration or other similar
corporate support functions. Corporate general and administrative expenses have
not been previously allocated to the Arch Coal Contributed Properties because
there was not sufficient information to develop a reasonable cost allocation. In
the future, we will reimburse our general partner and its affiliates for direct
and indirect expenses they incur on our behalf, including general and
administrative expenses.

Depreciation, depletion and amortization consists primarily of depletion on
the coal properties. Depletion of coal reserve properties is calculated on a
unit-of-production basis and thus closely correlates to the amount of coal
production and coal royalty revenue for the period.

RESULTS OF OPERATIONS
WESTERN POCAHONTAS PROPERTIES LIMITED PARTNERSHIP
Six months ended June 30, 2002 compared with six months ended June 30, 2001

Revenues: Combined revenues for the six months ended June 30, 2002 were
$13.4 million compared to $11.8 million for the six months ended June 30, 2001,
an increase of $1.6 million, or 14%.

Coal royalty revenues for the six months ended June 30, 2002 were $10.3
million compared to $6.9 million for the six months ended June 30, 2001, an
increase of $3.4 million, or 49%. Over these same
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periods, production increased by 801,000 tons, or 16%, from 4.9 million tons to

5.7 million tons. The increases in production and coal royalties were primarily
due to:
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- Eastern Kentucky: Production from the Evans-Laviers property increased
64,000 tons from 1,527,000 tons to 1,591,000 tons, which resulted in
increased revenues of $254,000. This increase was due to the addition of
another section to an underground mine. On the Chesapeake Minerals
property, production increased by 57,000 tons for the six months ended
June 30, 2002, resulting in a royalty revenue increase of $175,000. This
increase was due to a reopening of a mine after the purchase of the mine
by a new owner.

- Southern West Virginia: Production from the Eunice property increased by
267,000 tons from 1,046,000 tons to 1,313,000 tons, resulting in
increased royalty revenues of $931,000. This increase was due to a
longwall mining operation moving back onto the property and also to a
higher sales price for the coal. Additionally, on the West Fork property,
production increased by 690,000 tons from the six months ended June 30,
2001, resulting in increased royalty revenues of $1,610,000. This
increase was the result of a longwall mine moving onto the property.
Also, on the Welch/Wyoming property, production increased by 258,000 tons
from the six months ended June 30, 2001, resulting in increased royalty
revenue of $739,000. This increase was due to a new mine opening on the
property. These increases were partially offset by a decrease in
production at the Rockhouse Fork property of 211,000 tons, which led to a
royalty revenue reduction of $545,000. This reduction was due to lower
than expected production by the contract miner.

— Northern Appalachia: Production from the Beaver Creek property increased
by 292,000 tons from 24,000 tons to 316,000 tons, resulting in increased
royalty revenue of $650,000. This increase was due to production moving
back onto the property.

— Indiana: Production from the Hocking-Wolford/Cummings property decreased
by 438,000 tons from 864,000 tons to 426,000 tons, resulting in a
decrease in royalty revenue of $515,000. This decrease was due to a shift
in mining to adjacent non-owned properties.

Timber revenues decreased by $1.8 million from $3.4 million for the six
months ended June 30, 2001 to $1.6 million for the six months ended June 30,
2002. This decrease was due to a greater than normal harvest for the six months
ended June 30, 2001 and a smaller than normal harvest for the six months ended
June 30, 2002 due to reduced demand for timber.

Expenses: Aggregate expenses for the six months ended June 30, 2002 were
$3.8 million compared to $3.1 million for the six months ended June 30, 2001, an
increase of $700,000, or 23%. This increase was primarily due to increased
depletion due to increased production.

Other Income (Expense): Interest expense was $2.9 million for the six
months ended June 30, 2002 compared to $2.0 million for the six months ended
June 30, 2001. This increase was due to increased debt arising from the
acquisition of the CSX reversionary interest in December 2001 and March 2002.
Other expense included $561,000 related to the reversionary interest for the six
months ended June 30, 2002.

Net Income: Net income was $6.2 million for the six months ended June 30,
2002 compared to $6.9 million for the six months ended June 30, 2001, a decrease
of $700,000, or 10%. This decrease was primarily due to increased operating and
interest expenses and the purchase of the CSX reversionary interest, partially
offset by increases revenues.

Year ended December 31, 2001 compared with year ended December 31, 2000

Revenues: Combined revenues in 2001 were $26.0 million compared to $22.5
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million in 2000, an increase of $3.5 million, or 15%.
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Coal royalty revenues in 2001 were $15.5 million compared to $11.6 million
in 2000, an increase of $3.9 million, or 33%. Over these same periods,
production increased by 2.9 million tons, or 39%, from 7.4 million tons to 10.3
million tons. The increases in production and coal royalties were primarily due
to:

- Eastern Kentucky: Production from the Evans-Laviers property increased
2.6 million tons, from 1.2 million tons to 3.8 million tons, which
resulted in increased royalty revenues of $3.8 million. This increase was
primarily due to the opening of a new deep mine late in 2000, a large
underground mine reaching full production in 2001 and the reopening of a
temporarily idled surface and highwall mine in July 2001 at a higher
royalty rate. On the Chesapeake Mineral property, production increased by
218,000 tons in 2001 due to the reopening of the mine under new
ownership. This was partially offset by the reduction of production at
another lease on this property. This resulted in a royalty revenue
increase of $269,000.

— Southern West Virginia: Production from the Eunice property decreased by
1.3 million tons, from 3.1 million tons to 1.8 million tons, resulting in
a decrease in royalty revenues of $1.1 million. This decrease was due
primarily to the closure of a longwall mine as a result of adverse
geologic conditions and surface mining being performed on adjacent
property during the year. This decrease in production was partially
offset by an increase in production from the Dorothy-Sarita property of
301,000 tons, from 351,000 tons to 652,000 tons, that resulted in
increased royalty revenues of $400,000. This increase in production was
due to the addition of a surface and highwall mine. On the Rockhouse Fork
property, production decreased by 148,000 tons, from 470,000 tons to
322,000 tons, that reduced royalty revenues by $348,000. This decrease in
production was due to a decision to mine in a thinner part of the coal
seam, geologic conditions and a change in contractors by the lessee.

Timber revenues decreased to $3.7 million in 2001 from $4.2 million in
2000, a decrease of $0.5 million, or 13%. The decrease was due to a one-time
sale of timber in 2000 for $700,000 on a parcel in Northern Appalachia, which
contained 1.5 million board feet of timber.

Gain on sale of property was $3.1 million in 2001 and $4.0 million in 2000.
These gains were related to the sale of 1,928 and 1,391 acres of land in 2001
and 2000, respectively.

Other revenues increased to $2.5 million in 2001 from $1.3 million in 2000,
an increase of $1.2 million, or 92%. This increase was due to a determination
that a lessee was required to pay transportation fees that were previously
unreported by the lessee for several years.

Expenses: Aggregate expenses for 2001 were $5.8 million compared to $5.9
million for 2000, a decrease of $0.1 million or 1%, primarily due to a decrease
in property taxes that was partially offset by increased depletion attributed to
higher coal production.

Other Income (Expense): Interest expense was $4.0 million for 2001
compared to $4.2 million for 2000, a decrease of $0.2 million, or 5%. This

decrease was due to scheduled principal reductions.

Reversionary Interest: The previous owner of Western Pocahontas Properties
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Limited Partnership's coal and timber properties (CSX Corporation and certain of
its affiliates) retained a reversionary interest in those properties whereby it

received either a 25% or 28% interest in the properties and the net revenues of

the properties after July 1, 2001, and in the net proceeds of any property sale

occurring prior to July 1, 2001. In 2001, we accrued $1.9 million related to the
reversionary interest.

Net Income: Net income was $14.5 million in 2001 compared to $12.8 million
in 2000, an increase of $1.7 million or 13%. This increase was primarily due to
increased coal production by our lessees and correspondingly higher royalty
payments.

Year ended December 31, 2000 compared with year ended December 31, 1999

Revenues: Combined revenues in 2000 were $22.5 million compared to $22.2
million in 1999, an increase of $0.3 million, or 2%.

54

Coal royalty revenues in 2000 were $11.6 million compared to $15.8 million
in 1999, a decrease of $4.2 million, or 26%. Over these same periods, production
decreased by 2.4 million tons, or 24%, from 9.8 million tons to 7.4 million
tons. The decreases in production and coal royalties were primarily due to:

- Eastern Kentucky: Production from the Evans-Laviers property decreased
0.6 million tons, from 1.8 million tons to 1.2 million tons, which
resulted in decreased royalty revenue of $0.8 million. The decrease
resulted primarily from a sublessee losing a major sales contract in
February 2000 and a resulting decision to temporarily idle the mine.

— Southern West Virginia: Production from the Dorothy-Sarita property
decreased by 564,000 tons, from 915,000 tons to 351,000 tons, which
resulted in decreased royalty revenue of $747,000. The decrease resulted
primarily from the closing of a deep mine due to exhaustion of reserves
in the seam being mined. This decrease in production was partially offset
by an increase in certain royalty rates. On the Eunice property,
production was nearly constant but royalty revenue decreased $465,000
because of a decrease in the sales price of the coal and a shift in
production to mining methods that yielded a lower royalty rate. On the
Y&O property, production decreased 515,000 tons, from 1,249,000 tons to
734,000 tons, which resulted in decreased royalty revenue of $1.4
million. This decrease was primarily due to the lessee's longwall mine
ceasing operations in early 2000 upon exhaustion of reserves in the seam
being mined and was partially offset by production increases at two other
leases on this property. On the Rockhouse Fork property, production
decreased 100,000 tons from 570,000 tons to 470,000 tons, which resulted
in a royalty revenue decrease of $228,000. This decrease was due to the a
thinning coal seam and other adverse geologic conditions.

Timber revenues increased to $4.2 million in 2000 from $3.8 million in
1999, an increase of $0.4 million, or 12%. This increase was primarily
attributable to higher rates under a renegotiated contract starting in January
2000 with our principal timber operator in Southern West Virginia.

Gain on sale of property was $4.0 million in 2000 and $0.2 million in 1999.
The gain in 2000 was the result of the sale of 1,391 acres of surface land.

Other Income (Expense): Interest expense was $4.2 million for 2000
compared to $4.4 million for 1999, a decrease of $0.2 million, or 4%, resulting
from principal reductions.
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Net Income: Net income was $12.8 million for 2000 compared to $12.2
million for 1999, an increase of $0.6 million, or 5%. This increase primarily
resulted from a gain on sale of property and was partially offset by decreased
coal royalty payments.

GREAT NORTHERN PROPERTIES LIMITED PARTNERSHIP
Six months ended June 30, 2002 compared with six months ended June 30, 2001

Revenues: Combined revenues for the six months ended June 30, 2002 were
$3.9 million compared to $4.0 million for the six months ended June 30, 2001, a
decrease of $0.1 million. Coal royalty revenues for the six months ended June
30, 2002 were $3.4 million compared to $3.2 million for the six months ended
June 30, 2001, an increase of $0.2 million, or 6%. Over these periods,
production decreased by 1.0 million tons, from 4.6 million tons to 3.6 million
tons, or 22%. The increase in coal royalty revenues and the decrease in
production were primarily due to:

— Production from the Washington state property, which is not being
contributed to us, increased by 0.4 million, which resulted in increased
royalty of $0.7 million due to production moving onto the property.
Production from the Big Sky property increased by 0.1 million, which
resulted in increased coal royalty revenues of $0.2 million, while
production from the Western Energy property decreased 1.2 million tons
from 2.6 million tons to 1.4 million tons, which resulted in decreased
coal royalty revenues of $0.6 million. The production variances on the
Big Sky and Western Energy properties were the result of the typical
variations that can result from the checkerboard ownership
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pattern in these mines. This ownership pattern causes mining operations
to periodically move onto the property from contiguous non-owned property
and back off again.

Other Income (Expense): Interest expense for the six months ended June 30,
2002 was $1.1 million compared to $2.1 million for the six months ended June 30,
2001, a decrease of $1.0 million, or 48%. This was due to a decrease in interest
rates from an average of 8.36% for the six months ended June 30, 2001 to 4.6%
for the six months ended June 30, 2002.

Net Income: Net income was $1.3 million for the six months ended June 30,
2002 compared to $700,000 for the six months ended June 30, 2001, an increase of
$600,000, or 86%. This increase primarily resulted from a reduction in interest
expense.

Year ended December 31, 2001 compared with year ended December 31, 2000

Revenues: Combined revenues in 2001 were $8.8 million compared to $9.4
million in 2000, a decrease of $0.6 million, or 6%. Coal royalty revenues in
2001 were $7.5 million compared to $8.0 million in 2000, a decrease of $0.5
million, or 6%. Over these periods, production decreased by 663,000 tons, or 7%,
from 9.2 million tons to 8.5 million tons. These decreases in production and
coal royalties were primarily due to:

— Production from the Western Energy property decreased by 783,000 tons,
from 5.7 million tons to 4.9 million tons, which resulted in decreased
royalty revenues of $1.1 million. This decrease in production was the
result of the typical variations which can result from the checkerboard
ownership pattern in this mine. This ownership pattern causes mining
operations to periodically move from the property to contiguous non-owned
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property and back again.

— Production from the Big Sky property increased by 0.4 million tons, from
1.4 million to 1.8 million tons, which resulted in increased royalty
revenues of $0.4 million. These increases were due to the favorable
location of mining operations relative to the checkerboard ownership
pattern.

Lease and easement income in 2001 was $787,000 compared to $583,000 in
2000. This increase was primarily attributable to surface use payments relating
to increased mining on surface property owned by us.

Gain on sale of property was $439,000 in 2001.

Other Income (Expense): Interest expense was $3.7 million for 2001
compared to $4.7 million for 2000, a decrease of $1.0 million, or 21%. This
decrease primarily resulted from a reduction in the outstanding principal
balance of debt combined with a reduction in interest rates from an average of
9.3% in 2000 to 7.5% in 2001.

Net Income: Net income was $2.6 million for 2001 compared to $2.3 million
for 2000, an increase of $0.3 million, or 14%. This increase primarily resulted
from a reduction in interest expense that was partially offset by lower coal
royalties.

Year ended December 31, 2000 compared with year ended December 31, 1999

Revenues: Combined revenues in 2000 were $9.4 million compared to $12.3
million in 1999, a decrease of $2.9 million, or 24%. Coal royalty revenues in
2000 were $8.0 million compared to $11.7 million in 1999, a decrease of $3.7
million, or 32%. Over these same periods, production decreased by 2.5 million
tons, or 22%, from 11.7 million tons to 9.2 million tons. The decrease in
production and coal royalties were primarily due to:

— Production from the Western Energy property decreased in 2000 by 1.6
million tons, from 7.3 million tons to 5.7 million tons, and the contract
price per ton decreased as a result of a price reopener provision, which
resulted in decreased royalty revenues of $2.2 million. This decrease in
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production was the result of the typical variations which can result from

the checkerboard ownership pattern in the mine.

— Production from the Big Sky property decreased in 2000 by 1.4 million
tons, from 2.8 million tons to 1.4 million tons, which resulted in
decreased royalty revenues of $1.4 million. This decrease in production
was primarily due to the lessee losing a significant sales contract at
the beginning of 2000.

Gain on sale of property was $709,000 in 2000 resulting from the sale of
surface land in Montana.

Lease and easement income in 2000 was $583,000 compared to $480,000 in
1999. This increase was primarily attributable to surface use payments from
increased mining on surface property owned by us.

Expenses: Aggregate expenses for 2000 were $2.8 million compared to $3.4
million for 1999, a decrease of $0.6 million, or 17%. The decrease in expenses
in 2000 primarily related to the decrease in depletion associated with the
reduction in production during the period.
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Other Income (Expense): Interest expense was $4.7 million for 2000
compared to $5.0 million for 1999, a decrease of $0.3 million, or 6%. This
increase was due to an increase in interest rates, which was partially offset by
the reduction in the principal balance.

Interest income increased to $376,000 for 2000 from $63,000 in 1999, due to
cash placed in restricted accounts as required under the loan agreement.

Extraordinary Item: In 1999, there was a one-time loss of $2.7 million
relating to the early extinguishment of debt.

Net Income: Net income was $2.3 million for 2000 compared to $1.3 million
for 1999, an increase of $1.0 million, or 77%. This increase was primarily due
to the extraordinary item in 1999, partially offset by lower coal revenues in
2000.

NEW GAULEY COAL CORPORATION
Six months ended June 30, 2002 compared with six months ended June 30, 2001

Revenues: Combined revenues for the six months ended June 30, 2002 were
$990,000 compared to $859,000 for the six months ended June 30, 2001, an
increase of $131,000, or 15%. Coal royalty revenues for the six months ended
June 30,2002 were $938,000 compared to $776,000 for the six months ended June
30, 2001, an increase of $162,000, or 21%. Over the same period production
decreased by 61,000 tons, or 16%, from 372,000 tons to 311,000 tons. This
increase in coal royalties and the decrease in production were primarily due to:

— Production on the Alabama property increased by 24,000 tons, which
resulted in increased coal royalty revenues of $269,000, due partially to
an increase in average sales. Of the coal royalty revenues, $140,000 was
recognized as revenue due to increased recoupment.

— Production on the West Virginia property decreased by 84,000 tons, which
resulted in decreased coal royalty revenues of $123,000.

Net Income: Net income was $758,000 for the six months ended June 30, 2002
compared to $656,000 for the six months ended June 30, 2001, an increase of
$102,000, or 15%. This increase was primarily due to increased coal royalty
revenues.

Year ended December 31, 2001 compared with year ended December 31, 2000

Revenues: Combined revenues in 2001 were $1.7 million compared to $1.0
million in 2000, an increase of $0.7 million, or 70%. Coal royalty revenues in
2001 were $1.6 million compared to $1.0 million in 2000, an increase of $0.6
million, or 60%. Over these same periods, production increased by 362,000
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tons, or 102%, from 356,000 tons to 718,000 tons. This increase in production
and coal royalties was primarily due to:

— Production from the West Virginia property increased by 292,000 tons,
from 149,000 tons to 441,000 tons, which resulted in increased royalty
revenues of $687,000. This increase resulted from the lessee's mining
operations moving onto New Gauley Coal Corporation's property from
adjacent reserves and an increase in the royalty rate.

Expenses: Aggregate expenses for 2001 were $298,000 compared to $212,000
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for 2000, an increase of $86,000, or 41%. This increase was due primarily to
increased depletion associated with the increased production during the period.

Net Income: Net income was $1.2 million for 2001 compared to $0.7 million
for 2000, an increase of $0.5 million, or 71%. This increase was primarily due
to increased coal royalty revenues.

Year ended December 31, 2000 compared with year ended December 31, 1999

Revenues: Combined revenues in 2000 were $1.0 million compared to $1.4
million in 1999, a decrease of $0.4 million, or 29%. Coal royalty revenues in
2000 were $1.0 million compared to $1.3 million in 1999, a decrease of $0.3
million, or 23%. Over these same periods, production decreased by 216,000 tons,
or 38%, from 572,000 tons to 356,000 tons. This decrease in production and coal
royalties was primarily due to:

— Production from the West Virginia property decreased by 100,000 tons,
from 249,000 tons to 149,000 tons, which resulted in decreased royalty
revenues of $70,000. This decrease was caused by the lessee moving its
mining operations to adjacent reserves.

— Production from the Alabama property decreased by 117,000 tons, from
323,000 tons to 206,000 tons, which resulted in decreased royalty
revenues of $150,000. This decrease resulted from the lessee's decision
to decrease sales and production due to depressed market prices.

Expenses: Aggregate expenses for 2000 were $212,000 compared to $295,000
for 1999, a decrease of $83,000, or 28%. This decrease was primarily related to
a decrease in depletion associated with reduced production during the period.

Net Income: Net income was $661,000 for 2000 compared to $993,000 for
1999, a decrease of $332,000, or 33%. This decrease was primarily due to a
reduction in coal royalties.

ARCH COAL CONTRIBUTED PROPERTIES
Six months ended June 30, 2002 compared with six months ended June 30, 2001

Revenues: Revenues for the six months ended June 30, 2002 were $10.3
million compared with $10.6 million for the six months ended June 30, 2001, a
decrease of $0.3 million, or 3%.

Coal royalty revenues for the six months ended June 30, 2002 were $8.9
million compared to $9.3 million for the six months ended June 30, 2001, a
decrease of $0.4 million or 4%. Production decreased by 0.5 million tons, or 9%,
from 5.8 million tons for the six months ended June 30, 2001 to 5.3 million tons
for the six months ended June 30, 2002. The decrease in production and coal
royalty revenues was primarily attributable to the following:

— Southern West Virginia: Production from the Central Appalachia
properties decreased 0.4 million tons, from 1.5 million tons for the six
months ended June 30, 2001 to 1.1 million tons for the six months ended
June 30, 2002, which resulted in decreased coal royalty revenues of
$714,000. The decrease was primarily due to a reduction in production at
the Campbell's Creek and Boone/ Lincoln properties. Production on the
Campbell's Creek property decreased 148,000 tons to 546,000 tons and
production on the Boone/Lincoln property decreased 262,000 tons to
110,000 tons, primarily as a result of a weaker coal demand.
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Direct costs and expenses: Direct costs and expenses for each of the six
months ended June 30, 2002 and 2001 were $3.9 million. Depletion decreased $0.3
million to $3.0 million for the six months ended June 30, 2002, primarily as a
result of the reduced production during the period. This was offset by increased
override royalties due to a third party. Those royalties increased $264,000 to
$411,000 for the six months ended June 30, 2002 as a result of increased
production on the property subject to the override.

Year ended December 31, 2001 compared with year ended December 31, 2000

Revenues: Revenues in 2001 were $20.8 million compared with $18.3 million
in 2000, an increase of $2.5 million, or 14%.

Coal royalty revenues in 2001 were $18.4 million compared to $16.2 million
in 2000, an increase of $2.2 million, or 14%. Production increased by 1.4
million tons, or 14%, from 9.9 million tons to 11.3 million tons. The increase
in production and coal royalties were primarily attributable to the following:

- Eastern Kentucky: Production from the Central Appalachia properties
increased 1.2 million tons, from 6.2 million tons to 7.4 million tons,
which resulted in increased coal royalty revenues of $2.0 million. This
increase was due primarily to the ramp up of production at various
surface and underground mines at the Lynch property that increased
production from 2.0 million tons in 2000 to 3.1 million tons in 2001.
Production at the Lone Mountain property also increased from 2.2 million
tons in 2000 to 2.8 million tons in 2001 due to the installation of
additional equipment at the lessee's mine.

Other royalty revenues for 2001 were $1.4 million compared to $0.9 million
in 2000, an increase of $0.5 million. Other royalty revenues are primarily
attributable to override royalties associated with coal mined by lessees.
Override royalties were $1.2 million in 2001 compared to $0.8 million in 2000.

Direct costs and expenses: Direct costs and expenses in 2001 were $7.7
million compared to $6.6 million in 2000, an increase of $1.1 million, or 16%.
This increase was largely due to increased depletion resulting from the
increased production during the period. Depletion expense increased $1.0 million
to $6.4 million in 2001 from $5.4 million in 2000.

Year ended December 31, 2000 compared with year ended December 31, 1999

Revenues: Revenues in 2000 were $18.3 million compared to $15.3 million in
1999, an increase of $3.0 million, or 19%.

Coal royalty revenues in 2000 were $16.2 million compared to $13.2 million
in 1999, an increase of $3.0 million, or 22%. Production increased by 2.2
million tons, or 28%, from 7.7 million tons to 9.9 million tons. The increase in
production and coal royalty revenues was primarily attributable to the
following:

- Eastern Kentucky: Production increased on the Central Appalachia
properties by 2.3 million tons, from 3.9 million tons to 6.2 millions
tons, which resulted in an increase in coal royalty revenues of $3.8
million. This increase was due primarily to the start up of production at
various surface and underground mines at the Lynch property that
increased production from 0.1 million tons in 1999 to 2.0 million tons in
2000.

Direct Costs and Expenses: Direct costs and expenses in 2000 were $6.6
million compared to $72.0 million in 1999, a decrease of $65.4 million. This
decrease is primarily due to a $65.2 million non-cash impairment charge on
certain properties in 1999. During the fourth quarter of 1999, Arch Coal

75



Edgar Filing: NATURAL RESOURCE PARTNERS LP - Form S-1/A

determined that, as a result of several adverse regulatory rulings and the
continued negative pricing trends related to Central Appalachian coal production
experienced by Arch Coal at that time, an evaluation of the recoverability of
its active mining operations and coal reserves was necessary pursuant to SFAS
121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived
Assets to Be Disposed Of." The evaluation indicated that the future undiscounted
cash flows of certain coal reserves were below the carrying value of such
assets. Accordingly, Arch Coal adjusted the value of certain reserves. The
estimated
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fair value for the coal reserves with no future mine plans was based upon the
fair value of these properties to be derived from subleased operations. The Arch
Coal Contributed Properties affected by the write-down were written down to
approximately $47.1 million, resulting in a non-cash impairment charge of $65.2
million. The impairment loss was recorded as a write-down of impaired assets in
the statement of revenues and direct costs and expenses.

Depletion expense decreased $0.2 million to $5.4 million in 2000 from $5.6
million in 1999. The decrease was a result of reduced depletion expense
corresponding to the impairment charge. The impairment charge reduced the
depletion rate on a per ton basis for 2000. The impact of the lower rates was
partially offset by increased production in 2000.

RELATED PARTY TRANSACTIONS

For a description of our related party transactions, please read "Certain
Relationships and Related Transactions."

LIQUIDITY AND CAPITAL RESOURCES
CASH FLOWS AND CAPITAL EXPENDITURES

Historically, each of the WPP Group and the Arch Coal Contributed
Properties satisfied their working capital requirements and funded capital
expenditures, other than property acquisitions, with cash generated from
operations. Funds for property acquisitions have generally been obtained through
borrowings.

Following this offering, we believe that cash generated from operations and
our borrowing capacity under our new credit facility will be sufficient to meet
our working capital requirements and anticipated capital expenditures for the
next several years. We anticipate that we will incur less than $100,000 in
capital expenditures in the first year following the offering, consistent with
our assumption that we will not make any acquisitions during this period. If we
do make any acquisitions, we expect to fund them with borrowings under our
credit facility and proceeds from the issuance of common units. A portion of our
capital expenditures will be maintenance capital expenditures, which will be
deducted from our pro forma operating surplus for the period. Our ability to
satisfy any debt service obligations, to fund planned capital expenditures, to
make acquisitions and to pay distributions to our unitholders will depend upon
our future operating performance, which will be affected by prevailing economic
conditions in the coal industry and financial, business and other factors, some
of which are beyond our control. For a more complete discussion of factors that
will affect cash flow we generate from our operations, please read "Risk
Factors." Our capital expenditures have historically been minimal. Please read
"Cash Available for Distribution."

Maintenance capital expenditures are capital expenditures made to replace
partially or fully depreciated assets in order to maintain the existing
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operating capacity of our assets and to extend their useful lives. Expansion
capital expenditures are capital expenditures made to expand the existing
operating capacity of our assets, whether through construction or acquisition.
We treat repair and maintenance expenditures that do not extend the useful life
of existing assets as plant operating expenses as we incur them.

Western Pocahontas Properties Limited Partnership

Net cash provided by operations in the six months ended June 30, 2002 was
$5.9 million compared to $8.5 million in the six months ended June 30, 2001, a
decrease of $2.6 million. This decrease was partially due to a $1.8 million
decrease in timber royalty. Reversionary interest payable decreased $900,000 as
a result of the purchase of the reversionary interest from CSX.

Net cash used in investing activities in the six months ended June 30, 2002
was $42.9 million compared to $22,000 in the six months ended June 30, 2001, an
increase of $42.9 million. This increase primarily reflected the purchase of the
reversionary interest from CSX in March 2002.
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Cash provided by financing activities in the six months ended June 30, 2002
was $39.7 million compared to $8.1 million of cash used in financing activities
in the six months ended June 30, 2001, a change of $47.8 million. This was
primarily attributable to additional debt incurred to finance the reversionary
interest purchased from CSX.

Net cash provided by operations was $13.1 million in 2001, $10.7 million in
2000 and $13.8 million in 1999. The decrease in 2000, as compared to 2001 and
1999, resulted from a decline in coal royalty revenues due to the idling of two
operations in Kentucky and the exhaustion of reserves on one property in West
Virginia. The two mines idled in 2000 resumed production in 2001.

Net cash provided by investing activities was $2.7 million, $4.0 million
and $0.2 million in 2001, 2000 and 1999, respectively. Net cash provided by
investing activities relates to proceeds from sales of properties partially
offset by capital expenditures. Proceeds from sales of surface land were $3.7
million, $4.0 million and $0.2 million in 2001, 2000 and 1999, respectively.
Capital expenditures in 2001 increased $8.9 million due to the acquisition of
the reversionary interest from the previous owner of the properties. A portion
of this acquisition was financed with a $7.9 million note payable to the seller
of the reversionary interest.

Cash flows from financing activities were $15.4 million in 2001, $14.6
million in 2000 and $14.6 million in 1999. This activity reflects principal
repayments on debt, distributions to partners and the placement of cash in
restricted accounts as required under the loan agreement.

Great Northern Properties Limited Partnership

Net cash used in financing activities was $2.5 million in the six months
ended June 30, 2002 compared to $3.1 million in the six months ended June 30,
2001. This decrease was the result of a decrease in the amount of cash placed in
restricted accounts as required by a loan agreement.

Net cash provided by operations was $3.7 million in 2001, $5.7 million in
2000 and $3.2 million in 1999. Cash provided by operating activities in 2000
includes increased accounts receivable collections. Accounts receivable levels

declined in 2000 as a result of lower production levels.

Net cash provided by investing activities, primarily from proceeds from the
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sales of surface land, was $475,000, $726,000 and $2,000 in 2001, 2000 and 1999,
respectively.

Cash flows used in financing activities were $4.6 million in 2001, $6.2
million in 2000 and $3.1 million in 1999. This activity reflects principal
repayments on debt, distributions to partners and the placement of cash in
restricted accounts as required under the loan agreement.

New Gauley Coal Corporation

Net cash provided by operations and financing activities in the six months
ended June 30, 2002 and 2001 was essentially the same.

Net cash provided by operations was $1,323,000, $604,000 and $900,000 for
the years 2001, 2000 and 1999, respectively. The decrease in 2000 was primarily
the result of a lessee moving onto adjacent property during 2000.

Net cash used in investing activities was $175,000, $0, and $67,000 for the
years 2001, 2000 and 1999, respectively. This reflects a $200,000 note
receivable net of proceeds from asset sales in 2001.

Net cash used in financing activities was $1,091,000, $591,000 and $979,000
for the years 2001, 2000 and 1999, respectively. This activity primarily
reflects dividends to stockholders.

Arch Coal Contributed Properties

The Arch Coal Contributed Properties do not maintain cash accounts. Cash
receipts and expenditures are maintained by Ark Land.

61

Direct cash flows from the Arch Coal Contributed Properties were $8.6
million in the six months ended June 30, 2002 compared to $9.8 million in the
six months ended June 30, 2001. The decrease was a result of decreased coal
production from the Arch Coal Contributed Properties during the six months ended
June 30, 2002. Direct cash flows from the Arch Coal Contributed Properties were
$15.4 million in 1999, $16.6 million in 2000 and $19.8 million in 2001. The
increase during the three years was a result of increased coal royalties
generated from the Arch Coal Contributed Properties.

CONTRACTUAL OBLIGATIONS AND COMMERCIAL COMMITMENTS
Description of Credit Facility

In connection with the closing of this offering, our operating company will
enter into a three year $100 million revolving credit facility. The credit
facility includes a $12.0 million distribution loan sublimit that can be used
for funding quarterly distributions. The remainder of the revolving credit
facility will be available for general, limited partnership and limited
liability company purposes, including future acquisitions, but may not be used
to fund quarterly distributions. At the closing of this offering, we expect that
all of the $100 million credit facility will be available for borrowing.

Our obligations under the credit facility will be unsecured but will be
guaranteed by us and our operating subsidiaries.

We may prepay all loans at any time without penalty. We must reduce all
borrowings under the distribution loan subfacility to zero for a period of at
least 15 consecutive days once during each twelve-month period.
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Indebtedness under the revolving credit facility will bear interest, at our
option, at either:

— the higher of the federal funds rate plus 0.50% or the prime rate as
announced by the agent bank; or

- at a rate equal to LIBOR plus an applicable margin ranging from 1.25% to
1.75%.

We will incur a commitment fee on the unused portion of the credit facility
at a rate of 0.50% per annum.

The credit facility prohibits us from making distributions to unitholders
and distributions in excess of available cash if any potential default or event
of default, as defined in the credit agreement, occurs or would result from the
distribution. In addition, the credit facility will contain various covenants
limiting our operating company's and its subsidiaries' ability to:

— incur indebtedness;

- grant liens;

— engage in mergers and acquisitions or change the nature of our business;

- amend our organizational documents or the omnibus agreement;

- make loans and investments;

- sell assets; or

- enter into transactions with affiliates.

The credit agreement also contains covenants requiring us to maintain:

— a ratio of consolidated indebtedness to consolidated EBITDA (as defined

in the credit agreement) of 2.5 to 1.0 for the four most recent quarters;

and

- a ratio of consolidated EBITDA to consolidated interest expense of 4.0 to
1.0 for the four most recent quarters.
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If an event of default exists under the credit agreement, the lenders will
be able to accelerate the maturity of any indebtedness outstanding under the
credit agreement and exercise other rights and remedies. Each of the following
will be an event of default:

- failure to pay any principal, interest, fees or other amount when due;

- failure to pay any indebtedness, other than indebtedness under the credit
facility, in excess of $1 million when due or the occurrence and
continuance of any other default beyond the applicable grace period, if
any, 1f the default permits or causes the acceleration of the
indebtedness or termination of any commitment to lend;

- bankruptcy or insolvency events;

- termination of existence;

— failure to comply with the loan documents, subject to certain grace
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- any representation, warranty or document provided is determined to have
been materially untrue when made or provided;

- entry and the failure to pay, bond, stay or contest adverse judgments or
similar processes in excess of $1 million more than any applicable
insurance coverage; and

- any of the following changes in control:
- we cease to own all of the member interests of the operating company;

— our general partner ceases to own directly all of our general partner
interests; or

— Corbin J. Robertson, Jr. and the WPP Group and/or one or more of their
direct or indirect subsidiaries cease to own more than 50% of the
partnership interests of our general partner.

The credit facility is subject to a number of conditions, including the
negotiation, execution and delivery of definitive documentation.

Partnership Agreement

Our general partner will not receive any management fee or other
compensation for its management of Natural Resource Partners. However, in
accordance with the partnership agreement, our general partner and its
affiliates will be reimbursed for expenses incurred on our behalf. All direct
general and administrative expenses will be charged to us as incurred. Indirect
general and administrative costs, including certain legal, accounting, treasury,
information technology, insurance, administration of employee benefits and other
corporate services incurred by our general partner and its affiliates will be
reimbursed. Cost reimbursements and fees due our general partner may be
substantial and will reduce our cash available for distribution to unitholders.
For additional information, please read "Certain Relationships and Related
Transactions ——- Omnibus Agreement."

INFLATION

Inflation in the United States has been relatively low in recent years and
did not have a material impact on operations for the years ended December 31,
1999, 2000 or 2001.
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ENVIRONMENTAL

The operations of our lessees are subject to environmental laws and
regulations adopted by various governmental authorities in the jurisdictions in
which these operations are conducted. The terms of substantially all of our
leases impose liability for all environmental and reclamation liabilities
arising under those laws and regulations on the relevant lessees. However, if a
particular lessee is not financially capable of fulfilling those obligations,
there is a possibility that regulatory authorities could attempt to assign the
liabilities to us as the landowner. We would contest such an assignment. Please
read "Risk Factors —-- Regulatory and Legal Risks" and "Business —-- Regulation."

RECENT ACCOUNTING PRONOUNCEMENTS

In June 1998, the Financial Accounting Standards Board (FASB) issued
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Statement of Financial Accounting Standards (SFAS) No. 133, "Accounting for
Derivative Instruments and Hedging Activities." SFAS No. 133, as amended,
establishes accounting and reporting standards for derivative instruments,
including certain derivative instruments embedded in other contracts
(collectively referred to as derivatives) and for hedging activities. It
requires an entity to recognize all derivatives as either assets or liabilities
in the statement of financial position and measure those instruments at fair
value. The adoption of SFAS No. 133 on January 1, 2001 did not have a material
impact on the WPP Group's or the Arch Coal Contributed Properties' historical
financial position or results of operations.

In June 2001, the FASB issued SFAS No. 141 "Business Combinations" and SFAS
No. 142, "Goodwill and Other Intangible Assets." SFAS No. 141 eliminates
pooling-of-interests accounting and requires all business combinations initiated
after June 30, 2001 to be accounted for using the purchase method. With regard
to intangible assets, SFAS No. 141 states that intangible assets acquired in a
business combination subsequent to June 30, 2001 should be recognized separately
if the benefit of the intangible asset is obtained through contractual rights or
if the intangible asset can be sold, transferred, licensed, rented or exchanged,
without regard to the acquirer's intent. The adoption of SFAS No. 141 did not
have a material impact on the 2001 financial statements. SFAS No. 142
discontinues goodwill amortization; rather, goodwill will be subject to at least
an annual fair-value based impairment test. The adoption of SFAS No. 142 on
January 1, 2002 did not have a material impact on our financial statements.

In June 2001, the FASB issued SFAS No. 143, "Accounting for Asset
Retirement Obligations." SFAS No. 143 requires that the fair value of a
liability for an asset retirement obligation be recognized in the period in
which it is incurred with the associated asset retirement costs being
capitalized as a part of the carrying amount of the long-lived asset. SFAS No.
143 also includes disclosure requirements that provide a description of asset
retirement obligations and a reconciliation of changes in the components of
those obligations. We are evaluating the future financial effects of adopting
SFAS No. 143 and expect to adopt the standard effective January 1, 2003.

In August 2001, the FASB issued SFAS No. 144, "Accounting for the
Impairment or Disposal of Long-Lived Assets." SFAS No. 144 addresses the
accounting and reporting for the impairment or disposal of long-lived assets and
supersedes SFAS No. 121, "Accounting for the Impairment of Long-Lived Assets and
for Long-Lived Assets to Be Disposed Of" and APB Opinion No. 30, "Reporting the
Results of Operations -- Reporting the Effects of Disposal of a Segment of a
Business, and Extraordinary, Unusual and Infrequently Occurring Events and
Transactions." The objective of SFAS No. 144 is to establish one accounting
model for long-lived assets to be disposed of by sale as well as resolve
implementation issues related to SFAS No. 121. The adoption of SFAS No. 144 on
January 1, 2002 did not have a material impact on our financial position or
results of operations.

In April 2002, the FASB issued SFAS No. 145, "Rescission of FASB Statements
No. 4, 44 and 62, Amendment of FASB Statement No. 13, and Technical
Corrections." Among other things, SFAS No. 145 will require gains and losses on
extinguishments of debt to be classified as income or loss from continuing
operations rather than as extraordinary items as previously required under SFAS
No. 4. The provisions of this Statement related to the rescission of SFAS No. 4
will be applied in fiscal years beginning after
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May 15, 2002. We do not expect the adoption of SFAS No. 145 on January 1, 2003
to have a material impact on our financial position or results of operations.
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In July 2002, the FASB issued SFAS No. 146, "Accounting for Costs
Associated with Exit or Disposal Activities." SFAS No. 146 addresses financial
accounting and reporting for costs associated with exit or disposal activities
and nullifies Emerging Issues Task Force Issue No. 94-3, "Liability Recognition
for Certain Employee Termination Benefits and Other Costs to Exit an Activity
(including Certain Costs Incurred in a Restructuring)." The principal difference
between SFAS No. 146 and Issue 94-3 relates to SFAS No. 146's requirements for
recognition of a liability for a cost associated with an exit or disposal
activity. SFAS No. 146 requires that a liability for a cost associated with an
exit or disposal activity be recognized when the liability is incurred. Under
Issue 94-3, a liability for an exit cost as generally defined in Issue 94-3 was
recognized at the date of an entity's commitment to an exit plan. A fundamental
conclusion reached by the FASB in SFAS No. 146 is that an entity's commitment to
a plan, by itself, does not create an obligation that meets the definition of a
liability. Severance pay under SFAS No. 146, in many cases, would be recognized
over time rather than up front. The FASB decided that if the benefit arrangement
requires employees to render future service beyond a "minimum retention period"
a liability should be recognized as employees render service over the future
service period even if the benefit formula used to calculate an employee's
termination benefit is based on length of service. The provisions of SFAS No.
146 are effective for exit or disposal activities that are initiated after
December 31, 2002, with early application encouraged.

CRITICAL ACCOUNTING POLICIES

Coal Royalties. We recognize coal royalty revenues on the basis of tons of
coal sold by our lessees and the corresponding revenue from those sales.
Generally, the lessees make payments to us based on the greater of a percentage
of the gross sales price or a fixed price per ton of coal they sell, subject to
minimum monthly, quarterly or annual payments. These minimum royalty payments
are generally recoupable over certain time periods. We initially record minimum
payments as deferred revenue and recognize them as coal royalty revenues either
when the lessee recoups the minimum payment through production or when the
period during which the lessee is allowed to recoup the minimum payment expires.

Timber Royalties. We sell timber on a contract basis where independent
contractors harvest and sell the timber and, from time to time, in a competitive
bid process involving sales of standing timber on individual parcels. We
recognize timber revenues when the timber has been sold or harvested by the
independent contractors. Title and risk of loss pass to the independent
contractors when they harvest the timber.

Depletion. We deplete coal properties on a units-of-production basis by
lease based upon coal mined in relation to the net cost of the mineral
properties and estimated proved and probable tonnage therein. We estimate proved
and probable coal reserves with the assistance of third-party mining consultants
and involve the use of estimation techniques and recoverability assumptions. Our
estimates of coal reserves are updated periodically and may result in
adjustments to coal reserves and depletion rates that are recognized
prospectively. Timberlands are stated at cost less depletion. We determine