
Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

 

FORM 10-Q

☒ QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
FOR THE QUARTERLY PERIOD ENDED September 30, 2014

OR

o TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF SECURITIES EXCHANGE ACT OF 1934

Commission File Number 001-36505
 

Viper Energy Partners LP
(Exact Name of Registrant As Specified in Its Charter)

 

Delaware  46-5001985
(State or Other Jurisdiction of

Incorporation or Organization)  
(IRS Employer

Identification Number)

  
500 West Texas, Suite 1200

Midland, Texas  79701
(Address of Principal Executive Offices)  (Zip Code)

(432) 221-7400
(Registrant Telephone Number, Including Area Code)

 
Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the past 12
months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90
days.    Yes  ☒    No  ☐

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required to be submitted and
posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that the registrant was required to submit and post such
files).    Yes  ☒    No  ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See the definitions of
“large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act. (Check One):

Large Accelerated Filer  o  Accelerated Filer  o

Non-Accelerated Filer  ☒  Smaller Reporting Company  o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ☐    No  ☒

As of October 29, 2014, 79,700,000 common limited partner units of the registrant were outstanding.



VIPER ENERGY PARTNERS LP
TABLE OF CONTENTS

   Page
PART I. FINANCIAL INFORMATION   
ITEM1. Consolidated Financial Statements of Viper Energy Partners LP (unaudited)  1
 Consolidated Balance Sheets as of September 30, 2014 and December 31, 2013  1

 
Consolidated Statement of Operations for the Three and Nine Months Ended September
30, 2014 and the Period from Inception (September 18, 2013) through December 31, 2013  2

 
Statement of Consolidated Unitholders’ Equity and Members’ Equity for the Nine
Months Ended September 30, 2014  3

 
Consolidated Statements of Cash Flows for the Nine Months Ended September 30, 2014
and the Period from Inception (September 18, 2013) through December 31, 2013  4

 Notes to Consolidated Financial Statements  5
ITEM 2. Management’s Discussion and Analysis of Financial Conditions and Results of

Operations  15
ITEM 3. Quantitative and Qualitative Disclosures about Market Risk  23
ITEM 4. Controls and Procedures  24
PART II OTHER INFORMATION   
ITEM 1. Legal Proceedings  24
ITEM 1A. Risk Factors  24
ITEM 6. Exhibits  25
Signatures   26
    



CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

Various statements contained in this report that express a belief, expectation, or intention, or that are not statements of historical fact, are forward-
looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, or the Securities Act, and Section 21E of the Securities
Exchange Act of 1934, or the Exchange Act. These forward-looking statements are subject to a number of risks and uncertainties, many of which are beyond
our control. All statements, other than statements of historical fact, regarding our strategy, future operations, financial position, estimated revenues and losses,
projected costs, prospects, plans and objectives of management are forward-looking statements. When used in this quarterly report, the words “could,”
“believe,” “anticipate,” “intend,” “estimate,” “expect,” “may,” “continue,” “predict,” “potential,” “project,” and similar expressions are intended to identify
forward-looking statements, although not all forward-looking statements contain such identifying words. In particular, the factors discussed in this quarterly
report on Form 10–Q and detailed in our final prospectus dated June 17, 2014 and filed with the Securities and Exchange Commission, or SEC, pursuant to
Rule 424(b) under the Securities Act of 1933, or the Securities Act, on June 18, 2014, could affect our actual results and cause our actual results to differ
materially from expectations, estimates or assumptions expressed, forecasted or implied in such forward-looking statements.

Forward-looking statements may include statements about our:
• our ability to execute our business strategies;

• the volatility of realized oil and natural gas prices;

• the level of production on our properties;

• regional supply and demand factors, delays or interruptions of production;

• our ability to replace our oil and natural gas reserves;

• our ability to identify, complete and integrate acquisitions of properties or businesses;

• general economic, business or industry conditions;

• competition in the oil and natural gas industry;

• the ability of our operators to obtain capital or financing needed for development and exploration operations;

• title defects in the properties in which we invest;

• uncertainties with respect to identified drilling locations and estimates of reserves;

• the availability or cost of rigs, equipment, raw materials, supplies, oilfield services or personnel;

• restrictions on the use of water;

• the availability of transportation facilities;

• the ability of our operators to comply with applicable governmental laws and regulations and to obtain permits and governmental approvals;

• federal and state legislative and regulatory initiatives relating to hydraulic fracturing;

• future operating results;

• exploration and development drilling prospects, inventories, projects and programs;

• operating hazards faced by our operators;

• the ability of our operators to keep pace with technological advancements; and

All forward-looking statements speak only as of the date of this quarterly report. You should not place undue reliance on these forward-looking statements.
These forward-looking statements are subject to a number of risks, uncertainties and assumptions. Moreover, we operate in a very competitive and rapidly
changing environment. New risks emerge from time to time. It is not possible for our management to predict all risks, nor can we assess the impact of all
factors on our business or the extent to which any factor, or combination of factors, may cause actual results to differ materially from those contained in any
forward-looking statements we may make. Although we believe that our plans, intentions and expectations reflected in or suggested by the forward-looking
statements we make in this quarterly report are reasonable, we can give no assurance that these plans, intentions or expectations will be achieved or occur, and
actual results could differ materially and adversely from those anticipated or implied in the forward-looking statements.
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Viper Energy Partners LP

Consolidated Balance Sheets
(Unaudited)

  September 30,  December 31,  
  2014  2013¬  
      

  (In thousands, except unit amounts)  
Assets      

Current assets:      
Cash and cash equivalents  $ 13,504  $ 762  
Royalty income receivable  9,965  9,426  
Other current assets  567  —  

Total current assets  24,036  10,188  
Oil and natural gas interests, based on the full cost method of accounting ($157,249 and $160,302
excluded from depletion at September 30, 2014 and December 31, 2013, respectively)  510,997  448,034  
Accumulated depletion  (24,801)  (5,199)  
  486,196  442,835  

Other assets  35,076  —  

Total assets  $ 545,308  $ 453,023  

Liabilities and Unitholders’ Equity/Members’ Equity      
Current liabilities:      

Accounts payable—related party  $ —  $ 9,779  
Other accrued liabilities  1,789  256  

Total current liabilities  1,789  10,035  
Note payable—related party  —  440,000  

Total liabilities  1,789  450,035  
Commitments and contingencies (Note 11)    
Members’ equity  —  2,988  
Unitholders’ equity:      

General partner  —  —  
Common units (79,700,000 units issued and outstanding as of September 30, 2014)  543,519  —  

Total unitholders’ equity/members’ equity  543,519  2,988  

Total liabilities and unitholders’ equity/members’ equity  $ 545,308  $ 453,023  

      

See accompanying notes to consolidated financial statements.
¬ See Note 1 for information regarding the basis of financial statement presentation.
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Viper Energy Partners LP

Consolidated Statements of Operations
(Unaudited)

      Period From Inception

  Three Months Ended  Nine Months Ended  
(September 18, 2013)

Through
  September 30,  September 30,  December 31,
  2014  2014¬  2013¬

  (In thousands, except per unit amounts)
Royalty income  $ 22,767  $ 55,869  $ 14,987
Costs and expenses:       

Production and ad valorem taxes  1,478  3,791  972
Depletion  7,971  19,602  5,199
General and administrative expenses  1,250  1,535  —
General and administrative expenses—related party  893  1,049  87

Total costs and expenses  11,592  25,977  6,258
Income from operations  11,175  29,892  8,729
Other income (expense)       

Interest expense  (317)  (317)  —
Interest expense—related party, net of capitalized interest  —  (10,755)  (5,741)
Other income  11  11  —

Total other income (expense), net  (306)  (11,061)  (5,741)

Net income  $ 10,869  $ 18,831  $ 2,988

Allocation of net income:       
Net income attributable to the period through June 22,
2014    $ 7,021   
Net income attributable to the period June 23, 2014
through September 30, 2014    11,810   

    $ 18,831   

Net income attributable to common limited partners per
unit:       

Basic  $ 0.14  $ 0.15   
Diluted  $ 0.14  $ 0.15   

Weighted average number of limited partner units outstanding       
Basic  76,618  76,589   
Diluted  77,235  76,659   

       

       

       

See accompanying notes to consolidated financial statements.
¬ See Note 1 for information regarding the basis of financial statement presentation.
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Viper Energy Partners LP

Statement of Consolidated Unitholders’ Equity and Members’ Equity
(Unaudited)

  Limited Partners      
    Predecessor    
    Members’    
  Common  Equity  Total  

  (In thousands)  
Balance at December 31, 2013¬  $ —  $ 2,988  $ 2,988  

Net income attributable to the period through June 22, 2014  —  7,021  7,021  
Contribution of Note Payable to Equity  —  437,115  437,115  
Exchange of Predecessor interests for units (Note 1)  447,124  (447,124)  —  
Net proceeds from the issuance of common units  232,334  —  232,334  
Distribution to Diamondback (Note 1)  (148,760)  —  (148,760)  
Unit-based compensation  1,011  —  1,011  
Net income attributable to the period June 23, 2014 through
September 30, 2014  11,810  —  11,810  

Balance at September 30, 2014  $ 543,519  $ —  $ 543,519  

See accompanying notes to consolidated financial statements.
¬ See Note 1 for information regarding the basis of financial statement presentation.
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Consolidated Statements of Cash Flows
(Unaudited)

    Period From Inception

  Nine Months Ended  
(September 18, 2013)

Through
  September 30,  December 31,
  2014¬  2013¬

  (In thousands)
Cash flows from operating activities:     

Net income  $ 18,831  $ 2,988
Adjustments to reconcile net income to net cash provided by operating activities:     

Depletion  19,602  5,199
Amortization of debt issuance costs  47  —
Unit-based compensation expense  1,011  —

Changes in operating assets and liabilities:     
Royalty income receivable  (539)  (9,426)
Other current assets  (567)  —
Accounts payable—related party  (9,779)  5,828
Accounts payable and other accrued liabilities  1,027  256

Net cash provided by operating activities  29,633  4,845
Cash flows from investing activities:     

Additions to oil and natural gas interests  (5,275)  (4,083)
Acquisition of mineral interests  (57,688)  —
Cost method investment  (33,851)  —

Net cash used in investing activities  (96,814)  (4,083)
Cash flows from financing activities     

Proceeds from borrowings on credit facility  78,000  —
Repayment on credit facility  (78,000)  —
Principal payment on subordinated note  (2,885)  —
Debt issuance costs  (1,272)  —
Proceeds from public offerings  234,546  —
Public offering costs  (1,706)  —
Distribution to Diamondback (Note 1)  (148,760)  —

Net cash provided by financing activities  79,923  —
Net increase in cash  12,742  762
Cash at beginning of period  762  —

Cash and cash equivalents at end of period  $ 13,504  $ 762

Supplemental disclosure of cash flow information:     
Interest paid, net of capitalized interest  $ 16,766  $ —

Supplemental disclosure of non—cash transactions:     
      Mineral interest acquired in exchange for note payable  $ —  $ 440,000

      Note payable converted to equity  $ 437,115  $ —

      Capitalized interest  $ 5,275  $ 3,951

See accompanying notes to consolidated financial statements.
¬ See Note 1 for information regarding the basis of financial statement presentation.
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Viper Energy Partners LP

Notes to Financial Statements
(Unaudited)

1.    ORGANIZATION AND BASIS OF PRESENTATION

Organization
Viper Energy Partners LP (the “Partnership”) is a publicly traded Delaware limited partnership, the common units of which are listed on the NASDAQ Global
Market under the symbol “VNOM”. The Partnership was formed by Diamondback Energy, Inc., a Delaware corporation (together with its subsidiaries,
“Diamondback”), on February 27, 2014 to, among other things, own, acquire and exploit oil and natural gas properties in North America. The Partnership is
currently focused on oil and natural gas properties in the Permian Basin. Unless the context requires otherwise, references to “we,” “us,” “our,” or “the
Partnership” are intended to mean the business and operations of Viper Energy Partners LP and its consolidated subsidiary, Viper Energy Partners LLC (the
“Predecessor”), a Delaware limited liability company.

Prior to the completion on June 23, 2014 of the Partnership’s initial public offering (the “IPO”) of 5,750,000 common units representing limited partner
interests, Diamondback owned all of the general and limited partner interests in the Partnership. On June 23, 2014, the Partnership completed its IPO of
5,750,000 common units representing limited partner interests at a price to the public of $26.00 per common unit, which included 750,000 common units
issued pursuant to an option to purchase additional common units granted to the underwriters on the same terms. We received net proceeds of approximately
$137.2 million from the sale of these common units, net of offering expenses and underwriting discounts and commissions.

In connection with the IPO, Diamondback contributed all of the membership interests in the Predecessor to the Partnership in exchange for 70,450,000
common units, and Viper Energy Partners GP LLC (the “General Partner”), a Delaware limited liability company, maintained its non-economic general
partner interest. In addition, in connection with the closing of the IPO, the Partnership agreed to distribute to Diamondback all cash and cash equivalents and
the royalty income receivable on hand in the aggregate amount of approximately $11.6 million and the net proceeds from the IPO. As of September 30, 2014,
the Partnership had distributed $148.8 million to Diamondback. The contribution of the Predecessor to the Partnership was accounted for as a combination of
entities under common control with assets and liabilities transferred at their carrying amounts in a manner similar to a pooling of interests.

On September 19, 2014, the Partnership completed an underwritten public offering of 3,500,000 common units. The common units were sold to the public at
$28.50 per unit and the Partnership received net proceeds of approximately $95.1 million from the sale of these common units, net of offering expenses and
underwriting discounts and commissions.

As of September 30, 2014, the General Partner held a 100% non-economic general partner interest in the Partnership and Diamondback had an approximate
88% limited partner interest in the Partnership. Diamondback owns and controls the General Partner.

Basis of Presentation

The consolidated results of operations following the completion of the IPO are presented together with the results of operations pertaining to our Predecessor.
The assets of the Predecessor consisted of mineral interests in oil and natural gas properties in the Permian Basin, which were acquired on September 19,
2013. See Note 3—Acquisitions. The contribution of the Predecessor to the Partnership on June 17, 2014 was accounted for as a combination of entities
under common control with assets and liabilities transferred at their carrying amounts in a manner similar to a pooling of interests. The Partnership did not
own any assets prior to June 17, 2014, the date of the contribution agreement by and among Diamondback, the Predecessor, the General Partner and the
Partnership. Prior to the IPO, the Predecessor was a wholly owned subsidiary of Diamondback. For periods prior to June 17, 2014, the accompanying
consolidated financial statements and related notes thereto represent the financial position, results of operations, cash flows and changes in members’ equity
of the Predecessor and, for periods on and after June 17, 2014, the accompanying consolidated financial statements and related notes thereto represent the
financial position, results of operations, cash flows and changes in partners’ equity of the Partnership and its wholly owned subsidiary.

The accompanying consolidated financial statements and related notes thereto were prepared in conformity with accounting principles that are generally
accepted in the United States. All material intercompany balances and transactions are eliminated in consolidation.
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Viper Energy Partners LP

Notes to Financial Statements - (Continued)
(Unaudited)

2.    SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

Certain amounts included in or affecting the Partnership’s financial statements and related disclosures must be estimated by management, requiring certain
assumptions to be made with respect to values or conditions that cannot be known with certainty at the time the financial statements are prepared. These
estimates and assumptions affect the amounts we report for assets and liabilities and our disclosure of contingent assets and liabilities at the date of the
financial statements.

We evaluate these estimates on an ongoing basis, using historical experience, consultation with experts and other methods we consider reasonable in the
particular circumstances. Nevertheless, actual results may differ significantly from the Partnership’s estimates. Any effects on the Partnership’s business,
financial position or results of operations resulting from revisions to these estimates are recorded in the period in which the facts that give rise to the revision
become known. Significant items subject to such estimates and assumptions include estimates of proved oil and natural gas reserves and related present value
estimates of future net cash flows therefrom, the carrying value of oil and natural gas properties and unit–based compensation.

Cash and Cash Equivalents

Cash and cash equivalents include all highly liquid investments purchased with a maturity of three months or less and money market funds. The Partnership
maintains cash and cash equivalents in bank deposit accounts which, at times, may exceed the federally insured limits. The Partnership has not experienced
any significant losses from such investments.

Royalty Income Receivable

Royalty income receivable consist of receivables from oil and natural gas sales delivered to purchasers. Those purchasers remit payment for production to the
operator of the properties and the operator, in turn, remits payment to us. Some of our oil and natural gas properties are contractually operated by
Diamondback. Most payments are received within three months after the production date.

Royalty income receivable are stated at amounts due from operators, net of an allowance for doubtful accounts when we believe collection is doubtful.
Royalty income receivable outstanding longer than the contractual payment terms are considered past due. We determine any allowance by considering a
number of factors, including the length of time royalty income receivable are past due, our previous loss history, the debtor’s current ability to pay its
obligation to us, the condition of the general economy and the industry as a whole. We write off specific royalty income receivable when they become
uncollectible, and payments subsequently received on such receivables are credited to the allowance for doubtful accounts. We determined that an allowance
was unnecessary at both September 30, 2014 and December 31, 2013.

Fair Value of Financial Instruments

Our financial instruments consist of cash and cash equivalents, receivables, payables and, at December 31, 2013, a note payable. The carrying amount of cash
and cash equivalents, receivables and payables approximates fair value because of the short-term nature of the instruments. The note payable was carried at
cost, which approximated fair value based on borrowing rates available to us for bank loans with similar terms and maturities.

Oil and Natural Gas Properties

Oil and natural gas producing activities are accounted for in accordance with the full cost method of accounting. Accordingly, all costs incurred in the
acquisition, exploration and development of proved oil and natural gas properties, including the costs of abandoned properties, dry holes, geophysical costs
and annual lease rentals are capitalized. Sales or other dispositions of oil and natural gas properties are accounted for as adjustments to capitalized costs, with
no gain or loss recorded unless the ratio of cost to proved reserves would significantly change. At September 30, 2014 and December 31, 2013, the
Partnership’s oil and natural gas properties consist solely of mineral interests in oil and natural gas properties.

Depletion of evaluated oil and natural gas properties is computed on the units of production method, whereby capitalized costs are amortized over total
proved reserves. The average depletion rate per barrel equivalent unit of production was $25.57, $27.14 and $27.53 for the three months and nine months
ended September 30, 2014 and for the period from inception (September 18, 2013) to December 31, 2013, respectively. Depletion for oil and gas properties
was $7,971,000, $19,602,000 and $5,199,000 for the three months and nine months ended September 30, 2014 and for the period from inception (September
18, 2013) to December 31, 2013, respectively.
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Viper Energy Partners LP

Notes to Financial Statements - (Continued)
(Unaudited)

Under the full cost method of accounting, the net book value of oil and natural gas properties, may not exceed a calculated “ceiling”. The ceiling limitation is
the estimated future net cash flows from proved oil and natural gas reserves, discounted at 10%. Estimated future net cash flows are calculated using an
unweighted arithmetic average of commodity prices in effect on the first day of each of the previous 12 months, held flat for the life of the production. Any
excess of the net book value of proved oil and natural gas properties over the ceiling is charged to expense. No impairment on proved oil and natural gas
properties was recorded for the three months and nine months ended September 30, 2014 and for the period from inception (September 18, 2013) to
December 31, 2013.

Costs associated with unevaluated properties are excluded from the full cost pool until we have made a determination as to the existence of proved reserves.
We assess all items classified as unevaluated property on an annual basis for possible impairment. We assess properties on an individual basis or as a group if
properties are individually insignificant. The assessment includes consideration of the following factors, among others: intent to drill; remaining lease term;
geological and geophysical evaluations; drilling results and activity; the assignment of proved reserves; and the economic viability of development if proved
reserves are assigned. During any period in which these factors indicate an impairment, the cumulative drilling costs incurred to date for such property and all
or a portion of the associated leasehold costs are transferred to the full cost pool and are then subject to amortization.

Capitalized Interest

We capitalize interest on expenditures made in connection with acquisitions of unproved properties that are not subject to current amortization. Interest is
capitalized only for the period that activities are in progress to bring these properties to their intended use. Capitalized interest cannot exceed gross interest
expense. During the three months ended September 30, 2014, we did not capitalize any interest expense. During the nine months ended September 30, 2014
and for the period from inception (September 18, 2013) to December 31, 2013, we capitalized approximately $5,275,000 and $3,951,000, respectively, of
interest expense.

Debt Issuance Costs

Other assets include capitalized costs of $1,225,000, net of accumulated amortization of $47,000 as of September 30, 2014. We did not have any debt
issuance costs as of December 31, 2013. The costs are associated with our secured revolving credit facility and are being amortized over the term of the
facility.

Royalty Interest and Revenue Recognition

Royalty interest represents the right to receive revenues (oil and natural gas sales), less production and operating taxes and post-production costs. Revenue is
recorded when title passes to the purchaser.

Royalty interest has no rights or obligations to explore, develop or operate the property and does not incur any of the costs of exploration, development and
operation of the property.

Concentrations

We are subject to risk resulting from the concentration of our royalty interest revenues in producing oil and natural gas properties and receivables with several
significant purchasers. For the nine months ended September 30, 2014, two purchasers accounted for more than 10% of royalty interest revenue: Shell
Trading (71%); and Permian Transport & Trading (12%). For the period from inception (September 18, 2013) to December 31, 2013, two purchasers
accounted for more than 10% of royalty interest revenue: Shell Trading (59%); and Permian Transport & Trading (19%). We do not require collateral and do
not believe the loss of any single purchaser would materially impact our operating results, as crude oil and natural gas are fungible products with well-
established markets and numerous purchasers.

Investments

We have an equity interest in a limited partnership that is so minor that we have no influence over partnership operating and financial polices. This interest
was acquired during the three months ended September 30, 2014 and is accounted for under the cost method. Under the cost method, investments are carried
at cost and are adjusted only for other than temporary declines in fair value, certain distributions and additional investments. As of September 30, 2014, the
book value of this investment was $33.9 million, which is included in other assets in the accompanying balance sheets.

7
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Notes to Financial Statements - (Continued)
(Unaudited)

Earnings Per Unit

Earnings per unit applicable to limited partners is computed by dividing limited partners’ interest in net income by the weighted average number of
outstanding common units.

Unit–Based Compensation

Unit–based compensation awards are measured at fair value on the date of grant and are expensed, net of estimated forfeitures, over the required service
period. See Note 8—Unit–Based Compensation.

Income Taxes

The Partnership is organized as a pass-through entity for income tax purposes. As a result, our partners are responsible for federal income taxes on their share
of our taxable income.

We are subject to the Texas margin tax. Any amounts related to operations for 2013 or for the period in 2014 prior to the closing of the IPO on June 23, 2014
will be included in Diamondback’s unitary filing for this tax. Diamondback does not expect any Texas margin tax to be due for the nine months ended
September 30, 2014 or the period from inception (September 18, 2013) through December 31, 2013, so no amount has been provided in the accompanying
financial statements of our Predecessor.

New Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board issued Accounting Standards Update (“ASU”) 2014-09, “Revenue from Contracts with Customers”.
ASU 2014-09 supersedes most of the existing revenue recognition requirements in accounting principles generally accepted in the United States (“GAAP”)
and requires (i) an entity to recognize revenue when it transfers promised goods or services to customers in an amount that reflects the consideration to which
the entity expects to be entitled to in exchange for those goods or services and (ii) requires expanded disclosures regarding the nature, amount, timing, and
certainty of revenue and cash flows from contracts with customers. The standard will be effective for annual and interim reporting periods beginning after
December 15, 2016, with early application not permitted. The standard allows for either full retrospective adoption, meaning the standard is applied to all
periods presented in the financial statements, or modified retrospective adoption, meaning the standard is applied only to the most current period presented.
We are currently evaluating the impact, if any, that the adoption of ASU 2014-09 will have on our financial position, results of operations, and liquidity.

3.    ACQUISITIONS

2014 Activity

During the nine months ended September 30, 2014, the Partnership acquired (i) mineral interests underlying an aggregate of approximately 10,565 gross
(3,461) net acres in the Midland and Delaware basins for approximately $57.7 million and (ii) a minor equity interest in an entity that owns mineral,
overriding royalty, net profits, leasehold and other similar interests for approximately $33.9 million. The equity interest is so minor that we have no influence
over partnership operating and financial polices and is accounted for under the cost method.

2013 Activity

On September 19, 2013, Diamondback completed the acquisition of mineral interests underlying approximately 14,804 gross (12,687 net) acres in Midland
County, Texas in the Permian Basin for $440.0 million. As part of the closing of the acquisition, the mineral interests were conveyed from the previous
owners to the Predecessor. The mineral interests entitle us to receive a 21.4% royalty interest on an acreage weighted basis from this acreage. The acquisition
was accounted for as an acquisition of assets.
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Notes to Financial Statements - (Continued)
(Unaudited)

4.    OIL AND NATURAL GAS INTERESTS

Oil and natural gas interests include the following:

     
  September 30,  December 31,
  2014  2013

  (in thousands)
Oil and natural gas interests:     

Subject to depletion  $ 353,748  $ 287,732
Not subject to depletion—acquisition costs     

Incurred in 2014  52,085  —
Incurred in 2013  105,164  160,302

Total not subject to depletion  157,249  160,302

Gross oil and natural gas interests  510,997  448,034
Less accumulated depletion  (24,801)  (5,199)

Oil and natural gas interests, net  $ 486,196  $ 442,835

Costs associated with unevaluated properties are excluded from the full cost pool until a determination as to the existence of proved reserves is able to be
made. The inclusion of our unevaluated costs into the amortization base is expected to be completed within three to five years.

5.    DEBT

Credit Facility-Wells Fargo Bank

On July 8, 2014, the Partnership entered into a secured revolving credit agreement with Wells Fargo Bank, National Association, or Wells Fargo, as the
administrative agent, sole book runner and lead arranger. The credit agreement, which was amended August 15, 2014 to add additional lenders to the lending
group, provides for a revolving credit facility in the maximum amount of $500.0 million, subject to scheduled semi-annual and other elective collateral
borrowing base redeterminations based on the Partnership’s oil and natural gas reserves and other factors (the “borrowing base”). The borrowing base is
scheduled to be re-determined semi-annually with effective dates of April 1st and October 1st. In addition, the Partnership may request up to three additional
redeterminations of the borrowing base during any 12-month period. As of September 30, 2014, the borrowing base was set at $110.0 million. The
Partnership had no outstanding borrowings as of September 30, 2014.

The outstanding borrowings under the credit agreement bear interest at a rate elected by the Partnership that is equal to an alternative base rate (which is equal
to the greatest of the prime rate, the Federal Funds effective rate plus 0.5% and 3-month LIBOR plus 1.0%) or LIBOR, in each case plus the applicable
margin. The applicable margin ranges from 0.5% to 1.50% in the case of the alternative base rate and from 1.50% to 2.50% in the case of LIBOR, in each
case depending on the amount of the loan outstanding in relation to the borrowing base. The Partnership is obligated to pay a quarterly commitment fee
ranging from 0.375% to 0.500% per year on the unused portion of the borrowing base, which fee is also dependent on the amount of the loan outstanding in
relation to the borrowing base. Loan principal may be optionally repaid from time to time without premium or penalty (other than customary LIBOR
breakage), and is required to be paid (a) if the loan amount exceeds the borrowing base, whether due to a borrowing base redetermination or otherwise (in
some cases subject to a cure period) and (b) at the maturity date of July 8, 2019. The loan is secured by substantially all of the assets of the Partnership and its
subsidiaries.

The credit agreement contains various affirmative, negative and financial maintenance covenants. These covenants, among other things, limit additional
indebtedness, additional liens, sales of assets, mergers and consolidations, dividends and distributions, transactions with affiliates and entering into certain
swap agreements and require the maintenance of the financial ratios described below.
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Financial Covenant   Required Ratio
Ratio of total debt to EBITDAX  Not greater than 4.0 to 1.0
Ratio of current assets to liabilities, as defined in the credit agreement  Not less than 1.0 to 1.0
EBITDAX will be annualized beginning with the quarter ended September 30, 2014 and ending with the quarter ending March 31, 2015

The covenant prohibiting additional indebtedness allows for the issuance of unsecured debt of up to $250.0 million in the form of senior unsecured notes and,
in connection with any such issuance, the reduction of the borrowing base by 25% of the stated principal amount of each such issuance. A borrowing base
reduction in connection with such issuance may require a portion of the outstanding principal of the loan to be repaid.

The lenders may accelerate all of the indebtedness under the Partnership’s revolving credit facility upon the occurrence and during the continuance of any
event of default. The credit agreement contains customary events of default, including non-payment, breach of covenants, materially incorrect representations,
cross-default, bankruptcy and change of control. There are no cure periods for events of default due to non-payment of principal and breaches of negative and
financial covenants, but non-payment of interest and breaches of certain affirmative covenants are subject to customary cure periods.

Subordinated Note

Effective September 19, 2013, the Predecessor issued a subordinated note to Diamondback for the principal sum of $440.0 million for the royalty interest
acquisition discussed in Note 3. In connection with the IPO, the subordinated note was converted to equity. The note bore interest at 7.625% per annum.
Interest was due and payable monthly in arrears on the first business day of each calendar month. The unpaid principal balance and all accrued interest on the
note were due and payable in full on October 1, 2021. Any indebtedness evidenced by this note was subordinate in the right of payment to any indebtedness
outstanding under the Diamondback revolving credit facility. Prior to the completion of the IPO, there was $437.1 million of principal and interest
outstanding under this note. We owed $9.7 million of accrued interest as of December 31, 2013, which is included in accounts payable—related party in the
accompanying balance sheets.

6.    FAIR VALUE MEASUREMENTS

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at
the measurement date. Valuation techniques used to measure fair value must maximize the use of observable inputs and minimize the use of unobservable
inputs.

The fair value hierarchy is based on three levels of inputs, of which the first two are considered observable and the last unobservable, that may be used to
measure fair value. Our assessment of the significance of a particular input to the fair value measurements requires judgment and may affect the valuation of
the assets and liabilities being measured and their placement within the fair value hierarchy. We use appropriate valuation techniques based on available
inputs to measure the fair values of our assets and liabilities.

Level 1 - Observable inputs that reflect unadjusted quoted prices for identical assets or liabilities in active markets as of the reporting date.

Level 2 - Observable market-based inputs or unobservable inputs that are corroborated by market data. These are inputs other than quoted prices in
active markets included in Level 1, which are either directly or indirectly observable as of the reporting date.

Level 3 - Unobservable inputs that are not corroborated by market data and may be used with internally developed methodologies that result in
management’s best estimate of fair value.

Financial assets and liabilities are classified based on the lowest level of input that is significant to the fair value measurement.
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Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis

The following table provides the fair value of financial instruments that are not recorded at fair value in the consolidated financial statements.

  September 30, 2014
  Carrying   
  Amount  Fair Value

  (in thousands)
Debt:     

Revolving credit facility  $ —  $ —

We had no outstanding borrowings as of September 30, 2014. The fair value of the revolving credit facility approximates its carrying value based on
borrowing rates available to us for bank loans with similar terms and maturities and is classified as Level 2 in the fair value hierarchy.

7.    RELATED PARTY TRANSACTIONS

Partnership agreement

In connection with the closing of the IPO, the General Partner and Diamondback entered into the first amended and restated agreement of limited partnership
(the “Partnership Agreement”), dated June 23, 2014.

The Partnership Agreement requires us to reimburse the General Partner for all direct and indirect expenses incurred or paid on our behalf and all other
expenses allocable to us or otherwise incurred by our General Partner in connection with operating our business. The Partnership Agreement does not set a
limit on the amount of expenses for which our General Partner and its affiliates may be reimbursed. These expenses include salary, bonus, incentive
compensation and other amounts paid to persons who perform services for us or on our behalf and expenses allocated to our General Partner by its affiliates.
Our General Partner is entitled to determine the expenses that are allocable to us. For the three months and nine months ended September 30, 2014, we
reimbursed our General Partner $750,000 and $750,000, respectively. At September 30, 2014, we owed our General Partner no amounts.

Advisory Services Agreement

In connection with the closing of the IPO, the Partnership and General Partner entered into an advisory services agreement (the “Advisory Services
Agreement”) with Wexford, dated as of June 23, 2014, under which Wexford provides us and our General Partner with general financial and strategic
advisory services related to our business in return for an annual fee of $500,000, plus reasonable out-of-pocket expenses. The Advisory Services Agreement
has a term of two years commencing on June 23, 2014, and will continue for additional one-year periods unless terminated in writing by either party at least
ten days prior to the expiration of the then current term. It may be terminated at any time by either party upon 30 days prior written notice. In the event we
terminate such agreement, we are obligated to pay all amounts due through the remaining term. In addition, we have agreed to pay Wexford to-be-negotiated
market-based fees approved by the conflict committee of the board of directors of our General Partner for such services as may be provided by Wexford at our
request in connection with future acquisitions and divestitures, financings or other transactions in which we may be involved. The services provided by
Wexford under the Advisory Services Agreement do not extend to our day-to-day business or operations. We have agreed to indemnify Wexford and its
affiliates from any and all losses arising out of or in connection with the Advisory Services Agreement except for losses resulting from Wexford’s or its
affiliates’ gross negligence or willful misconduct. For the three months and nine months ended September 30, 2014, we incurred costs of $143,000 and
$143,000, respectively, under the Advisory Services Agreement. At September 30, 2014, we owed Wexford no amounts.
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Tax Sharing

In connection with the closing of the IPO, the Partnership entered into a tax sharing agreement (the “Tax Sharing Agreement”) with Diamondback pursuant to
which we will reimburse Diamondback for our share of state and local income and other taxes for which our results are included in a combined or
consolidated tax return filed by Diamondback with respect to taxable periods including or beginning on June 23, 2014. The amount of any such
reimbursement is limited to the tax the Partnership would have paid had it not been included in a combined group with Diamondback. Diamondback may use
its tax attributes to cause its combined or consolidated group, of which we may be a member for this purpose, to owe less or no tax. In such a situation, we
would reimburse Diamondback for the tax we would have owed had the tax attributes not been available or used for our benefit, even though Diamondback
had no cash tax expense for that period.

Shared service agreements

Effective September 19, 2013, the Predecessor entered into a shared services agreement with Diamondback E&P LLC, a wholly owned subsidiary of
Diamondback Energy, Inc. This agreement was terminated in connection with the IPO. Under this agreement, Diamondback E&P LLC provided consulting
and administrative services to the Predecessor. The Predecessor incurred a monthly charge for the services of $26,000. For the nine months ended
September 30, 2014 and for the period from inception (September 18, 2013) to December 31, 2013, we incurred costs under this agreement of $156,000 and
$87,000, respectively. At December 31, 2013, the Partnership owed Diamondback E&P LLC $87,000, which is included in accounts payable—related party
in the accompanying balance sheets.

8.    UNIT–BASED COMPENSATION

On June 17, 2014, in connection with the IPO, the Board of Directors of the General Partner adopted the Viper Energy Partners LP Long Term Incentive Plan
(“LTIP”), effective June 17, 2014, for employees, officers, consultants and directors of the General Partner and any of its affiliates, including Diamondback,
who perform services for the Partnership. The LTIP provides for the grant of unit options, unit appreciation rights, restricted units, unit awards, phantom
units, distribution equivalent rights, cash awards, performance awards, other unit-based awards and substitute awards. A total of 9,144,000 common units has
been reserved for issuance pursuant to the LTIP. Common units that are cancelled, forfeited or withheld to satisfy exercise prices or tax withholding
obligations will be available for delivery pursuant to other awards. The LTIP is administered by the Board of Directors of the General Partner or a committee
thereof.

For the three months and nine months ended September 30, 2014, we incurred $883,000 and $1,011,000, respectively of unit–based compensation.

Unit Options

In accordance with the LTIP, the exercise price of unit options granted may not be less than the market value of the common units at the date of grant. The
units issued under the LTIP will consist of new common units of the Partnership. On June 17, 2014, we granted 2,500,000 unit options to our executive
officers of the General Partner. The unit options vest approximately 33% ratably on each of the next three anniversaries of the date of grant. In the event the
fair market value per unit as of the exercise date is less than the exercise price per option unit then the vested options will automatically terminate and become
null and void as of the exercise date.

The fair value of the unit options on the date of grant is expensed over the applicable vesting period. We estimate the fair values of unit options granted using
a Black-Scholes option valuation model, which requires us to make several assumptions. At the time of grant we did not have a history of market prices, thus
the expected volatility was determined using the historical volatility for a peer group of companies. The expected term of options granted was determined
based on the contractual term of the awards. The risk-free interest rate is based on the U.S. treasury yield curve rate for the expected term of the unit option at
the date of grant. The expected dividend yield was based upon projected performance of the Partnership.

  2014  
Grant-date fair value  $ 4.24  
Expected volatility  36.0%  
Expected dividend yield  5.9%  
Expected term (in years)  3.0  
Risk-free rate  0.99%  
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The following table presents the unit option activity under the LTIP for the nine months ended September 30, 2014:

    Weighted Average   
  Unit  Exercise  Remaining  Intrinsic
  Options  Price  Term  Value
      (in years)  (in thousands)
Outstanding at December 31, 2013  —  $ —     

Granted  2,500,000  $ 26.00     

Outstanding at September 30, 2014  2,500,000  $ 26.00  2.72  $ —

Vested and Expected to vest at September
30, 2014  2,500,000  $ 26.00  2.72  $ —

Exercisable at September 30, 2014  —  $ —  —  $ —

As of September 30, 2014, the unrecognized compensation cost related to unvested unit options was $9,589,000. Such cost is expected to be recognized over
a weighted-average period of 2.7 years.

9.    PARTNERS’ CAPITAL AND PARTNERSHIP DISTRIBUTIONS

The Partnership has general partner and common unit partnership interests. The general partner interest is a non-economic interest and is not entitled to any
cash distributions.

At September 30, 2014, the Partnership had a total of 79,700,000 common units issued and outstanding, of which 70,450,000 common units were owned by
Diamondback, representing approximately 88% of the total Partnership units outstanding.

The following table summarizes changes in the number of our common units:

  Common

Diamondback Energy, Inc. ownership of common units  70,450,000
Common units issued in June 23, 2014 IPO  5,750,000
Common units issued in September 19, 2014 public offering  3,500,000

Balance September 30, 2014  79,700,000

The board of directors of our General Partner has adopted a policy for the Partnership to distribute all available cash generated on a quarterly basis, beginning
with the quarter ending September 30, 2014. Our first distribution, however, will include available cash for the period from June 23, 2014, the date of the
close of the IPO, through September 30, 2014. Cash distributions will be made to the common unitholders of record on the applicable record date, generally
within 60 days after the end of each quarter. Available cash for each quarter will be determined by the board of directors of the General Parter following the
end of such quarter. Available cash for each quarter will generally equal Adjusted EBITDA reduced for cash needed for debt service and other contractual
obligations and fixed charges and reserves for future operating or capital needs that the board of directors of our General Partner deems necessary or
appropriate, if any.

10.    EARNINGS PER UNIT

The net income per common unit on the consolidated statements of operations is based on the net income of the Partnership after the closing of its IPO on
June 23, 2014 through September 30, 2014, since this is the amount of net income that is attributable to the Partnership’s common units.

The Partnership’s net income is allocated wholly to the common units as the General Partner does not have an economic interest.
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Basic and diluted net income per common unit is calculated by dividing net income by the weighted-average number of common units outstanding during the
period.

   Three Months Ended  Nine Months Ended
   September 30,  September 30,
   2014  2014¬

   (In thousands, except per unit amounts)
Net income  $ 10,869  $ 11,810
Net income per common unit, basic  $ 0.14  $ 0.15
Net income per common unit, diluted  $ 0.14  $ 0.15
Weighted-average common units outstanding, basic  76,618  76,588
Weighted-average common units outstanding, diluted  77,235  76,659

¬ Net income attributable to the period June 23, 2014 through September 30, 2014
      

11.    COMMITMENTS AND CONTINGENCIES

We could be subject to various possible loss contingencies which arise primarily from interpretation of federal and state laws and regulations affecting the
natural gas and crude oil industry. Such contingencies include differing interpretations as to the prices at which natural gas and crude oil sales may be made,
the prices at which royalty owners may be paid for production from their leases, environmental issues and other matters. Management believes it has
complied with the various laws and regulations, administrative rulings and interpretations.

12.    SUBSEQUENT EVENTS

On November 4, 2014, the Board of Directors of our General Partner approved a cash distribution attributable to the period from June 23, 2014 through
September 30, 2014 of $0.25 per unit, payable on November 28, 2014, to unitholders of record at the close of business on November 21, 2014.
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ITEM 2.         MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjunction with our unaudited consolidated financial statements and notes thereto presented in this
Quarterly Report on Form 10–Q as well as our audited consolidated financial statements and notes thereto included in our final prospectus dated June 17,
2014 and filed with the SEC pursuant to Rule 424(b) under the Securities Act, on June 18, 2014. The following discussion contains “forward-looking
statements” that reflect our future plans, estimates, beliefs, and expected performance. Actual results and the timing of events may differ materially from those
contained in these forward-looking statements due to a number of factors. See “Part II, Item 1A. Risk Factors” and “Cautionary Statement Regarding
Forward-Looking Statements.”

Overview

We are a publicly traded Delaware limited partnership, formed by Diamondback on February 27, 2014 to, among other things, own, acquire and
exploit oil and natural gas properties in North America. The Partnership is currently focused on oil and natural gas properties in the Permian Basin. As of
September 30, 2014, the General Partner held a 100% non-economic general partner interest in the Partnership, and Diamondback had an approximate 88%
limited partner interest in the Partnership. Diamondback also owns and controls the General Partner.

Recent Developments

Public Offerings

Prior to the completion on June 23, 2014 of our IPO of 5,750,000 common units representing limited partner interests, Diamondback owned all of
the general and limited partner interests in the Partnership. On June 23, 2014, we completed our IPO of 5,750,000 common units representing limited partner
interests at a price to the public of $26.00 per common unit, which included 750,000 common units issued pursuant to an option to purchase additional
common units granted to the underwriters on the same terms. We received net proceeds of approximately $137.2 million from the sale of these common units,
net of offering expenses and underwriting discounts and commissions.

In connection with the IPO, Diamondback contributed all of the membership interests in the Predecessor to the Partnership in exchange for
70,450,000 common units. Furthermore, in exchange for the contribution of the Predecessor, the Partnership agreed to distribute the net proceeds from the
IPO and all cash and the royalty income receivable on hand at the time of the IPO to Diamondback. The Partnership distributed $148.8 million to
Diamondback as of September 30, 2014, representing the net proceeds of the IPO and the royalty income receivable on hand at the time of the IPO. The
contribution of the Predecessor to us was accounted for as a combination of entities under common control with assets and liabilities transferred at their
carrying amounts in a manner similar to a pooling of interests.

On September 19, 2014, the Partnership completed an underwritten public offering of 3,500,000 common units. The common units were sold to the
public at $28.50 per unit and the Partnership received net proceeds of approximately $95.1 million from the sale of these common units, net of offering
expenses and underwriting discounts and commissions.

Sources of Our Revenue

Our revenues are derived from royalty payments we receive from our operators based on the sale of oil and natural gas production, as well as the sale
of natural gas liquids that are extracted from natural gas during processing. For each of the three months and the nine months ended September 30, 2014, our
revenues were derived 91% from oil sales, 6% from natural gas liquid sales and 3% from natural gas sales. For the period from inception (September 18,
2013) through December 31, 2013, our revenues were derived 93% from oil sales, 5% from natural gas liquid sales and 2% from natural gas sales. As a result,
our revenues are more sensitive to fluctuations in oil prices than they are to fluctuations in natural gas liquids or natural gas prices. Our revenues may vary
significantly from period to period as a result of changes in volumes of production sold or changes in commodity prices. Oil, natural gas liquids and natural
gas prices have historically been volatile. During 2013, West Texas Intermediate posted prices ranged from $86.65 to $110.62 per Bbl and the Henry Hub spot
market price of natural gas ranged from $3.08 to $4.52 per MMBtu. On December 31, 2013, the West Texas Intermediate posted price for crude oil was
$98.17 per Bbl and the Henry Hub spot market price of natural gas was $4.31 per MMBtu. Over the past several months, oil prices have declined from over
$105.00 per Bbl in June 2014 to below $80.00 per Bbl in October 2014 due in large part to increasing supplies and weakening demand growth. Lower prices
may not only decrease our revenues, but also potentially the amount of oil and natural gas that our operators can produce economically. Lower oil and natural
gas prices may also result in a reduction in the borrowing base under our revolving credit facility, which may be determined at the discretion of our lenders.
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Principal Components of Our Cost Structure

Production and Ad Valorem Taxes

Production taxes are paid on produced oil and natural gas based on a percentage of revenues from products sold at fixed rates established by federal,
state or local taxing authorities. Where available, we benefit from tax credits and exemptions in our various taxing jurisdictions. We are also subject to ad
valorem taxes in the counties where our production is located. Ad valorem taxes are generally based on the valuation of our oil and gas properties.

General and Administrative

In connection with the closing of the IPO, the General Partner and Diamondback entered into the first amended and restated agreement of limited
partnership, dated June 23, 2014. The Partnership Agreement requires us to reimburse the General Partner for all direct and indirect expenses incurred or paid
on our behalf and all other expenses allocable to us or otherwise incurred by our General Partner in connection with operating our business. The Partnership
Agreement does not set a limit on the amount of expenses for which our General Partner and its affiliates may be reimbursed. These expenses include salary,
bonus, incentive compensation and other amounts paid to persons who perform services for us or on our behalf and expenses allocated to our General Partner
by its affiliates. Our General Partner is entitled to determine the expenses that are allocable to us.

In connection with the closing of the IPO, we and our General Partner entered into an advisory services agreement with Wexford, our advisory
services agreement, pursuant to which Wexford provides general financial and strategic advisory services to us and our General Partner in exchange for a
$500,000 annual fee and certain expense reimbursement.

The Predecessor incurred costs for overhead, including the cost of management, operating and administrative services provided under the shared
services agreement with Diamondback E&P LLC, a wholly owned subsidiary of Diamondback Energy, Inc., audit and other fees for professional services and
legal compliance. In connection with the closing of the IPO, the shared services agreement with Diamondback E&P LLC was terminated.

Depreciation, Depletion and Amortization

Under the full cost accounting method, we capitalize costs within a cost center and then systematically expense those costs on a units of production
basis based on proved oil and natural gas reserve quantities. We calculate depletion on all capitalized costs, other than the cost of investments in unproved
properties and major development projects for which proved reserves cannot yet be assigned, less accumulated amortization.

Income Tax Expense

The Partnership is organized as a pass-through entity for income tax purposes. As a result, our partners are responsible for federal income taxes on
their share of our taxable income.

We are subject to the Texas margin tax. Any amounts related to operations for 2013 or for the period in 2014 prior to the closing of the IPO on June
23, 2014 will be included in Diamondback’s unitary filing for this tax. Diamondback does not expect any Texas margin tax to be due for the nine months
ended September 30, 2014 or the period from inception (September 18, 2013) through December 31, 2013, so no amount has been provided in the
accompanying financial statements of our Predecessor.

Results of Operations

Results Presented and Factors Affecting the Comparability of Our Results to the Historical Financial Results of The Predecessor

The Partnership was formed on February 27, 2014 and did not own any assets prior to the contribution of the Predecessor to the Partnership on June
17, 2014. The assets of the Predecessor consisted of mineral interests in oil and natural gas properties in the Permian Basin, which were acquired on
September 19, 2013. See Note 3—Acquisitions, to our accompanying unaudited consolidated financial statements. The contribution of the Predecessor to the
Partnership on June 17, 2014 was accounted for as a combination of entities under common control with assets and liabilities transferred at their carrying
amounts in a manner similar to a pooling of interests. Therefore, the financial and operating data below represent the Predecessor’s operations for periods
prior to June 17, 2014 and, for periods on and after June 17, 2014, the financial and operating data represent the combination of the Predecessor and the
Partnership’s operations.
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Our results of operations and our future results of operations may not be comparable to the historical results of operations of our Predecessor for the
periods presented, primarily for the reasons described below:

Long-Term Debt

• In connection with the closing of the IPO, the subordinated note was converted to equity; therefore, we no longer have the note payable and related
interest expense.

• On July 8, 2014, the Partnership entered into a secured revolving credit agreement with Wells Fargo Bank, National Association, or Wells Fargo, as
the administrative agent, sole book runner and lead arranger. The credit agreement provides for a revolving credit facility in the maximum amount of
$500.0 million, subject to scheduled semi-annual and other elective collateral borrowing base redeterminations based on the Partnership’s oil and
natural gas reserves and other factors (the “borrowing base”). The borrowing base is scheduled to be redetermined semi-annually with effective dates
of April 1st and October 1st. In addition, the Partnership may request up to three additional redeterminations of the borrowing base during any 12-
month period. As of September 30, 2014, the borrowing base was set at $110.0 million. The Partnership had no outstanding borrowings as of
September 30, 2014.

General and Administrative

• We anticipate incurring incremental general and administrative expenses of approximately $2.5 million annually as a result of being a publicly traded
partnership, consisting of expenses associated with SEC reporting requirements, including annual and quarterly reports to unitholders, tax return and
Schedule K-1 preparation and distribution, Sarbanes-Oxley Act compliance, NASDAQ Global Select Market listing, independent auditor fees, legal
fees, investor relations activities, registrar and transfer agent fees, director and officer insurance and director compensation.

• The Partnership Agreement requires us to reimburse the General Partner for all direct and indirect expenses incurred or paid on our behalf and all
other expenses allocable to us or otherwise incurred by our General Partner in connection with operating our business. The Partnership Agreement
does not set a limit on the amount of expenses for which our General Partner and its affiliates may be reimbursed. These expenses include salary,
bonus, incentive compensation and other amounts paid to persons who perform services for us or on our behalf and expenses allocated to our General
Partner by its affiliates. Our General Partner is entitled to determine the expenses that are allocable to us.

• On June 17, 2014, under the Long Term Incentive Plan, or LTIP, adopted in connection with the IPO, the Partnership granted awards of an aggregate
of 2,500,000 unit options under the LTIP to executive officers of the General Partner.

• In connection with the closing of the IPO, we and our General Partner entered into an advisory services agreement with Wexford pursuant to which
Wexford provides general financial and strategic advisory services to us and our General Partner in exchange for a $500,000 annual fee and certain
expense reimbursement.

• In connection with the closing of the IPO, we entered into a tax sharing agreement with Diamondback pursuant to which we will reimburse
Diamondback for our share of state and local income and other taxes for which our results are included in a combined or consolidated tax return filed
by Diamondback with respect to taxable periods including or beginning on June 23, 2014. The amount of any such reimbursement is limited to the tax
the Partnership would have paid had it not been included in a combined group with Diamondback. Diamondback may use its tax attributes to cause its
combined or consolidated group, of which we may be a member for this purpose, to owe less or no tax. In such a situation, we would reimburse
Diamondback for the tax we would have owed had the tax attributes not been available or used for our benefit, even though Diamondback had no cash
tax expense for that period.
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The following table summarizes our revenue and expenses and production data for the periods indicated.

      Period From Inception

  Three Months Ended  Nine Months Ended  
(September 18, 2013)

Through
  September 30,  September 30,  December 31,
  2014  2014  2013

  (unaudited, in thousands, except production data)
Operating Results:       
Royalty income  $ 22,767  $ 55,869  $ 14,987
Costs and expenses:       

Production and ad valorem taxes  1,478  3,791  972
Depletion  7,971  19,602  5,199
General and administrative expenses  1,250  1,535  —
General and administrative expenses—related party  893  1,049  87

Total costs and expenses  11,592  25,977  6,258
Income from operations  11,175  29,892  8,729
Other income (expense)       

Interest expense  (317)  (317)  —
Interest expense—related party, net of capitalized
interest  —  (10,755)  (5,741)
Other income  11  11  —

Total other income (expense), net  (306)  (11,061)  (5,741)
Net income  $ 10,869  $ 18,831  $ 2,988

Allocation of net income:       
Net income attributable to the period through June
22, 2014    $ 7,021   
Net income attributable to the period June 23, 2014
through September 30, 2014    11,810   

    $ 18,831   

Production Data:       
Oil (Bbls)  233,971  553,675  150,815
Natural gas (Mcf)  199,877  438,909  108,264
Natural gas liquids (Bbls)  42,410  99,213  19,971
Combined volumes (BOE)  309,694  726,040  188,830
Daily combined volumes (BOE/d)  3,366  2,659  1,798
% Oil  75%  76%  80%

Royalty Income

Our royalty income for the three months and nine months ended September 30, 2014 was $22,767,000 and $55,869,000, respectively. For the period
from inception (September 18, 2013) to December 31, 2013 our royalty income was $14,987,000.

Our revenues are a function of oil, natural gas liquids and natural gas production volumes sold and average prices received for those volumes. Our
operators received an average of $88.69 and $92.06 per Bbl of oil, $28.37 and $30.17 per Bbl of natural gas liquids and $4.07 and $4.34 per Mcf of natural
gas for the volumes sold for the three months and nine months ended September 30, 2014, respectively. Our operators received an average of $92.07 per Bbl
of oil, $35.32 per Bbl of natural gas liquids and $3.67 per Mcf of natural gas for the volumes sold for the period from inception (September 18, 2013) to
December 31, 2013.
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General and Administrative Expenses

The general and administrative expenses primarily reflect the amounts reimbursed to our General Partner under our Partnership Agreement, unit-
based compensation and amounts incurred under our advisory services agreement. For the three months and nine months ended September 30, 2014, we
incurred general and administrative expenses of $2,143,000 and $2,584,000, respectively. For the period from inception (September 18, 2013) to
December 31, 2013, we incurred general and administrative expenses of $87,000.

Net Interest Expense

The net interest expense for the three months ended September 30, 2014 reflects the interest incurred under the secured revolving credit agreement.
The net interest expense for the nine months ended September 30, 2014 and for the period from inception (September 18, 2013) through December 31, 2013
primarily relates to interest incurred under the subordinate note of the Predecessor. Net interest expense for the three months and nine months ended
September 30, 2014 was $317,000 and $11,072,000, respectively. For the period from inception (September 18, 2013) through December 31, 2013 net
interest expense was $5,741,000.

Adjusted EBITDA
    
Adjusted EBITDA is used as a supplemental non-GAAP financial measure by management and external users of our financial statements, such as

industry analysts, investors, lenders and rating agencies. We believe Adjusted EBITDA is useful because it allows us to more effectively evaluate our
operating performance and compare the results of our operations period to period without regard to our financing methods or capital structure. In addition,
management uses Adjusted EBITDA to evaluate cash flow available to pay distributions to our unitholders.

We define Adjusted EBITDA as net income (loss) plus interest expense, net of capitalized interest, non-cash unit-based compensation and depletion
expense. Adjusted EBITDA is not a measure of the income (loss) as determined by United States’ generally accepted accounting principles, or GAAP. We
exclude the items listed above from net income (loss) in arriving at Adjusted EBITDA because these amounts can vary substantially from company to
company within our industry depending upon accounting methods and book values of assets, capital structures and the method by which the assets were
acquired. Certain items excluded from Adjusted EBITDA are significant components in understanding and assessing a company’s financial performance,
such as a company’s cost of capital and tax structure, as well as historic costs of depreciable assets, none of which are components of Adjusted EBITDA.

Adjusted EBITDA should not be considered an alternative to net income, royalty income, cash flow from operating activities or any other measure
of financial performance or liquidity presented in accordance with GAAP. Our computations of Adjusted EBITDA may not be comparable to other similarly
titled measures of other companies.

The following table presents a reconciliation of Adjusted EBITDA to net income, our most directly comparable GAAP financial measure for the
periods indicated.

      Period From Inception

  Three Months Ended  Nine Months Ended  
(September 18, 2013)

Through
  September 30,  September 30,  December 31,
  2014  2014  2013
  
  (unaudited, in thousands)
Net Income  $ 10,869  $ 18,831  $ 2,988

Interest expense, net of capitalized interest  317  317  —
Interest expense—related party, net of capitalized
interest  —  10,755  5,741
Unit-based compensation expense  883  1,011  —
Depletion  7,971  19,602  5,199

Adjusted EBITDA  $ 20,040  $ 50,516  $ 13,928
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Liquidity and Capital Resources

Overview

We expect our primary sources of liquidity will be cash flows from operations and equity and debt financings, including borrowings under our
revolving credit facility, and our primary uses of cash will be for paying distributions to our unitholders and for replacement and growth capital expenditures,
including the acquisition, development and exploration of oil and natural gas properties.

Our partnership agreement does not require us to distribute any of the cash we generate from operations. We believe, however, that it will be in the
best interests of our unitholders if we distribute a substantial portion of the cash we generate from operations. The board of directors of our General Partner
will adopt a policy to distribute an amount equal to the available cash we generate each quarter to our unitholders. Our first distribution, however, will include
available cash for the period from June 23, 2014, the date of the closing of the IPO, through September 30, 2014. Cash distributions will be made to the
common unitholders of record on the applicable record date, generally within 60 days after the end of each quarter. Available cash for each quarter will be
determined by the board of directors of our General Parter following the end of such quarter. Available cash for each quarter will generally equal Adjusted
EBITDA reduced for cash needed for debt service and other contractual obligations and fixed charges and reserves for future operating or capital needs that
the board of directors of our General Partner deems necessary or appropriate, if any.

Our Credit Agreement

On July 8, 2014, we entered into a $500.0 million secured revolving credit agreement with Wells Fargo as the administrative agent, sole book runner
and lead arranger. The credit agreement, which was amended August 15, 2014 to add additional lenders to the lending group, matures on July 8, 2019. As of
September 30, 2014, the borrowing base was set at $110.0 million. We had no outstanding borrowings as of September 30, 2014.

The outstanding borrowings under the credit agreement bear interest at a rate elected by us that is equal to an alternative base rate (which is equal to
the greatest of the prime rate, the Federal Funds effective rate plus 0.5% and 3-month LIBOR plus 1.0%) or LIBOR, in each case plus the applicable margin.
The applicable margin ranges from 0.5% to 1.50% in the case of the alternative base rate and from 1.50% to 2.50% in the case of LIBOR, in each case
depending on the amount of the loan outstanding in relation to the borrowing base. We are obligated to pay a quarterly commitment fee ranging from 0.375%
to 0.500% per year on the unused portion of the borrowing base, which fee is also dependent on the amount of the loan outstanding in relation to the
borrowing base. Loan principal may be optionally repaid from time to time without premium or penalty (other than customary LIBOR breakage), and is
required to be paid (a) if the loan amount exceeds the borrowing base, whether due to a borrowing base redetermination or otherwise (in some cases subject to
a cure period) and (b) at the maturity date of July 8, 2019. The loan is secured by substantially all of the assets of the Partnership and its subsidiaries.

The credit agreement contains various affirmative, negative and financial maintenance covenants. These covenants, among other things, limit
additional indebtedness, additional liens, sales of assets, mergers and consolidations, dividends and distributions, transactions with affiliates and entering into
certain swap agreements and require the maintenance of the financial ratios described below.

Financial Covenant   Required Ratio
Ratio of total debt to EBITDAX  Not greater than 4.0 to 1.0
Ratio of current assets to liabilities, as defined in the credit agreement  Not less than 1.0 to 1.0
EBITDAX will be annualized beginning with the quarter ended September 30, 2014 and ending with the quarter ending March 31, 2015

The covenant prohibiting additional indebtedness allows for the issuance of unsecured debt of up to $250.0 million in the form of senior unsecured
notes and, in connection with any such issuance, the reduction of the borrowing base by 25% of the stated principal amount of each such issuance. A
borrowing base reduction in connection with such issuance may require a portion of the outstanding principal of the loan to be repaid.

The lenders may accelerate all of the indebtedness under the Partnership’s revolving credit facility upon the occurrence and during the continuance
of any event of default. The credit agreement contains customary events of default, including non-payment, breach of covenants, materially incorrect
representations, cross-default, bankruptcy and change of control. There are no cure periods for events of default due to non-payment of principal and breaches
of negative and financial covenants, but non-payment of interest and breaches of certain affirmative covenants are subject to customary cure periods.
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Cash Flows

The following table presents our cash flows for the period indicated.

    Period From Inception

  Nine Months Ended  
(September 18, 2013)

Through
  September 30,  December 31,
  2014  2013

  (in thousands)
Cash Flow Data:     
Cash flows provided by operating activities  $ 29,633  $ 4,845
Cash flows used in investing activities  (96,814)  (4,083)
Cash flows provided by financing activities  79,923  —
Net increase in cash  $ 12,742  $ 762

Operating Activities

Our operating cash flow is sensitive to many variables, the most significant of which is the volatility of prices for oil and natural gas. Prices for these
commodities are determined primarily by prevailing market conditions. Regional and worldwide economic activity, weather and other substantially variable
factors influence market conditions for these products. These factors are beyond our control and are difficult to predict.

Investing Activities

The purchase of oil and natural gas interests accounted for the majority of our cash outlays for investing activities. We used cash for investing
activities of $96.8 million and $4.1 million during the nine months ended September 30, 2014 and the period from inception (September 18, 2013) to
December 31, 2013, respectively.

During the nine months ended September 30, 2014, we spent approximately $57.7 million on acquisitions of mineral interests underlying
approximately 10,565 gross (3,461) net acres in the Midland and Delaware basins and approximately $33.9 million for a minor equity interest in an entity that
owns mineral, overriding royalty, net profits, leasehold and other similar interests.

Financing Activities

Net cash provided by financing activities of $79.9 million during the nine months ended September 30, 2014 primarily relates to our equity
offerings. From the sale of common units in our IPO and the September 19, 2014 equity offering, we received net proceeds of approximately $232.8 million,
net of offering expenses and underwriting discounts and commissions. In connection with the closing of the IPO, the Partnership agreed to distribute to
Diamondback the net proceeds from the IPO and all cash and cash equivalents and the royalty income receivable on hand in the aggregate amount of
approximately $11.6 million. As of September 30, 2014, the Partnership had distributed $148.8 million to Diamondback. We used a portion of the net
proceeds from our September 19, 2014 equity offering to repay borrowings under our credit agreement of $78.0 million. We did not use any cash for
financing activities during the period from inception (September 18, 2013) to December 31, 2013.

Contractual Obligations

We did not have any material contractual obligations and other commitments as of September 30, 2014.

Critical Accounting Policies

The discussion and analysis of our financial condition and results of operations are based upon our consolidated financial statements, which have
been prepared in accordance with GAAP. Below, we have provided expanded discussion of our more significant accounting policies, estimates and
judgments. We believe these accounting policies reflect our more

21



Table of Contents

significant estimates and assumptions used in preparation of our financial statements. See the notes to our consolidated financial statements included
elsewhere in this quarterly report for additional information regarding these accounting policies.

Use of Estimates

Certain amounts included in or affecting our consolidated financial statements and related disclosures must be estimated by our management,
requiring certain assumptions to be made with respect to values or conditions that cannot be known with certainty at the time the consolidated financial
statements are prepared. These estimates and assumptions affect the amounts we report for assets and liabilities and our disclosure of contingent assets and
liabilities at the date of the consolidated financial statements. Actual results could differ from those estimates.

We evaluate these estimates on an ongoing basis, using historical experience, consultation with experts and other methods we consider reasonable in
the particular circumstances. Nevertheless, actual results may differ significantly from our estimates. Any effects on our business, financial position or results
of operations resulting from revisions to these estimates are recorded in the period in which the facts that give rise to the revision become known. Significant
items subject to such estimates and assumptions include estimates of proved oil and gas reserves and related present value estimates of future net cash flows
therefrom, the carrying value of oil and natural gas properties and unit–based compensation.

Method of Accounting for Oil and Natural Gas Properties

We account for oil and natural gas producing activities using the full cost method of accounting. Accordingly, all costs incurred in the acquisition,
exploration and development of proved oil and natural gas properties, including the costs of abandoned properties, dry holes, geophysical costs and annual
lease rentals are capitalized. Sales or other dispositions of oil and natural gas properties are accounted for as adjustments to capitalized costs, with no gain or
loss recorded unless the ratio of cost to proved reserves would significantly change.

Depletion of evaluated oil and natural gas properties is computed on the units of production method, whereby capitalized costs plus estimated future
development costs are amortized over total proved reserves.

Costs associated with unevaluated properties are excluded from the full cost pool until we have made a determination as to the existence of proved
reserves. We assess all items classified as unevaluated property on an annual basis for possible impairment. We assess properties on an individual basis or as a
group if properties are individually insignificant. The assessment includes consideration of the following factors, among others: intent to drill; remaining lease
term; geological and geophysical evaluations; drilling results and activity; the assignment of proved reserves; and the economic viability of development if
proved reserves are assigned. During any period in which these factors indicate an impairment, the cumulative drilling costs incurred to date for such property
and all or a portion of the associated leasehold costs are transferred to the full cost pool and are then subject to amortization.

Oil and Natural Gas Reserve Quantities and Standardized Measure of Future Net Revenue

Our independent engineers and technical staff prepare our estimates of oil and natural gas reserves and associated future net revenues. The SEC has
defined proved reserves as the estimated quantities of oil and gas which geological and engineering data demonstrate with reasonable certainty to be
recoverable in future years from known reservoirs under existing economic and operating conditions. The process of estimating oil and gas reserves is
complex, requiring significant decisions in the evaluation of available geological, geophysical, engineering and economic data. The data for a given property
may also change substantially over time as a result of numerous factors, including additional development activity, evolving production history and a
continual reassessment of the viability of production under changing economic conditions. As a result, material revisions to existing reserve estimates occur
from time to time. Although every reasonable effort is made to ensure that reserve estimates reported represent the most accurate assessments possible, the
subjective decisions and variances in available data for various properties increase the likelihood of significant changes in these estimates. If such changes are
material, they could significantly affect future amortization of capitalized costs and result in impairment of assets that may be material.

There are numerous uncertainties inherent in estimating quantities of proved oil and natural gas reserves. Oil and natural gas reserve engineering is a
subjective process of estimating underground accumulations of oil and natural gas that cannot be precisely measured and the accuracy of any reserve estimate
is a function of the quality of available data and of engineering and geological interpretation and judgment. Results of drilling, testing and production
subsequent to the date of the estimate may justify revision of such estimate. Accordingly, reserve estimates are often different from the quantities of oil and
natural gas that are ultimately recovered.
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Royalty Interest and Revenue Recognition

Royalty interests represent the right to receive revenues (oil and natural gas sales), less production and operating taxes and post-production costs.
Revenue is recorded when title passes to the purchaser.

Holders of royalty interests have no rights or obligations to explore, develop or operate the property and do not incur any of the costs of exploration,
development and operation of the property.

Impairment

The net capitalized costs of proved oil and natural gas properties are subject to a full cost ceiling limitation in which the costs are not allowed to
exceed their related estimated future net revenues discounted at 10%. To the extent capitalized costs of evaluated oil and natural gas properties, net of
accumulated depreciation, depletion, amortization, impairment and deferred income taxes exceed the discounted future net revenues of proved oil and natural
gas reserves, less any related income tax effects, the excess capitalized costs are charged to expense. In calculating future net revenues, prices are calculated
as the average oil and gas prices during the preceding 12-month period prior to the end of the current reporting period, determined as the unweighted
arithmetic average first-day-of-the-month prices for the prior 12-month period and costs used are those as of the end of the appropriate quarterly period.

Accounting for Unit-Based Compensation

Unit-based compensation grants are measured at their grant date fair value and related compensation cost is recognized over the vesting period of the
grant. The LTIP and related accounting policies are defined and described more fully in Note 8—Unit Based Compensation to our accompanying unaudited
consolidated financial statements. The determination of the fair value of an award requires significant estimates and subjective judgments regarding, among
other things, the appropriate option pricing model, the expected life of the award and forfeiture rate assumptions. Estimates of the fair value of unit options
granted during the nine months ended September 30, 2014, were completed using a Black-Scholes option valuation model, which requires us to make several
assumptions.

Off-Balance Sheet Arrangements

We currently have no off-balance sheet arrangements.

ITEM 3.         QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

Commodity Price Risk

Our major market risk exposure is in the pricing applicable to the oil and natural gas production of our operators. Realized pricing is primarily driven by
the prevailing worldwide price for crude oil and spot market prices applicable to our natural gas production. Pricing for oil and natural gas production has
been volatile and unpredictable for several years, and we expect this volatility to continue in the future. The prices that our operators receive for production
depend on many factors outside of our or their control.

Credit Risk

We are subject to risk resulting from the concentration of royalty interest revenues in producing oil and natural gas properties and receivables with
several significant purchasers. For the nine months ended September 30, 2014, two purchasers accounted for more than 10% of royalty interest revenue: Shell
Trading (71%); and Permian Transport & Trading (12%). For the period from inception (September 18, 2013) to December 31, 2013, two purchasers
accounted for more than 10% of royalty interest revenue: Shell Trading (59%); and Permian Transport & Trading (19%). We do not require collateral and do
not believe the loss of any single purchaser would materially impact our operating results, as crude oil and natural gas are fungible products with well-
established markets and numerous purchasers.

Interest Rate Risk

We are subject to market risk exposure related to changes in interest rates on our indebtedness under our revolving credit facility. The terms of our
revolving credit facility provide for interest on borrowings at a floating rate equal to an alternative base rate (which is equal to the greatest of the prime rate,
the Federal Funds effective rate plus 0.5% and 3-month LIBOR plus 1.0%) or LIBOR, in each case plus the applicable margin. The applicable margin ranges
from 0.5% to 1.50% in
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the case of the alternative base rate and from 1.50% to 2.50% in the case of LIBOR, in each case depending on the amount of the loan outstanding in relation
to the borrowing base. We entered into this revolving credit facility on July 8, 2014, and as of September 30, 2014, we had no outstanding borrowings. On
September 18, 2014, the last date on which borrowings were outstanding under our revolving credit facility, such borrowings bore interest at a weighted
average rate of 2.16% An increase or decrease of 1% in the interest rate would have a corresponding decrease or increase in our interest expense of
approximately $780,000 based on the $78.0 million outstanding in the aggregate under our revolving credit facility on September 18, 2014.

ITEM 4.         CONTROLS AND PROCEDURES

Evaluation of Disclosure Control and Procedures. Under the direction of our Chief Executive Officer and Chief Financial Officer of our General
Partner, we have established disclosure controls and procedures, as defined in Rule 13a-15(e) and 15d-15(e) under the Exchange Act, that are designed to
ensure that information required to be disclosed by us in the reports that we file or submit under the Exchange Act is recorded, processed, summarized and
reported within the time periods specified in the SEC’s rules and forms. The disclosure controls and procedures are also intended to ensure that such
information is accumulated and communicated to management, including our Chief Executive Officer and Chief Financial Officer of our General Partner, as
appropriate to allow timely decisions regarding required disclosures. In designing and evaluating the disclosure controls and procedures, management
recognizes that any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the desired
control objectives. In addition, the design of disclosure controls and procedures must reflect the fact that there are resource constraints and that management is
required to apply judgment in evaluating the benefits of possible controls and procedures relative to their costs.

As of September 30, 2014, an evaluation was performed under the supervision and with the participation of management, including our Chief
Executive Officer and Chief Financial Officer of our General Partner, of the effectiveness of the design and operation of our disclosure controls and
procedures pursuant to Rule 13a-15(b) under the Exchange Act. Based upon the evaluation, our Chief Executive Officer and Chief Financial Officer of our
General Partner have concluded that as of September 30, 2014, our disclosure controls and procedures are effective.

Changes in Internal Control over Financial Reporting. There have not been any changes in our internal control over financial reporting that occurred
during the quarter ended September 30, 2014 that have materially affected, or are reasonably likely to materially affect, internal controls over financial
reporting.

PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS.

Due to the nature of our business, we are, from time to time, involved in routine litigation or subject to disputes or claims related to our business
activities. In the opinion of our management, none of the pending litigation, disputes or claims against us, if decided adversely, will have a material adverse
effect on our financial condition, cash flows or results of operations.

ITEM 1A. RISK FACTORS.

Our business faces many risks. Any of the risks discussed in this Form 10-Q and our other SEC filings could have a material impact on our business, financial
position or results of operations. Additional risks and uncertainties not presently known to us or that we currently believe to be immaterial may also impair
our business operations.

In addition to the information set forth in this Form 10–Q, you should carefully consider the risk factors discussed in our final prospectus dated June 17, 2014
and filed with the SEC pursuant to Rule 424(b) under the Securities Act on June 18, 2014. There have been no material changes in our risk factors from those
described in our prospectus filed pursuant to Rule 424(b) on June 18, 2014.
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ITEM 6. EXHIBITS.

EXHIBIT INDEX

Exhibit Number
 

Description
 

3.1
 

Certificate of Limited Partnership of Viper Energy Partners LP (Incorporated by reference to Exhibit 3.1 of the
Partnership’s Registration Statement on Form S-1 (File No. 333-195769) filed on May 7, 2014).   

3.2
 

First Amended and Restated Limited Partnership Agreement of Viper Energy Partners LP (Incorporated by reference
to Exhibit 3.1 of the Partnership’s Current Report on Form 8-K (File No. 001-36505) filed on June 23, 2014).   

4.1

 

Registration Rights Agreement, dated June 23, 2014, by and among Viper Energy Partners LP and Diamondback
Energy, Inc. (Incorporated by reference to Exhibit 4.1 of the Partnership’s Current Report on Form 8-K (File No.
001-36505) filed on June 23, 2014).   

10.1

 

Senior Secured Revolving Credit Agreement, dated as of July 8, 2014, among Viper Energy Partners LP, as borrower,
Wells Fargo Bank, National Association, as the administrative agent, sole book runner and lead arranger, and certain
lenders from time to time party thereto. (Incorporated by reference to Exhibit 10.1 of the Partnership’s Current Report
on Form 8-K (File No. 001-36505) filed on July 14, 2014).   

10.2*+  Form of Phantom Unit Agreement.   
31.1*

 
Certification of Chief Executive Officer pursuant to Rule 13a-14(a) promulgated under the Securities Exchange Act
of 1934, as amended.   

31.2*
 

Certification of Chief Financial Officer pursuant to Rule 13a-14(a) promulgated under the Securities Exchange Act
of 1934, as amended.   

32.1++

 

Certification of Chief Executive Officer and Chief Financial Officer pursuant to Rule 13a-14(b) promulgated under
the Securities Exchange Act of 1934, as amended, and Section 1350 of Chapter 63 of Title 18 of the United States
Code.   

101.INS*
 

XBRL Instance Document.
  

101.SCH*
 

XBRL Taxonomy Extension Schema Document.
  

101.CAL*
 

XBRL Taxonomy Extension Calculation Linkbase.
  

101.DEF*
 

XBRL Taxonomy Extension Definition Linkbase Document.
  

101.LAB*
 

XBRL Taxonomy Extension Labels Linkbase Document.
  

101.PRE*
 

XBRL Taxonomy Extension Presentation Linkbase Document.
  

_______________

* Filed herewith.

+ Management contract, compensatory plan or arrangement.

++ The certifications attached as Exhibit 32.1 accompany this Quarterly Report on Form 10-Q pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, and shall not be deemed “filed” by the Registrant for purposes of
Section 18 of the Securities Exchange Act of 1934, as amended.
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SIGNATURES

Pursuant to the requirements of the Securities and Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

  VIPER ENERGY PARTNERS LP
   

  By: VIPER ENERGY PARTNERS GP LLC
   its General Partner
    

Date: November 6, 2014 By: /s/ Travis D. Stice
   Travis D. Stice
   Chief Executive Officer
   (Principal Executive Officer)
   

Date: November 6, 2014 By: /s/ Teresa L. Dick
   Teresa L. Dick
   Chief Financial Officer
   (Principal Financial and Accounting Officer)
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Exhibit 10.2

FORM OF
VIPER ENERGY PARTNERS LP
2014 EQUITY INCENTIVE PLAN

PHANTOM UNIT AGREEMENT

THIS PHANTOM UNIT AGREEMENT (this “Agreement”) is made and entered into by and between Viper Energy
Partners GP LLC, a Delaware limited liability company (the “General Partner”), and _________ (“you”), effective as of
___________ (the “Date of Grant”).

WHEREAS, Viper Energy Partners LP, a Delaware limited partnership (the “Partnership”), acting through the board of
directors of the General Partner (the “Board”), has adopted the Viper Energy Partners LP 2014 Equity Incentive Plan, as it may be
amended from time to time (the “Plan”), to, among other things, attract, retain and motivate certain directors, employees and
officers of the Partnership, the General Partner and their respective Affiliates (collectively, the “Partnership Entities”); and

WHEREAS, the Board has authorized the grant of Phantom Units under the Plan to certain Directors of the General Partner
as part of their compensation for services provided to the Partnership.

NOW, THEREFORE, in consideration of the mutual covenants set forth herein and for other valuable consideration
hereinafter set forth, the parties agree as follows:

1. Grant of Phantom Units. The General Partner hereby grants to you, effective as of the Date of Grant, the right
(the “Award”) to receive an aggregate of _____ Units (the “Phantom Units”) on the terms and conditions set forth herein and in the
Plan, which Plan is incorporated herein by reference as part of this Agreement. Capitalized terms used in this Agreement but not
otherwise defined herein shall have the meanings given to such terms in the Plan, unless the context requires otherwise.

2.    Phantom Units. Each Phantom Unit under the Award is a notional Unit granted under Section 6.4 of the Plan, which
upon vesting entitles you to receive, at the time of settlement (which may or may not be coterminous with the vesting schedule of
the Award), a Partnership Unit.

3.    Vesting of Phantom Units. Phantom Units shall be deemed “Nonvested Phantom Units” unless and until they have
become “Vested Phantom Units” in accordance with this Section 3.

(a)    Vesting Schedule. Subject to the other terms and conditions set forth herein, the Phantom Units granted pursuant
to this Agreement will become Vested Phantom Units in accordance with the following schedule, provided that you remain in the
employ of, or a service provider to, the Partnership Entities until the applicable vesting dates:



Date Phantom Units
Become Vested Phantom

Units

Number of Phantom Units that
Become Vested Phantom Units

Date of Grant 33.33%

1st Anniversary 66.66%

2nd Anniversary 100%

(b)    Change of Control. Notwithstanding the above vesting schedule, upon the occurrence of a Change of Control
prior to the date all Phantom Units granted pursuant to this Agreement become Vested Phantom Units, all of Phantom Units subject
to this Agreement will immediately become Vested Phantom Units. As used in this Section 3(b), the term “Change of Control”
means a Change of Control as defined in the Plan even if such Change of Control does not also constitute a “change in the
ownership of a corporation,” a “change in the effective control of a corporation,” or a “change in the ownership of a substantial
portion of a corporation’s assets,” in each case, within the meaning of § 1.409A-3(i)(5) of the 409A Regulations.

(c)    Termination of Employment.

(i)    General. Except as provided in Section 3(c)(ii) below, notwithstanding anything to the contrary
in the foregoing provisions of this Section 3, in the event your employment or service relationship with the
Partnership Entities is terminated prior to the date all Phantom Units granted pursuant to this Agreement become
Vested Phantom Units, then all of your Nonvested Phantom Units will remain unvested, will become null and void
and will be forfeited as of the date of such termination.

(ii)    Death and Disability. If your employment or service relationship with the Partnership Entities is
terminated due to death or Disability prior to the date all Phantom Units granted pursuant to this Agreement become
Vested Phantom Units, then all Phantom Units subject to this Agreement will immediately become Vested Phantom
Units as of your employment termination date. As used in this Section 3(c)(ii), “Disability” means your inability to
substantially perform your duties to the General Partner, the Partnership, or any Affiliate of either by reason of a
medically determinable physical or mental impairment that is expected to last for a period of six months or longer or
to result in death.

4.    Settlement and Payment of Phantom Units.

(a)    Time of Settlement. Subject to your satisfaction of the applicable tax withholding obligations of Section 6 and
the requirements Section 4(b) below, Vested Phantom Units will be settled upon the earlier to occur of:

(i)    the following schedule:
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Date Phantom Units are Settled Number of Phantom Units that are
Settled by Issuance of Units

___________ ___________

___________ ___________

___________ ___________

or

(ii)    the date a Change in Control occurs (the earliest occurring of such events, the “Settlement
Date”). The term “Change of Control” means a Change of Control as defined in the Plan.

(b)    Extension of Settlement Date. Notwithstanding the foregoing provisions of this Section 4, in the event the
issuance and delivery of Units on any Settlement Date would violate any applicable Federal, state, local or foreign law (including
if, at the time of a proposed settlement, there shall be an effective registration statement registering under the Securities Act of
1933, as amended (the “Securities Act”), the issuance of Units upon vesting of Awards under the Plan (the “Registration
Statement”), and there shall have occurred an event which makes any statement made in the Registration Statement, related
prospectus or any document incorporated therein by reference untrue in any material respect or which requires the making of any
changes in such Registration Statement, prospectus or other documents so that they will not contain any untrue statement of
material fact or omit to state any material fact required to be stated therein or necessary to make the statements therein not
misleading), the General Partner may specify another date, during a 30 day period beginning on the date the issuance and delivery
of Units for your Vested Phantom Units, or any portion thereof, would first no longer violate an applicable federal, state, local or
foreign law, as the Settlement Date for your Vested Phantom Units, or portion thereof, but not later than two and one-half months
after the end of the calendar year in which such Award becomes Vested Phantom Units.

(c)    Delivery of Units. No fractional Units shall be issued with respect to Vested Phantom Units; rather, you will
receive a cash payment for such amount as is necessary to eliminate fractional Units and effect the issuance and acceptance of only
whole Units. Unless and until a certificate or certificates representing such Units shall have been issued by the Partnership to you or
the transfer of such Units shall be entered in the Partnership’s ledger or otherwise properly reflected in the Partnership’s books and
records, you shall not be or have any of the rights or privileges of a unitholder of the Partnership with respect to Units acquirable
upon vesting of the Award. The Partnership will not have any obligation to settle the vesting of any Award by transfer of such Units
unless and until the General Partner receives the full amount of money as the General Partner may require to meet its withholding
obligation under applicable tax laws or regulations and to satisfy the tax withholding obligations of Section 6 hereof.

5.    Transferability. This Agreement and the Phantom Units granted hereunder will not be transferrable or assignable by
you other than by will or the laws of descent and distribution, except to the extent approved by the Administrator in accordance
with the terms of the Plan. Notwithstanding the foregoing, if you are serving as a Designated Director of the General Partner,
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you may enter into a transfer agreement that transfers this Award and requires issuance of the Units in settlement of the Vested
Phantom Units to an entity, including without limitation a private equity or other investment fund that is an investor in the
Partnership (an “Investor”), subject to compliance with all applicable securities laws. A “Designated Director” is a Director of the
General Partner who is an employee or partner of an Investor and who is treated as serving on behalf of such Investor because the
services provided to the General Partner depend upon the exercise of expertise and are similar to those that are performed for the
Investor and the Investor has established a policy that provides that the Investor is entitled to the benefit of any compensation
provided for services provided as a Director of any portfolio company.

6.    Payment of Taxes. To the extent that the settlement of this Award or the disposition of Units acquired by vesting of this
Award results in compensation income or wages to you for federal, state or local tax purposes that are subject to withholding
requirements, you shall deliver to the General Partner at the time of such settlement or disposition such amount of money as the
General Partner may require to meet its withholding obligation under applicable tax laws or regulations. You may satisfy such tax
withholding obligation (i) in cash (including by certified check, bank draft or money order, or wire transfer of immediately
available funds); or (ii) in the Administrator’s discretion and on such terms as the Administrator approves: (A) by delivering or
constructively tendering by means of attestation whereby you identify for delivery specific duly endorsed Units having a Fair
Market Value equal to the aggregate withholding obligation (provided that any Units used for this purpose must have been held by
you for such minimum period of time, if any, as may be established from time to time by the Administrator), (B) by notice of net
issuance including a statement directing the Partnership to retain from transfer the number of Units with a Fair Market Value equal
to the aggregate withholding obligation, in which case the Award will be surrendered and cancelled with respect to the number of
Units retained by the Partnership, or (C) to the extent permissible under applicable law, through delivery of irrevocable instructions
to a broker to sell a sufficient number of the Units being settled to cover the aggregate withholding obligation and delivery to the
General Partner on behalf of the Partnership (on the same day that the Units issuable upon vesting are delivered) of the amount of
sale proceeds required to pay the aggregate withholding obligation; or (iii) any combination of the foregoing. In the event the
Administrator subsequently determines that the amount paid or withheld as payment of any tax withholding obligations is
insufficient to discharge the tax withholding obligation, you will be required to pay to the General Partner, immediately upon the
Administrator’s request, the amount of that deficiency. No Units will be transferred to you pursuant to Section 4(c) until the full
amount of any required tax withholding obligation has been received by the General Partner.

7.    Nonqualified Deferred Compensation Rules. The intent of the parties is that the Award and related rights under this
Agreement will be exempt under Section 409A of the Code and the 409A Regulations as a short-term deferral and, accordingly, to
the maximum extent permitted, this Agreement shall be interpreted to be in compliance therewith. In the event the Award is subject
to Section 409A, the General Partner, the Partnership and you shall take commercially reasonable efforts to reform or amend any
provision hereof to the extent it is reasonably determined that such provision would or could reasonably be expected to cause you
to incur any additional tax or interest under Section 409A or the 409A Regulations to try to comply with the requirements of
Section 409A and the 409A Regulations through good faith modifications, in any case, to the minimum
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extent reasonably appropriate to conform with such requirements; provided, that any such modification shall not increase the cost
or liability to the General Partner or the Partnership. To the extent that any provision hereof is modified in order to comply with
Section 409A and the 409A Regulations, such modification shall be made in good faith and shall, to the maximum extent
reasonably possible, maintain the original intent and economic benefit to the General Partner, the Partnership and you of the
applicable provision without violating the provisions of Section 409A and the 409A Regulations. Notwithstanding the foregoing
provisions of this Section 7, you are responsible for any and all taxes (including any taxes imposed under Section 409A of the
Code) associated with the grant or vesting of, or otherwise with respect to, the Award and matters related thereto. For purposes of
Section 409A of the Code, each payment or amount due under this Agreement shall be considered a separate payment.

8.    Miscellaneous.

(a)    No Right to Continued Service. This Award shall not be construed to confer upon you any right to continue as
an employee of or other service provider to the Partnership Entities. Any question as to whether and when there has been a
termination of employment or service shall be determined by the Administrator and its determination shall be final and binding.
Records of the Partnership Entities regarding your period of service, termination of service, leaves of absence and other matters
shall be conclusive for all purposes hereunder, unless determined by the Administrator to be incorrect.

(b)    Administration. This Agreement shall at all times be subject to the terms and conditions of the Plan. The
Administrator shall have sole and complete discretion with respect to all matters reserved to it by the Plan and decisions of the
Administrator or a majority of the Committee designated as Administrator with respect thereto and to this Agreement shall be final
and binding upon you and the Partnership Entities. In the event of any conflict between the terms and conditions of this Agreement
and the Plan, the provisions of the Plan shall control.

(c)    No Liability for Good Faith Determinations. The Partnership Entities, the members of the Board and the
Administrator, shall not be liable for any act, omission or determination taken or made in good faith with respect to this Agreement
or the Award granted hereunder.

(d)    No Guarantee of Interests. The Partnership Entities the members of the Board and the Administrator, do not
guarantee the Units from loss or depreciation.

(e)    Severability. If any provision of this Agreement is held to be illegal or invalid for any reason, the illegality or
invalidity shall not affect the remaining provisions hereof, but such provision shall be fully severable and this Agreement shall be
construed and enforced as if the illegal or invalid provision had never been included herein.

(f)    Binding Effect. This Agreement shall be binding upon you, your legal representatives, heirs, legatees and
distributees, and upon the Partnership Entities and their successors and assigns.
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(g)    Construction. The titles and headings of sections are included for convenience of reference only and are not to
be considered in construction of the provisions hereof. Words used in the masculine shall apply to the feminine where applicable
and whenever the context of this Agreement dictates, the plural shall be read as the singular and the singular as the plural.

(h)    Governing Law. All questions arising with respect to the provisions of this Agreement shall be determined by
application of the laws of the State of Delaware without regard to choice of law principles thereunder, except to the extent
Delaware law is preempted by federal law.

(i)    Amendment. This Agreement may be amended by the Administrator; provided, however, that, unless otherwise
provided in the Plan, no such amendment may materially reduce your rights or benefits inherent in this Agreement prior to such
amendment without your express written consent. For the avoidance of doubt, a cancellation of all or a part of this Award where
you receive a payment equal in value to the Fair Market Value of the vested Award will not constitute an impairment of your rights
that requires your consent.

(j)    Furnish Information. You agree to furnish to the General Partner or the Partnership all information requested by
them to enable the Partnership Entities to comply with any reporting or other requirements imposed upon them by or under any
applicable statute or regulation.

(k)    Execution of Receipts and Releases. Any payment of cash or any issuance or transfer of Units or other property
to you, or to your legal representative, heir, legatee or distributee, shall, to the extent thereof, be in full satisfaction of all claims of
such persons hereunder. The Administrator may require you or your legal representative, heir, legatee or distributee, as a condition
precedent to such payment or issuance, to execute a release and receipt therefor in such form as it shall determine.

(l)    Consent to Electronic Delivery; Electronic Signature. In lieu of receiving documents in paper format, you agree,
to the fullest extent permitted by law, to accept electronic delivery of any documents that the Partnership Entities may be required
to deliver (including, without limitation, prospectuses, prospectus supplements, grant or award notifications and agreements,
account statements, annual and quarterly reports, and all other forms of communications) in connection with this and any other
award made or offered by the Partnership. Electronic delivery may be via an electronic mail system of the Partnership Entities or by
reference to a location on a Partnership intranet to which you have access. You hereby consent to any and all procedures the
Partnership Entities have established or may establish for an electronic signature system for delivery and acceptance of any such
documents that the Partnership Entities may be required to deliver, and agree that your electronic signature is the same as, and shall
have the same force and effect as, your manual signature.

[Remainder of page intentionally blank]

[Signatures appear on following page]
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IN WITNESS WHEREOF, the General Partner has caused this Agreement to be executed by its duly authorized agent
effective as of the date first written above.

   VIPER ENERGY PARTNERS GP LLC
Dated:   By:  

    Travis D. Stice, Chief Executive Officer
     

By your signature below and the signature of the General Partner’s representative above, you and the General Partner agree
to be bound by all of the terms and conditions of this Phantom Unit Agreement and the Plan (incorporated herein by this reference
as if set forth in full in this document). By executing this Phantom Unit Agreement, you hereby irrevocably elect to accept the
Phantom Unit rights granted pursuant to this Phantom Unit Agreement and to receive the Award to purchase Units of Viper Energy
Partners LP designated above subject to the terms of the Plan and this Phantom Unit Agreement.

   AWARD RECIPIENT
Dated:     

   [Name of Participant]
     



EXHIBIT 31.1

CERTIFICATION

I, Travis D. Stice, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Viper Energy Partners LP (the “registrant”).

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

 

    

Date: November 6, 2014   /s/ Travis D. Stice
   Travis D. Stice
   Chief Executive Officer
   Viper Energy Partners GP LLC
   (as general partner of Viper Energy Partners LP)



EXHIBIT 31.2

CERTIFICATION

I, Teresa L. Dick, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Viper Energy Partners LP (the “registrant”).

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

 

    

Date: November 6, 2014   /s/ Teresa L. Dick
   Teresa L. Dick
   Chief Financial Officer
   Viper Energy Partners GP LLC
   (as general partner of Viper Energy Partners LP)



EXHIBIT 32.1

CERTIFICATION OF PERIOD REPORT

In connection with the Quarterly Report on Form 10-Q of Viper Energy Partners LP (the “Partnership”), as filed with the Securities and Exchange
Commission on the date hereof (the “Report”), the undersigned, Travis D. Stice, Chief Executive Officer of Viper Energy Partners GP LLC, the general
partner of Viper Energy Partners LP, and Teresa L. Dick, Chief Financial Officer of Viper Energy Partners GP LLC, certify, pursuant to 18 U.S.C. Section
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to their knowledge:

(1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m(a) or 78o(d)); and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Partnership.
 

    

Date: November 6, 2014   /s/ Travis D. Stice
   Travis D. Stice
   Chief Executive Officer
   Viper Energy Partners GP LLC
   (as general partner of Viper Energy Partners LP)
    

Date: November 6, 2014   /s/ Teresa L. Dick
   Teresa L. Dick
   Chief Financial Officer
   Viper Energy Partners GP LLC
   (as general partner of Viper Energy Partners LP)
    

    

    


