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Royalty Companies: An Evolving Asset Class

Franco Nevada v. Miners and Gold « Precious metals companies
$7000 are the original “royalty”
0o companies in public markets
$500.0
« Structured as a financing
$400.0 mechanism for non-producing
gold and silver mines
$300.0
$200.0 « Franco Nevada (FNV) is
$1000 amongst the oldest and most
successful royalty companies
$0.0
) ) o o o o o o o ) ) * FNV recently began investing
YV e GDX ——Gold (S0 in energy royalties

Source: FactSet Research Systems



Royalty Companies: Energy

Viper v. Energy Index and Oil
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Energy royalties are
proporfionate levels of
production revenue paid to
land (mineral) owners

Operating leases typically
require an upfront payment to
land owner, plus royalties

Viper Energy (VNOM) was
taken public in 2014 by parent
company Diamondback
Energy (FANG)

Viper is the first of a new type
of actively managed energy
royalty companies

Source: FactSet Research Systems
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Royalties v. Working Interests

IHlustrative Margin?® (Assuming $40 BOE)
$17.00 / 439, $37.50/ 949

pomdh Ad Val. Taxes
82 50 / BOE

Op&ES& Trans. Costs
=86.50 / BOE

R Ad Val. Taxes

FED Costs

S814.00 / BOE

Margin
7.00 / BOE

7.50 / BOE

Working Interest

Operator Economics

(well-level IRR?)

% of PV10 to Royalty Owner

50% 41%

35%, 49%

20% 67%
0% 10% 20 3O 40% S0% 60%

Comparative Well Economics

Source: Black Stone Minerals
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Types of Energy Royalties

Minerals

Parpetual real-propearty inlerests that
grant ail and nalural gas cwnarship
under a tract of land

k  Reprasent the right lo either explone,
drill, and produce i and natural gas
o lease that right to third parties for
an upfront payment (i.e. lease bonus)
and a negoliated parcantaga of
produclion revenueas

Revenue Share

100% of costs for a specified
lease barm

NPRIs

Monparticipating royalty inlerasts

k  Royally interests thal are carved out
of a mineral estale

k  Parpetual right o recaive a
fuead cost-free parcantage of
production revenua

kDo nol parlicipats in uplfrant
paymenls (Le. lease bonus)

lllustrative Mineral Revenue Generation

W 2| 'RP Issues a Lease T r— 4 7| case Termination

¥ KRP receives an uplront
»  KRP: 100% cash bonus paymenl and
customariy a 20-25% royalty

Revenue Share
¢ KRP:20.25%

¢ Operator: 0% o production revanies ¢ Operabor: 75-800%
Cost Share ¥ Inreium, KRP delivers the Cost Share

» KRP: 100% e o explare and cevep v KRP-0%

¢ Operator: 0% R =ind ¢ Operabor: 1000%

Ohvarriding royally inberasts

k  Royalty interasts that burden thea
waorking intarasts of a leasa

k  Right o receive a fixed, cost-free
percenlage of production
revenue (term limited o life of
leasahold estlata)

P Upon termiralion aof a lease,
all future development rights
revert io KRP to explore or
lease again

Royalty Benefits

No working capital
requirements

Minimal operating expenses

No required capital
expenditures

Minimal or no debft funding

Exposure to production
growth and commodity prices

Source: Kimbell Royalty Partners
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Viper Energy Partners

Viper Minerl Assets

“ 5
B vnom royalty acreage 5
. FANG royalty acrecge X = o i
10 FANG acreage ; ) w. ‘ﬁt’ .
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Source: Viper Energy Partners

Permian Oklahema
New Mexico  shale basin g e

| Foxa o Dallas
Louisiana
Au:t-no
”~
Eagle Ford \
shale basin ' §
\ -4 Gulf of
! N Mexico
}'\ MEXICO

SOUTcE: WWW.ITC state.tx. us/

Ticker VNOM
Shares (Units) Outstanding 124 mm
Market Capitalization $3,075
Net Debt / Liquidity $280 mm / $275 mm
Enterprise Value $3,355
Net Royalty Acreage 13,908

Asof 12/21/18
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Permian Basin: Midland Basin

CoCanan LI R UL L L sy “e
Cwaves
LYNN aax ey SIEMA
v
SAamLoN LU fasre
warroy mIwaNT L1 (LN NILAN
Midland Basin
Eastern Shelf
Voliasy SLASSCaCx SrEaL g cone
Carniasan
Aradan
Tawantes
Caggnnr

Source: RSP Permian Energy

46,700

net acres

1,600

net drilling locations(1

~1.0 BBoe

Total Resource
Potentiall®

CONTIGUOUS FOOTPRINT + STACKED RESOURCE

7+ Shale Layers of Resource
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Permian Basin: Delaware Basin

SOSERANE EENEOLOYE) BNV SCORT IRiCAREX sy e 45,2[]{] CONTIGUOUS FOOTPRINT + STACKED RESOURCE
net leasehold acres

Cwaves

A A SAr

SEREE B 6,000

net royalty acres(l

SAamLLN LI

2,380

net drilling locationsi2

seatin NAAAN ""'1 .a BBOE

Total
Eastern Shelf Resource

SrEaLns fone PntEI’Itialﬂ}

warroy Az

Midland Basin

Voliasy SLASICacx

Conniasas

Aradan

Tawdnees

LOVING

9 Shale Layers of Resource

Source: RSP Permian Energy



Permian Basin: Well Types-Curves

S00

450

DELAWARE BASIN CORE AXY PERFORMANCE

1] 1 2 3 4 5 31 T B 9 10
Months

- == 15 MMboe Benchmark —eFarier Vintage Frac Design (Avg.)

11 12 13 14 15

m——Modem Frac Design (Avg.)

16

1.5 Mmboe indicatfive well in
the Delaware Basin

Modern frac design produces
~450 mboe through first 15
months. ~30% in first 1.5Y of
well life

Representative “BOE"” (barrel
of oil equivalent) 60:20:20,
OIil:NGL:Gas

Source: RSP Permian Energy




ICS

Permian Basin: Net Royalty Acre (“NPV")

500

450

400

Cumil. MBoe

0 1 2 3 4 5 6 7 B 9 10
Months

= == 15 MMboe Benchmark = PEgriier Vintage Frac Design (Avg.)

11 12 13 14 15

= iodem Frac Design (Avg.)

DELAWARE BASIN CORE AXY PERFORMANCE

16

Type-Curve 1.5 Mmboe wells discounted at 7%

Spot
$36.72 $42.50 $50.00

Delware Basin $1,103,114] $1,276,752 $1,502,061
Midland Basin $579,135 $670,295 $788,582

BOE $

Source: RSP Permian Energy

Assumes acreage drilled and producing immediately

Benchmark Pricing

WTI Ol $46.0
NGL $27.6
Gas $18.0
Composite $36.72

12/21/18 Spot Pricing

Data shown in the tables above is based on internally calculated figures and represents the views of Horizon Kinetics LLC; however no representation has been made regarding is accuracy.
Moreover, in calculating such figures, certain assumptions were made such that the estimates and opinions offered may differ from actual results.

A “Net Royalty Acre” (NRA) is the net equivalent of a 100% royalty interest in an acre. As an example at a 1/8% royalty, 8 “gross” acres, will equal 1 “net acre”

10
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Viper Energy Partners: Implied Acreage Value

Shares (Units) Outstanding 124 mm Sl e Ll L
Market Capitalization $3,075 $20 $198,447
Net Debt / Liquidity $280 mm / $275 mm
Enterprise Value $3.355 $25 $243,026
Net Royalty Acreage 13,908 $30 $287,604
12/21/18 closing share price $35 $332, ,| 83
Enterprise Value / Net Royalty Acres $40 $376,762

Imputed Value/Acre $241,242

Source: Viper Energy Partners

Data shown in the tables above is based on internally calculated figures and represents the views of Horizon Kinetics LLC; however no representation has been made regarding is accuracy.
Moreover, in calculating such figures, certain assumptions were made such that the estimates and opinions offered may differ from actual results.

A “Net Royalty Acre” (NRA) is the net equivalent of a 100% royalty interest in an acre. As an example at a 1/8" royalty, 8 “gross” acres, will equal 1 “net acre”
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Viper Energy Partners: Implied Acreage Value

Producing
Share Price Implied NRA

$20 $198,447
$25 $243,026
$30 $287,604
$35 $332,183
$40 $376,762

Source: Viper Energy Partners

Future Production
Discounted

7% NPV

Delware Basin
Midland Basin

Spot

$579,135

$42.50 $50.00
$1,103,114] $1,276,752 $1,502,061

$670,295 $788,582

10 Year, 7% NPV

Spot

Delware Basin
Mildand Basin

$560,767

$42.50 $50.00
$649,036 $763,572

$294,403 $340,744 $400,875

Data shown in the tables above is based on internally calculated figures and represents the views of Horizon Kinetics LLC; however no representation has been made regarding is accuracy.
Moreover, in calculating such figures, certain assumptions were made such that the estimates and opinions offered may differ from actual results.
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Energy Prices

llustrative Impact of Increasing Oil Realizations on * $54.51 average realized ol
Annualized DPU Using Production Guidance!!! price in 3Q 2018

iﬁ"u“u’]i';&ﬂ] mLow End of Guidance  ZHigh End of Guidance
$3.00 , .
$2.58 $2.79 === «  WTI Oil averaged a closing
$2.35  $2.37 ' | price of $69.41 during the 3@
quarter of 2018

« This is aresult of a pricing
“differential” at the Midland
oil hub due to temporary
pipeline capacity constraints

$50.00 2] $5500 $£40.00 $4500  $70.00
ied Oil Price (5/Bbl)

WTI — “West Texas Intermediate” benchmark pricing

Source: Viper Energy Partners, FactSet Data Systems
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Energy Prices: Infrastructure

Advancing Optimization & Expansion of Existing System “

Opportunities extend beyond the Permian —a—-—

- |_-[-j Patoka *
Advancing optimization/expansion | !
opportunities downstream of Cushing /o .
| - pofenﬁaf for Capline
~reversal subject to

owners  agreement &

. . Cushing
Executing Permian- market demand --

| Diamond
focused capital program mﬂ(_ . 'L \ Mer.np_bi';

Capline

USGC Export Capacity
Current: ~7 mmb/d
+ Planned: ~4 mmb/d
Total ~11lmmb/d

Permian Basin

USGC Current Exports:
~2 mmb/d as of Aug ‘18

Mobile
; —
{ -
Beaunjont Baton y _ ll-:m_l
“".... Roug_e s James ==
PAA Pipelines Houstad -

5 Arrows illustrate capacity additions
COfPUS_CthSﬁ / H - Recently in-service /

N Ingléside under construction

I'El/ H :D Various stages of planning

mm Gathering
= |ntra-Basin

=== Long-Haul

;:‘;“““” Economic Permian Crude Takeaway Capacity vs. Production
7400 mmBase Pipeline Takeaway Capacity A combination of new

7,100 g Refining Capacity capacity initiatives

:rgg mm Permian Express lll Expansion Phase 2 (Cactus 2, Gray Oak,

alzm e Sunrise Expansion EPIC, Sunrise) will be .-f

6 900 Permian Express IV required to alleviate r‘

EJEDD EPIC Pipeline constraints in 201

E:EIDB == Gray Oak Pipeline

4,700
4,400
4,100
3,800
3,500
3,200
2,900
2,600
2,300
2,000

= Permian Gulf Coast
mm EPD MGL Pipe Conversion
= Production

Takeaway capacity is very tight
in late 2018 through mid-2019.

J'q},{} Qpﬂr%ﬂb@ 7y %.._ﬂ' s f?..?& ‘bq?%‘b{%‘ i??'%‘ Q{%‘cb ‘bu’% q??%;?e%ebe%%% %%

Source: DOE, HPDI, Raymond James reseanth *Analysis excludes rail capadity

2019 Pricing Potential: Midland Differential (+S10), Gulf Pricing (+S5)

Source: Plains All America Pipeline, Raymond James Financial, FactSet Data Systems

14
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NAV Growth: Accretive Acquisitions

2018 Acquisitions/Drop-Downs

Operator Acrege Price (Smm) $/NRA « Largest scale mineral operator;

public shares used as acquisition

Diamondback 1,696 $175 $103,184 currency
Various 263 $30 $114,068 |. Market prices minerals based on
Various 200 $22  $110,000 current yield, placing low or no-

' value on non-producing land
BP/Devon/Conoco 681 $126 $185,022

« Private acquisitions and FANG

Surge 70 $14  $155,556 drop-downs fund accretive growth
Diamondback 545 $56 $102,752

« High distribution yield + NAV growth

Various 873 $97 $111,111

Source: Viper Energy Partners

Data shown in the tables above is based on internally calculated figures and represents the views of Horizon Kinetics LLC; however no representation has been made regarding is accuracy.
Moreover, in calculating such figures, certain assumptions were made such that the estimates and opinions offered may differ from actual results.



Energy Macro: Oll “Break-even” Price Levels

Break-even price at selected oil basins

‘Break-even’ price often  Price when overhead Price when the cost
cited by industry” and other costs of land is included

K’ are included l
Permian-Delaware

Permian-Midland g

DJ Basin R

Eagle Ford gmmmommmo

Bakken QU oo
Powder River Basin QEInOo

530 25 40 45 50 55 60 a5 70
CRUDE OIL PRICE, IN DOLLARS PER BARREL

“Price cited for an individual shale well to have a 10% profit margin
Source: RS Energy Group

Source: Wall Street Journal, R.S. Energy

Migeria
%127
Libya
Bahrain sna
5111
Saudi Arabia
) $88
Algeria Angola
584 483
Ecuador Oman
578 577
Iran United Arab
572 Emirates
572
BRENT Kaz“khiz;
$5 8 24 2;;”]3 ijan
a barrel Iragq _
16:31GMT $55 E;;SIE
Jan.7 Cuwait
U\;:'B Qatar
$47

Sources: Renaissance Capital (Russia); ERC
Equipoise {(Venezuela, Migeria, Angola, Ecuador);
International Monetary Fund (all others)
16
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Market Mismatch - Investing in “Orphan” Securities

S&P 500 Index (3@ Quarter) S&P Energy Index (39 Quarter)
Sector  Weight | Company Weight
Information Technology 26.2% Exxon Mobil Corporation 23.0%
Health Care 15.0% ch c i 16.9%
Financials 13.3% evron -?rporo on e
Consumer Discretionary 13.1% CononoPhilips 6.2%
Industrials 9.7% EOG Resources 4.8%
Consumer Staples 6.7% Occidental Petroleum Corp. 4.5%
En.c.er.gy 6.0% Schlumberger NV 4.4%
vtilities 2.8% Valero Energy Corp. 3.5%
Real Estate 2.7% -

Materials 2 4%, Phillips 66 3.5%
Telecommunications 2.0% Marathon Petroleum Corp. 2.6%
Other 0.1% Halliburton Company 2.6%

Source: iShares, State Street Global Advisors, Standard & Poors
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Important Risk Disclosures:

All expressions or opinions reflect the opinions of the presenter at the time they were made and are subject to change without notice, as are statements of financial market trends,
which are based on current market conditions. Reproduction is strictly prohibited. Under no circumstances does the information contained within represent a recommendation to buy,
hold or sell any security, and it should not be assumed that the securities transactions or holdings discussed were or will prove to be profitable. As always, past performance is no
guarantee of future results and an investment may lose money.

Horizon Kinetics LLC is parent company to three registered investment advisers, including Horizon Asset Management LLC, Kinetics Asset Management LLC, and Kinetics Advisers, LLC.
Horizon Kinetics’ subsidiaries manage investment products that hold certain of the securities mentioned herein. For more information on our products, you may visit our website at

www.horizonkinetics.com. No part of the research analysts’ compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by the
research analysts in this report.

©2019 Horizon Kinetics LLC ® All rights reserved.


http://www.horizonkinetics.com/
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