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Partnership Profile
Penn Virginia Resource Partners, L.P. (PVR)

is a growth-oriented master limited
partership (MLP) focused on owning and
leasing domestic coal reserves and related
assets. The Partnership will continue to seek
geographic diversity in its reserve holdings
and prefers to lease to a variety of operators.
The objective of PVR is to increase its
distributions to unit holders by internal

growth and by making accretive acquisitions.
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Manage the Partnership to

steadily increase unitholder distributions

and create appreciation in unit value.

Grow the asset base to include geographic diversification

Goals and

Objectives and fee based assets.

O
Exploit the new alliance with Peabody Energy to the benefit

of both companies.

Maintain the highest standards of integrity and
Jairness for alljstakeholders.
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Dear Fellow Unit Holders

C

The first full year of operations for Penn Virginia Resource

Partners, L.P. (PVR) ended with a flourish. On December 19, 2002,
PVR announced the formation of an important strategic alliance
with Peabody Energy Corporation (NYSE:BT'U) (“Peabody”),

the world’s largest private sector coal company. Central to the
alliance was the acquisition of 120 million tons of coal which
increased PVR’s total reserves approximately 25 percent and

the Partnership’s royalty revenue is expected to increase by almost
50 percent in 2003 over 2002,

The Peabody alliance accomplishes several strategically important
goals. It is immediately accretive to cash flow and provides
geographic diversity by exposing PVR to new markets in northern
Appalachia and the western U.S. The alliance adds strength and
stability to PVR’s lessee mix. Peabody is now a major unit holder,
owning approximately 15 percent of PVR’s common units, and has

been incentivized to source additional assets to PVR in the future.

In addition to the Peabody transaction, in August 2002 PVR
pusrchased 16 million tons of reserves on the Upshur properties in
northern West Virginia for $12 million. The acquisition, which
adds an estimated 1.1 million tons of annual production, was
immediately accretive to cash flow and provided PVR an exposure

outside central Appalachia.

Despite the loss of production at Fork Creek, due to the bankruptey
of its operator, the results for 2002 were similar to 2001 in

terms of revenue, operating income and tons produced by lessees.
Specifically, 2002 revenues were $38.6 million, a slight increase
over the $37.5 million reported in 2001. In 2002, operating
income was $24.4 million compared to $25.2 million in 2001.
Production from PVR reserves in 2002 was 14.3 million tons,
down from the 15.3 million tons produced in 2001. Among the
most important measures of an MLP’s performance is distributable
cash flow, which was $30.7 million in 2002, an increase of 40
percent over $22.0 million in 2001. The primary reason for the
increase was the tax efficiency of the MLP scructure which was

not in place until late 2001.

In conjunction with the Peabody transaction, the Partnership
announced it would increase the quarterly cash distributions to
unir holders by four percent to $0.52 per unit ($2.08 per unit
annualized) effective with the distribution to be paid in May 2003
for the first quarter of 2003.

Penn Virginia Resounrce Partners, L. P.

Strategy

The decision to form PVR was based in part on the premise that
the Partnership structure would allow the market to directly value
Penn Virginia Corporation’s coal royalty and land management
business and would also enhance the growth capability of that
business. Having the ability to use MLP units as a currency has
resulted in increased growth opportunities. During 2002, PVR
evaluated several prospects, many of which were available precisely
because of the Partnership’s structure. As previously discussed,

two of these prospects became acquisitions.

PVR’s 2002 acquisitions were outside central Appalachia by design.
The regulatory environment in central Appalachia has become
increasingly difficult. The May 2002 mountaintop removal ruling
by U.S. District Court Judge Charles Haden caused a virtual halt
in permits for new or expanded coal facilities in eastern Kentucky
and southern and central West Virginia. Although the United
States Fourth Circuit Court of Appeals reversed the Haden ruling
on January 29, 2003, the speed at which permitting will resume

is unknown.

A second reason for geographic diversity was to gain exposure to
new markets. By broadening the customer base serviced by its
lessees, PVR is attempting to cope with what was a difficult coal
market in 2002. For the first nine months of last year, coal
production was down approximately 2.5 percent nationally and
six percent in Appalachia compared to the same period in 2001.
Many of the urilities faced a severe liquidity crisis and delayed
purchasing coal for as long as possible. Although electricity usage
was up approximately four percent in the first three quarters of
2002, this increase was insufficient to eliminate all the excess coal
in storage. However, the cold winter, the high price of natural
gas and increased economic activity appear to be having a positive
effect on coal prices. Mid-February prices for Appalachian coals

are reported to be up approximately 20 percent year over year.

Going forward, PVR will continue to seek geographic diversity
and to consider the acquisition of fee-based assets which typically
are not tied to a particular mining operation. Examples could be
railcar or barge loading facilities, terminals and coal preparation
plants, all of which are long-lived and produce the steady,
predictable cash flows favored by MLPs.



Board Changes

Peter B. Lilly was Chairman of the Board of Penn Virginia
Resource GB, LLC, the general partner of Penn Virginia Resource
Partners, L.P, from its inception in October 2001 until December
2002. In November 2002, Mr. Lilly accepted a new position which
precluded him from remaining with PVR. His leadership and
insights were invaluable both in forming the MLP and in guiding it

through its first fifteen months, and he will be greatly missed.

As part of its alliance with PVR, Peabody was entitled to designate
a director to serve on the Board of Directors of the MLP’s general
parmer. Mr. Richard M. Whiting, the Executive Vice President —
Sales, Marketing and Trading for Peabody, was elected to the Board
in January 2003. His broad experience in the coal industry will be

a valuable resource as the MLP pursues its growth strategy.

In January 2003, Mr. Edward B. Cloues, II, an independent
director of Penn Virginia Corporation and the Chairman and Chief
Executive Officer of K-Tron International, Inc., a manufacturer

of high precision materials handling devices as well as coal crushing
and handling equipment, was elected to the Board of Directors

of the general partner of PVR. His operational background and
experience as 2 mergers and acquisitions lawyer will provide

important insights to PVR.

Qutiock

Over half the electricity generated in the U.S. comes from coal and
the generating industry can significantly increase the production

of electricity from its existing facilities. In the past few years, over
90 new coal-fired domestic power plants have been proposed or
are being developed. With over 80 percent of energy contained

in fossil fuels in the U.S. in the form of coal, there is little reason to
doubrt the Energy Information Administration’s prediction that

coal will be a primary source of energy for the U.S. for many years
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Keith D. Horton
President and
Chief Operating Officer

into the future. The short and intermediate term future for coal
also appears promising since coal’s main competitors are natural
gas, which is experiencing supply shortfall problems and nuclear

power, which is running at or near full capacity.

By diversifying geographically and adding fee-based assets, PVR

is positioning itself to participate in what is expected to be a
methodical but steady growth in coal utilization in the U.S. During
2002, the Partnership demonstrated its ability to identify and
complete accretive acquisitions. In the year ahead PVR will look
for ways to build on its reladonship with Peabody and continue

to generate its own ideas for growth.

The year 2002 ended on a positive note with the Partnership in a
strong strategic and financial position. The Board of Directors
and the management appreciate the confidence shown by your
investment in Penn Virginia Resource Partners and we intend

to reward that trust.

Ofomis Lealpc

) A. James Dearlove
Chairman and
Chief Executive Officer
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Operations Overview

Coal Royalty Revenue*
Dollars in millions
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PVR owns or controls an estimated 615 million tons of coal reserves including
approximately 485 million tons in central Appalachia, 76 million tons in New Mexico
and 54 million tons in northern Appalachia. The New Mexico and northern
Appalachia reserves were acquired in 2002 in a pair of sale/leaseback transactions,

including the transaction with Peabody Energy Corporation.

The Partnership also owns approximately 114,500 acres of surface and an estimated
168 million board feet of timber. Other coal-related PVR assets include the Shober rail
loadout facility in Virginia, a coal loading dock in West Virginia, the Fork Creek

preparation plant and rail loadout as well as various modular preparation plants.

In May 2001, PVR acquired the Fork Creek property in West Virginia, purchasing
approximately 53 million tons of coal reserves for $33 million. In early 2002, the
operaror at Fork Creek filed for bankruptcy protection under Chapter 11 of the U.S.
Bankruptcy Code. Fork Creek’s operations were idled on March 4, 2002. The operator
continued to pay minimum royalties until PVR recovered its lease on August 31, 2002.
In November, PVR purchased various infrastructure including a newly constructed
preparation plant and rail loadout facility at Fork Creek for $5.1 million plus the
assumption of certain reclamation liabilities. With control of the reserves, permits and
the critical infrastructure, PYR’s management is working diligently to put a new,

financially stable operator in place at Fork Creek.

Virtually all of the 2002 production from PVR’s coal reserves came from Virginia and
West Virginia. Virginia production was as expected and royalty realizations per ton
were up slightly over 2001 due to contracts entered into by various lessees in the high

coal price environment of 2001.

West Virginia production was disappointing due to a weak coal market, the difficulties
at Fork Creek and the onerous regulatory conditions imposed on the industry. In

particular, the mountaintop removal ruling and the truck weight issue prevented or

Penn Virginia Resource Partners, L. P.



PVR is committed to increasing its inventory of
infrastructure assets to provide stable, long-lived cash flows.

U.8. Electricity Production Cost of fuel per mmBtu
from all sowrces
Percentage per energy source Fuel ]j/})g 2000 2001 20020

Coal $1.41 $1.27 $1.22
Oil $2.55 $2.88 $3.42
Natural Gas $2.33

) For the period from January through June 2002.

2001
0 Ceal - 51% Coal is the backbone of
O Nuclear — 20% electricity generation in the

0 Nazural Gas — 17%

O Hydvo — 6% United States. Coal is by
Souree. Energy ""f‘"""“““’” O Pervolewm — 4% far the cheapest and most
Electric Power Monshly, 2001 O Renewables — 2% abundant domestic fossil fuel.

Coal ready for shipment from the Coal River property in West Virginia.



The partnership’s geographic diversity was greatly enhanced in 2002
through its alliance with Peabody Energy. PVR will continue to expand into
areas outside of central Appalachia.

Pl

Coal loading facility property in New exz'fo.




Reserves by Lessee
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discouraged the necessary investment by mining companies to expand, or in some cases

maintain, their operations in the State.

Coal prices have been relatively weak throughout 2002. The extraordinarily warm
winter of 2001/2002 and a weak economy both contributed to the problem. Since
virtually all the coal burned in the U.S. is for electricity generation (with over 50
percent of the electricity generated in the U.S. from coal), the financial health of the
country’s utilities directly affects the coal industry. During 2002, the electric utility
industry suffered through its worst liquidity crisis in decades. As a result, despite a warm
summer in 2002 and a cold winter in 2002/2003, utilities have delayed replenishing
depleted coal stockpiles. However, as the winter progresses, there has been a recovery in

eastern coal prices.

As a part of its coal land management activities, PVR is in the timber business. The
Partnership typically sells cutting rights to various contractors who usually cut in
advance of a mining project. Timber revenues in 2002 were $1.6 million, which is
about the same as the $1.7 million recorded in 2001. Forecasts for 2003 do not include
timber price increases and PVR intends to sell only the timber necessary to

accommodate its lessees’ mining operations.

PVR also invests in coal-related infrastructure. The investments to date have been in
projects that directly aid the mining operations on PVR property. The Shober loadout
facility shipped 2.4 million tons in 2002, generating revenue of $1.2 million, and the
coal loading dock in West Virginia generated revenue of $0.4 million to PVR in 2002.
Two modular preparation plants, which save operators the expense of shipping raw
coal long distances to be cleaned and thereby allows marginal reserves to be mined
economically, were brought on-line in 2002. The preparation plant and loadout
facilities at Fork Creek are important to PVR’s plan to re-lease the coal and should
ultimately produce a positive return. PVR plans to expand the fee-based part

of its business.

2002 Annual Reporte [
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Powell River Project

As a participant in the coal industry, Penn Virginia Resource Partners has always taken
its environmental responsibilities seriously. In 1980, the Partnership’s predecessor
worked with Virginia Polytechnic and State University to establish an environmental
research and education program to benefit the coal mining regions of Virginia and

its neighboring states. Ongoing support for the program, known as the Powell River
Project, now comes from the Partnership as well as several other businesses and

organizations with interests in land, coal and other natural resources.

Research topics at the Powell River Project include environmental protection practices
used in coal operations, efficient and economic uses of reclaimed mine land, effective
use of timber resources, the preservation and improvement of local water resources
and the creation of meaningful job opportunities. The studies are conducted on an
1,100 acre site located on PVR’s Wise property in Virginia. Over 20,000 students and
teachers have participated in environmental education programs at the project’s

on-site Education Center.
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- Part |

Item 1. | Business

General

Penn Virginia Resource Partners, L.P. (“the Partnership”) is a
Delaware limited partnership formed by Penn Virginia Corperation
(“Penn Virginia”) in July 2001 to primarily engage in the business
of managing coal properties in the United States. We enter into
long-term leases with experienced, third-party mine operators for
the right to mine our coal reserves in exchange for royalty pay- .
ments. As of December 31, 2002, our properties contained
approximately 615 million tons of proven and probable coal
reserves located on 241,000 acres in Virginia, West Virginia, New
Mexico and eastern Kentucky. In 2002, our lessees produced 14.3
million tons of coal from our properties and paid us coal royalry
revenues of $31.4 million. As of December 31, 2002, we leased our
reserves under 51 leases to 28 different operators who mine coal at
61 mines. Our lessees, other than those lessees which are affiliates of
Peabody Energy Corporation (the “Peabody Lessees”), are generally
required to make payments to us based on the amount of coal they
produce from our properties and the price at which they sell the
coal, subject to fixed minimum royalty rates per ton. The Peabody
Lessees are required to make payments to us based on fixed royalty
rates per ton, which escalate annually. We do not operate any
mines. In managing our properties, we actively work with our
lessees to develop efficient methods to exploit our reserves and to
maximize production from our properties. Additionally, we provide
fee-based coal preparation and transportation facilities to some of
our lessees to enhance their production levels and to generate
additional coal services revenues.

We also earn revenues from the sale of standing timber on our
properties. As of December 31, 2002, we owned approximately
114,500 surface acres of timberland containing approximately 168
million board feet of inventory. The timber revenues we receive are
dependent on harvest levels and the species and quality of timber
harvested. Our harvest levels in any given year will depend upon a
number of factors, including anticipated mining activity, timber
maturation and market conditions. Any timber, which would oth-
erwise be removed due to lessee mining operations, is harvested
in advance to prevent loss of the resource. In 2002, we sold 8.3
million board feer of timber.

In 2002, 91.4% of our revenues were attributable to our coal
and land leasing operations, 4.4% of our revenues were attributable
to our coal services operations and 4.2% of our revenues were
attributable to our timber operations.

Recent Acquisitions

In December 2002, we announced the formacion of a strategic
alliance with Peabody Energy Corporation (“Peabody”), the largest
private sector coal company in the wotld. Central to the transaction

was the purchase and leaseback of approximately 120 million tons of
predominately low sulfur, low BTU coal reserves located in New
Mexico (80 million tons) and predominately high sulfur, high BTU
coal reserves in northern West Virginia (40 million tons) (the
“Peabody Acquisition”). As a result of the Peabody Acquisition, our
total reserves increased by approximately 25% to 615 million tons
and our royalty revenue is expected to increase by almost 50% in
2003 over 2002. The Peabody Acquisition, which included 8,800
mineral acres, was funded with $72.5 million in cash and the
issuance by the Partnership to Peabody of 1,522,325 common units
and 1,240,833 class B common units, a newly created series of units.
The $130.5 million acquisition includes approximately $6.1 million,
or 293,700 Class B units, held in escrow pending certain title
transfers. As a result of the units held in escrow, approximately five
million tons of coal reserves and 293,700 Class B common units
were excluded from the reserve totals and the financial statements at
December 31, 2002. See “Part II. Item 7. Management’s Discussion
and Analysis of Financial Condition and Results of Operations -
Acquisitions.” The Peabody alliance accomplishes several strategically
important goals, It provides geographic diversity by exposing us to
new markets in the western United States and in northern
Appalachia. The inclusion of the Peabody as a significant part of our
lessee mix adds additional strength and stability to our lessee group.
In addition, Peabody is incentivized to source additional assets to the
Partnership in the future. This incentive is derived not only from
Peabody’s ownership of approximately 15% of our common units,
but also from the right to share in our general partner’s incentive
distribution rights if Peabody sells us additional coal assets in the
future. See “Incentive Discribution Rights.”

In addition to the Peabody Acquisition, in August 2002, we pur-
chased approximately 16 million tons of coal reserves located on the
Upshur properties in northern Appalachia for $12.3 million (the
“Upshur Acquisition”). The Upshur Acquisition was our first expo-
sure outside of central Appalachia. The properties, which include

approximately 18,000 mineral acres, contain predominarely high
sulfur, high BT'U coal reserves.

In June 2001, we acquired the Fork Creek property in West
Virginia, purchasing approximately 53 million tons of coal reserves
for $33.1 million. In early 2002, the operator at Fork Creek filed
for bankruptcy protection under Chapter 11 of the U.S.
Bankruptcy Code. Fork Creek’s operations were idled on March 4,
2002. The operator continued to pay minimum royalties until we
recovered our lease on August 31, 2002. In November 2002, we
purchased various infrastructure at Fork Creek for $5.1 million plus
the assumption of certain reclamation liabilities and stream mitiga-
tion obligations. See Part II. Item 7. “Management’s Discussion
and Analysis of Financial Conditions and Results of Operations —
Acquisitions.” With control of the Fork Creek reserves, permits and
critical infrastructure, we are working diligendy to put a new, finan-
cially stable operator in place at Fork Creek. As is customary in our
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operations, we intend to assign all related reclamarion liabilities to

such operator.

Business Strategy

Obur principal business strategies are to:

Increase production from our properties. We provide technical support
and fee-based coal preparation and transportation facilities to our
lessees to maximize production levels and ultimate reserve recovery
on our properties. Our technical staff has an average experience of
over 25 years in the coal industry and considerable operational
expertise. Our staff regularly reviews mining plans and consults with
our lessees to develop efficient methods of exploiting our reserves.
In addition, we initiate and fund exploration and infrastructure
projects to enhance production and maximize reserve recovery.

Expand amount and geographic diversity of our reserves. We actively
pursue opportunities to expand our reserves through acquisition of
additional coal reserves and exploration of our existing properties.
In 2002, we closed the Peabody and Upshur Acquisitions, acquiring
an additional aggregate of approximarely 136 million tons of coal
reserves, all of which were located outside of central Appalachia.
These acquisitions include approximately 23,000 mineral acres
located in the western United States and northern Appalachia. As
described above, we have provided an incentive to Peabody to
source us additional coal assets in the future. We also intend to rake
advantage of our relationship with Penn Virginia in connection
with our pursuit of additional coal reserves and related assets. See
“Ownership by and Relationship with Penn Virginia Corporation.”

Diversify our lessee base and sources of revenues. As of December 31,
2002, the Partnership leased its coal reserves under 51 leases to 28
different operators, who are mining coal ar 41 underground mines
and 20 surface mines. The addition of the Peabody Lessees to our
major lessees has enhanced the stability of our cash flow and we
intend to continue to diversify our lessee base and revenue sources
1o further enhance our cash flow. In addition to coal royalty rev-
enues, we also generate coal services revenues from fees we charge
our lessees for the use of our unit train loadout facility, modular
coal preparation plants and a dock loading facility. We intend to
continue to lock for opportunities to increase our fee-based asset
revenues through acquisitions of assets such as rail car or barge
loading facilities, terminals and coal preparation plants. Fee-based
assets are typically long-lived and generally produce steady and
predictable cash flows.

Increase timber inventory. As of December 31, 2002, we owned
114,500 surface acres of timberland containing approximately 168
million board feet of inventory. We intend to acquire additional
timber resources in conjunction with our acquisition opportunities
of coal and land assets in the future.

Coal Leases

The Partnership earns coal royalty revenues under long-term leases
that generally require our lessees other than the Peabody Lessees to
make payments to us based on the higher of a percentage of the
gross sales price or a fixed price per ton of coal they sell. Our leases
with Peabody (the “Peabody Leases”) require the Peabody Lessees to
make payments to us based on fixed royalty rates per ton of coal
sold, which rates escalate annually. A typical lease either expires
upon exhaustion of the leased reserves or has a five to ten-year base
term, with the lessee having an option to extend the lease for at
least five years after the expiration of the base term.

Substantially all of our leases, including the Peabody Leases, require
the lessee to pay minimum rental payments in monthly or annual
installments, even if no mining activities are ongoing. These mini-
mum rentals are credited, usually over a period from one to three
years from the time of payment, against the production royalties
owed to the Partnership once coal production commences. The
Peabody Leases, which require significant annual minimum rental
payments, are credited over the life of the Peabody Leases.

In addition to the terms described above, substantially alt of our
leases impose obligations on the lessees to diligently mine the leased
coal using modern mining techniques, employ a professional min-
ing engineer to plan and plot mining development, indemnify us
for any damages we incur in connection with the lessee’s mining
operations, conduct mining operations in compliance with all
applicable laws, obtain our written consent prior to assigning the
lease and maintain reasonable amounts of general liability and other
insurance. Substantially all of the leases grant us the right to review
all lessee mining plans and maps, enter the leased premises to exam-
ine mining operations and conduct audits of lessees’ compliance
with lease terms. In the event of default by the lessee, substantially
all of the leases give us the right to terminate the lease and take
possession of the leased premises.

Ownership by and Relationship
with Penn Virginia Corporation

One of the Partnership’s attributes is its relationship with Penn
Virginia, a publicly held energy company based in Radnor,
Pennsylvania. Penn Virginia has been engaged in the coal royalty
business since 1882 and is also engaged in the exploration, develop-
ment and production of oil and natural gas. Penn Virginia formed
the Partnership in July 2001 to own and operate substantially all of
the assets and assume the liabilities relating to Penn Virginia’s coal
land management business. The Partnership completed its initial
public offering (the “IPO”) of 7,475,000 common units at a price of
$21.00 per unit on October 30, 2001. Penn Virginia has a signifi-
cant interest in the Partnership through its indirect ownership of a
43% limited partner interest and the general partner interest in us.




Penn Virginia has a history of successfully completing energy acqui-
sitions. The Partnership pursues acquisitions independently and has
the opportunity to participate jointly with Penn Virginia in review-
ing potential acquisitions. These may include acquisitions of
properties containing multiple natural resources, such as oil, natural
gas, coal and timber. The Partnership will be entitled to retain all
coal reserves and timber resources acquired in any such joint acqui-
sition and expects to allocate the remaining purchased assets
between the Partnership and Penn Virginia as appropriate after con-
sidering each entity’s characteristics and strategies. We expect that
our ability to participate in potential acquisitions with, and our
access to the experienced management team and industry contacts
of, Penn Virginia will benefit us.

Our partnership agreement provides that our general partner, which
is an indirect wholly owned subsidiary of Penn Virginia, is restricted
by agreement from engaging in any business activities other than
those incidental to its ownership of interests in us. Under an
omnibus agreement we entered into with Penn Virginia and our
general partner concurrently with the closing of our IPO, Penn
Virginia agreed, and caused its controlled affiliates to agree, not to
engage in the businesses of (i) owning, mining, processing, market-
ing or transporting coal, (i) owning, acquiring or leasing coal
reserves or (iii) growing, harvesting or selling timber unless it first
offers us the opporrtunity to acquire such businesses or assets and
the board of directors of the general partner, with the concurrence
of its conflicts committee, elects to cause us not to pursue such
opportunity or acquisition. This restriction will not apply to the
assets and businesses retained by Penn Virginia at the closing of the
IPO. Under the omnibus agreement, Penn Virginia will be able to
purchase any business which includes the purchase of coal reserves,
timber and/or infrastructure relating to the production or trans-
portation of coal if the majority value of such business is not
derived from owning, mining, processing, marketing or transport-
ing coal or growing, harvesting or selling timber. If Penn Virginia
makes any such acquisition, it must offer us the opportunity to
purchase the coal reserves, timber and/or related infrastructure fol-
lowing the acquisition.

Concurrently with the closing of the IPO, Penn Virginia also
agreed to indemnify us through October 2006 for cerrain pre-exist-
ing tax and environmental liabilities of up to $10 million.

Partnership Structure and Management

Our operations are conducted through, and our operating assets are
owned by, our subsidiaries. We own our subsidiaries through an
operating company, Penn Virginia Operating Co., LLC (the
“Operating Company”). At February 28, 2003, our Partnership

structure was as follows:

° Penn Virginia Resource GB, LLC, our general partner and an
indirect wholly owned subsidiary of Penn Virginia, owns the 2%
general parener interest in us;

* Penn Virginia Resource LP Corp. and Kanawha Rail Corp., indi-
rect wholly owned subsidiaries of Penn Virginia, own an aggregate
of 155,317 common units and 7,649,880 subordinated units,
representing an aggregate 43% limited partner interest in us;

° we own 100% of the member interests in the Operating
Company; and

° the Operating Company owns 100% of the member interests in
its subsidiaries, which include Fieldcrest, LLC, Suncrest, LLC,
Loadout, LLC, K Rail, LLC and Wise, LLC.

Our general partner and its affiliates are entitled to distributions on
the general partner interest and on any common units and subordi-
nated units they hold. Additionally, our general partner is entitled
to distributions on its incentive distribution rights. Our general
partner has sole responsibility for conducting our business and for
managing our operations. Our general partner will not receive any
management fee or other compensation in connection with its
management of our business, but will be entitled to be reimbursed
for all direct and indirect expenses incurred on our behalf. See
“Note 9 - Related Party Transactions — General and Administrative
— to Consolidated and Combined Financial Statements.”

Partnership Ristributions

Cash Distributions

The Partnership made its first cash distribution of $0.34 per com-
mon and subordinated unit in February 2002 for the period
October 30, 2001 through December 31, 2001. For 2002, the
Partnership made quarterly cash distributions of $0.50 per com-
mon unit and subordinated unit. We intend to increase quarterly
cash distributions to $0.52 per common unit and subordinated
unit beginning with the distribution payable in May 2003 with
respect to the first quarter of 2003, :

Incentive Distribution Rights _

In accordance with the partnership agreement, incentive distribution
rights represent the right to receive an increasing percentage of quar-
terly distributions of available cash from operating surplus after the
minimum quarterly distribution and the targer distribution levels
have been achieved. The minimum quarterly distribution is $0.50
per unit ($2.00 per unit on an annual basis). Our general partner
currently holds the incentive distribution rights, but may transfer
these rights separately from ics general partner interest to an affiliate
(other than an individual) or to another entity as part of the merger
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another entity without the prior approval of our unitholders if the

transferee agrees to be bound by the provisions of our partnership
agreement. Prior to Septernber 30, 2011, other transfers of incentive
distribution rights will require the affirmative vote of holders of a
majority of the outstanding common units and subordinated units,
voting as separate classes. On or after September 30, 2011, the
incentive distribution rights will be freely transferable.

If for any quarter:

° we have distributed available cash from operating surplus to the
common and subordinated unitholders in an amount equal to
the minimum quarterly distribution; and

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

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

e First, 98% to all unitholders, pro rata, and 2% to the general
partner, until each unitholder has received a total of $0.55 per
unit for that quarter (the “first target distribution”);

° Second, 85% to all unitholders, and 15% to the general partner,
until each unitholder has received a total of $0.65 per unir for
that quarter (the “second target distribution”);

° Third, 75% to all unitholders, and 25% to the general partner,
until each unitholder has received a total of $0.75 per unit for
that quarter (the “third target distribution”); and

° Thereafter, 50% to all unitholders and 50% to the general partner.

In each case, the amount of the target distribution set forth above is
exclusive of any distributions to common unitholders to eliminate
any cumulative arrearages in payment of the minimum quarterly
distribution on the common units. In conjunction with the Peabody
Acquisition, our general partner has issued a special membership
interest which entitles Peabody to receive increased percentages,
starting at zero and increasing up to 40%, of payments we make to
our general partner with respect to incentive distribution rights if we
purchase additional assets from Peabody in the future.

Subordination Peried

During the subordination period described in our partnership
agreement, the Partnership is required to make all minimum
quarterly distributions, plus arrearages due to common unithold-

ets, before we make any distributions on the subordinated unis.
The subordination period will end once we meet the financial tests
in our partnership agreement, but it generally cannot end before
September 30, 2006. When the subordination period ends, all
remaining subordinated units will convert into common units on a
one-for-one basis and the common units will no longer be entitled
to arrearages. If we meet the financial tests in our partnership
agreement for any quarter ending on or after September 30, 2004,
25% of the subordinated units will convert automatically into
commeon units. If we meet these tests for any quarter ending on or
after Septernber 30, 2005, an additional 25% of the subordinated
units will automatically convert into common units. The early
conversion of the second 25% of the subordinated units may not
occur until at least one year after the early conversion of the first
25% of subordinated units. ‘

Limited Call Right.

If at any time persons other than our general partner and its affiliates
do not own more than 20% of the outstanding common units, our
general partner has the right, but not the obligation, to purchase all
of the remaining common units at a price not less than the then cur-
rent market price of the common units.

Certain Conflicts of Interast and

Limits on Fiduciary Responsibilities

Our general partner has a legal duty to manage us in a manner
beneficial to our unitholders. This legal duty originates in state
statutes and judicial decisions and is commonly referred to as a
“fiduciary” duty. However, because our general partner is an indirect,
wholly owned subsidiary of Penn Virginia, our general partner’s
officers and directors also have fiduciary duties to manage our general
partner’s business in a manner beneficial to shareholders of Penn
Virginia. The officers and directors of our general partner have
significant relationships with, and responsibilities to, Penn Virginia.
As a result of this relationship, conflicts of interest may arise in the
future between us and our unitholders, on the one hand, and our
general partner and its affiliates, on the other hand.

Our partnership agreement limits the liability and reduces the fidu-
ciary duties owed by our general partner to unitholders. Cur
partnership agreement also restricts the remedies available to
unitholders for actions that might otherwise constitute breaches of
our general partner’s fiduciary duty.

In connection with the Peabody Acquisition, Peabody received the
right to designate one director to serve on the Board of Directors of
our general partner. This Peabody designee may have fiduciary
duties to Peabody as well as those he has to the Partnership and our
general partner as a director of our general partner. Conflicts of
interest may arise for this designee as a result of these relationships.




Competition

The coal industry is intensely competitive primarily as a result of
the existence of numerous producers. Our lessees compete with coal
producers in various regions of the United States for domestic sales.
The industry has undergone significant consolidation which has led
to some of the competitors of our lessees to have significanty larger
financial and operating resources than some our lessees. Our lessees
primarily compete with both large and small producers in
Appalachia as well as in the western United States. Our lessees com-
pete on the basis of coal price at the mine, coal quality (including
sulfur content), transportation cost from the mine to the customer
and the reliability of supply. Continued demand for our coal and
the prices that our lessees obtain are also affected by demand for
electricity, access to transportation, environmental and government
regulations, technological developments and the availability and
price of alternative fuel supplies, including nuclear, natural gas, oil
and hydroelectric power. Demand for our low sulfur coal and the
prices our lessees will be able to obtain for it will also be affected by
the price and availability of high sulfur coal, which can be marketed
in tandem with emissions allowances in order to meet federal Clean
Air Act requirements.

Risks inherent in Jur Business

Qur business involves several inherent risks. These risks include:

Business Related Risks
* We may not have sufficient cash to enable us to pay the mini-
mum quarterly distribution each quarter.

» If our lessees do not manage their operations well, their produc-
tion volumes and our coal royalty revenues could decrease.

* Lessees could satisfy obligations to their customers with coal from
properties other than ours, depriving us of the ability to receive
amounts in excess of the minimum royalty payments.

* Coal mining operations are subject to numerous operational risks
that could result in lower coal royalty revenues and also reduce
reserve recovery.

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

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

¢ If our lessees do not receive payments on a timely basis from their
customers, their cash flow would be adversely affected, which
could cause our cash flow to adversely affected.

» We may not be able to grow and our business will be adversely '

affected if we are unable to replace or increase our reserves
through acquisitions.

* Qur lessees’ work force could become increasingly unionized in

the future

e Fluctuations in transportation costs and the availability or reliabil-
ity of transportation could reduce the production of coal mined
from our properties

Regulatory and Legal Risks

General Regulation. Our lessees are obligated to conduct mining
operations in compliance with all applicable federal, state and
local laws and regulations. These laws and regulations include
matters involving the discharge of materials into the environment,
employee health and safety, mine permits and other licensing
requirements, reclamation and restoration of mining properties
after mining is completed, management of materials generated by
mining operations, surface subsidence from underground mining,
water pollution, legislatively mandated benefits for current and
retired coal miners, air quality standards, protection of wetlands,
plant and wildlife protection, limitations on land use, storage of
petroleum products and substances which are regarded as hazardous
under applicable laws and management of electrical equipment
containing polychlorinated biphenyls, or PCBs. Because of exten-
sive and comprehensive regulatory requirements, violations during
mining operations are not unusual in the industry and, notwith-
standing compliance efforts, we do not believe violations by our
lessees can be eliminated completely. However, none of the viola-
tions to date, or the monetary penalties assessed, have been
material to us or, to our knowledge, to our lessees. We do not
currently expect that future compliance will have a marerial adverse
effect on us.

While it is not possible to quantify the costs of compliance by our
lessees with all applicable federal and state laws, those costs have
been and are expected to continue to be significant. The lessees post
performance bonds pursuant to federal and state mining laws and
regulations for the estimated costs of reclamation and mine closing,
including the cost of treating mine water discharge when necessary.
We do not accrue for such costs because our lessees are contractual-
ly liable for all costs relating to their mining operations, including
the costs of reclamarion and mine closure. However, we do require
some smaller lessees to deposit into escrow certain funds for recla-
marion and mine closure costs or post performance bonds for these
costs. Although the lessees typically accrue adequate amounts for
these costs, their future operating results would be adversely
affected if they later determined these accruals to be insufficient.
Compliance with these laws has substantially increased the cost of
coal mining for all domestic coal producers.
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In addition, the utility industry, which is the most significant
end-user of coal, is subject to extensive regulation regarding the
environmental impact of its power generation activities which
could affect demand for our lessees’ coal. The possibility exists
that new legislation or regulations may be adopted which may
have a significant impact on the mining operations of our lessees
or their customers’ ability to use coal and may require us, our
lessees or their customers to change operations significantly or
incur substantial costs.

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

In July 1997, the U.S. Environmental Protection Agency (the
“EPA”) adopted more stringent ambient air quality standards for
particulate marter and ozone. Particulate matter includes small par-
ticles that are emitted during the combustion process. In a February
2001 decision, the U.S. Supreme Court largely upheld the EPA’s
position, although it remanded the EPA’s ozone implementation
policy for further consideration. Details regarding the new particu-
late standard icself are still subject to judicial challenge. These ozone
restrictions will require electric power generators to further reduce
nitrogen oxide emissions. Nitrogen oxides are naturally occurring
byproducts of coal combustion that lead to the formation of ozone.
Further reduction in the amount of particulate matter that may be
emitted by power plants could also result in reduced coal consump-
tion by electric power generators. Future regulations regarding
ozone, particulate matter and other ambient air standards could
restrict the market for coal and the development of new mines by
our lessees. This in turn may result in decreased production by our
lessees and a corresponding decrease in our coal royalty revenues.

The Clean Air Act also imposes standards on sources of hazardous
air pollutants. These standards have not yet been extended to coal
mining operations or by-products of coal combustion, but consid-
eration is now being given to regulating certain hazardous air
pollutant components that are found in coal combustion exhaust,
including mercury. Like other environmental regulations, these
standards and furure standards could result in a decreased demand

for coal.

Surface Mining Control and Reclamation Act of 1977. The Surface
Mining Control and Reclamation Act of 1977 (“SMCRA”) and
similar state statutes impose on mine operators the responsibility of

restoring the land to its original state and compensating the

landowner for types of damages occurring as a result of mining
operations, and require mine operators to post performance bonds
to ensure compliance with any reclamation obligations. Regulatory
authorities may attempt to assign the liabilities of the our lessees to
us if any of our lessees are not financially capable of fulfilling those
obligations. In conjunction with mining the property, our lessees
are contractually obligated under the terms of their leases to comply
with all laws, including SMCRA and equivalent state and local
laws, which obligations include reclaiming and restoring the mined
areas by grading, shaping and reseeding the soil. Upon completion
of the mining, reclamation generally is completed by seeding with
grasses or planting trees for use as pasture or timberland, as speci-
fied in the approved reclamation plan.

CERCLA. We could become liable under federal and state
Superfund and waste management statutes if our lessees are unable
to pay environmental cleanup costs. The Comprehensive
Environmental Response, Compensation and Liability Act, known
as CERCLA or “Superfund,” and similar state laws creare liabilities
for the investigation and remediation of releases and threatened
releases of hazardous substances to the environment and damages
to natural resources. As a landowner, we are potentially subject to
liability for these investigation and remediation obligations.

Mountaintop Removal Litigation. On January 29, 2003, the United
States Fourth Circuit Court of Appeals (the “Circuit Court”) vacat-
ed an injunction issued in May 2002 by the United States District
Court for the Southern District of West Virginia (the “District
Court”). This injunction had prohibited the Huntington, West
Virginia office of the U.S. Army Corps of Engineers (the “Corps”)
from issuing permits under Section 404 of the Clean Water Act for
the construction of valley fills for the disposal of coal mining over-
burden. These valleys typically contain streams that, under the
Clean Water Act, are considered navigable waters of the United
States. The District Court had found that the Corp’s permitting of
overburden valley fills under Section 404 was a violation of the
Clean Water Act since Section 404 allows only the permitting of fill
material deposited for a beneficial purpose and not for mere waste
disposal such as the disposal of coal overburden. The Circuit Court
reversed this finding, concluding, instead, that overburden valley
fills may be permitted under Section 404 and remanded the case
back to the District Court for further proceedings not inconsistent
with the Circuit Court’s opinion.

Mine Health and Safety Laws. Stringent safety and health stan-
dards have been imposed by federal legislation since the adoption
of the Mine Health and Safery Act of 1969. The Mine Health
and Safety Act of 1969 resulted in increased operating costs and
reduced productivity. The Mine Safety and Health Act of 1977,
which significantly expanded the enforcement of health and safery



standards of the Mine Health and Safety Act of 1969, imposes
comprehensive safety and health standards on all mining operations.
In addition, as part of the Mine Health and Safety Acts of 1969
and 1977, the Black Lung Acts require payments of benefits by all

businesses conducting current mining operations to coal miners
with black lung and to some survivors of a miner who dies from
this disease.

Mining Permits and Approvals. Numerous governmental permits or
approvals are required for mining operations. In connection with
obtaining these permits and approvals, our lessees may be required
to prepare and present to federal, state or local authorities data per-
taining to the effect or impact that any proposed production of coal
may have upon the environment. The requirements imposed by
any of these authorities may be costly and time consuming and may
delay commencement or continuation of mining operations.

In order to obrain mining permits and approvals from state regula-
tory authorities, mine operators, including our lessees, must submit
a reclamation plan for restoring, upon the completion of mining
operations, the mined property to its prior condition, productive
use or other permitted condition. Typically our lessees submit the
necessary permit applications between 12 and 18 months before
they plan to begin mining a new area. In our experience, permits
generally are approved within 12 months after a completed applica-
tion is submitted. In the past, our lessees have generally obtained
their mining permits without significant delay. Our lessees have
obtained or applied for permits to mine a majority of the reserves
that are currently planned to be mined over the next five years. Our
lessees are in the planning phase for obtaining permits for the
remaining reserves planned to be mined over the next five years.
However, we there are no assurances that they will not experience
difficulty in obtaining mining permits in the future.

Timber Regulations. Our timber operations are subject to federal, state
and local laws and regulations, including those related to the environ-
ment, protection of endangered species, foresting activities and health
and safety. We believe we are managing our timberlands in substan-
tial compliance with applicable federal and state regulations.

)

Employees and Labor Relations

‘We have no employees. To carry out our operations, our general
partner and its affiliates employed 30 employees who directly
supported our operations at December 31, 2002. The general
partner considers it relations with its employees to be good.

Available Information

The Partnership’s Internet address is www.pvresource.com. We
make available free of charge on or through our Internet website
our annual report on Form 10-K, quarterly reports on Form 10-Q

and amendments to those reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Securities Exchange Act of 1934 as
soon as reasonably practicable after we electronically file such mate-
rial with, or furnish it to, the Securities and Exchange Commission.
To date, we have inadvertently not made so available on our web-
site any current reports on Form 8-K. We will provide, free of
charge upon request, electronic or paper copies of all current
reports on Form 8-K which were filed from November 15, 2002 to
February 15, 2003. We will make available, free of charge, on or
through our internet website, all reports on Form 8-K and amend-
ments to those reports filed after February 15, 2003 as soon as
reasonably practicable after we electronically file such reports with,
or furnish them to, the Securities and Exchange Commission.

item 2. | Properties

Title to Property

Of the 615 million tons of proven and probable coal reserves as of
December 31, 2002, we owned the mineral rights and the majority
of related surface rights to 572 million tons, or 93%, and we lease
the remaining 43 million tons, or 7%, from unaffiliated third par-
ties. In addition to the revenues we receive from our coal business,
we also earn revenues from the sale of timber. At December 31,
2002, we owned 114,500 surface acres of timberland containing
168 million board feet of inventory.

Coal Reserves and Production

As of December 31, 2002, we had approximately 615 million tons
of proven and probable coal reserves located on 241,000 acres in
Virginia, West Virginia, New Mexico and eastern Kentucky. Our

reserves are located on six separate properties:

* the Wise property, located in Wise and Lee Counties, Virginia
and Letcher and Harlan Counties, Kentucky;

¢ the Coal River property, located in Boone, Fayette, Kanawha,
Lincoln and Raleigh Counties, West Virginia;

® the Northern Appalachia property, located in Barbour, Harrison,
Lewis, Monongalia and Upshur Counties, West Virginia;

* the New Mexico property, located in McKinley County, New
Mexico;

e the Spruce Laurel property, located in Boone and Logan
Counties, West Virginia; and

© the Buchanan property, located in Buchanan County, Virginia.

2002 Annual Repor:



Resource Partners, L.

Virginia

Penn

=2
(]

Reserves are coal tons that can be economically extracted or pro-
duced at the time of determination considering legal, economic and
technical limitations. All of the estimates of our reserves are classi-
fied as proven and probable reserves. Proven and probable reserves
are defined as follows:

Proven Reserves—Proven reserves are reserves for which: (a) quantity
is computed from dimensions revealed in outcrops, trenches, work-
ings or drill holes; grade and/or quality are computed from the
results of detailed sampling; and (b) the sites for inspection, sam-
pling and measurement are spaced so closely, and the geologic
character is so well defined, that the size, shape, depth and mineral
content of reserves are well-established.

Probable Reserves—DProbable reserves are reserves for which quantity
and grade and/or quality are computed from information similar to
that used for proven reserves, but the sites for inspection, sampling
and measurement are farther apart or are otherwise less adequately
spaced. The degree of assurance, although lower than that for
proven reserves, is high enough to assume continuity between
points of observation.

In areas where geologic conditions indicate potental inconsistencies
related to coal reserves, we perform additional exploration to ensure
the continuity and mineability of the coal reserves. Consequently,
sampling in those areas involves drill holes or channel samples that
are spaced closer together than those distances cited above.

The Partnership’s lessees mine coal using both underground and
surface methods. At December 31, 2002, our lessees operated 20

surface mines and 41 underground mines. Approximately 66% of
the coal produced from our properties in 2002 came from under-
ground mines and 34% came from surface mines.

Our lessees’ customers are primarily utilities. Coal produced from
our properties is transported by rail, barge and truck, or a combi-
nation of these means of transportation. Coal from the Virginia
portion of the Wise property and the Buchanan property is pri-
marily shipped to electric utilities in the Southeast by the Norfolk
Southern railroad. Coal from the Kentucky portion of the Wise
property is primarily shipped to electric utilities in the Southeast -
by the CSX railroad. Coal from the Coal River and Spruce Laurel
properties is shipped to steam and metallurgical customers by the
CSX railroad, by barge along Kanawha River, by truck or by a
combination thereof. Coal from the Northern Appalachia property
is shipped by barge on the Monongahela River, by truck and by
the CSX and Norfolk Southern railroads. Coal from the New
Mexico property is shipped to steam market in New Mexico and
Arizona by the Burlington Northern Santa Fe railroad. All of our
properties contain and have access to numerous roads and state or
interstate highways.

The following table sets forth production data and reserve information with respect to each of our six properties:

Production Proven and Probable
Year Ended December 31, Reserves at December 31, 2002

{tons in millions} 2002 2001 2000 Underground Surface Total
Property .
Wise 8.945 8.961 7.391 192.0 298 221.8
Coal River 2.493 4,043 2.289 138.7 70.7 209.4
New Mexico 0.173 — — — 75.9 75.9
Northern Appalachia 0.448 — — 51.9 23 54.2
Spruce Laurel 1.774 1.704 2.086 40.0 11.6 516
Buchanan 0.448 0.598 0.770 1.9 — 1.9

Total 14.281 15.306 12536 424.5 190.3 614.8




The following table sets forth the coal reserves we own and lease
with respect to each of our coal properties as of December 31, 2002:

{tons in mifions) Owned Leased Total
Property
Wise 221.8 — 221.8
Coal River 169.3 40.1 209.4
New Mexico 75.9 — 75.9
Northern Appalachia 54.2 — 54.2
Spruce Laure} 50.0 1.6 51.6
Buchanan 0.9 1.0 1.9
Total 572.1 4.7 614.8

Our reserve estimates are prepared from geological data assembled
and analyzed by our staff. These estimates are compiled using
geological data taken from thousands of drill holes, adjacent mine
workings, outcrop prospect openings and other sources. These
estimates also take into account legal, qualitative technical and
economic limitations that may keep coal from being mined.
Reserve estimates will change from time to time due to mining
activities, analysis of new engineering and geological data, acquisi-
tion or divestment of reserve holdings, medification of mining
plans or mining methods and other factors. At December 31, 2002,
our reserves were estimated internally by the General Partner’s
geologists and engineers.

The Wise Property

The Wise property consists of 103,000 acres located in Wise and
Lee Counties, Virginia, and Letcher and Harlan Counties,
Kentucky. We own 66,000 acres in fee and own the mineral rights
to an additional 37,000 acres. We first acquired rights to the major-
ity of this property in 1882, and the first lease entered into with a
lessee for a portion of this property was in 1902. As of December
31, 2002, the property included 222 million tons of coal reserves
and related infrastructure, including a unit train loadout facilicy
capable of loading 4,500 tons of coal per hour that can sample,
blend and load coal into unit trains of up to 108 railcars within a
four-hour period.

As of December 31, 2002, we leased 79% of the Wise property
reserves pursuant to 22 separate leases. Production from the proper-
ty totaled 8.9 million tons for the year ended December 31, 2002
and was shipped to our lessees’ customers via truck, the Norfolk

Southern railroad and the CSX railroad.

The Coal River Property
The Coal River property consists of 84,000 acres focated in Boone,
Fayette, Kanawha, Lincoln and Raleigh Counties, West Virginia.
We own 53,000 acres in fee, the mineral rights to 19,000 acres and
lease 12,000 acres from third parties. We acquired rights to this
property pursuant to four acquisitions between 1996 and 2002,
and the first lease we entered into with a lessee for this property

was in 1996. As of December 31, 2002, the Coal River property
included 209 million tons of proven and probable coal reserves in

West Virginia and related infrastructure and other assets, including
a coal loading dock on the Kanawha River, a 900-ton per hour coal
preparation plant, a unit-train loading facility and a modular coal
preparation plant.

As of December 31, 2002, we leased 62% of the Coal River prop-
erty reserves pursuant to 10 leases. Production from che property
totaled 2.5 million tons for the year ended December 31, 2002
and was shipped to our lessees” customers via truck, barge and the

CSX railroad.

The New Mexico Property

The New Mexico property consists of over 4,000 acres located

in McKinley County, New Mexico. We acquired the mineral
rights to this property in December 2002 in connection with the
Peabody Acquisition. As of December 31, 2002, the New Mexico
property included approximately 80 million tons of proven and
probable coal reserves, including approximately four million tons
of reserves which we have not included in the total reserves in our
combined and consolidated financial statements for the year
ended December 31, 2002. See “Part II. lrem 7. Management’s
Discussion and Analysis of Financial Condition and Results of
Operations — Acquisitions.”

As of December 31, 2002, we leased all of the New Mexico property
reserves to Peabody. Production from the property for the period
from December 19, 2002, our acquisition date, to December 31,
2002, totaled 0.2 million tons and was shipped to our lessee’s
customers via the Burlington Northern Santa Fe railroad.

The Northern Appalachia Property

The Northern Appalachia property consists of over 18,000 acres of
mineral rights located in Barbour, Harrison, Lewis, Monongalia
and Upshur Counties, West Virginia. We acquired the mineral
rights to this property through the Upshur Acquisition in August
2002 and the Peabody Acquisition in December 2002. As of
December 31, 2002, the Northern Appalachia property included
approximately 55 million tons of proven and probable coal reserves
including approximately one million tons of reserves which we have
not included in the total reserves in our combined and consolidated
financial statements for the year ended December 31, 2002. See
“Part I1. Item 7. Managemenc’s Discussion and Analysis of
Financial Condition and Results of Operations — Acquisitions.”

As of December 31, 2002, we leased 99% of the Northern
Appalachia property reserves pursuant to eight leases. Production
from the property totaled 0.5 million tons for the year ended
December 31, 2002 and was shipped to our lessees’ customers via
truck, barge and the CSX and Norfolk Southern railroads.
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The Spruce Laurel Property

The Spruce Laurel property consists of 12,000 acres located in
Boone and Logan Counties, West Virginia. We own 10,000 acres in
fee and lease 2,000 acres from third parties. We first acquired the
rights to this property in 1963. As of December 31, 2002, the
Spruce Laurel property included approximately 52 million tons of
proven and probable coal reserves.

As of December 31, 2002, we leased 96% of the Spruce Laurel
property reserves pursuant to seven leases. Production from the
Spruce Laurel property was 1.8 million tons for the year ended
December 31, 2002 and was shipped to our lessees’ customers via

a belr line and the CSX railroad.

The Buchanan Property

The Buchanan property consists of 20,000 acres located in
Buchanan County, Virginia. We own the mineral rights to 6,500
acres, and we lease the mineral rights to 13,400 acres from third
parties. We first acquired the rights to this property in 1997. As of
December 31, 2002, the Buchanan property included approximate-
ly 1.9 million tons of coal reserves, ali of which are low sulfur.

"As of December 31, 2002, we leased all of the Buchanan property
reserves pursuant to three leases. Production from the Buchanan
property was 0.5 million tons for the year ended December 31,
2002 and was shipped to our lessees’ customers via the Norfolk
Southern railroad and via truck.

Timber

The Partnership’s approximately 168 million board feet (“Mbf”)
of timber inventory only includes timber that can be harvested
and is greater than 12 inches in diameter. Our timberlands are
located on our Wise, Spruce Laurel and Coal River properties
and contain various hardwood species, including red oak, white
oak, yellow poplar and black cherry. In 2002, we sold 8.3 Mbf
of timber, which generated rimber revenues of $1.6 million.

r.

L.

Timber is sold in a competitive bid process involving sales of
standing timber on individual parcels and, from time to time, on
a contract basis where independent contractors harvest and sell
the timber. Timber revenues are recognized when the timber has
been sold or harvested by the independent contractors. Tide and
risk of loss pass to the independent contractors upon the execu-
tion of the contract. In addition, if the contractors do not harvest
the timber within the specified time period, the title of the timber
reverts back to the Partnership with no refund of original payment.
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ltem 3. | Legal Proceedings

Legal Proceedings

Although we may, from time to time, be involved in litigation and
claims arising out of our operations in the normal course of busi-
ness, we are not currently a party to any material legal proceedings.
In addition, we are not aware of any legal or governmental proceed-
ings against us, or contemplated to be brought against us, under the
various environmental protection statutes to which we are subject.
See “Item 1. Business. Risks Inherent in Our Business” for a2 more
dertailed discussion of our material environmental obligations.

ftem 4. | Submission of Matters to a Vote of
Security Holders

There were no matters submitted to a vote of security holders dur-
ing the fourth quarter of 2002.

]
B parr

ftem 5. | Market for the Registrant’s
Common Units and Related Unitholder
Matters

Market Information

Our common units are listed on the New York Stock Exchange,
Inc. (the “Exchange”) under the symbol "PVR." The high and low
sales prices (composite transactions) from October 23, 2001 (the
day our common units began trading on the Exchange, through
December 31, 2002 are set forth below.

2002 2001
High Low High Low
Quarter
First 3 26.05 $ 2170 — —
Second $ 2426 $ 1970 — —
Third $ 2121 $ 17.54 — —
Fourth $ 2098 $ 1910 $ 2580 $ 2219




The quarterly cash distributions paid in 2002 were as follows:

Amount
Record Date Payment Date Per Unit
Period Covered
by Distribution
October 31, 2001
" ~December 31,2001 January186, 2002 February 14, 2002 $034
First quarter 2002 May 15, 2002 May 15, 2002 $0.50
Second quarter 2002 August 1, 2002 August 14, 2002 $0.50
Third quarter 2002 November 1, 2002 November 14, 2002 $0.50

‘We issued subordinated units in October 2001, all of which are
held by two affiliates of our general partner, and class B common
units in December 2002, all of which are held by an affiliate of
Peabody. There is no established public trading market for either
class of units.

Equity Holders

As of February 28, 2003, there were 5,342 holders of our common
units, two holders of our subordinated units and one holder of our
class B common units.

Distributions

For the year ended December 31, 2002, the Partnership paid
quarterly cash distributions of $0.50 per unit to the common and
subordinated unitholders. The cash distribution paid in February
2002 was in the amount of $0.34 per unit, which amount repre-
sented the pro rata quarterly cash distribution due with respect to
the time period from October 30, 2001, the closing date of the
Partnership’s IPO, through December 31, 2001.

Beginning with the distribution for the first quarter of 2003, we
intend to make quarterly cash distributions of $0.52 per common
and subordinated unit per quarter to the extent we have sufficient
cash from our operations after payment of fees and expenses,
including reimbursements to our general partner. We must distrib-
ute all of our cash on hand ar the end of each quarter, less reserves
established by our general partner. We refer to this cash as available
cash, as defined in our partnership agreement. The amount of
available cash may be greater than or less than the quarterly

cash distribution.

If cash distributions per unit exceed $0.55 in any quarter, our
general partner will receive a higher percentage of the cash we
distribute in excess of that amount in increasing percentages up
to 50%. See “Part 1. Trem 1. Business — Partnership Distributions ~
Incentive Distribution Rights.”

Our class B common units are entitled to receive 100% of the
amount of distributions we pay on each common unit. Qur class B
common units will automatically convert to an equal number of
common units upon approval of such conversion by our common
unitholders. If our common unitholders do not approve of such
conversion by December 19, 2003, each class B common unit will
be entitled to receive 115% of the amount of distributions we pay
on each common unit.

There is no guarantee that we will pay quarterly cash distributions
on the common units in any quarter, and we will be prohibited
from making any distributions to unitholders if it would cause
an event of default under our credit facility. See “Item 7.
"Management's Discussion and Analysis of Financial Condition
and Results of Operations -- Liquidity and Capital Resources.”

Item 6. | Selected Financial Data

On October 30, 2001, the Partnership completed its initial public
offering and became the successor to the coal land management
business (the “Penn Virginia Coal Business”) of Penn Virginia Coal
Company (predecessor). For the purposes of this selected financial
data, the Partnership refers to the Penn Virginia Coal Business for
the periods prior to October 30, 2001 and to Penn Virginia
Resource Partners, L., for the periods subsequent to October 30,
2001. The financial data presents the results of operations and
financial position of the Partnership as if it had existed as a single
entity, separate from Penn Virginia, for the periods prior to October
30, 2001. The following selected historical financial information
was derived from the audited combined financial statements of the
Partnership as of December 31, 2002, 2001, 2000, 1999, and 1998
and for the five years ended December 31, 2002, 2001, 2000,
1999, and 1998. The selected financial data should be read in
conjunction with the combined financial statements, including the
notes thereto, and “Trem 7 - Management’s Discussion and Analysis
of Financial Condition and Results of Operations.”

2002 Annual Repore



Resource Partners, L.

Virginia

Penn

N
N

Year Ended December 31,

{in thousands, except per unit data and operating data) 2002 2001 2000 1993 1998
Income Statement Data:
Revenues:
Coal royalties $ 31358 $ 32365 $ 24308 § 17836 10,774
Coal services 1,704 1,660 1,385 982 —
Timber 1,640 1,732 2,388 1,948 1,711
Minimum rentals 2,840 941 819 230 843
Other 1,066 815 1,289 354 1,240
Total revenues 38,608 37513 30,189 21,350 14,568
Expenses:
Operating 2912 3,196 2,817 876 825
Taxes other than income 895 616 663 506 352
General and administrative 6,419 5,459 4,847 4,123 3,385
Depreciation, depletion and amortization 3955 3,084 2,047 1,269 589
Total expenses 14,181 12,355 10,374 6,774 5,151
Income from operations 24,427 25,158 19,815 14,576 9417
Other income (expense):
Interest expense {1,758} (7,272 (7,670} (3,980) {379
Interest income 2017 4,904 4,685 2,728 3,701
Other income — — 12 B1 432
Income before taxes 24,686 22,790 16,842 13,385 13171
Income rax expense — 6,691 5,287 4116 4355
Net income $ 24686 $ 16,099 $ 1155 $ 9,269 8.816
Balance Sheet Dara:
U.S. Treasuries securing long-term debt $ — $ 43387 $ — $ — —
Property and equipment, net 248,068 104,494 73995 75,560 46,147
Toral assets 266,575 162,638 135,936 110,026 50,315
Long-term debt-affiliate — — 104,333 89,957 42,196
Long-term debt 90,887 43,387 — — —
Total liabilities 104,043 48,131 109,243 94,888 44,448
Partners” Capital / Owner’s equity 162,532 114,507 26,693 15,138 5,869
Cash Flow Data:
Net cash flow provided by (used in):
Operating activities $ 30342 § 21595 $ 16508 $ 12819 10,608
Investing activities (48,976) (95,718) (28,010) (58,101} (7,017
Financing activities 19,919 81,740 10,764 45,897 (3.773)
Distributions paid (28,723) — — — —
Distriburtions paid per unit $ 1.84 — — — —
Other Data:
Coal: .
Royalty coal tons produced by lessees (in thousands) 14,281 15,306 12,536 8,603 5,278
Average gross coal royalty per ton 3 220 $ 21 $ 1.94 $ 2.07 2.04
Timber:
Timber sales (Mbf) 8345 8,741 8,545 9,020 7981
Average timber sales price per Mbf $ 187 $ 168 $ 257 $ 206 198




Item 7. | Management's Discussion and
Analysis of Financial Condition and Results of
Operations

The following review of the financial condition and results of oper-
ations of Penn Virginia Resource Partners, L.P. (the “Partnership”)
should be read in conjunction with the Consolidated and
Combined Financial Statements and Notes thereto.

Cverview

Penn Virginia Resource Partners, L.P. is a Delaware limited partner-
ship formed by Penn Virginia Corporation (“Penn Virginia”) in
2001 1o acquire the coal properties and related assets held by a sub-
sidiary of Penn Virginia. Effective with the closing of the
Partnership’s initial public offering, the ownership of these coal
properties and related assets was transferred to the Partnership in
exchange for common and subordinated units of the Partnership.
The Partnership completed its initial public offering of 7,475,000
common units at a price of $21.00 per unit on October 30, 2001.
Total proceeds for the 7,475,000 units were $156,975,000 before

offering costs and underwriters commissions.

The Partnership leases coal properties to coal mine operators in
exchange for royalty payments. We do not operate any mines.
Instead, we enter into long-term leases with experienced, third party
coal mine operators for the right to mine coal reserves on our prop-
erties in exchange for royalty payments. Generally, our lessees, other
than those lessees (the “Peabody Lessees”) which are affiliates of
Peabody Energy Corporation, make payments to us based on the
higher of a percentage of the gross sales price or a fixed price per ton
of coal they sell, with pre-established minimum monthly or annual
rental payments. The Peabody Lessees are required to make pay-
ments to us based on fixed royalty rates per ton, which escalate
annually. The Peabody Lessees are also required to make minimum
monthly rental payments. We also generate coal services revenues by
providing fee-based coal preparation and transportation facilities to
enhance the coal production of certain of our lessees. We also gener-
ate timber revenues by selling timber growing on our properties.

Our reserves are located on the following six properties:

* the Wise property, located in Wise and Lee Counties, Virginia
and Letcher and Harlan Countdes, Kentucky;

» the Coal River property, located in Boone, Fayette, Kanawha,
Lincoln and Raleigh Counties, West Virginia;

* the Northern Appalachia property, located in Barbour, Harrison,
Lewis, Monongalia and Upshur Counties, West Virginia;

= the New Mexico property, located in McKinley County,
New Mexico;

° the Spruce Laurel property, located in Boone and Logan
Counties, West Virginia; and

¢ the Buchanan property, located in Buchanan County, Virginia.

Our revenues and the profitabilicy of our business are largely
dependent on the production of coal from our reserves by our
lessees. The coal royalty revenues we receive are affected by changes
in coal prices and our lessees’ supply contracts and, to a lesser
extent, by fluctuations in the spot market prices for coal. The pre-
vailing price for coal depends on a number of factors, including
demand, the price and availability of alternative fuels, overall eco-
nomic conditions and governmental regulations.

In addition to our coal royalty revenues, we also generate coal serv-
ices revenues from fees we charge to our lessees for the use of our
coal preparation and transportation facilities. The majority of these
fees have been generated by our unit train loadout facility, which
was completed in April 1999 at a cost of $5.2 million. This facilicy
accommodates 108 car unit trains that can be loaded in approxi-
mately four hours. Some of our lessees utilize the unit train loadour
facility to reduce the delivery costs incurred by their customers.

We also earn revenues from the sale of standing timber on our
properties. At December 31, 2002, we owned 114,500 surface acres
of timberland containing 168 million board feet (MMbf) of inven-
tory. The timber revenues we receive are dependent on market
conditions, harvest levels and the species and quality of timber har-
vested. Our harvest levels in any given year will depend upon a
number of factors, including anticipated mining activity, timber
maturation and market conditions. Any timber, which would oth-
erwise be removed due to lessee mining operations, is harvested in
advance to prevent loss of the resource. In 2002, we sold 8.3 MMbf
of timber.

We also derive revenues from minimum rental payments.
Minimum rental payments are initially deferred and are recognized

as minimum rental revenues when our lessees fail to meet specified -

production levels for certain predetermined periods. The recoup-
ment period on almost all of our leases other than those with the
Peabody Lessees (the “Peabody Leases”) generally ranges from 1-3
years. The recoupment period under the Peabody Leases, which
require significant monthly minimum rental payments, extends for
the life of the Peabody Leases.

Operating expenses that we incur in our coal business consist pri-
marily of lease payments on property which we lease from third
parties and sublease to our lessees. Our lease payment obligations
vary based on the production from these properties. Of the 615
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million tons of proven and probable coal reserves as of December
31, 2002, we owned the mineral rights to 572 million tons and
leased the mineral rights to 43 million tons. With respect to the 43
million tons that we lease, we are granted mining rights in exchange
for per ton royalty payments. We also incur costs related to lease
administration and property maintenance as well as technical and
support personnel. Operating expenses also include core drilling
activities, timber expenses and mine maintenance costs related to
idled mines not currently being leased.

We reimburse our general partner and its affiliates for direct and
indirect general and administrative expenses they incur on our
behalf. These expenses primarily relate to salaries, benefits and
administrative services, including legal, accounting, treasury,
information technology and other corporate services.

Acguisitions

In December 2002, we announced the formation of a strategic
alliance with Peabody Energy Corporation (“Peabody”), the largest
private sector coal company in the world. Central to the transaction
was the purchase and leaseback of approximately 120 million tons
of predominately low sulfur, low BTU coal reserves located in New
Mexico (80 million tons) and predominately high sulfur, high BTU
coal reserves in northern West Virginia (40 million tons) (the
“Peabody Acquisition”). As a result of the Péabody Acquisition, our
total reserves increased by approximately 25% to 615 million tons
and our royalty revenue is expected 1o increase by almost 50% in
2003 over 2002. The Peabody Acquisition, which included 8,800
mineral acres, was funded with $72.5 million in cash and the
issuance by the Partnership to Peabody of 1,522,325 common unics
and 1,240,833 class B commeon units, a newly created series of
units. See “Item 5. Market for the Registrant’s Common Units and
Related Unitholder Matters.” We chose to issue some of the units as
class B common units rather than additional common units
because, under the rules of the New York Stock Exchange, Inc.
(“NYSE”), the issuance of all common units would have required a
common unitholder vote prior to such issuance. We believe that
obraining that vote would have delayed closing of the Peabody
Acquisition to the detriment of the Partnership. The NYSE
approved the structure of the Peabody Acquisition prior to closing.
Of the 1,240,833 class B common units issued, 293,700 are
currently being held in escrow pending (i) Peabody obtaining
approvals from the State of New Mexico regarding certain of the
New Mexico reserves we purchased and (i) Peabody acquiring and
transferring to us certain of the West Virginia reserves we purchased.
As a result of the escrowed class B common units, approximately
five million tons of coal reserves were excluded from reserve totals
(the “Escrow Reserves”), and 293,700 class B common units were
excluded from units issued, in the Partnership’s financial statements
for the year ended December 31, 2002,

The Peabody alliance accomplishes several strategical goals. It pro-

vides geographic diversity by exposing us to new markets in the
western United States and in northern Appalachia. The inclusion of
Peabody as a significant lessee adds additional strength and stability
to our lessee group. In addition, Peabody is incentivized to source
additional assets to the Partnership in the future. This incentive is
derived not only from Peabody’s ownership of approximately 15%
of our common units, but also from the issuance by our general
partner to Peabody of a non-voting special membership interest in
our general partner. The special membership interest entitles
Peabody to increased percentages, starting at zero and increasing up
to 40%, of any payments made by the Partnership to our general
partner with respect to our general partner’s incentive distribution
rights if we purchase additional assets from Peabody the future. See
“Item 1. Business — Incentive Distribution Rights.”

In addition to the Peabody Acquisition, in August 2002, we pur-
chased approximately 16 million tons of reserves located on the
Upshur properties in northern Appalachia for $12.3 million (the
“Upshur Acquisition”). The Upshur Acquisition was our first expo-
sure outside of central Appalachia. The properties, which include
approximately 18,000 mineral acres, contain predominately high
sulfur, high BTU coal reserves.

In May 2001, we acquired the Fork Creek property in West
Virginia, purchasing approximately 53 million tons of coal reserves
for $33 million. In early 2002, the operator at Fork Creek filed for
bankruptcy protection under Chapter 11 of the U.S. Bankruptcy
Code. Fork Creek’s operations were idled on March 4, 2002. The
operator continued to pay minimum royalties until we recovered our
lease on August 31, 2002. In November 2002, we purchased various
infrastructure at Fork Creek, including a 900-ton per hour coal
preparation plant, a unit-train loading facility and a railroad-granted
rebate on coal loaded through the facility for $5.1 million plus the
assumption of approximately $2.4 million in reclamation liabilities
and approximately $0.6 million of stream mitigation obligations.
With control of the Fork Creek reserves, permits and the critical
infrastructure, we are working diligently to put a new, financially
stable operator in place at Fork Creek. As is customary in our
operations, we intend to assign all related reclamation liabilities
to such operator.

Critical Accounting Policies

Property and Equipment. Property and equipment is carried at cost
and includes expenditures for additions and improvements, such as
roads and land improvements, which substantially increase the pro-
ductive lives of existing assets. Maintenance and repair costs are
expensed as incurred. Depreciation and amortization of property
and equipment is generally computed using the straight-line
method over their estimated useful lives, varying from 3 years to 20
years. Coal properties are depleted on an area-by-area basis at a rate




based upon the cost of the mineral properties and estimated proven
and probable tonnage therein. From time to time, the Partnership
carries out exploration and development activities at its coal proper-
ties in order to ascertain the quality and quantity of the coal. These
exploration and development activities are expensed as incurred.
When an asset is retired or sold, its cost and related accumulated
depreciation and amortization are removed from the accounts. The
difference between the undepreciated cost and proceeds from dispo-
sition is recorded as gain or loss.

Timber and timberlands are stated at cost less depletion and amos-
tization for timber previously harvested. The cost of the timber
harvested is determined based on the volume of timber harvested in
relation to the amount of estimated net merchantable volume, uti-
lizing a single composite pool. The Partnership estimates its timber
inventory using statistical information and data obtained from
physical measurements, site maps, photo-types and other informa-
tion gathering techniques. These estimates are updated annually
and may result in adjustments of timber volumes and depletion
rates, which are recognized prospectively. Changes in these esti-
mates have no effect on the Partnership’s cash flow. .

Coal Royafties. Coal royalty revenues are recognized on the basis of
tons of coal sold by the Partnership’s lessees and the corresponding
revenue from those sales. Most coal leases other than the Peabody
Leases are based on a minimum dollar royalty per ton and/or a per-
centage of the gross sales price, with minimum monthly or annual
rental payments. The Peabody Leases are based on fixed royalty
rates per ton which escalate annually and also provide for minimum
monthly rental payments.

Coal Services. Coal services revenues are recognized when lessees use
the Partnership’s facilities for the processing and transportation of
coal. Coal services revenues consist of fees collected for the use of
the Partnership’s loadout facility, coal preparation plants and dock
loading facility.

Timber. Timber revenues are recognized when timber is sold in a
competitive bid process involving sales of standing timber on indi-
vidual parcels and, from time to time, on a contract basis where
independent contracrors harvest and sell the timber. Timber rev-
enues are recognized when the timber has been sold or harvested by
the independent contractors. Title and risk of loss pass to the inde-
pendent contractors upon the execution of the contract. In
addition, if the contractors do not harvest the timber within the
specified time period, the title of the timber reverts back to the
Partnership with no refund of original payment.

Minimum Rentals. Most of the Partnership’s lessees must make min-
imum monthly or annual payments that are generally recoupable
over certain time periods. These minimum payments are recorded
as deferred income. If the lessee recoups a minimum payment
through production, the deferred income artributable to the mini-
mum payment is recognized as coal royalty revenues. If a lessee fails
to meet its minimum production for certain pre-determined time
periods, the deferred income attributable to the minimum payment
is recognized as minimum rental revenues.

Resuits of Operations

Year Ended December 31, 2002 Compared With Year Ended
December 31, 2001

The following table sets forth our revenues, operating expenses
and operaring statistics for the year ended December 31, 2002
compared with the year ended December 31, 2001.

Year Ended

December 31, Percentage
{in thousands except prices} 2002 2001 Change
Financial Highlights:
Revenues:
Coal royalties $ 31358 $ 32365 {3%)
Coal services 1,704 1,660 3%
Timber - 1640 1,732 {5%)
Minimum rentals 2840 941 202%
Other 1,066 815 31%
Total revenues 38,608 37,513 3%
Operating Expenses:
Operating 2812 319 (9%)
Taxes other than income 835 616 45%
General and administrative 6,419 5,459 18%
Depreciation and depletion 3,955 3,084 28%
Total operating expenses 14,181 12,355 15%
Income from Operations $ 24427 § 25158 {3%)

Operating Statistics:

Coal:
Royalty coal tons produced .

by lessees {tons in thousands) 14,281 15,306 (7%}
Average gross royalties per ton § 220 % 2n 4%
Timber:
Timber sales (Mbf) 8,345 8,741 (5%)

Average timber sales price per Mbf & 187 % 168 1%

Revenues. Our combined revenues for the year ended December 31,
2002 were $38.6 million compared to $37.5 million for the year
ended December 31, 2001, an increase of $1.1 million, or 3%.
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December 31, 2001, a decrease of $1.0 million, or 3%. Over these
same periods, production decreased by 1.0 million tons, or 7%,
from 15.3 million tons to 14.3 millions tons. These variances were
primarily due to the following factors:

o Production on the Coal River property decreased by 1.6 million
tons, which resulted in a decrease in revenues of $2.7 million. The
production decrease was primarily caused by reduced production
at one mine nearing the end of its mineable reserves, two mines
being idled during the year due to poor market conditions and
reduced production on our Fork Creek property due to the bank-
ruptcy of the lessee.

o

Production on the Buchanan property decreased by 0.2 million
tons, which resulted in a $0.2 million decrease in revenues as this
property continues to approach the end of its mineable reserves.

]

Production on the Wise property remained constant at 9.0 million
tons for the years ended December 31, 2002 and 2001, while rev-
enues increased to $20.4 million in 2002 from $20.0 million in
2001, representing an increase of $0.4 million, or 2%. In the last
half of 2001, many of our lessees on the Wise property entered
into long-term contracts with more favorable pricing terms.

]

Production on the Spruce Laurel property increased from 1.7 mil-
lion tons to 1.8 million tons, while revenues increased by $0.4
million. The increase was primarily due to one lessee mining onto
our property from an adjacent property and, in the last half of
2001, two of our lessees on the Spruce Laurel property entering
into long-term contracts with more favorable pricing terms.

L]

Production on the New Mexico property of 0.2 million tons
resulted in an increase in revenues of $0.3 million due to the
Peabody Acquisition in December 2002.

©

Production on the Northern Appalachia property of 0.4 million
tons resulted in an increase in revenues of $0.8 million due to the
Upshur Acquisition in August 2002 and the Peabody Acquisition
in December 2002.

Coal services revenues remained constant at $1.7 million for the
years ended December 31, 2002 and 2001, Slight increases in rev-
enues generated from our modular preparation plants and dock
loadour facility were offset by a minor reduction in revenues from
our unit-train loadout facility on the Wise property.

Timber revenues decreased to $1.6 million for the year ended
December 31, 2002 from $1.7 million for the year ended
December 31, 2001, a decrease of $0.1 million, or 5%. Volume
sold declined by 396 thousand board feet (Mbf), or 5%, to 8,345
Mbf in 2002, compared to 8,741 Mbf for 2001. The decrease in
volume was attributable to larger parcel sales in 2001.

Minimum rental revenues for the year ended December 31, 2002

were $2.8 million compared to $0.9 million for the year ended
December 31, 2001, an increase of $1.9 million, or 202%. The
increase was due to the recognition of minimum rental payments
received from certain lessees which are no longer recoupable by
those lessees. Two of our lessees, Horizon Resources, Inc. (formerly
AEI Resources, Inc.) and Pen Holdings, Inc., each of which filed
bankruptcy proceedings under Chapter 11 of the U. S. Bankruptcy
Code during the year, accounted for $1.9 million of minimum
rental income in 2002. See “Liquidity and Capital Resources.”

Other revenues were $1.1 million for the year ended December 31,
2002 compared to $0.8 million for the year ended December 31,
2001, an increase of $0.3 million, or 31 percent. The increase was
due to $0.2 million of rental income received from one of our lessees,

Pen Holdings, Inc., for the brief use of our Fork Creek property.

Operating Costs and Expenses. Our aggregate operating costs and
expenses for the year ended December 31, 2002 were $14.2 mil-
lion compared to $12.4 million for the year ended December 31,
2001, an increase of $1.8 million, or 15%. The increase in operat-
ing costs and expenses relates to increases in taxes other than
income, general and administrative expenses and depreciation,
depletion and amortization.

Operating expenses were $2.9 million for the year ended December
31, 2002 compared to $3.2 million for the year ended December
31, 2001, a decrease of $0.3 million, or 9%. This variance is prima-
rily due to a decrease in production by lessees on our subleased
properties, offset by temporary mine maintenance costs on our
Coal River property. Aggregate production from subleased proper-
ties decreased to 1.8 million tons for the year ended December 31,
2002 from 2.3 million tons for the year ended December 31, 2001,
a decrease of 0.5 million tons, or 22%.

Taxes other than income for the year ended December 31, 2002
were $0.9 million compared to $0.6 million for the year ended
December 31, 2001, an increase of $0.3 million, or 45%. The
increase was primarily due to an increase in state franchise taxes
resulting from our change from a corporate to a partnership struc-
ture. Prior to the initial formation of the Partnership, franchise
taxes were calculated based on filing as a corporation.

General and adminiscrative expenses increased to $6.4 million for
the year ended December 31, 2002 compared to $5.5 million for
the year ended December 31, 2001, representing an 18 percent
increase. The increase was primarily attributable to a full year of fees
and expenses associated with being a public entity, such as director’s
fees and fees for professional services.




Depreciation, depletion and amortization expense for the year
ended December 31, 2002 was $4.0 million compared to $3.1 mil-
lion for the year ended December 31, 2001, an increase of $0.9
million, or 28%. The increase in depreciation, depletion and amor-
tization resulted from an increase in the depletion rate per ton
caused by a downward revision of coal reserves in the late 2001,
higher cost coal properties being depleted as a result of recent
acquisitions and additional depreciation related to coal services cap-
ital projects.

Interest Expense. Interest expense was $1.8 million for the year
ended December 31, 2002 compared with $7.3 million for the
same period in 2001, a decrease of $5.5 million, or 75%. The
decrease is primarily due to the Partnership’s repayment of affiliated
long-term borrowings in conjunction with its October 2001 initial
public offering. The Partnership historically financed its working
capital requirements and capital expenditures with borrowings from
an affiliate.

Interest Income. Interest income was $2.0 million for the year ended
December 31, 2002 compared with $4.9 million for the year ended
December 31, 2001, a decrease of $2.9 million, or 59%. The
decrease is primarily due to the existence of a long-term receivable
from an affiliate for the period from January 1, 2001 through the
closing of the Partnership’s initial public offering in October 2001.
The Partnership historically advanced cash receipts from its opera-
tions to its parent, Penn Virginia, so that Penn Virginia could
centrally manage cash funding requirements for its consolidated
group. In conjunction with the closing of the initial public offering,
the long-term receivable from affiliate was forgiven.

Income Taxes. No income tax expense was recorded for the year
ended December 31, 2002, compared with $6.7 million for the
same period in 2001. Subsequent to the initial formation of the
Partnership, no provision for income taxes related to the operations
of the Partnership was included in our financial statements since, as
a partnership, we are not subject to federal or state income taxes.

Net Income. Qur net income was $24.7 million for the year ended
December 31, 2002 as compared to $16.1 million for the year
ended December 31, 2001, an increase of $8.6 million, or 53%.
This increase primarily resulted from the increased production
achieved by our lessees and our increased revenues over that period,
offset by increases in operating costs and expenses.

Year Ended December 31, 2001 Compared

With Year Ended December 31, 2000

The following table sets forth our revenues, operating expenses and
operating statistics for the year ended December 31, 2001 com-
pared with the year ended December 31, 2000.

Year Ended

December 31, Percentage

{in thousands except prices) 2001 2000 Change
Financial Highlights:
Revenues:
Coal royalties $ 32365 § 247308 33%
Coal services 1,660 1,385 20%
Timber 1,732 2,388 (27%)
Minimum rentals 941 819 15%
Other 815 1,289 {37%)
Total revenues 37,513 30,189 24%
Operating Expenses:
Operating 3812 3,480 10%
General and administrative 5,459 4847 13%_
Depreciation and depletion 3084 2,047 51%
Total operating costs and expenses 12,355 10,374 13%
Income from Operations § 251586 § 19815 27%
Operating Statistics:
Ceal:
Royalty coal tons produced by

lessees (tons in thousands) 15,306 12,536 22%

$§ 211 % 194 8%

AVe[agC grOSS rOyaltieS per ton
Timber:

Timber sales (Mbf) 8741 8,545 2%
Average timber sales price per Mbf  § 68 $ 257 (34%)
Revenues. Our combined revenues for the year ended December 31,
2001 were $37.5 million compared to $30.2 million for the year
ended December 31, 2000, an increase of $7.3 million, or 24%.
Coal royalty revenues for the year ended December 31, 2001 were
$32.4 million compared to $24.3 million for the year ended
December 31, 2000, an increase of $8.1 million, or 33%. Over
these same periods, production increased by 2.8 million tons, or
22%, from 12.5 million tons to 15.3 millions tons. These increases
were primarily due to the following factors:

» Production increased on the Wise property by 1.6 million tons,
which resulted in an increase in revenues of $4.8 million. This
increase was due to the commencement, since December 31,
2000, of operations on five new mines on the Wise property.
These mines contributed 986,000 tons of production and $3.0
million in revenues in 2001. The remainder of the increase from
the Wise property was principally due to higher overall produc-
tion for coal in the region resulting from increased demand.

° Production increased on the Coal River property by 1.8 million
tons, which resulted in an increase in revenues of $4.0 million.
One lessee invested significant capital in its mining project and
increased production by 1.0 million tons, or $2.4 million, and the
remainder of the increase is largely due to an acquisition of
reserves with current mining operations in June 2001.
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¢ Production decreased on the Spruce Laurel property by 0.4
million tons, which resulted in a decrease in revenues of $0.5
million. These decreases were attributable to contract difficulties
experienced by one of cur lessees under one of its coal
supply agreements.

° Production from the Buchanan property slightdy decreased by 0.2
million tons, which resulted in a $0.3 million decrease in revenues.

Coal services revenues increased to $1.7 million for the year ended
December 31, 2001 from $1.4 million in 2000, an increase of $0.3
million, or 20%. The increase is a direct result of the addition of a
small preparation plant put into service during the year and addi-
tional usage of our existing coal service facilities by our lessees.

Timber revenues decreased to $1.7 million for the year ended
December 31, 2001 from $2.4 million for the year ended
December 31, 2000, a decrease of $0.7 million, or 27%. The
decrease is primarily attributable to a decrease in the average price
received for the timber from $257 per Mbf for the year ended
December 31, 2000 to $168 per Mbf for the year ended December-
31, 2001. That decrease reflects overall market conditions as well as
the sale of lower priced species and lower quality timber required to
be cut in advance of minirg,

Minimum rental revenues for the year ended December 31, 2001
were $0.9 million compared to $0.8 million for the year ended
December 31, 2000, an increase of $0.1 million, or 15%. The
slight increase was due to the additional recognition of minimum
rental payments received from certain of our lessees which are no
longer recoupable by those lessees.

Other revenues were $0.8 million for the year ended December 31,
2001 compared to $1.3 million for the year ended December 31,

2000, a decrease of $0.5 million, or 37%. The decrease was prima-
rily due to gains from the sale of property and equipment in 2000.

Operating Costs and Expenses. Our aggregate operating costs and
expenses for the year ended December 31, 2001 were $12.4 million
compared with $10.4 million for the year ended December 31,
2000, an increase of $2.0 million, or 19%. The increase in operat-
ing costs and expenses relates to an increase in operating expenses,
general and administrative expenses and depreciation and depletion.

Operating expenses were $3.8 million for the year ended December
31, 2001 compared with $3.5 million for the year ended December
31, 2000, an increase of $0.3 million, or 10%. This variance is pri-
marily due to an increase in production by lessees on our subleased
properties. Aggregate production from subleased properties
increased from 2.1 million tons for the year ended December 31,
2000 to 2.3 million tons for the year ended December 31, 2001, an
increase of 0.2 million tons, or 10%.

General and administrative expenses increased to $5.5 million for
the year ended December 31, 2001 compared to $4.8 million for
the year ended December 31, 2000. This increase was primarily

due to ongoing fees associated with partnership tax preparation and
various other expenses associated with being a public entity. Over
these same periods, production increased 22%. As a result, general
and administrative expenses decreased on a per ton basis to $0.36
for the year ended December 31, 2001 compared to $0.39 for the
year ended December 31, 2000.

Depreciation and depletion expense for the year ended December
31, 2001 was $3.1 million compared with $2.0 million for the year
ended December 31, 2000, an increase of $1.1 million, or 51%.
This increase primarily resulted from coal production increases of
22%, higher cost coal properties being depleted and depreciation
related to additions of coal services equipment. Depreciation and
depletion expense increased, on a per ton basis, to $0.20 per ton for
the year ended December 31, 2001 from $0.16 for the year ended
December 31, 2000. The $0.04 increase on a per ton basis results
from an acquisition related increase of production from the
Partnership’s Coal River property, which has a significantly higher
cost basis coupled with a significant revision of coal reserves. The
remainder of the increase is attriburable to the addition of coal serv-
ices equipment.

Interest Expense. Interest expense was $7.3 million for the year
ended December 31, 2001 compared with $7.7 million for the
same petiod in 2000, a decrease of $0.4 million, or 5%. The
decrease is due to the Partnership’s repayment of affiliated long-
term borrowings in conjunction with its October 2001 initial
public offering. The Partnership historically financed its wotking
capital requirements and capital expenditures with borrowings from

an affiliare.

Interest Income. Interest income was $4.9 million for the year ended
December 31, 2001 compared with $4.7 million for the six months
ended December 31, 2000, an increase of $0.2 million, or 4%. The
increase is primarily due to an increase in the amount of long-term
receivable from an affiliate for the period from January 1, 2001
through the closing of the initial public offering in October 2001.
The Partnership historically advanced cash receipts from its opera-
tions to its parent, Penn Virginia, so that Penn Virginia could
centrally manage cash funding requirements for its consolidated
group. In conjunction with the closing of the initial public offering,
the long-term receivable from affiliate was forgiven.

Income Taxes. Our income tax expense was $6.7 million (effective
tax rate of 29%) for the year ended December 31, 2001 based on
pretax income of $22.8 million as compared with $5.3 million
(effective tax rate of 32%) for the year ended December 31, 2000
based on pretax income of $16.8 million. The $1.4 million increase
was primarily due to the increase in pretax income prior to the for-
mation of the Partnership. Subsequent to the initial formation of



the Partnership, no provision for income taxes related to the opera-
tions of the Partnership is included in the consolidated and
combined financial statements because, as a partnership, we are not
subject to federal or state income taxes.

Net Income. Our net income was $16.1 million for the year ended
December 31, 2001 as compared to $11.6 million for the year
ended December 31, 2000, an increase of $4.5 million, or 39%.
This increase primarily resulted from the increased production
achieved by our lessees and our increased revenues over that period,
offset by increases in operating costs and expenses.

Liquidity and Capital Resources

Prior to the closing of our initial public offering in October 2001,
the Partnership sacisfied its working capital requirements and fund-
ed its capital expenditures with cash generated from operations and
affiliated borrowings. Since that time, cash generated from opera-
tions and our borrowing capacity, supplemented with the issuance
of new common units for the Peabody acquisition, have been suffi-
cient to meet our scheduled distributions, working capital
requirements and capital expenditures. Our ability to continue to
satisfy our debt service obligations, fund planned capital expendi-
tures, make acquisitions and pay distributions to our unitholders
will depend upon our future operating performance, which will be
affected by prevailing economic conditions in the coal industry and
financial, business and other factors. Some of these factors are
beyond our control, including the ability of our lessees w0 continue
to make payments to us as required by our leases with them.

Part of our strategy is to make acquisitions which increase distrib-
utable cash flow to our unitholders. Our ability to make these
acquisitions in the future will depend in part on the availability of
debt financing and on our ability to periodically use equity financ-
ing through the issuance of new units.

Pen Holdings Bankruptcy. In January 2002, Pen Holdings, Inc.
(*Pen Holdings”), the lessee on our Fork Creek property, filed for
bankruptey protection under Chaprer 11 of the U.S. Bankrupecy
Code (the “Code”) and idled operations in March 2002. Pen
Holdings continued to pay minimum rentals of $200,000 per
month throughout the period from January 1, 2002 through
August 31, 2002, at which time, Pen Holdings rejected, and we
recovered, our lease. To make us better able to re-lease the property
to a new lessee, in November 2002 we purchased a 900-ton per
hour coal preparation plant, a unit-train loading facility, rights to a
railroad-granted rebate on coal loaded through the facility and
other assets integral to mining at Fork Creek from Pen Holdings
and its lessors for $5.1 million in cash plus the assumption of cer-
tain liabilities. We are currently negotiating with potential lessees to
re-lease the Fork Creek property. Although we anticipate that we
will enter into a new lease for the Fork Creek property and that
production at Fork Creek will commence during the third quarter

of 2003, we cannot be certain of this timing since our ability to
lease Fork Creek is dependent on a new lessee’s ability to find an
acceptable market for coal mined on the property and other finan-
cial and economic conditions which are not within our control.

Horizon Resources Bankruptcy. In November 2002, Horizon
Resources, Inc. (formerly AEI Resources, Inc.) (“Horizon”) filed for
bankruptcy protection under Chapter 11 of the Code for the sec-
ond time in nine months. To date, Horizon has made all payments
required under its leases. Although we believe that Horizon will
continue to make payments due under its leases with us, we cannot
be certain as to the timing or actual amount of revenues we will
receive under these leases. We are continuing to evaluate our busi-
ness alternatives with respect to the Horizon leases.

Cash Flows. Net cash provided by operations was $30.3 million in
2002, $21.6 million in 2001 and $16.5 million in 2000. The overall
increase in cash provided by operations in 2002, compared to 2001,
was largely due to the omission of income taxes. Since election of
partnership status in the last half of 2001, we are not subject to fed-
eral or state income taxes, and the tax effect of our activities passes
through to our unitholders. The overall increase in cash provided by
operations in 2001, compared to 2000, was largely due to increased
production by our lessees. Increased production over the period was
a direct result of acquisitions and additional mine openings.

Net cash used in investing activities was $49.0 million in 2002,
$95.7 million in 2001 and $28.0 million in 2000. The level of net
cash used in 2002 investing activities primarily reflects capital
expenditures related to acquisitions, offset by $43.4 million from
the sale of U.S. Treasury notes. The increase in cash used for the
year ended December 31, 2001 was primarily due to the purchase
of $43.4 million in restricted U.S. Treasury notes used to secure our
term loan, a $33 million acquisition of coal reserves in June 2001
and $19.2 million of advances to affiliate prior to the closing of the
initial public offering.

Net cash provided by financing activities was $19.9 million in
2002, $81.7 million in 2001 and $10.8 million in 2000. Net cash
provided by financing activities in 2002 included $47.5 million of
borrowings to fund acquisitions and a $1.1 million contribution
from the general partner, offset by $28.7 million, or $1.84 per unit,
of distributions to unitholders. Net cash provided by financing
activities in 2001 include $142.4 million of net proceeds received
from the inicial public offering, $84.1 million used to pay net bor-
rowings to an affiliate and proceeds from borrowings of $43.4
million used to purchase restricted U.S. Treasury notes. Prior to
October 2001, financing activities were primarily borrowings from
affiliated companies to fund acquisitions, for working capital needs
and for general corporate purposes.
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Capital Expenditures. Capital expenditures, including noncash
items, for each of the three years ended December 31, 2002, 2001
and 2000 were as follows:

{in thousands} 2002 2001 2000
Acquisition of coal reserves 8138450  § 32994 § —
Coal services capital projects

and acquisitions 8016 608 359
Other property and

equipment expenditures 69 67 126
Total capital expenditures $147535  § 33669 485

Acquisitions of coal reserves in 2002 included the Peabody
Acquisition, which was funded with a combination of credit facility
borrowings, issuance of common units and proceeds from the sale
of U.S. Treasury notes, and the Upshur Acquisition, which was
funded with the proceeds from the sale of U.S. Treasury notes. Coal
reserves acquired in 2001 relate to the Fork Creek acquisition on
our Coal River Property, which was funded with borrowings from
an affiliate. See “Item 7. Management’s Discussion and of Financial
Condition and Results of Operations — Acquisitions” for more
information on these acquisitions.

Coal services additions included the purchase of infrastructure at
our Fork Creek property for $5.1 million in cash, which was fund-
ed with the proceeds from the sale of U.S. Treasury notes, plus the
assumption of approximately $3.0 million of certain liabilities. See
“Item 7. Management’s Discussion and of Financial Condition and
Results of Operations —~ Acquisitions” for more information. Also,
coal services additions include capital expenditures relared to certain
fee-based coal preparation and transportation facilities we provide
to some of our lessees to enhance their production levels and to
generate additional coal services revenues.

In 2003, we anticipate making total capital expenditures of up to
$3.0 million for coal services related projects. We believe currently-
planned expenditures can be funded with a combination of internal
cash flows and credit facility borrowings.

Credit Agreement. In connection with the closing of our initial pub-
lic offering in October 2001, we entered into a three-year credit
agreement with a syndicate of financial institutions led by PNC
Bank, National Association, as their agent. The credit agreement
consists of two facilities:

* a revolving credit facility of $50.0 million; and

* a term loan facility of $43.4 million.

The revolving credit facility is available for general partnership pur-
poses, including working capiral, capital expenditures and

acquisitions, and includes a $5.0 millien distribution sublimit that
is available for working capital needs and distributions and a $5.0

million sublimit for the issuance of letters of credi, of which we
had utilized $1.6 million and $0.7 million as of December 31,
2002 and 2001, respectively. In 2001, we borrowed $43.4 million
under the term loan facility at closing and purchased and pledged
$43.4 million of U.S. Treasury notes, which secured the term loan
facility. In 2002, the U.S. Treasury Notes were liquidated for the
purpose of funding acquisitions. As of December 31, 2002, the
borrowings under the credit agreement and the term loan facility
were unsecured.

We may prepay all loans at any time without penalty. We are
required to reduce all working capital borrowings under the work-
ing capital sublimit under the revolving credit facility to zero for a
period of at least 15 consecutive days once each calendar year.

Indebtedness under the revolving credit facility will bear interest, at
our option, at either (i) the higher of the federal funds rate plus
0.50% or the prime rate as announced by PNC Bank, Narional
Association or (ii) the Euro-dollar rate plus an applicable margin
which ranges from 1.25% to 1.75% based on our ratio of consoli-
dated indebredness to consolidated EBITDA (as defined in the
credit agreement) for the four most recently completed fiscal quar-
ters. We will incur a commitment fee on the unused portion of the
revolving credit facility at a rate per annum ranging from 0.40% to
0.50% based upon the ratio of our consolidated indebtedness to
consolidated EBITDA for the four most recently completed fiscal
quarters. The term loan facility and revolving credit facility marure
in October 2004. At that time, both facilities will terminate and all
outstanding amounts thereunder will be due and payable.

The credit agreement prohibits us from making distributions to
unitholders and distributions in excess of available cash if any
potential default or event of default, as defined in the credit agree-
ment, occurs or would result from the distribution. In addition, the
credit agreement contains various covenants that limit, among other
things, our ability to:

¢ incur indebtedness;

* grant liens;

* make certain loans, acquisitions and investments;

° make any material change to the nature of our business;

° acquire another company; or

® enter into a merger or sale of assets, including the sale or transfer
of interests in our subsidiaries.

The credit agreement also contains covenants requiring us
to maintain:



* a ratio of not more than 2.50:1.00 of total debt to consolidated million of these borrowings with a more permanent form of debt

EBITDA; and financing, which will required periodic payments of principal and
interest. We expect to complete this refinancing during the first
¢ a ratio of not less than 4.00:1.00 of consolidated EBITDA quarter of 2003, at which time we expect to use the proceeds o
to interest. ‘ repay all of the $43.4 million term loan borrowings and to repay

most of the revolving credit facility borrowings. Completion of the
As of December 31, 2002, we had outstanding borrowings of $90.9 refinancing will result in increased capital availability under the

million, consisting of $47.5 million borrowed against the $50.0 revolving credit facility. In the event the refinancing is not complet-
million revolving credit facility and $43.4 million of the fully- ed by March 31, 2003, we will be required to provide security to
drawn term loan. We are currently attempting to refinance $90 the bank syndicate.

Contractual Obiigations

The Partnership’s contractual cash obligations as of December 31, 2002 are as follows:

Payments Due by Period

{in thousands] Total Less than 1 Year 1-3 Years 4-5 Years _ Thereafter
Revolving credit facility $ 47500 $ — $ 47500 3 — $ —
Term loan secured by U.S. Treasury notes 43,387 — 43,387 — -
Rental commitments' 1,850 370 740 740 —

Total contractual cash obligations(z) $ 92737 $ 370 $ 91627 $ 740 $ —_

(1) The Partnership’s rental commitments primarily relate to reserve-based properties which are, or are intended to be, subleased by the Parmership to third parties. The obligation
expires when the property has been mined to exhaustion or the lease has been canceled. The timing of mining by third party operators is difficult to estimate due to numerous fac-
tors. See “Itemn 1. Business — Risk Factors.” We believe the obligation after five years cannot be reasonably estimated; however, based on current knowledge, we believe the
Parmership will incur approximately $0.4 million in rental commitments in perpetuity until the reserves have been exhausted.

(2) The total contractual cash obligations do not include general partner reimbursement. The general partner of the Partnership is entitled to receive reimbursement of direct and indi-
rect expenses incurred on our behalf until the Partmership has been dissolved.

Environmental

The operations of our lessees are subject to environmental laws and regulations adopted by various governmental authorities in the jurisdic-
tions in which these operations are conducted. The terms of the Partnership’s coal property leases impose liability for all environmental and
reclamation liabilities arising under those laws and regulations on the relevant lessees. The lessees are bonded and have indemnified the
Partnership against any and all future environmental liabilities. The Partnership regularly visits the properties subject to our leases to monitor
our lessee’s compliance with environmental laws and regulations, as well as to review mining activities. Management believes that the
Partnership’s lessees will be able to comply with existing regulations and does not expect any material impact on its financial condition or
results of operations as a result of environmental regulations.

With respect to our unleased and inactive properties, we have some reclamation bonding requirements. In conjunction with the November
2002 purchase of equipment (see Note 3 of consolidated and combined financial statements), we assumed reclamation and mitigation liabili-
ties of approximately $3.0 million. We are currently pursuing a potential lessee for this property and, as is customary in our operations, we
intend to assign all reclamation liabilities to such lessee. As of December 31, 2002 and 2001, the Partnership’s environmental liabilities totaled
$4.6 million and zero, respectively.

Recent Accounting Pronouncements

Effective January 1, 2002 we adopted SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” This Statement
supersedes SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of,” and the
accounting and reporting provisions of APB No. 30, “Reporting the Results of Operations -Reporting the Effects of Disposal of a Segment of
a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions,” for the disposal of a segment of a business.
SFAS No. 144 addresses financial accounting and reporting for the impairment or disposal of long-lived assets. There was no effect on the
Partnership’s financial position, results of operations or liquidity upon the adoption of the new Standard in the first quarter of 2002.
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In June 2001, the Financial Accounting Standards Board (“FASB”)
issued SFAS No. 143, “Accounting for Asset Retirement
Obligations.” This Statement requires entities to record a liability
relating to the retirement and removal of assets used in their busi-
ness. The liability is discounted to its present value, and the related
asset value is increased by the amount of the resulting liability. Over
the life of the asset, the liability will be accreted to its future value
and eventually extinguished when the asset is taken out of service
with a resulting gain or loss from the settlement of the liability. The
provisions of this Statement are effective for fiscal years beginning
after June 15, 2002. We have evaluated the future financial reporting
effect of adopting SFAS No. 143 and the initial adoption will not
have a material effect on the financial position, results of operations

or liquidity. We will adopt the standard effective January 1, 2003.

In April 2002, the FASB issued SFAS No. 145, “Rescission of
FASB Statements No. 4, 44, and 64, Amendment of FASB
Statement No. 13, and Technical Corrections.” This statement
rescinds SFAS No. 4, “Reporting Gains and Losses from
Extinguishment of Debt,” which required all gains and losses from
extinguishment of debt to be aggregated and, if material, classified
as an extraordinary item of debt to be aggregated and, if material,
classified as an extraordinary item, net of income taxes. As a result,
the criteria in Accounting Principles Board (APB) Opinion No. 30
will now be used to classify those gains and losses. Any gain or loss
on the extinguishment of debrt that was classified as an extraordi-
nary item in prior periods presented that does not meet the criteria
in APB Opinion No. 30 for classification as an extraordinary item
shall be reclassified. The provisions of this Statement are effective
for fiscal years beginning after January 1, 2003. Under present con-
ditions, management does not expect the initial adoption of SFAS
No. 145 to have a material effect on the financial position, results
of operations or liquidity.

In June 2002, the FASB issued SFAS No. 146, “Accounting for
Costs Associated with Exit or Disposal Activities.” This statement
requires the recognition of costs associated with exit or disposal
activities when they are incurred rather than at the date of a com-
mitment to an exit or disposal plan. The provisions of this
Statement are effective for exit or disposal activities initiated after
December 31, 2002. Under present conditions, management does
not expect the initial adoption of SFAS No. 146 to have a material

effect on the financial position, results of operations or liquidity.

In November 2002, the FASB issued Interpretation No. 45 (“FIN
457), Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of the Indebtedness of
Others, which clarifies the requirements of SFAS No. 5,
Accounting for Contingencies, relating to a guarantor’s accounting
for and disclosures of certain guarantees issued. FIN 45 requires
enhanced disclosures for certain guarantees. It also will require cer-

tain guarantees that are issued or modified after December 31,

2002, including certain third-party guarantees, to be initially
recorded on the balance sheet at fair value. For guarantees issued on
or before December 31, 2002, liabilities are recorded when and if
payments become probable and estimable. The financial statement
recognition provisions are effective prospectively, and the Company
cannot reasonably estimate the impact of adopting FIN 45 until
guarantees are issued or modified in future periods, at which time
their results will be initially reported in the financial statements.

Quantitative and Qualitative Disclosures
ahout Market Risk

Market risk is the risk of loss arising from adverse changes in mar-
ket rates and prices. The principal market risks to which we are
exposed are interest rate risk and coal price risks. We expect to refi-
nance current amounts borrowed on our credic facility borrowings
with more permanent debt which will probably have a fixed interest
rate throughout its term. We expect, however, to execute interest
rate derivative transactions for a part of the amount refinanced,
wherein, we would assume risk for variable interest. We expect to
execute any such transactions in a method to achieve hedge
accounting in compliance with SFAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities,” as amended by
SFAS No. 137 and SFAS No. 138. The debt we incur in the future
under our credit facility will bear variable interest at either the
applicable base rate or a rate based on LIBOR.

We are also exposed to credit risk if our lessees do not manage their
operations well or if there is a significant decline in coal prices.
Lessees may not be able to pay their debts as they become due or
our coal royalty revenues could decrease due to decreased produc-
tion volumes. In 2002, one of our lessees filed for bankruptcy
under Chapter 11 of the Code for the second time in nine months.
There is no assurance this bankruptcy filing will not have an
adverse impact on our financial position or results of operations.

Forward-Looking Statements

Statements included in this report which are not historical facts
{(including any statements concerning plans and objectives of man-
agement for future operations or economic performance, or
assumptions related thereto) are forward-looking statements within
the meaning of Section 21E of the Securities Exchange Act of
1934, as amended, and Section 27A of the Securities Act of 1933,
as amended. In addition, Penn Virginia Resource Partners, L. and
its representatives may from time to time make other oral or writ-
ten statements which are also forward-looking statements.

Such forward-looking statements include, among other things,
statements regarding development activities, capital expenditures,
acquisitions and dispositions, expected commencement dates of
coal mining, projected quantities of future coal production by the




Partnership’s lessees and costs and expenditures as well as projected

demand or supply for coal, which will affect sales levels, prices and
royalties realized by the Parenership.

These forward-looking statements are made based upon manage-
ment’s current plans, expectations, estimates, assumptions and
beliefs concerning future events impacting Penn Virginia Resource
Partners, L.P. and therefore involve a number of risks and uncer-
tainties. The Partnership cautions that forward-looking statements
are not guarantees and that actual results could differ marerially
from those expressed or implied in the forward-looking statements.

Important factors that could cause the actual results of operations or
financial condition of Penn Virginia Resource Partners, L. to differ
include, but are not necessarily limited to: the cost of finding new
coal reserves; the ability to acquire new coal reserves on satisfactory
terms; the price for which such reserves can be sold; the volatility of
commodity prices for coal; the risks associated with having or not
having price risk management programs; the Partnership’s ability to
lease new and existing coal reserves; the ability of lessees to produce
sufficient quantities of coal on an economic basis from the
Partnership’s reserves; the ability of lessees to obtain favorable con-
tracts for coal produced from the Partnership’s reserves; competition
among producers in the coal industry generally; the extent to which
the amount and quality of actual production differs from estimated
mineable and merchantable coal reserves; unanticipated geological
problems; availability of required materials and equipment; the
occurrence of unusual weather or operating conditions including
force majeure or events; the failure of equipment or processes to
operate in accordance with specifications or expectations; delays in
anticipared start-up dates; environmental risks affecting the mining
of coal reserves; the timing of receipt of necessary governmental per-
mits; labor relations and costs; accidents; changes in governmental
regulation or enforcement practices, especially with respect to envi-
ronmental, health and safecy matters, including with respect to
emissions levels applicable to coal-burning power generators; risks
and uncertainties relating to general domestic and international eco-
nomic (including inflation and interest rates) and political
conditions; the experience and financial condition of the
Partnership’s lessees, including their ability to satisfy their royalty,
environmental, reclamation and other obligations to the Partnership
and others; changes in financial market conditions; and other risk
factors detailed in the Partnership’s Securities and Exchange commis-

sion filings. Many of such factors are beyond the Partnership’s ability
to control or predict. Readers are cautioned not to put undue
reliance on forward-looking statements.

While Penn Virginia Resource Partners, L.P. periodically reassesses
material trends and uncertainties affecting the Partnership’s results
of operations and financial condition in connection with the prepa-
ration of Management’s Discussion and Analysis of Results of
Operations and Financial Condition and certain other sections con-
tained in Penn Virginia Resource Partners, L.P. quarterly, annual or
other reports filed with the Securities and Exchange Commission,
the Partnership does not intend to review or update any particular
forward-looking statement, whether as a result of new information,
future events or otherwise.

Repor:
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report
to be signed on its behalf by the undersigned, thereunto duly authorized.

PENN VIRGINIA RESOURCE GP, LLC

March 7, 2003 By: /s/ Frank A. Pici
(Frank A. Pict,
Vice President and Chief Financial Officer)
March 7, 2003 By: /s/ Forrest W. McNair

(Forrest W, McNair, Vice President and Controller)
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/s! A. James Dearlove
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Certifications

1, A. James Dearlove, Chief Executive Officer of Penn Virginia Resource GP, LLC, general partner of Penn Virginia Resource Partners, L.D.
(the “Registrant”), certify that:

1. T have reviewed this annual report on Form 10-K of the Registrant;

2. Based on my knowledge, this annual 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 annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual 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 annual 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-14 and 15d-14) for the Registrant and we have:

a) designed such disclosure controls and procedures 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 annual
report is being prepared; '

b) evaluated the effectiveness of the Registrant’s disclosure controls and procedures as of a date within 90 days prior to the filing date of
this annual report (the “Evaluation Date”); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures based on our evaluation
as of the Evaluation Date;

5. The Registrant’s other certifying officer and I have disclosed, based on our most recent evaluation, to the Registrant’s auditors and the audit
committee of Registrant’s board of directors:

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the Registrant’s ability to record,
process, summarize and report financial data and have identified for the Registrant’s auditors any material weaknesses in internal

controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant’s

internal controls; and

6. The Registrant’s other certifying officers and I have indicated in this annual report whether or not there were significant changes in
internal controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent evaluation,
including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: March 11, 2003

/s/ A. James Dearlove

Chief Executive Officer

Report
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I, Frank A. Pici, Vice President and Chief Financial Officer of Penn Virginia Resource GP, LLC, general partner of Penn Virginia Resource
Partners, L.P. (the “Registrant”), certify that:

1. T have reviewed this annual report on Form 10-K of the Registrant;

2. Based on my knowledge, this annual 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 annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual 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 annual 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-14 and 15d-14) for the Registrant and we have:

a) designed such disclosure controls and procedures 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

annual report is being prepared;

b) evaluated the effectiveness of the Registrant’s disclosure controls and procedures as of a date within 90 days prior to the filing date of

this annual report (the “Evaluation Date”); and

¢} presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures based on our evaluation

as of the Evaluation Date;

5. The Registrant’s other certifying officer and I have disclosed, based on our most recent evaluation, to the Registrant’s auditors and the audit

committee of Registrant’s board of directors:

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the Registrant’s ability to
record, process, summarize and report financial data and have identified for the Registrant’s auditors any material weaknesses in

internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant’s internal

controls; and

6. The Registrant’s other certifying officers and I have indicated in this annual report whether or not there were significant changes in internal
controls or in other factors that could significantly affect internal controls subsequent to the date of cur most recent evaluation, including

any corrective actions with regard to significant deficiencies and material weaknesses.
Date: March 11, 2003

/s/ Frank A. Pici
Vice President and Chief Financial Officer
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Management's Report on Financial Information

Management of the general partner of Penn Virginia Resource Partners, L.P. (the “Partnership”) is responsible for the preparation and integrity
of the financial information included in this annual report. The financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America, which involve the use of estimates and judgments where appropriate.

The Partnership has a system of internal accounting controls designed to provide reasonable assurance that assets are safeguarded against loss
or unauthorized use and to produce the records necessary for the preparation of financial information. The system of internal control is sup-
ported by the selection and training of qualified personnel, the delegation of management authority and responsibility, and dissemination of
policies and procedures. There are limits inherent in all systems of internal control based on the recognition that the costs of such systems
should be related to the benefits to be derived. We believe the Partnership’s systems provide this appropriate balance.

The Partnership’s independent public accountants, KPMG LLE have developed an understanding of our accounting and financial controls
and have conducted such tests as they consider necessary to support their opinion on our 2002 financial statements. Their report contains an
independent, informed judgment as to the Partnership’s reported results of operations and financial position for 2002.

The Board of Directors pursues its oversight role of the financial scatements through the Audit Committee, which consists solely of outside
directors. The Audit Committee meets regularly with management, the internal auditor and KPMG LLE jointly and separately, to review
management’s process of implementation and maintenance of internal controls, and auditing and financial reporting matters. The independent
and internal auditors have unrestricted access to the Audit Committee.

A. James Dearlove Frank A, Pici
President and Chief Executive Officer Vice President and Chief Financial Officer




Independent Auditor’s Report

To the Partners of Penn Virginia Resource Partners, L.P:

We have audited the accompanying consolidated balance sheet of Penn Virginia Resource Partners, L.P, a Delaware limited partnership,

and subsidiaries (collectively “the Partnership”) as of December 31, 2002 and the related consolidated statements of income, partners capital
and cash flows for the year then ended. These consolidated financial statements are the responsibility of the Partnership’s management.

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. The 2001 and 2000 financial state-
ments of Penn Virginia Resource Partners, L.P. and the Penn Virginia Coal Business (the “Predecessor”) (see Note 1) were audited by other
auditors who have ceased operations. Those auditors expressed an unqualified opinion on those financial statements in their report dated
February 18, 2002.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America. Those standards require
that we plan and perform the audit to obrain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial

statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
Penn Virginia Resource Partners, L.2. as of December 31, 2002 and the results of their operations and their cash flows for the year then

ended, in conformity with accounting principles generally accepted in the United States of America.

KPMG LLP

Houston, Texas
February 14, 2003
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THIS REPORT IS A COPY OF A REPORT PREVIOUSLY ISSUED BY ARTHUR ANDERSEN LLP. THE REPORT HAS NOT
BEEN REISSUED BY ARTHUR ANDERSEN LLP, NOR HAS ARTHUR ANDERSEN LLP PROVIDED A CONSENT TO THE
INCLUSION OF ITS REPORT IN THIS FORM 10-K.

Report of Independent Public Accountants

To Penn Virginia Resource Partners, L.P:

We have audited the accompanying consolidated balance sheet of Penn Virginia Resource Partners, L., a Delaware limited partnership, and
subsidiaries (the “Partnership”) as of December 31, 2001 and the combined balance sheet of the Penn Virginia Coal Business (the
“Predecessor”) (see Note 1) as of December 31, 2000 and the related consolidated and combined statements of income, partners’ capital and
owner’s equity and cash flows from the Partnership’s commencement of operations (on October 31, 2001) to December 31, 2001 and the
Predecessor period from January 1, 2001 through October 30, 2001, and for the years ended December 31, 2000 and 1999. These financial
statements are the responsibility of the Partnership’s management. Our responsibility is to express an opinion on these financial statements

based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assess-
ing the accounting principles used and significant estimated made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated and combined financial statements referred to above present fairly, in all material respects, the financial posi-
tion of the Partnership as of December 31, 2001 and the Predecessor as of December 31, 2000, and the results of their operations and their
cash flows from the Partnership’s commencement of operation (on October 31, 2001) to December 31, 2001, and the Predecessor period
from January 1, 2001 through October 30, 2001, and for the years ended December 31, 2000 and 1999, in conformity with accounting
principles generally accepted in the United States.

ARTHUR ANDERSEN LLP

Houston, Texas
February 18, 2002




Penn Virginia Resource Partners, L.P.

Consolidated and Combined Statements of Income

From Commencement
of Operations

Far the Period from

For the Year Ended {October 31, 2001) through January 1, 2001 through For the Year Ended
December 31, 2002 December 31, 2001 QOctober 30, 2001 December 31, 2000

{in thousands, except per unit amounts) {Partnership) {Partnership) {Predecessor) {Predecessor)
Revenues:
Coal royalties $ 31,358 § 539 $ 26971 $ 24308
Coal services 1,704 198 1,462 1,385
Timber 1,640 323 1,409 2,388
Minimum rentals 2840 — 41 819
Other 1,066 21 794 1,289
Total revenues 38,608 5,936 31,577 30,189
Operating expenses:
Operating 2912 550 . 2,546 2817
Taxes other than income 8% 94 522 863
General and administrative 6419 926 4533 4,847
Depreciation, depletion and amortization 3,955 648 2436 2,047
Total operating expenses 14,181 2,318 10,037 10,374
Operating income 24,427 3,618 21,540 19,815
Orther income (expense):
Interest expense (1,758) (269) — —
Interest expense — affiliate — — {7,003) {7,670
Interest income 2017 328 1,060 1,344
Interest income — affiliate — — 3516 3,341
Other income —_ — — 12
Income before taxes 24,686 3.677 18,113 16,842
Income tax expense — — 6.691 5,287
Net income $ 24686 § 3677 § 12422 $ 1155
General partner’s interest in ner income for

the periods subsequent to October 30, 2001 $ 494 $ 73
Limited partners’ interest in net income for the

periods subsequent to October 30, 2001 $ 24192 $ 3804
Basic and diluted net income per limited partner unic:

Common 3 1.57 $ 0.24

Subordinated 3 1.57 $ 0.24
Weighted average number of units outstanding,
basic and dilured:

Common 7737 7,650
Subordinated 7.650 7650

See accompanying notes to consolidated and combined financial statements.
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Penn Virginia Resource Partners, L.P.
Consolidated and Combined Balance Sheets

December 31,
{in thousands) 2002 2001
Assets
Current assets:
Cash and cash equivalents § 9620 $ 833
Accounts receivable 4414 1,607
Current portion of long-term note receivable 527 483
Other current assets 11 84
Tortal current asserts 14,572 10,508
Property and equipment 263,321 115,965
Less: Accumulated depreciation, depletion and amortization 15,253 11,471
Net property and equipment 248,068 104,494
Debt issuance costs 443 727
Restricted U.S. Treasury notes — 43,387
Long-term note receivable, net of current portion 1,274 1,757
Long-term prepaid minimums 2218 1,764
Total assets 3 266,575 $ 162,638
Liabilities and Partners’ Capital
Current Liabilities:
Accounts payable $ 1907 $ 80
Accrued liabilities 1,454 990
Deferred income 2,829 1,240
Tortal current liabilities 6,190 2,310
Deferred income 2,488 2418
Other liabilities 4,478 16
Long-term debt secured by U.S. Treasury notes — 43,387
Long-term debt 90,887 —
Commitments and contingencies (Note 12}
Partners’ Capital:
Common units (9,172,205 units in 2002 and 7,649,880 units in 2001) 154,037 124599
Common units — Class B (947,133 units in 2002) 19610 —
Subordinated units (7,649,880 units in 2002 and 2001) (11,780} {9,696)
General partner interest 665 (396)
Total partners’ capital 162 532 114,507
Total liabilities and capital $ 266,575 $ 162,638

See accompanying notes to consolidated and combined financial statements.




Penn Virginia Resource Partners, L.P.
Consolidated and Combined Statements of Cash Flows

From Commencement
of Operations

For the Period from

For the Year Ended (October 31, 2001) through January 1, 2001 through For the Year Ended
December 31, 2002 December 31, 2001 October 30, 2001 December 31, 2000
{in thousands, except per unit amounts} {Partnership} {Partnership) {Predecessor) {Predecessor)
Cash flows from operating activities:
Net income $ 24686 $ 3677 $ 12422 $ 11,555
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation, depletion and amortization 3,955 648 2,436 2,047
Gain on sale of property and equipment (9) — (31) (897)
Deferred income taxes — — — (69)
Noncash interest expense 319 52 2,535 3723
Changes in operating assets and liabilities:
Accounts receivable (460} 196 {1,067) 161
Accounts payable 516 48 (70) (128)
Accrued liabilities 693 574 (269) 219
Other assets and liabilities 642 263 181 (103)
Net cash provided by operating activities 30,342 5,458 16,137 16,508
Cash flows from investing activities:
Payment received on long-term notes 439 110 328 400
Advances to affiliate — — {19,218} {28,825)
Proceeds from (purchase of) restricted U.S. Treasury notes 43,387 — {43,387} —
Proceeds from the sale of property and equipment 15 — 17 800
Acquisition of coal reserves (86,767) — (32,994) —
Coal services capital projects and acquisitions (5,981) (186) C(422) (359)
Other property and equipment expenditures (69) (18) (49) (126}
Net cash used in investing activities (48,976) (94) (95,624) (28,010}
Cash flows from financing activities:
Payments for debt issuance costs — — (779) —
Proceeds from (repayments of) of line of credit : — — 111 m
Proceeds from initial public offering, net — — 142,373 —
Proceeds from long-term debt 47500 — 43,387 —
Purchase of common units from affiliate — — {19,042) —
Repayments of borrowings — affiliate — — (122.845) —
Proceeds from borrowings — affiliate —_ — 38,757 10,653
Contributions from general partner 1,142 — — —
Distributions (28,723) — — —
Net cash provided by financing activities 19,919 — 81,740 10,764
Net increase (decrease) in cash 1,285 5,364 2,253 (738)
Cash-beginning of period 8335 2.971 718 1,456
Cash-end of period $ 5620 $8,335 $2,971 $718
Supplemental disclosures:
Cash paid during the period for:
Interest $ 1694 $ 109 $ 7063 § 7670
Income taxes — — 5,656 5,356
Noncash investing and financing activities: ‘
Issuance of partners’ capital for acquisitions $ 50920 $ -— $ — $ —
Working capital and assumed liabilities for acquisitions, net 3798 — — —
Increase in long-term debt — affiliate — — 2,535 3723
Contribution from affiliate —_ — 4,691 —
Cancellation of long-term receivable — affiliace — — 75,349 —

See accompanying notes to consolidated and combined financial statements.
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Penn Virginia Resource Partners, LP.
Consolidated and Combined Statement of Partners’ Capital and Owner's Equity

Common Units Class B Common Units Subordinated Units General Owner's

{in thousands, except unit data) Units Amount Units Amount Units Amount Partner Equity Total
Balance at December 31, 1999 — 3 — — 3 — — 3§ — $ — §$ 15138 § 15138
Net income — — — — — — — 11,555 11,555
Balance at December 31, 2000 — — — — — — — 26,693 26,693
Net income for the period from

January 1, 2001 to October 30, 2001 — — — — — — — 12,422 12,422
Book value of net assets

contributed by parent 1,149,880 4928 — — 7,649,880 32,837 1,350 {39,115 —
Issuance of units to the public,

net of offering and other costs 6,500,000 123,331 — — — - — — 123,331
Sale of underwriter overallotment 975,000 19,042 — — — — — — 19,042
Purchase of common units from
Parent to execute underwriter overallotment (975,000) (19,042) —_ — — — — —_ (19,042)
Forgiveness and elimination of intercompany .

accounts with parent — (5,462) — — — (44335  (1,819) — (51,616)
Nert income for the period from

October 31, 2001 through

December 31, 2001 —_— 1,802 — — — 1,802 73 — 3,677
Balance at December 31, 2001 7,649,880 124,599 — — 7,649,880 {9,696) (396} — 114,507
Capital contributions — — — — — — 1,142 — 1,142
Issuance of common units 1,522,325 31,390 847,133 18.530 — — — — 50,920
2002 net income allocation — 12,118 —_ 80 — 11,994 494 — 24,686
2002 distributions — (14,074) — —_— — {14.074) (575} — (28,723)
Balance at December 31, 2002 9172205 § 154033 947133 $ 19610 7649880 & (11,776) § 665 & — § 162532

See accompanying notes to consolidated and combined financial statements.




Penn Virginia Resource Partners, L.P
Notes to Consolidated and Combined
Financial Statements

1. Organization

Penn Virginia Resource Partners, L.P. (the “Partnership”), a
Delaware limited partnership, was formed in July 2001 to own
and operate most of the assets, liabilities and operations of Penn
Virginia Corporation’s (“Penn Virginia”) coal business (the
“Penn Virginia Coal Business” or the “Predecessor”).

The Partnership, through its wholly owned subsidiary Penn
Virginia Operating Co., LLC, enters into leases with various third-
party operators that gives those operators the right to mine coal
reserves on the Partnership’s land in exchange for royalty payments.
The Partnership also sells timber growing on its land and provides
fee-based infrastructure facilities to certain lessees to enhance coal
production ‘and to generate additional coal services revenues.

The Partnership completed its initial public offering of 7,475,000
common units (including underwriter’s overallotment) at a price of
$21.00 per unit on October 30, 2001. Total proceeds of the offer-
ing were $157.0 million before offering costs and underwriters
commissions. Effective with the closing of the initial public offer-
ing, Penn Virginias wholly owned subsidiaries received 174,880
common units, 7,649,880 subordinated units and a 2% partnership
interest the ownership of the Partnership. In addition, concurrent
with the closing of the initial public offering, the Partnership
borrowed $43,386,750 under its term loan credic facilicy with PNC
Bank, National Association and other lenders.

In conjunction with the formation of the Partnership, Penn
Virginia contributed net assets totaling $39.1 million to the
Partnership. Concurrent with the initial public offering, the
Partnership paid $141.5 million to Penn Virginia for repayment
of debt and the purchase of 975,000 common units held by Penn
Virginia. The Partnership’s note receivable from Penn Virginia was
forgiven as well as the remaining portion of the Partnership’s note
payable to Penn Virginia. See “Note 9. Related Party Transactions.”
Additionally, deferred income taxes were retained by Penn Virginia
as income taxes will be the responsibility of the unitholders and not
the Partnership.

In December 2002, the Partnership acquired approximately 120

million tons of coal reserves from subsidiaries of Peabody Energy
Corporation (“Peabody”). In conjunction with the acquisition, the
Partnership issued 1,522,325 common units and 1,240,833 Class B
common units, of which 293,700 Class B common units are held
in escrow pending certain title transfers. As a result of the units held
in escrow, the 293,700 Class B common units were not included in
partners capital at December 31, 2002. All Class B common units
share in income and distributions on the same basis as the Limited
Partner Units, but they are not listed on the New York Stock
Exchange. Subject to the approval of our common unitholders, the
Class B common units will automatically convert into an equal
number of common units; however, if the conversion is denied,
Peabody, as holder of the Class B units, would have the right to
receive 115% of the amount of distributions paid on the common
units. Adoption of the proposed conversion requires the affirmative
vote of a majority of the votes cast at a special meeting to be held in
the second quarter of 2003, provided that the total votes cast repre-
sent over 50% in interest of all common units entitled to vore.

The general partner of the Partnership is Penn Virginia Resource
GP, LLC, a wholly owned subsidiary of Penn Virginia.

2. Summary of Significant Accounting Policies

Basis of Presentation

Unless otherwise indicated, for the purposes of these financial state-
ments, the Partnership refers to the Penn Virginia Coal Business for
the periods prior to October 30, 2001 and to Penn Virginia
Resource Partners, L.P. for the periods subsequent to October 30,
2001. The consolidated and combined financial statements present
the results of operations and financial position of the Partnership as
if it had existed as a single entity, separate from Penn Virginia, for
the periods prior to October 30, 2001. Intercompany balances and
transactions within the Partnership have been eliminated.

Use of Estimates

Preparation of the accompanying financial statements in conformity
with accounting principles generally accepted in the United States
of America requires management to make estimates and assump-
tions thar affect the reported amounts of assets and liabilities in the
combined and consolidated balance sheets and the reported
amounts of revenues and expenses in the consolidated and com-
bined income statements during the reporting period. Actual results
could differ from those estimates.
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Cash and Cash Equivalents / Restricted U.S. Treasury Notes
The Partnership considers all highly liquid investments purchased
with an original maturity of three months or less to be cash equiva-
lents. As of December 31, 2001, the Partnership had restricted cash
in the form of U.S. Treasury notes, which were used to secure the
Partnership’s term loan facility. See “Note 6. Long-Term Debt.” In
2002, the Partnership sold the U.S. Treasury notes and used the
proceeds to purchase property and equipment.

Note Receivable

The note receivable is recorded at cost, adjusted for amortization of
discounts. Discounts are amortized over the life of the note receiv-
able using the effective interest rate method.

Debt Issuance Costs

Debt issuance costs relating to the Partnership’s revolving credit
facility and term loan have been capitalized and are being amortized
over the life of the revolving credit facility and the term loan.

Property and Equipment

Property and equipment are carried at cost and include expendi-

.tures for additions and improvements, such as roads and land

improvements, which substantially increase the productive lives

of existing assets. Maintenance and repair costs are expensed as
incurred. Depreciation and amortization of property and equip-
ment is generally computed using the straight-line method over
their estimated useful lives, varying from 3 years to 20 years. Coal
properties are depleted on an area-by-area basis at a rate based upon
the cost of the mineral properties and estimated proven and proba-
ble tonnage therein. From time to time, the Partnership carries

out exploration and development activities at its coal properties in
order to ascertain the quality and quantity of the coal contained in
those properties. These exploration and development activities are
expensed as incurred. Whern an asset is retired or sold, its cost and
related accumulated depreciation and amortization are removed
from the accounts. The difference between undepreciated cost and
proceeds from disposition is recorded as gain or loss.

Timber and timberlands are stated at cost less depletion and amor-
tization for timber previously harvested. The cost of the timber
harvested is determined based on the volume of timber harvested in
relation to the amount of estimated net merchantable volume, uti-
lizing a single composite pool. The Partnership estimates its timber
inventory using statistical information and data obtained from
physical measurements, site maps, photo-types and other informa-
tion gathering techniques. These estimates are updated annually
and may result in adjustments of timber volumes and depletion
rates, which are recognized prospectively. Changes in these esti-
mates have no effect on the Parmership’s cash flow.

Impairment of Long-Lived Assets A
The Partnership reviews its long-lived assets to be held and used

whenever events or circumstances indicate that the carrying value of
those assets may not be recoverable. An impairment loss must be
recognized when the carrying amount of an asset exceeds the sum
of the undiscounted estimated future cash flows. In this circum-
stance, the Partnership would recognize an impairment loss equal to
the difference between the carrying value and the fair value of the
asset. Fair value is estimated to be the expected present value of
expected future net cash flows from proved and probable reserves,
utilizing a risk-free rate of return.

Long-Term Prepaid Minimums

The Partnership leases a portion of its reserves from third parties
that require monthly or annual minimum rental payments. The
prepaid minimums are recoupable from future production and are
deferred and charged to lease expenses as the coal is subsequently
produced. The Partnership evaluates the recoverability of the
prepaid minimums on a periodic basis; consequently, any prepaid
minimums that cannot be recouped are expensed. As of December
31, 2002 and 2001, the allowance related to long-term prepaid
minimums totaled $1.2 million and $1.1 million, respectively.

Concentration .of Credit Risk

Substandally all of the Partnership’s accounts receivable at December
31, 2002 result from accrued revenue from lessee production. This
concentration of customers may impact the Partnership’s overall
credit risk, either positively or negatively, in that these entities may
be similarly affected by changes in economic or other conditions. In
determining whether or not to require collateral from a customer ot
a lessee, the Partnership analyzes the entity’s net worth, cash flows,
earnings and credit ratings. Receivables are generally not collateral-
ized. Historical credit losses incurred by the Partnership on
receivables have not been significant.

fair Value of Financial Instruments ,

The Partnership’s financial instruments consist of cash and

cash equivalents, accounts receivable, note receivable, accounts
payable and long-term debt. The carrying values of cash and cash
equivalents, accounts receivable and payable, and long-term debt
approximate fair value. The fair value of the Partnership’s note
receivable at December 31, 2002 and 2001 was $3.4 million and
$4.5 million, respectively.

Revenues

Coal Royalties. Coal royalty revenues are recognized on the basis of
tons of coal sold by the Partnership’s lessees and the corresponding
revenue from those sales. Most coal leases are based on minimum
monthly or annual payments, a minimum dollar royalty per ton
and/or a percentage of the gross sales price.




Coal Services. Coal services revenues are recognized when lessees use
the Partnership’s facilicies for the processing and transportation of
coal. Coal services revenues consist of fees collected for the use of
our loadout facility, coal preparation plants and dock loading facility.

Timber. Timber revenues are recognized when timber is sold in a
competitive bid process involving sales of standing timber on indi-
vidual parcels and, from time to time, on a contract basis where
independent contractors harvest and sell the timber. Timber rev-
enues are recognized when the timber has been sold or harvested by
the independent contractors. Title and risk of loss pass to the inde-
pendent contractors upon the execution of the contract. In
addition, if the contractors do not harvest the timber within the
specified time period, the title of the timber reverts back to the
Partnership with no refund of original payment.

Minimum Rentals. Most of the Partnership’s lessees must make
minimum monthly or annual payments that are generally
recoupable over certain time periods. These minimum payments are
recorded as deferred income. If the lessee recoups a minimum pay-
ment through production, the deferred income attributable to the
minimum payment is recognized as coal royalty revenues. If a lessee
fails to meet its minimum production for certain pre-determined
time periods, the deferred income attributable to the minimum
payment is recognized as minimum rental revenues.

Income Taxes :

Subsequent to the initial formation of the Partnership, no provision
 for income taxes related to the operations of the Partnership has
been included in the accompanying financial statements because, as
a Partnership, it is not subject to federal or state income taxes and
the tax effect of its activities accrues to the unitholders. Net income
for financial reporting purposes may differ significanty from tax-
able income reportable to unitholders as a result of differences
between the tax bases and financial reporting bases of assets and lia-
bilities and the raxable income allocation requirements under the
Partnership agreement.

For periods prior to the Partnership’s initial public offering, the
Penn Virginia Coal Business’ operations were included in Penn
Virginia’s consolidated federal and state income tax returns of Penn
Virginia. The Penn Virginia Coal Business’ (Predecessor) income
tax provisions were computed as though separate returns were filed.
The Penn Virginia Coal Business accounted for income taxes in
accordance with the provisions of SFAS No. 109, “Accounting for
Income Taxes.” This Statement requires recognition of deferred tax
liabilities and assets for the expected future tax consequences of
events that have been recognized in Penn Virginia Coal Business
financial statements or tax returns. Using this method, deferred tax

liabilities and assets are determined based on the difference between
the financial statement carrying amounts and tax bases of assets and
liabilities using enacted tax rates.

Net income per unit

Basic and diluted net income per unit is determined by dividing
net income, after deducting the general partner’s 2% interest, by
the weighted average number of outstanding Common Units
and Subordinated Units. At December 31, 2002, there were no
dilutive units.

New Accounting Standards

Effective January 1, 2002 we adopted SFAS No. 144, “Accounting
for the Impairment or Disposal of Long-Lived Assets.” This
Statement supersedes SFAS No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to

Be Disposed Of,” and the accounting and reporting provisions of
APB No. 30, “Reporting the Results of Operations —Reporting the
Effects of Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events and Transactions,” for
the disposal of a segment of a business. SFAS No. 144 addresses
financial accounting and reporting for the impairment or disposal
of long-lived assets. There was no effect on the Partnership’s
financial position, results of operations or liquidity upon the
adoption of the new Standard in the first quarter of 2002.

In June 2001, the Financial Accounting Standards Board

(“FASB”) issued SFAS No. 143, “Accounting for Asset Retirement
Obligations.” This Statement requires entities to record a liability
relating to the retirement and removal of assets used in their busi-
ness. The liability is discounted to its present value, and the related
asset value is increased by the amount of the resulting liability.
Over the life of the asset, the liability will be accreted to its future
value and eventually extinguished when the asset is taken out of
service with a resulting gain or loss from the settdement of the
liability. The provisions of this Statement are effective for fiscal
years beginning after June 15, 2002. We have evaluated the future
financial reporting effect of adopting SFAS No. 143 and the initial
adoption will not have a material effect on the financial position,
results of operations or liquidity. We will adopt the standard
effective January 1, 2003.

In April 2002, the FASB issued SFAS No. 145, “Rescission of
FASB Statements No. 4, 44, and 64, Amendment of FASB
Statement No. 13, and Technical Corrections.” This statement
rescinds SFAS No. 4, “Reporting Gains and Losses from
Extinguishment of Debt,” which required all gains and losses from
extinguishment of debt to be aggregated and, if material, classified
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as an excraordinary item of debt to be aggregated and, if material,
classified as an extraordinary item, net of income taxes. As a result,
the criteria in Accounting Principles Board (APB) Opinion No. 30
will now be used to classify those gains and losses. Any gain or loss
on the extinguishment of debt that was classified as an extraordi-
nary item in prior periods presented that does not meet the criteria
in APB Opinion No. 30 for classification as an extraordinary item
shall be reclassified. The provisions of this Statement are effective
for fiscal years beginning after January 1, 2003. Under present con-
ditions, management does not expect the initial adoption of SFAS
No. 145 to have a material effect on the financial position, results
of operations or liquidity.

In June 2002, cthe FASB issued SFAS No. 146, “Accounting for
Costs Associated with Exit or Disposal Activities.” This statement
requires the recognition of costs associated with exit or disposal
activities when they are incurred rather than at the date of a com-
mitment to an exit or disposal plan. The provisions of this
Sratement are effective for exit or disposal activities initiated after
December 31, 2002. Under present conditions, management does
not expect the initial adoption of SFAS No. 146 to have a material
effect on the financial position, results of operations or liquidity.

In November 2002, the FASB issued Interpretation No. 45 (“FIN
457), Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of the Indebtedness of
Others, which dlarifies the requirements of SFAS No. 3,
Accounting for Contingencies, relating to a guarantor’s accounting
for and disclosures of certain guarantees issued. FIN 45 requires
enhanced disclosures for certain guarantees. It also will require cer-
tain guarantees that are issued or modified after December 31,
2002, including certain third-party guarantees, to be initially
recorded on the balance sheet at fair value. For guarantees issued on
or before December 31, 2002, liabilities are recorded when and if
payments become probable and estimable. The financial statement
recognition provisions are effective prospectively, and the Company
cannot reasonably estimate the impact of adopting FIN 45 unil
guarantees are issued or modified in future periods, at which time
their results will be initially reported in the financial statements.

3. Acguisitions

In December 2002, the Partnership acquired two properties con-
taining approximately 120 million tons of coal reserves (unaudited)
from Peabody for 1,522,325 million common units, 1,240,833
mitlion Class B common units (a combined common unit value of
$57.0 million) and $72.5 million in cash plus closing costs. The
$130.5 million acquisition includes approximately $6.1 million, or
293,700 Class B units, held in escrow pending certain title trans-

fers. As a result of the units held in escrow, approximately five mil-

lion tons of coal reserves and 293,700 Class B common units were
not included in property, plant and equipment or partners’ capital,
respectively, at December 31, 2002. The Class B common units
will be converted to common units upon approval by the common
unitholders (see Note 1). Approximately two-thirds of the reserves
are located in New Mexico, which Peabody will continue to operate
as a surface mining operation. Approximately one third of the
acquired reserves are in northern West Virginia, which Peabody will
also continue to operate. Each set of reserves is being leased back to
Peabody for royalty rates which escalate annually over the life of the
property’s production. As part of the transaction, Peabody will
receive the right to share in cash distributed with respect to the gen-
eral partner’s incentive distribution rights, if any, in exchange for
additional properties Peabody may source to the Partnership in the
future. The cash portion of the transaction was funded with long-
term debt and $26.4 million in proceeds from the sale of U.S.
Treasury notes. The acquired coal reserves had existing productive
operations that have been included in the Partnership’s statements
of income since the closing date.

In November 2002, the Partnership completed the acquisition of
certain infrastructure-related equipment and other assets integral
to mining on one of our West Virginia properties. The purchased
assets included a 900-ton per hour coal preparation plant, a unit-
train loading facility and a railroad-granted rebate on coal loaded
through the facility. The Partnership acquired the assets from

Pen Holdings, Inc. and its lessors for $5.1 million in cash, which
was funded with the proceeds from the sale of U.S. Treasury notes,

plus the assumption of approximately $2.4 million in reclamation

liabilities and approximately $0.6 million of stream micigation obli-
gations. We are actively seeking a new lessee and, as is customary in
our operations, we intend to assign all reclamation liabilities to such |
lessee. These assets did not have existing productive operations.

In August 2002, we acquired the mineral rights to approximately
16 million tons of coal reserves located in West Virginia for $12.3
million. The acquisition, which was purchased from an independ-
ent private entity, was funded with the proceeds from the sale of
U.S. Treasury notes. The acquired mineral rights had existing pro-
ductive operations that have been included in the Partnership’s
statements of income since the closing date.

In June 2001, the Partnership completed a $33.1 million acquisition
from Pen Holdings, Inc., an unrelated third party. The acquisition
contained 53 million tons of coal reserves in West Virginia and was
funded with long-term borrowings from an affiliate. The property
had existing productive operations that have been included in the
Partnership’s statements of income since the closing date.




The factors used by the Partnership to determine the fair market
value of acquisitions include, but are not limited to, discounted
future net cash flows on a risked-adjusted basis, geographic loca-
tion, quality of resources, potential markertability and financial
condition of the lessees.

4, Note Receivable

At December 31, 2002 and 2001, the Partnership had one note
receivable outstanding relating to the sale of coal properties located
in Virginia in 1986. The note has a stated interest rate of 6.0%
per annum and had an original principal amount of $15.0 million
pursuant to which the Partnership receives quarterly payments
through July 1, 2005. In addition, the Partnership owns 2 50%
residual interest in any royalty income generated on any of the
coal mined and sold after July 1, 2005.

The note receivable matures as follows:

December 31,

(in thousands) 2002 2001
Current 3 527 $ 483
Due after one year through five years 1,274 1,757

§ 1801 $ 2240

5. Property and Equipment

Property and equipment includes:

December 31,
{in thousands) 2002 2001
Coal properties $ 244702 $ 106,270
Coal services equipment 15368 6,353
Land 1,791 1,773
Timber 188 188
Other equipment 1,272 1,381
. 263,321 115,965
Less: Accumulated depreciation,
depletion and amortization 15,253 11,471
Net property and equipment § 248,068 $ 104,494

8. Accrued Liabilities

Accrued liabilities include:

December 31,

{in thousands) 2002 2001
General partner reimbursement $ — 3 250
Accrued taxes 703 539
Accrued interest 164 100
Accrued royalty expense 141 —
Other 448 101
Tortal accrued liabilities 3 7,454 $ 930
7. Long-Term Debt

Long-term debr includes:

December 31,
{in thausands) 2002 2001

Revolving credit facility —

variable rate of 3.2% at

December 31, 2002 $ 47,500 $ —
Term loan — variable rates of

1.9% — 2.7% at December 31, 2002 43,387 43,387

90,887 43,387

Less: current maturities —_ —

Nert long-term debt & 80887 $ 43387

Revolving Credit Facility

The Partnership has a $50.0 million unsecured revolving credit
facility (the “Revolver”), which expires in October 2004, with a
group of major banks. The Partnership has the option to elect
interest at (i) Libor plus a Euro-rate margin ranging from 1.25%

to 1.75%, based on certain financial data or (ii) the greater of the
prime rate or federal funds rate plus 0.5%. The Revolver allows for
working capiral draws of no more than $5.0 million and issuance of
letters of credit, which are limited to $2 million. The Partnership
had utilized letters of credit of $1.6 million and $0.7 million as of
December 31, 2002 and 2001, respectively. The financial covenants
of the Revolver include, but are not limited to, maintaining: (i) a
ratio of not more than 2.50:1.00 of total debt to consolidated
EBITDA (as defined by the credit agreement) and (ii) a ratio of not
less than 4.00:1.00 of consolidated EBITDA to interest expense.
The Partnership is currently in compliance with all of its covenants.
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Term Loan

In conjunction with the Revolver, the Partnership borrowed an
additional $43.4 million in the form of a term loan. The term loan
expires in October 2004. The Partnership has the option to elect
interest at (i} Libot plus a Euro-rate margin 0.50%, based certain
financial data or (ii) the greater of the prime rate or federal funds
rate plus 0.50%. The term loan is subject to the same covenants as
the Revolver. The Partnership is currently in compliance with all of
its covenants.

Interest expense, including amortization of debe fees, related to the
Revolver and the term loan totaled $1.8 million for the year ended
December 31, 2002 and $0.3 million for the period commencing
on October 30, 2001 and ending on December 31, 2001.

istributions

As of December 31, 2002, partners’ capital consists of 9,172,205
common units representing a 50.6% limited partner interest,
947,133 Class B common units representing a 5.2% limited part-
ner interest (see Note 1), 7,649,880 subordinated units representing
a 42.2% limited partner interest and a 2% general partner interest.
As of December 31, 2002, affiliates of Penn Virginia, in the aggre-
gate, owned a 45.1% interest in the Partnership consisting of
157,317 common units, 7,649,880 subordinated units and a 2%
general partner interest.

The Partnership will distribute 100% of its Available Cash (aS
defined in the partnership agreement) within 45 days after the end
of each quarter to unitholders of record and to the general partner.
Available Cash is generally defined as all cash and cash equivalents
of the Partnership on hand at the end of each quarter less reserves
established by the general partner for future requirernents. The
general partner has the discretion to establish cash reserves that

are necessary or appropriate to (i) provide for the proper conduct
of our business; (ii) comply with applicable law, any of our debt
instruments or other agreements; or (iii) provide funds for distribu-
tions to unitholders and the general partner for any one or more of
the next four quarters.

Cash distributions

Distributions of Available Cash to holders of subordinated units are
subject to the prior rights of holders of common units to receive che
minimum quarterly distribution ("MQD”) for each quarter during
the subordinated period and to receive any arrearages in the distri-
bution of the MQD on the common units for the prior quarters
during the subordinated period. The MQD is $0.50 per unit
{$2.00 per unit on an annual basis). We intend to make quarterly
cash distributions of $0.50 or more per common unit to the extent

we have sufficient cash from our operations after payment of fees
and expenses. In general, we will pay any cash distributions we
make each quarter in the following manner:

o first, 98% to the common units and 2% to the general partner,
until each common unit has received a minimum quarterly distri-
bution of $0.50 plus any arrearages in the payment of the
minimum quarterly distribution from prior quarters;

e second, 98% to the subordinated units and 2% to the general
partner, until each subordinated unit has received a minimum
quarterly distribution of $0.50; and

© third, 98% to all units, pro rata, and 2% to the general partner,
until each unit has received a distribution of $0.55.

If cash distributions per unit exceed $0.55 in any quarter, our general
P Y q

partner will receive a higher percentage of the cash we distribute in

excess of that amount in increasing percentages up to 50%.

The Partnership made its first cash distribution of $0.34 per
common and subordinated unit in February 2002 for the period
October 30, 2001 through December 31, 2001. For 2002, the
Partnership made quarterly distributions of $0.50 per common unit,
per Class B common unit and per subordinated unit. The fourth
quarter 2002 cash distribution was paid on February 14, 2003.

Subordination period

During the subordination period, the common units will have the
right to receive the minimum quarterly distribution, plus arrearages,
before we make any distributions on the subordinated units. The
subordination period will end once we meet the financial tests
(discussed below) in the partnership agreement, but it generally
cannot end before September 30, 2006. When the subordination
period ends, all remaining subordinated units will convert into
common units on a one-for-one basis and the common units will
no longer be entitled to arrearages.

If the Partnership meets the financial tests in the partnership agree-
ment for any quarter ending on or after September 30, 2004, 25%
of the subordinated units will convert into common units. If we
meet these tests for any quarter ending on or after September 30,
2005, an additional 25% of the subordinated units will convert
into common units. The early conversion of the second 25% of the
subordinated units may not occur uniil at least one year after the
early conversion of the first 25% of subordinated units.




Limited call right
If at any time persons other than our general partner and its

affiliates do not own more than 20% of the outstanding common
units, our general partner has the right, but not the obligation, to
purchase all of the remaining common units at a price not less than
the then current marker price of the common units.

9. Related Party Transactions

General and Administrative

Penn Virginia charges its subsidiaries, including the Partnership, for
certain corporate administrative expenses, which are allocable to the
subsidiaries. When allocating general corporate expenses, considera-
tion is given to payroll, general corporate overhead and employee
benefits. Any direct costs are charged directly to the Partnership.
Total corporate administrative expenses charged to the Partnership
and the Penn Virginia Coal Business totaled $1.2 million, $2.0
million and $1.8 million for the years ended December 31, 2002,
2001 and 2000, respectively. From commencement of operations
{October 30, 2001) through December 31, 2001, the overhead
costs allocated to the Partnership were $0.9 million. These costs are
reflected in general and administrative expenses in the accompany-
ing consolidated and combined statements of income. Management
believes the allocation methodologies used are reasonable.

Accounts payable and accrued liabilities—affiliate

The Partnership’s accounts payable and accrued liabilities to affiliates
totaled $1.7 million as of December 31, 2002, which consists
primarily of amounts due to the general partner for expenses
incurred relating to the December 2002 Peabody acquisition. The
Partnership’s accounts payable and accrued liabilities to affiliates
totaled $0.2 million as of December 31, 2001.

Interest expense—affiliate

Prior to the formation of the Partnership, the Predecessor financed
its working capital requirements and its capital expenditures,
through an unsecured promissory note payable to Penn Virginia
Equities Corporation, a whelly owned subsidiary of Penn Virginia,
The note was paid in conjunction with the October 30, 2001 clos-
ing of the initial public offering, Additionally, during 1998, the
Predecessor acquired 810 shares of its own stock owned by Penn
Virginia Holding Corp., a wholly owned subsidiary of Penn
Virginia, in exchange for a $36.9 million unsecured promissory
note. The note was cancelled in conjunction with the October 30,
2001 closing of the initial public offering. Affiliated interest
expense was $7.0 million for the period from January 1, 2001
through October 30, 2001 and $7.7 million for the year ended
December 31, 2000.

There were no outstanding long-term debt balances due to affiliates
for the years ended December 31, 2002 and 2001.

Interest income—affiliate

Prior to the initial public offering the Partnership advanced cash
receipts from its operations to Penn Virginia, so that Penn Virginia
could centrally manage cash funding requirements for its consoli-
dated group. These advances totaled $75 million and were forgiven
in conjunction with the October 30, 2001 closing of the initial
public offering. Affiliated interest income was $3.5 million for the
period from January 1, 2001 through October 30, 2001 and $3.4
million for the year ended December 31, 2000.

There were no outstanding long-term receivable balances due from

affiliates for the years ended December 31, 2002 and 2001.

10. income Taxes

The provision for income taxes is comprised of the following:

For the pericd from Year Ended
January 1, 2001 through  December 31,

{in thousands) October 30, 2001 2000

Current income taxes $ 6,690 $ 5356
Deferred income taxes — {63}
Total income tax expense $ 6,690 $ 5287

The difference between the taxes computed by applying the statuto-
Iy tax rate to income from operations before income taxes and the
Partnership’s reported income tax expense is as follows:

For the pericd from Year Ended
January 1, 2001 through ~ December 31,

(in thousands| October 30, 2001 2000
Compurted at federal

statutory fax rate $ 6690 $ 5895
Percentage depletion ' — {234)
Other, net — (374)
Total income tax expense $ 6,690 $ 5287

Subsequent to the initial formation of the Partnership, no provision
for current or deferred income taxes related to the operations of the
Partnership has been included in the accompanying financial state-
ments because, as a Partnership, it is not subject to federal or state
income taxes and the tax effect of its activities accrues to the
unitholders

11. Long-Term incentive Plan

The long-term incentive plan (the “Plan”) is administered by the
compensation committee of the general partner’s board of directors.
The Partnership will reimburse the general partner for expenses
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incurred in connection with all grants made pursuant to the Plan.
Grants may consist of restricted units, phantom units or options to
purchase common units. Common units to be delivered upon the
vesting of restricted units, phantom units, or commeon units to be
issued upon exercise of a unit option will be acquired by the general
partner in the open market at a price equal to the then-prevailing
price on the principal national securities exchange upon which the
common units are then traded, or directly from Penn Virginia
Corporation or any other third party, including units newly issued
by us, or units already owned by the general partner, or any combi-
nation of the foregoing. The aggregate number of units reserved for
issuance under the long-term incentive plan is 300,000.

For the year ended December 31, 2002, the general partner granted
an aggregate of 37,500 units under the Plan, including 21,500
restricted common units granted to officers of the general partner
and 16,000 restricted common units granted to independent direc-
tors, of which 4,000 vested in 2002. As of December 31, 2001, no
grants under the Plan were made. The general partner is reimbursed
for all compensation expenses incurred on the Partnerships behalf
and the amount is charged to expense over the vesting period.
General and administrative expense relating to the vesting of restrict-
ed unirs rotaled $0.4 million for the year ended December 31, 2002
and zero for the years ended December 31, 2001 and 2000.

12. Commitments and Contingencies

Rental Commitments .

Minimum annual rental commitments payable by the Partnership
under all coal property non-cancelable operating leases in effect at
December 31, 2002 were $370,000 per year. These rental commit-
ments relate to coal reserves leased by the Partnership and do not
expire until the reserves have been exhausted.

Legal

The Partnership is involved, from time to time, in various legal

have a material effect on the Partnership’s financial position,

liquidity or operations.

Environmental Compliance

The operations of our lessees are subject to environmental laws and
regulations adopted by various governmental authorities in the
jurisdictions in which these operations are conducted. The terms of
the Partnership’s coal property leases impose liability for all environ-
mental and reclamation liabilities arising under those laws and
regulations on the relevant lessees. The lessees are bonded and have
indemnified the Partnership against any and all future environmen-
tal liabilities. The Partnership regularly visits the properties subject
to its leases to observe the lessee’s compliance with environmental
laws and regulations, as well as to review mining activities.
Management believes that the Partnership’s lessees will be able to
comply with existing regulations and does not expect any material
impact on its financial condition or results of operations as a result
of environmental regulations.

With respect to its unleased and inactive properties, the Partnership
has some reclamation bonding requirements. In conjunction with
the November 2002 purchase of equipment (see Note 3), the
Partnership assumed reclamation and mitigation liabilities of
approximately $3.0 million. The Partnership is currently pursuing a
potential lessee for this property and, as is customary in our opera-
tions, we intend to assign all reclamation liabilities to such lessee. As
of December 31, 2002 and 2001, the Partnership’s environmental
liabilities totaled $4.6 million and zero, respectively.

Class 8 Units

As of December 31, 2002, 293,700 Class B common units were
held in escrow. Subject to the approval of our common unitholders,
the Class B common units will automatically convert into an equal
number of common units; however, if the conversion is denied,

Peabody, as holder of the Class B units, would have the right to

. A . . . receive 115% of the amount of distributions paid on the commo
- proceedings arising in the ordinary course of business. While the . ° ! pat !
~ . . . . units (see Note 1).
~ ultimarte results of these proceedings cannot be predicted with
I certainty, Partnership management believes these claims will not
13 Miajor Sustomers
; The Partnership depends on certain lessees for a significant portion of its revenues. Revenues from major customers, which exceed 10% of
5 rotal revenues, are as follows:
<
Year Endad December 31,
= 2002 2001 2000
= {dollars in thousands) Revenues % Revenues % Revenues %
g
5 Lessee A § 7,059 18.3 $ 7364 19.6 $ 6788 225
Lessee B 6,738 17.5 6,138 16.4 4,389 145
= Lessee C 5175 134 5302 141 5,086 16.8
[

ol
[}




14. Segment Information

Segment information has been prepared in accordance with SFAS
No. 131 “Disclosure about Segments of an Enterprise and Related
Information.” The Partnership’s coal operations are organized along
its natural resource and coal services operations. The Partnership’s
reportable segments are as follows:

Coal Royalty

The coal royalty segment is engaged in managing the Partnership’s
coal properties in the Central and Northern Appalachian region of
the United States, as well as its property in New Mexico.

Coal Services

The Partnership’s coal services segment consists of fees charged to
its lessees for the use of the Partnership’s unit train loadout facilicy,
coal preparation plants, dock loading facility and short-line railroad.

Timber
The Partnership’s timber segment is engaged in the selling of stand-
ing timber on the Partnership’s properties.

The following is a summary of certain financial information relat-
ing to the Partnership’s segments:

Coal Coal

{in thousands) Royalty Services Timber Total

For the year ended December 31, 2002

Revenues & 34820 8 2148 $ 1,640 $ 38608
Operating expenses 8491 1,129 606 10,226
Depreciation and depletion 3,266 681 8 3,955
Operating income $ 23063 3 338 & 1,026 $ 24427
Interest expense {1,758)
Interest income 2017
Income before taxes $ 24,66
Total assets $ 252089 $ 14306 & 180 & 266,575
Capital expenditures (a) 138,520 9,015 — 147,535
For the year ended December 31, 2001

Revenues $ 34121 $ 1,660 $ 1732 § 37513
Operating expenses 7,683 9N 877 9271
Depreciation and depletion 2,631 445 8 3,084
Operating income § 23.807 $ 304 $ 1,047 $§ 25158
Interest expense {7.272)
Interest income 4904
Income before taxes § 22790
Toral assets $ 156,872 $ 5,586 $ 180 $ 162,638
Capital expenditures 33,061 608 — 33,669
For the year ended December 31, 2000

Revenues § 26416 $ 1,385 $ 2388 $ 30189
Operating expenses 6913 691 723 8327
Depreciation and depletion 1,741 297 9 2,047
Operating income $ 17762 § 397 $  15% $§ 19815
Interest expense (7,670)
Interest income 4,685
Other income 12
Income before raxes $ 16842
Toral assets $ 129,862 $ 5,886 $ 188 $ 135936
Capital expenditures 126 359 —_ 485

(@) Capital expenditures for the year ended December 31, 2002 include noncash capital additions of $51.7 million for the coal royalty segment and $3.0 million for the coal services segment.

Operating income is equal to total revenues Jess operating costs and expenses and depreciation and depletion. Operating income does not
include certain other income items, interest expense, interest income and income taxes. Identifiable assets are those assets used in the

Partnership’s operations in each segment. Certain reclassifications have been made to conform to the current year presentation.
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15. Quarterly Financial Information (Unaudited)

Summarized Quarterly Financial Data:
{In thousands, except share data}

First Second , Third Fourth

2002 Quarter Quarter Quarter Quarter
Operating revenues 10,755 s 7791 $ 10404 & 9658
Operating income 7,267 4,879 7,039 5242
Net income 7432 $ 499 $ 7078 $ 5182
Basic and diluted net income per limited partner unit:

Common 0.48 $ 0.32 $ 045 3 0.32

Subordinated 048 $ 032 $ 045 3 0.32
Weighted average number of units outstanding,

basic and diluted:
Common 7,650 7,650 7,650 7,997
Subordinated 7,650 7,650 7,650 7.650

First Second Third Fourth

2001 Quarter Quarter Quarter Quarter
Operating revenues (a) 9,547 $ 8,897 $ 9974 $ 9,095
Operating income (a) 6,739 6,257 6,944 5,218
Net income (a) 4,025 $ 3,657 $ 3,939 $ 4,478
Basic and diluted net income per limited partner unit (a):

Common $ 0.24

Subordinated $ 0.24
Weighted average number of units outstanding, basic and diluted (a):

Common 7,650

Subordinated 7,650

(@) On October 30, 2001, the Parenership completed its initial public offering whereby the Partnership became the successor to the business of the Penn Virginia Coal Business (prede-
cessor). For the purposes of this summarized quarterly financial data, the Partnership refers to the Penn Virginia Coal Business for the periods prior to October 30, 2001 and to Penn
Virginia Resource Partners, L.P for the periods subsequent to October 30, 2001. The financial data presents the results of operations and financial position of the Parmership as if it
had existed as a single entity, separate from Penn Virginia, for the periods prior to October 30, 2001. The weighted average number of units outstanding and the related net income
per limited partner unit amounts only represent the period from commencement of operations (October 31, 2001) through December 31, 2001.

ltem 8. { Changes in and Disagreements
with Accountants on Accounting and
Financial Discilosure

Effective May 3, 2002, the Audit Committee of the Board of
Directors of our general partner dismissed Arthur Andersen LLP
(“Andersen”) as the Partnership’s independent public accountants
and engaged KPMG to serve as the Partnership’s independent pub-

lic accountants for 2002.

None of Andersen’s reports on the Partnership’s consolidated finan-
cial statements for either of the past two fiscal years contained an
adverse opinion or disclaimer of opinion or were qualified or modi-
fied as to uncertainty, audit scope or accounting principles.

During the Partnership’s two most recent fiscal years, there were no
disagreements with Andersen on any matter of accounting princi-
ples or practices, financial statement disclosure or auditing scope or
procedure, which disagreements, if not resolved to the satisfaction
of Andersen, would have caused Andersen to make reference to the
subject matter of the disagreements in connection with Andersen’s

report; and during such period there were no “reportable events” of

the kind listed in Item 304(a)(1)(v) of Regulation S-K.

The Partnership disclosed the foregoing information on a Current
Report on Form 8-K dated May 3, 2002 (the “Form 8-K”). The
Partnership provided Andersen with a copy of the foregoing disclo-
sure and requested Andersen to furnish the Partnership with a letter
addressed to the Securities and Exchange Commission stating
whether Andersen agreed with the statements by the Partnership in
the foregoing disclosure and, if not, stating the respects in which it
did not agree. Andersen’s letter stated that it had read the pertinent
paragraphs of the Form 8-K and was in agreement with the state-
ments contained therein. Andersen’s letter is incorporated herein by
reference to Exhibit 16.1 of the Form 8-K.

During the Partnership’s two most recent fiscal years and through the
date of this Annual Report on Form 10-K, the Partnership did not
consult KPMG with respect to the application of accounting princi-
ples to a specified transaction, either completed or proposed, or the
type of audit opinion that might be rendered on the Partnership’s
consolidated financial statements, or any other matters or reportable

events listed in Items 304(a)(2)(1) and (ii) of Regulation S-K.
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item 10. | Directors and Executive Officers
of the General Partner

As is commonly the case with publicly traded limited partnerships,
we do not employ any of the persons responsible for managing or
operating our business. Instead, our general partner employs these
persons and we reimburse the general partner for expenses incurred
in connection with their employment. The following table sets
forth information regarding the age, positions and offices held with
the general partner, business experience during at least the past 15
years and other directorships held by the directors and executive
officers of the general partner. All directors of the general partner
are elected, and may be removed, by Penn Virginia Resource GP
Corp., its sole member and wholly owned subsidiary of Penn
Virginia Corporation.

Name Age Position with the General Partner
A. James Dearlove S5 Chairman of the Board of
: Directors and Chief Executive
Officer

Edward B. Cloues, II 55 Director
John P. DesBarres 63 Director
Keith B. Jarrett 54 Director

James R. Montague 55 Director

Richard M. Whiting 48 Director

Keith D. Horton 49 President, Chief Operating
Officer and Director

Nancy M. Snyder 50 Vice President, General Counsel
and Director

Frank A, Pici 47 Vice President, Chief Financial

v Officer and Director
Forrest W. McNair 37 Vice President and Controller
A. James Dearlove has served as the Chairman of the Board of
Directors and Chief Executive Officer of the general partner since
December 2002 and October 2001, respectively. He has served in
various capacities with Penn Virginia Corporation since 1977,
including as President and Chief Executive Officer since May 1996,
President and Chief Operating Officer from 1994 to May 1996,
Senior Vice President from 1992 to 1994 and Vice President from
1986 to 1992. He also serves as a director of the Powell River
Project and the National Council of Coal Lessors.

Edward B. Cloues, Il is a director of the general partner. Since
January 1998, Mr. Cloues has served as Chairman of the Board and
Chief Executive Officer of K-Tron International, Inc., a provider of
material handling equipment and systems. From October 1979 to
January 1998, Mr. Cloues was a partner of Morgan, Lewis &
Bockius LLD, one of the world’s largest law firms. He also serves as a
director of Penn Virginia Corporation and is the non-executive

Chairman of the Board of AMREP Corporation.

John B DesBarres is a director of the general partner. He is cur-
rently a private investor residing in Park City, Utah. From 1991 to
1995 he served as the Chairman, President and Chief Executive

Officer of Transco Energy Company, an energy company which
merged with The Williams Companies, Inc. in 1995. Mr.
DesBarres serves as a director of American Electric Power, Inc.
("AEP”) and Texas Eastern Products Pipeline, Inc., the general part-
ner of TEPPCO Partners, LP (“TPP”). He serves as chairman of
the Human Resources Commirtee of the AEP Board and also as a
member of the AEP Nuclear Oversight Committee. He also serves
as chairman of the TPP Special Committee and on the
Compensation and Audit Committees of the TPP Board.

Keith B. Jarrett is a director of the general partner. Since January
2002, Mr. Jarrett has been providing financial expertise in the
investment technology area to start-up companies. Prior to January
2002, he served in various capacities with affiliates of The
Thompson Corporation, a public company listed on the Toronto
and London Stock Exchanges. Mr. Jarrett served as Chief Executive
Officer of Thompson Financial Ventures from 1998 to 2001 and as
Chief Executive Officer of Thompson Financial International from
1994 to June 2000. The Thompson Financial companies are in the
business of selling information and technology solutions to the
global banking and securities management industries. He also serves
as a director of Information Holdings, Inc., a provider of informa-
tion technology products and services.

James R. Montague is a director of the general partner. From
December 2001 to October 2002, Mr. Montague served as
President of AEC Gulf of Mexico, Inc., a subsidiary of Alberta
Energy Company, Lid., which is involved in oil and gas exploration
and production. From 1996 to June 2001, he served as President of
two subsidiaries of International Paper Company, IP Petroleum
Company, an exploration and production oil and gas company, and
GCO Minerals Company, a company that manages International
Paper Company’s mineral holdings.

Richard M. Whiting is a director of the general partner. Mr.
Whiting has been employed by Peabody Energy Corporation, the
world’s largest private sector coal company, in various capacities
since 1976 and currently serves as Executive Vice President — Sales,

Marketing and Trading.

Keith D. Horton has served as the President, Chief Operating
Officer and a director of the general partner since October 2001.
He has also served in various capacities with Penn Virginia
Corporation since 1981, including as a director and Executive Vice
President since December 2000, Vice President of Eastern
Operations from 1999 to 2000 and Vice President from 1996 to
1999. Mr. Horton serves as Chairman of the Central Appalachian
Section of the Society of Mining Engineers. He also serves as a
director of the Virginia Mining Association, Powell River Project
and Virginia Coal Council.

Nancy M. Snyder has served as Vice President, General Counsel
and a director of the general partner since October 2001. She has
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Corporate Secretary since 1997. From 1993 to 1997, Ms. Snyder
was a solo practitioner representing clients generally in connection
with mergers and acquisitions and general corporate matters. From
1990 to 1993, Ms. Snyder served as general counsel to Nan Duskin,
Inc. and its affiliated companies, which were in the businesses of
womens' retail fashion and real estate. From 1983 to 1989, Ms.
Snyder was an associate at the law firm of Duane Morris, where she
practiced securities, banking and general corporate law.

Frank A. Pici has served as Vice President and Chief Financial
Officer of the general partner since October 2001 and as a director
since October 2002. He has also served as Executive Vice President
and Chief Financial Officer of Penn Virginia Corporation since
September 2001. From 1996 to 2001 Mr. Pici served as Vice
President — Finance and Chief Financial Officer of Mariner Energy,
Inc. (“Mariner”), a Houston, Texas-based oil and gas exploration
and production company,. Mr. Pici worked in various positions at
Cabot Oil & Gas Company including as Corporate Controller
from 1994 to 1996, Director, Internal Audit from 1992 to 1994,
and Region Accounting Manager from 1989 to 1992.

Forrest W. McNair has served as the Vice President and Controller
of the general partner since October 2001. He has served as a
financial reporting manager with Penn Virginia Corporation from
September 1998 to October 2001. From May 1997 to September
1998, Mr. McNair was a manager, special projects, and was
involved in corporate planniﬁg and acquisitions with Southwest
Royalties, Inc., a company which primarily deals in oil and gas and
real estate, and has a well servicing company. From 1988 to May
1997, Mr. McNair was employed by Decosimo and Company, LLD
a public accounting firm and served as a manager of such company,
primarily concentrating in the energy and real estate industries,

from 1996 until 1997.

Section 16(a) Beneficial Guwnership Reporting Compliance
Section 16(a) of the Securities Exchange Act of 1934 requires exec-
utive officers and directors of the general partner and persons who
own more than 10% of a registered class of our equity securities to
file reports of beneficial ownership and changes in beneficial owner-
ship with the Securities and Exchange Commission and to furnish
us with copies of all such reports. We believe that all such filings
were made on a timely basis in 2001.

item 11. | Executive Compensation

Summeary Compensation Table

We have no executive officers, but we are obligated to reimburse the
general partner for compensation paid to the general partner’s exec-
utive officers in connection with their operation of our business.
During the year 2002, we reimbursed $1,047,893 to the general
partner for services rendered by A. James Dearlove, the Chief
Executive Officer of the general partner, and the general partner’s
four other most highly paid executive officers whose compensation
exceeded $100,000.

Compensation of Directovs
Each non-employee director of the general partner receives 4,000

restricted units upon election to the Board of Directors, 1,000 com-
mon units on the first business day of each year and quarterly cash
payments of $3,750 each. Each non-employee director also receives
$1,000 for each Board of Directors and committee meeting he
attends. Committee Chairmen receive an additional $250 for each
meeting they chair.

Long-term Incentive Plan

The general partner adopted the Penn Virginia Resource GB, LLC
Long-Term Incentive Plan (the “Plan”) in October 2001 for employ-
ees and directors of the general partner and employees of its affiliates
who perform services for us. The Plan currendy permits the grant of
awards covering an aggregate of 300,000 common units. Awards
under the Plan can be for restricted units, unit options and phantom
units. In addition, the 1,000 common units annually granted to
non-employee directors are granted under the Plan. The Plan will be
administered by the Compensation Committee of the general part-
ner’s Board of Directors (the “Committee”).

Our general partner’s Board of Directors in its discretion may ter-
minate or amend the Plan at any time with respect to any units for
which a grant has not yet been made. The general partner’s Board
of Directors also has the right to alter or amend the Plan or any
part of the Plan from time to time, including increasing the num-
ber of units that may be granted subject to unitholder approval as
required by the exchange upon which the common units are listed
at that time. However, no change in any outstanding grant may be
made that would materially impair the rights of the participant
without the consent of the participant.

Restricted Units. A restricted unit entitles the grantee to receive a
common unit upon the vesting of the restricted unit. The general
partner granted 37,500 restricted units to directors and officers of
the general partner in 2002. Restricted units vest upon terms estab-
lished by the Committee, but in no case earlier than the conversion
to common units of the Partnership’s outstanding subordinated
units. In addition, the restricted units will vest upon a change of
control of the general partner or Penn Virginia Corporation.

If a grantee’s employment with or membership on the Board of
Directors of the general partner terminates for any reason, the
grantee’s restricted units will be automatically forfeited unless, and
to the extent, the compensation committee provides otherwise.
Common units to be delivered upon the vesting of restricted units
may be common units acquired by the general partner in the open
market, common units already owned by the general partner, com-
mon units acquired by the general partner directly from us or any
other person or any combination of the foregoing. The general
partner will be entitled to reimbursement by us for the cost
incurred in acquiring such common units.

Distributions payable with respect to restricted units may, at the
committee’s request, be paid directly to the grantee or held by the




Company and made subject to a risk of forfeiture during the appli-
cable restriction petiod.

Unit Options. The Plan permits the grant of options for common
units; however, no grants of unit options have been made under the
Plan. Unit options will have an exercise price that, in the discretion
of the Committee, may be less than, equal to or more than the fair
markert value of the units on the date of grant. In general, unit
options granted will become exercisable over a period determined
by the Committee. In addition, the unit options will become exer-
cisable upon a change in control of the general partner or Penn
Virginia Corporation.

Upon exercise of a unit option, the general partner will acquire com-
mon units in the open market or directly from us or any other person
or use common units already owned by the general partner, or any
combination of the foregoing. The general partner will be entitled to
reimbursement by us for the difference between the cost incurred by
the general partner in acquiring these common units and the pro-
ceeds received by the general partner from an optionee at the time of
exercise. Thus, the cost of the unit options will be borne by us.

Phantom Units, The Plan permits the grant of phantom units;
however, no grants of phantom units have been made under the
Plan. A phantom unit entitles the grantee to receive a common unit
upon the vesting of the phantom unir, or in the discretion of the
Committee, the cash equivalent of the value of a common unit.
The Committee will determine the time period over which phan-
tom units granted to employees and directors will vest. In addition,
the phantom units will vest upon a change of control of the general
partner or Penn Virginia Corporation.

If a grantee’s employment or membership on the Board of Directors
terminates for any reason, the grantee’s phantom units will be auto-
madcally forfeited unless, and to the extent, the Committee provides
otherwise. Common units delivered upon the vesting of restricted
units may be common units acquired by the general partner in the
open market, common units already owned by the general partner,
common units acquired by the general partner directly from us of any
other person or any combination of the foregoing. The general partner
will be entitled to reimbursement by us for the cost incurred in acquit-
ing common units. The Committee, in its discretion, may grant
tandem distribution equivalent rights with respect to phantom units.

Item 12. | Security Ownership of Certain Beneficial Owners and Management

The following table sets forth, as of February 28, 2003, the amount and percentage of the Partnership’s common units beneficially owned by
(i) each person known by us to own beneficially more than 5% of our outstanding common units, (if) each director of the general partner,
(ii1) each executive officer of the general partner and (iv) all executive officers and directors of the general partner as a group.

Common Percentage Subordinated Percentage of Percentage of

Name of Beneficial Owner Units of Common Unitst Units Subordinated Units'™ Total Units

Penn Virginia Resource LP Corp.® 144,848 1.4% 7,135,043 93.3% 40.3%

Kanawha Rail Corp® 10,469 — 514,837 6.7% 2.9%

Peabody Natural Resources Company 2,763,158 26.5% — — 15.3%

A. James Dearlove 12,900 — — — —

Edward B. Cloues, 11 5,000 — — — —_

John P. DesBarres 16,0009 — — — —

James R. Montague 6,5000 — — — —

Keith B. Jarrett 11,0000 — — — —

Richard M. Whiting — — — — —

Keith D. Horton 13,500 — — — —

Frank A. Pici 6,000 — — —_ —

Nancy M. Snyder 7,000 — — — —_

Forrest W. McNair . 2,500 — — — —

All directors and executive officers as a group
(10 persons) 75,600 — — — — -

(1) Based on 10,417,038 common units and class B common units issued and outstanding on February 28, 2003 and 7,649,880 subordinated units issued and outstanding on :
February 28, 2003. Unless otherwise indicated, beneficial ownership is less than 1% of the Partnership’s common units andlor subordinated units. o

(2) Penn Virginia Corporation is the ultimate parent of Penn Virginia Resource LP Corp. and Kanawha Rail Corp. As such, Penn Virginia Corporation may be deemed to beneficial- -
ly own the common units and subordinated units held by Penn Virginia Resource LP Corp. and Kanawha Rail Corp. which, together, constitute 1.5% percent of the Parmerships N
common wunits, and 100% of the Partnership’s subordinated units. =

(3) Includes 1,240,833 class B common units, of which 293,700 class B common units were held in escrow. =

(4) Includes 7,500 Restricted Units =

(5) Includes 4,000 restricted units which are currently subject to a restriction against transfer and to forfeiture upon termination of service for any reason other than death (“Restricted g
Units”). Such restrictions lapse at the same time and in the same proportion as our outstanding subordinated units are converted to common units during the Subordination Period o
(as defined in the Parinerships Third Amended and Restated Agreement of Limited Partnership). See “Long Term Incentive Plan — Restricted Units.” N

(6) Includes 10,000 Restricted Units.

(7) Includes 4,500 Restricted Units.

(8) Includes 4,500 Restricted Units. 57
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item 13. | Certain Relationships and Related
Iransactions

We are managed and controlled by our general partner pursuant to
our partnership agreement. Under our partnership agreement, the
general partner is reimbursed for all direct and indirect expenses it
incurs or payments it makes on our behalf. These expenses include
salaries, fees and other compensation and benefit expenses of
employees, officers and directors, insurance, other administrative or
overhead expenses and all other expenses necessary or appropriate
to conduct our business. The costs allocated to us by the general
partner for administrative services and overhead totaled $1,200,000
and $926,000 for the periods ending December 31, 2002 and from
October 30, 2001 through December 31, 2001, respectively.

The partnership agreement provides for incentive discributions
payable to the general partner out of the Partnership’s Available
Cash (as defined in the partnership agreement) in the event quar-
terly distributions to unitholders exceed certain specified targets. In
general, subject to certain limitations, if a quarterly distribution
exceeds a target of $0.55 per common unit, the general partner will
receive incentive distributions equal to (i) 15% of that portion of
the distribution per common unit which exceeds but is not more
than $0.65, plus (i) 25% of that portion of the quarterly distribu-
tion per common unit which exceeds $0.65 but is not more than
$0.75, plus (iii) 50% of that portion of the quarterly distribution
per common unit which exceeds $0.73. See also “Ownership by
and Relationship with Penn Virginia Corporation.”

ftem 14. | Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Within the 90 day period prior to the filing date of this Quarterly
Report on Form 10-K, the Partnership, under the supervision, and
with the participation, of its management, including its principal -
executive officer and principal financial officer, performed an evalu-
ation of the design and operation of the Partnership’s disclosure
controls and procedures (as defined in Securities and Exchange Act
Rule 13a-14(c)). Based on that evaluation, the Partnership’s princi-
pal executive officer and principal financial officer concluded that
such disclosure controls and procedures are effective to ensure that
material information relating to the Partnership, including its con-
solidated subsidiaries, is accumulated and communicated to the
Partnership’s management and made known to the principal execu-
tive officer and principal financial officer, particularly during the
period for which this periodic report was being prepared.

Changes in Internal Contvols

No significant changes were made in the Partnership’s internal con-
trols or in other factors that could significantly affect these controls
subsequent to the date of the evaluation described in Ttem 14(a).




- Part IV

Item 15. Exhibits, Financial Statement Schedules and Repori’s on Form 8-K

The following documencs are filed as exhibits to this Report on Form 10-K.

(a)  Financial Statements

1. Financial Statements — The financial scatements filed herewith are listed in the Index to Financial Statements on
page 34 of this report.
2. All schedules are omitted because they are not required, inapplicable or the information is included in the consoli-
dated financial statements or the notes thereto.
3. Exhibits
3B.Dt Certificate of Limited Partnership of Penn Virginia Resource Partners, L.P.
(3.2) First Amended and Restated Agreement of Limited Partnership of Penn Virginia Resource Partners, L.
(3.3) Amendment No. 1 to First Amended and Restated Agreement of Limited Partnership of Penn Virginia
Resource Partners, L.P
(3.4) 11t Certificate of Formation of Penn Virginia Operating Co., LLC
(3.5) Ti7t Form of Amended and Restated Limited Liabilitcy Company Agreement of Penn Virginia Operating Co., LLC
(3.6) 71 Certificate of Formation of Penn Virginia Resource GP, LLC
3.7 Third Amended and Restated Limited Liability Company Agreement of Penn Virginia Resource G, LLC
(10.1) Tt Credit Agreement dated October 30, 2001 among Penn Virginia Operating Co., LLC, PNC Bank
National Association as agent and the other financial institutions party thereto.
(10.2) Tt Contribution and Conveyance Agreement, dated as of September 13, 2001 among Penn Virginia

Operating Co., LLC, Penn Virginia Holding Corp., Penn Virginia Resource Holdings Corp., Penn Virginia
Resource LP Corp., Penn Virginia Resource GP Corp. and the other parties named therein.

(10.3) T17 Contribution, Conveyance and Assumption Agreement, dated September 14, 2001, among Penn Virginia
Resource GB, LLC, Penn Virginia Resource Partners, L., Penn Virginia Operating Co., LLC and the other
parties named therein

(10.4) Penn Virginia Resource GB, LLC Long-Term Incentive Plan

(10.5) T1t Penn Virginia Resource GB, LLC Short-Term Incentive Plan

(10.6) 1111 Omnibus Agreement dated October 30, 2001 among the Partnership, Penn Virginia Corporation, Penn
Virginia Resource GB, LLC and Penn Virginia Operating Co., LLC (“Omnibus Agreement”)

(10.7) Amendment to Omnibus Agreement Dated December 19, 2002

(10.8) Coal Mining Lease dated December 19, 2002 between Suncrest Resources LLC and Sterling Smokeless
Coal Company

(10.9) Coal Mining Lease and Sublease dated December 19, 2002 between Fieldcrest Resources LLC and Gallo
Finance Company

(10.10) tt+ Closing Contribution, Conveyance and Assumption Agreement dated October 30, 2001 among Penn

Virginia Operating Co., LLC, Penn Virginia Corporation, Penn Virginia Resource Partners, L. Penn
Virginia Resource GB, LLC, Penn Virginia Resource L.P. Corp., Wise LLC, Loadout LLC, PVR Concord
LLC, PVR Lexington LLC, PVR Savannah LLC, Kanawha Rail Corp.

(10.11) Purchase and Sale Agreement by and among Peabody Energy Corporation, Eastern Associated Coal Corp.,
Peabody Natural Resources Company and Penn Virginia Resource Partners, L.P. (incorporated by reference
to Registrant's Report on Form 8-K filed on December 19, 2002.

(21.1) List of Subsidiaries of Penn Virginia GP, LLC
(23.1) Consent of KPMG LLP
{99.1) ~ Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes—Oxley Act of 2002. A
(99.2) Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes—Oxley Act of 2002.
7 Previousty fried with Form S-1 filed on fuly 19, 2001.
a Previously filed with Amendment No. 1 to Form S-1 filed on September 7, 2001.
s Previously filed with Amendment No. 2 to form S-1 filed October 4, 2001.
it Previously filed with Amendment No. 3 to Form S-1 filed October 16, 2001.
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{(b)  Reports on Form 8-K

On January 15, 2003, Registrant filed a report on Form 8-K. The report involved the election of a new director of Registrant’s general partner,
Penn Virginia Resource GP, LLC and was filed under “Item 5. Other Events.”

On January 8, 2003, Registrant filed a report on Form 8-K. The report involved the election of a new director of Registrant’s general partner,
Penn Virginia Resource GB, LLC and was filed under “Irem 5. Other Events.”

On January 2, 2003 Registrant filed a report on Form 8-K. The report involved the acquisition of coal reserves from Peabody Energy and was
filed under “Item 2. Acquisition or Disposition of Assets.”

On January 2, 2003, Registrant filed a report on Form 8-K. The report involved the resignation of a director of Registrant’s general partner,
Penn Virginia Resource GB, LLC and was filed under “Item 5. Other Events.”

On December 20, 2002, Registrant filed a report on Form 8-K. The report involved the acquisition of coal reserves from Peabody Energy and
was filed under “Trem 9. Regulation FD disclosure.”

On October 30, 2002, Registrant filed a report on Form 8-K. The report involved the election of a new director of Registrant’s general part-
ner, Penn Virginia Resource GP, LLC and was filed under “Ttem 5. Other Events.”
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