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PRESENTATION
Operator
Good morning. My name is Christie, and I�ll be your conference operator today. At this time, I would like to welcome
everyone to the joint Potlatch and Deltic Investor Conference Call. (Operator Instructions) Thank you.
I would now like to turn the call over to Mr. Jerry Richards, Vice President and Chief Financial Officer, for opening
remarks. Sir, you may proceed.
Jerald W. Richards - Potlatch Corporation�CFO and VP
Thank you, Christie, and good morning. Before we start the call, I want to remind everyone that this call will contain
forward-looking statements. Please review the warning statements in our press release, on the presentation slides and
in our filings with the SEC concerning the risks associated with these forward-looking statements.
Also, please note that a reconciliation of non-GAAP measures can be found on our website at www.potlatchcorp.com.
This call does not constitute an offer to sell or solicitation of an offer to buy any securities or a solicitation of any vote
or approval in connection with the proposed merger between Potlatch and Deltic. Stockholders of both companies are
urged to read the joint proxy statement prospectus together with the other important information that will be filed by
Potlatch and Deltic with the SEC, including a Registration Statement on Form S-4.
I would like to welcome you to the joint Potlatch and Deltic Investor Call and Webcast. With me in the room are Mike
Covey, Chairman and Chief Executive Officer of Potlatch; Eric Cremers, President and Chief Operating Officer of
Potlatch; and John Enlow, President and Chief Executive Officer of Deltic.
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This morning, Potlatch and Deltic issued a joint press release announcing a business combination to enhance its
position as a leading timberland REIT and lumber manufacturer. While we are excited to discuss the strategic and
financial rationale of bringing these 2 great companies together,    I would like to first cover Potlatch�s third quarter
earnings, which were also released this morning.
This morning, Potlatch reported GAAP net income of $33.7 million or $0.82 per diluted share in the third quarter.
Excluding amounts related to a lumber swap and an environmental claim related to Avery Landing, our net income
was $38.7 million or $0.94 per diluted share. This compares to net income of $24.3 million or $0.59 per diluted share
in the second quarter.
Our Resource segment�s operating income was $41.8 million in the third quarter compared to $19.5 million last
quarter. The doubling of this segment�s operating earnings relative to the second quarter was driven by seasonal factors
consisting of higher harvest volumes and a larger component of hardwood sawlogs in the South.
In our Wood Products segment, excluding amounts related to a lumber swap, operating income was flat sequentially.
Our Real Estate segment generated operating income of $1.4 million in the third quarter compared to $5.8 million in
the second quarter. The decline was primarily due to the sale of fewer acres.
Our business continues to generate strong cash flow. And this morning, we announced that the board has increased
Potlatch�s annual dividend from $1.50 per share to $1.60 per share. We ended the quarter with cash of $117 million,
and we have $20 million of long-term debt maturing at the end of 2017 and early 2018 that we expect to repay with
cash on hand.
At Avery Landing, we do not anticipate any further environmental charges beyond the $5 million charge that we took
in the third quarter. We expect to realize cash tax benefits of approximately $6 million related to Avery Landing over
the next several months. Approximately $4 million of the cash tax benefits will be realized after we sell the property,
which we intend to complete by the end of 2017. Included in our supplemental slides is an overview of our outlook for
the fourth quarter.
I will now hand the call over to Mike to discuss the merger with Deltic.
Michael J. Covey - Potlatch Corporation�Chairman and CEO
Thank you, Jerry, and good morning, everyone. I�m excited to be in El Dorado, Arkansas this morning with John
Enlow to announce the merger of 2 great companies with a long history of timberland ownership and wood products
manufacturing. Potlatch and Deltic share nearly identical business models in the Resource, Wood Products and Real
Estate segments we both manage. The combination significantly increases the scale of the company as we will own
nearly 2 million acres of timberland across 6 states. In Wood Products, we will produce 1.2 billion board feet of
lumber and an additional 300 million square feet of panel products. Upon completion of the merger, we will continue
to be the timber REIT with the most leverage to lumber prices, and we will enjoy the upside from the continued
improvement in U.S. housing.
Given our similar business models and long history, we felt it was appropriate to continue the legacy of the 2
companies with the name PotlatchDeltic upon completion of the transaction. The company will be headquartered in
Spokane, Washington, and I will serve as Chairman and CEO, and Cremers will continue as President and Chief
Operating Officer. Upon completion of the merger, John will serve as Vice Chairman of PotlatchDeltic, leading the
integration effort. The new company will continue to have a presence in El Dorado, which will serve as our Southern
operational headquarters.
As you know, Deltic is one of the few remaining C corp�s in the industry, and the conversion of these assets into a
REIT structure will be more tax efficient and allow PotlatchDeltic to return more capital to shareholders. There are 3
major benefits to the combination of the companies that will provide meaningful synergies and operating
improvements going forward. First, there is an opportunity to increase harvest levels on Deltic�s timberland by 30% to
40% and convert older and mature stands � natural stands of timber into faster-growing plantations. Second, Deltic has
been operating at sawmills below a full 2 shift basis. And this transaction enables an increase in output � total output up
to 375 million board feet
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once additional dry kiln capacity additions are complete in 2018. Finally, while this transaction creates a much larger
company, there is also an opportunity to reduce corporate overhead, which is currently required to run 2 separate
standalone public companies.
There are series of slides accompanying this presentation which provide more deal about the merger and outline the
benefits. Before we cover those, let me offer some background about how we got here, and then, John, will provide
some comments on why he and his board feel this is the right combination for Deltic.
We approached Deltic about combining our company several months ago. John joined Deltic in March and quickly
identified the opportunities I mentioned as to optimize harvest levels and mill output. Over the next several months,
we continued discussions with John and his team regarding a merger, and we are pleased to have reached an
agreement that benefits both companies.
Under the terms of the transaction agreement, Deltic shareholders � stockholders will receive 1.8 shares of Potlatch
stock for each Deltic share valuing the company at approximately $1.2 billion, plus approximately $240 million of
Deltic debt. Importantly, this stock structure will provide shareholders of both companies with the opportunity to
participate in the significant upside potential of this combination. We are confident that combining our
complementary assets and operations will allow us to create stockholder value in excess of what could be achieved by
either company independently.
The merger is expected to close in the first half of 2018 subject to the completion of customary closing conditions,
including approval by both Potlatch stockholders and Deltic stockholders in compliance with the applicable
Hart-Scott-Rodino requirements. And we look forward to the benefits of the combination.
Now let me turn it over to John for some comments.
John D. Enlow - Deltic Timber Corporation�CEO, President and Director
Thanks, Mike. Let me echo Mike�s comments wholeheartedly. We�re very excited about the potential of the 2
companies combined to unlock value. As we�ve indicated in previous communications for the past many months that
Deltic board and I have explored a wide range of strategic options, both internally and externally. We conducted a
robust and competitive exploration process with a number of external parties, while also developing a comprehensive
transformation plan to maximize value on a standalone basis. Having considered all the options, the board and I were
convinced that this is the best path forward to maximize value for Deltic and for both companies combined.
I�m personally committed to my role as Vice Chairman of the new PotlatchDeltic to work with Mike, the other senior
executives and the Board of Directors to ensure we have a successful execution on the potential of the 2 companies
combined to unlock value and to capture the significant upside in the Deltic assets we�ve highlighted previously.
Now let me turn it back over to Mike for additional comments.
Michael J. Covey - Potlatch Corporation�Chairman and CEO
Thanks, John. We very much look forward to working with you to continue our strong presence in Arkansas�
communities and to make PotlatchDeltic one of the nation�s leading timber REITs. We�re confident about the financial
underpinnings of this merger and the benefits for the stockholders and employees of both companies.
Excluding one-time cost needed to achieve the synergies, we expect cash available for distribution, or CAD, per share
will be modestly positive in year 1, and we expect accretion of approximately 5% in year 2. As you can see on Slide
11 in the materials, we�ve identified an estimated $50 million of operational improvements in synergies that will lead
to an increase in CAD.
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On Slide 12, we expect combined CAD to grow from $133 million on a pro forma basis in 2017 to $183 million using
the same benchmark year with run rate synergies achieved.
We�re confident in our ability to attain these synergies, especially with John�s knowledge and experience working with
Deltic this year. Upon completion of the merger, we will issue approximately 22 million shares of Potlatch stock to
Deltic shareholders. Once the merger is complete, Deltic stockholders will see their dividend increase more than 7x
the current Deltic rate.
To complete the conversion of Deltic to a REIT, PotlatchDeltic will need to purge an estimated $250 million in
retained earnings and profits before the end of 2018. This will be completed with a special dividend of cash or 20% of
the amount, and the balance will come from the issuance of shares to all PotlatchDeltic shareholders.
Before opening it up to questions, let me say, again, how excited we are to be combining 2 great companies that will
offer investors more scale and liquidity, a larger geographic footprint, more market diversity and sustainable
long-term value. For the employees of each company, there will be more opportunities for growth and advancement.
We�re also pleased to continue a strong presence in El Dorado and throughout the rural commodities in Arkansas
where both companies operate today. As Jerry noted in his comments, we continue to have strong earnings from our
core business and expect another excellent fourth quarter.
Christie, we�ll now turn the call over to questions.(Operator Instructions) And your first question comes from Gail
Glazerman with Roe Equity Research.
QUESTIONS AND ANSWERS
Gail S. Susan Glazerman - Roe Equity Research, LLC�Senior Analyst � Paper, Packaging and Forest Products
I guess, a few questions. In terms of the ramp up in the harvest activity, how quickly do you expect that to happen?
What has been the hold-up to-date? Has it been markets or just physical capacity?
John D. Enlow - Deltic Timber Corporation�CEO, President and Director
Gail, this is John. We expect it to happen � it�s actually beginning already. We�ve been working over the past number of
months to develop the market, put in place the production capacity. All of that is starting to gain traction in the late
third quarter and particularly gaining momentum    into the fourth quarter. And we feel really confident that will
carryover into next year. So it�s underway, and we feel like we�re off to a good start.
Michael J. Covey - Potlatch Corporation�Chairman and CEO
Gail, let me add, I think especially the positioning of the Deltic assets and the Potlatch timberlands in this area of
South Central Arkansas that a number of new mill starts and restarts in this area, which really fit nicely with the
timing of an increased harvest level, especially at mature large sawlogs. Conifex here in El Dorado is starting a new
mill. They�re in the process of that today. We had a lumber company, Canfor, just announced a large expansion at
Urbana, just up the road here. I think they announced that this morning or last week. So it�s a dynamic and growing
market and the timing couldn�t be better.
Gail S. Susan Glazerman - Roe Equity Research, LLC�Senior Analyst � Paper, Packaging and Forest Products
Okay. And can you talk a little bit about the HBU potential within the Deltic lands? It seems like it�s maybe a little bit
different than your traditional Potlatch HBU?
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Michael J. Covey - Potlatch Corporation�Chairman and CEO
Well, I�ll speak to it first and then let John add to it. It�s certainly a more downstream business than what Potlatch has
been involved in, especially up around Little Rock where there is residential and commercial development that Deltic�s
been in for a long time. But there is also a very large block of rural recreational land in Central Arkansas in the Heber
Springs areas and other ideas around Little Rock that we think is quite suitable for the HBU development work that
we�ve done, which is typically just selling real recreational timberland after we�ve harvested it. I�ll let John add more.
John D. Enlow - Deltic Timber Corporation�CEO, President and Director
Yes. So just a little more color on our existing Real Estate business there in Little Rock. It�s anchored by our Chenal
Valley development, which is roughly 4,200-acre mix used master-planned community. And the other thing that we�re
really excited about and one of the things that attracted us to the combination with Deltic as a partner is to utilize their
expertise to basically jump start the opportunity we saw in the rural HBU in the portfolio. So that�s a really nice add
and upside going forward.
Gail S. Susan Glazerman - Roe Equity Research, LLC�Senior Analyst � Paper, Packaging and Forest Products
And Mike, this might seem like kind of a weird strange question in the context to today. But a trade publication a
couple weeks ago talked about you looking at another acquisition in Idaho. And I�m just wondering, I guess, where
you stand strategically from you think you�d be able to do incremental deals at this point? Or is the focus all just
beyond integrating Deltic?
Michael J. Covey - Potlatch Corporation�Chairman and CEO
Well, we did � we completed abolt-on acquisition in Idaho in the third quarter as well as another property in Alabama
in the third quarter. You will see that in our � if you look at our cash position, I think we spent a little over $20 million
between the 2 acquisitions combined. And I don�t think that � I don�t think anything with this acquisition or with this
merger today really prevents us from continuing to try to grow the company going forward. We have a strong balance
sheet. I think it�s only going to get stronger, and the cash flows in these Deltic assets are going to continue to grow.
And I think we�re very much still in the market trying to grow the company where it make sense, particularly with
bolt-on acquisitions.
Operator
Your next question is from George Staphos with Bank of America Merrill Lynch.
George Leon Staphos - BofA Merrill Lynch, Research Division�MD andCo-Sector Head in Equity Research
Good luck with the transaction everybody. I guess, my first question, recognizing it�s day 1 of the announcement, can
you talk to what you think the upward and downward tensions might be in the 5% accretion estimate for CAD in year
2 aside from markets, so just for things that are controllable in your � from your perspective?
Eric J. Cremers - Potlatch Corporation�President, COO and Director
Yes. George, this is Eric. The synergies that we�ve outlined in the presentation deck of $50 million, we�re highly
confident those are achievable. And of those, there�s really 4 big buckets that we�ve identified. We�ve already talked
about a couple of those. But Deltic is already well on its way towards achieving a higher harvest levels as well as
expanding their lumber production. The REIT tax savings, it�s a paper exercise basically. There�s no issues with us
getting those synergies in 2018. And the SG&A rationalization, we hope to have that complete in kind of 3 to 6
months post-closing. And we feel really good about those synergies. There�s additional synergies beyond the synergies
we�ve outlined on this page. They�re more operational
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in nature, things like getting the right log to the right mill, optimizing several cultural practices, best practices and
preventative maintenance programs in the mills. So there is a wide variety of additional operating synergies that we
expect to realize. It�s going to take us time to get after those. And they�re � collectively, they�re large, but individually,
they�re small. But getting back to your question around the plus or minus 5%, I don�t think that we�re expecting to see
much variance outside of that 5%. These synergies that we�ve identified are pretty hard and fast. And we spend a lot of
time in due diligence getting our arms around them, so we feel pretty good about it.
George Leon Staphos - BofA Merrill Lynch, Research Division�MD andCo-Sector Head in Equity Research
Okay. I�ve lot of question there, Eric. Can you comment at all on the safety programs in the Wood business of Deltic
relative to Potlatch? Are there any programs that need to be employed in the new combined entity? And can you talk a
little bit about what�s the capital required is for that additional kiln capacity that will allow you to then ramp up? I
think you said the production of another 300-million-board-feet-plus in, I guess, year 2 and thereafter?
John D. Enlow - Deltic Timber Corporation�CEO, President and Director
Yes, George, this is John. I�ll comment on those. So on the safety program, first, I guess what I would say is they are
very similar safety programs. But as Eric said, part of the opportunity is to look at best practices across the company.
Certainly, we�ll do that, and to the degree that there�s learnings and improvements, then we certainly want to bring
those in. The � in terms of the kiln project, that�s at our Waldo Mill. That�s going to start in the very latter phases of this
year and carryover into next year. And it�s in the ballpark of a$4-million-project.
Gail S. Susan Glazerman - Roe Equity Research, LLC�Senior Analyst � Paper, Packaging and Forest Products
Okay. Very good. My last question, I�ll turn over and jump back in queue. Recognizing in Real Estate, trends vary
quarter-to-quarter, was there anything from a forward trend standpoint that we should be moderating because of the
lower earnings in 3Q versus 2Q and year ago?
Jerald W. Richards - Potlatch Corporation�CFO and VP
Yes. So George, this is Jerry Richards. In terms of Potlatch�s Real Estate earnings in the third quarter, our Real Estate
business is fairly lumpy. I mean, we had a couple of larger transactions we completed in the first half of the year. If
you recall, our guidance for the year was about 20,000 acres. And when you take what we�ve doneyear-to-date
through the end of the third quarter plus the guidance of about 3,000 acres in Q4, I mean, that will give you kind of a
total for the year of 17,000 acres. There�s nothing to be concerned about. Again, it�s a lumpy business. At times, it takes
a long � a bit longer to get funding when the funding sources are from the government, or other factors can delay deals.
So what we have is some transactions that we expected to happen for the year in the fourth quarter, actually slipping
and pushing out a little bit. So it�s just a matter of time. Not any concerns whatsoever with markets or what�s
happening.
George Leon Staphos - BofA Merrill Lynch, Research Division�MD andCo-Sector Head in Equity Research
Yes. I wasn�t actually getting into timing issues, so I appreciate you going through those, just in case, there was
anything, again, from a forward trend that we should monitor in terms of sounding like that was the case. So I
appreciate it. I�ll turn it over.
Operator
Your next question is from Ketan Mamtora with BMO Capital.
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Ketan Mamtora - BMO Capital Markets Equity Research�Analyst
Just first question on the synergies, different buckets. From the 35% incremental lumber production, how much capital
will be needed to boost that production, and what sort of a time line is that? And second related to that is, how much
of the increase is baked into your year 2 guidance when you�ve talked about kind of 5% CAD?
Eric J. Cremers - Potlatch Corporation�President, COO and Director
So Ketan, what we�ve talked about was the Deltic is well on its way towards expanding that lumber production. There�s
just a little bit more capital that needs to be spent on kilns. They will need to add operating hours at their mills. But for
the most part, that expansion is well underway and we expect to get to it next year. Some of it will slip a little bit into
full year 2019 because we won�t get the benefit of the full kiln in 2018. But very nominal amounts of capital required
for us to get that incremental amount of production.
John D. Enlow - Deltic Timber Corporation�CEO, President and Director
And just to add a little color on to that, I mean, to kind of reinforces Eric�s point, it really is the kiln project at Waldo
that we just talked about, a very small amount of capital. And then at the Ola facility, we invested heavily in a
small-log line the latter part of last year and optimized bucking system for the existing processing line. And it�s
basically achieving the full potential of those for the remainder of this year and then carried into next year.
Ketan Mamtora - BMO Capital Markets Equity Research�Analyst
All right. That�s helpful. And then, Mike, can you just walk us through once again on how this kind of earnings
distribution of $250 million will work? Just the mechanics of this.
Michael J. Covey - Potlatch Corporation�Chairman and CEO
Yes, Jerry can go through that.
Jerald W. Richards - Potlatch Corporation�CFO and VP
Yes. So Ketan, in terms of that $250 million, I mean, what that represents is earnings has built up within Deltic�s
history as a C corp, and as part of converting to a REIT that has to be distributed to stockholders, not to go to all
stockholders, combined Potlatch and Deltic by the end of 2018. And that will come in the form of 80% stock and 20%
cash.
Ketan Mamtora - BMO Capital Markets Equity Research�Analyst
Got it. And that�s helpful. And then would there be any restrictions on sale of any of the assets once the merger is
done?
Michael J. Covey - Potlatch Corporation�Chairman and CEO
Any restrictions you said?
Ketan Mamtora - BMO Capital Markets Equity Research�Analyst
Yes. Yes.
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Michael J. Covey - Potlatch Corporation�Chairman and CEO
No. This business will � we don�t look at anything in the portfolio today and think that it needs to be sold or should be
sold. We think they�re all a great fit. In fact, most of the businesses can grow and improve, but there�s no restrictions on
revaluating any of the � anything in the portfolio.
John D. Enlow - Deltic Timber Corporation�CEO, President and Director
So one thing I would add to that, Ketan, is when we convert Deltic�s timberland operations to a REIT, there is a5-year
kind of built-in gain window that we would have to consider. But to Mike�s point, that doesn�t restrict us from doing
thing, but it certainly would be a factor that we would consider.
Ketan Mamtora - BMO Capital Markets Equity Research�Analyst
Got it. Okay. That�s helpful. And then just 1 of the question coming back to Real Estate, kind of just give us some
thoughts on how you all are thinking about valuing this business, especially the Real Estate component, the 1 in Little
Rock because as you said, it�s slightly different from what you guys are doing. So just help us think about how you
guys thought about valuation there? And also the issue of absorption, right, because that�s another important element.
Eric J. Cremers - Potlatch Corporation�President, COO and Director
Yes, Ketan, it is a slightly different Real Estate model than the one Potlatch operates today. As you know, we
generally just sell raw land. We sell that raw land at values that tend to be multiples of what that land is worth from a
timber standpoint. Whereas Deltic�s real estate business tends to be more downstream. It�s real estate development
around Chenal Valley as John talked about earlier. I think the great news is that Deltic is well over half the way
through developing that Chenal Valley property. There is a lot of momentum in west Little Rock to continue building
out that property. They have a lot of momentum selling both lots and commercial acre � residential lots and commercial
acres. So they�re well underway with that. I think the one thing that Potlatch can do to perhaps add value to what Deltic
is doing on the real estate front as Mike spoke about is we can further expand their rural HBU land sales program. I
think if you look at our track record over the past 5 to 10 years, we�ve demonstrated that we can sell � we know there�s
20,000 acres a year, we call it same-store sales are generally small tracts of land. But year-in, year out, we�ll sell about
20,000 acres of land. And there�s opportunities with Deltic�s land holdings for us to bring similar stratification to their
business and realize that opportunity.
Michael J. Covey - Potlatch Corporation�Chairman and CEO
John, you want to speak to absorption?
John D. Enlow - Deltic Timber Corporation�CEO, President and Director
Yes, Ketan, just add a little more color on the Chenal Valley potential going forward. So part of what we�ve done over
the past 7 months is looked at the competitive position of all of our businesses, understood what the potential was in
terms of kind of best-in-class performance. Part of that for the real estate business was to really understand the market
on a deep level kind of the market drivers there in Little Rock and put together a go-forward plan that captures the full
potential of absorption in terms of our go-to-market strategies, the different products that we offer, all of those kind of
things. So the outgrowth of that is, with that work combined with strengthening commercial activity, we see the
absorption going forward being upside to what we�ve seen over the last couple of years.
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Ketan Mamtora - BMO Capital Markets Equity Research�Analyst
Okay. That�s helpful. And just 1 last question. You�ve obviously became now a very large player in Arkansas, in
timberland. I�m just curious, can you do anything to kind of draw more converters into your fiber basket?
Michael J. Covey - Potlatch Corporation�Chairman and CEO
Well, it sounds big, but in the scheme of timberland in Arkansas, we�re still fairly small. I think there�s around
15 million private acres in timberland in Arkansas, another 5 million is public. So we have a fairly small footprint in
the grand scheme of things. But I also think if you look at the converters that are in place here, West Fraser has
multiple facilities; Interfor, Canfor, Georgia-Pacific is in a lot of places. All of these are world-class manufacturers.
Not to mention the PotlatchDeltic facilities, there�s 3 mills as well as an MDF plant now will be when we close. So all
these companies have announced capital additions and expansions in Arkansas. It�s a great place to do business.
Timberland is plentiful. The proximity of the Texas market is a real plus here. We�re a4-hour drive to Dallas. And I
don�t think there�s really anybody positioned closer to that market than these mills in South Central Arkansas. So it�s an
exciting place to do business, and it�s going to get better.
Operator
Your next question is from Collin Mings with Raymond James.
Collin Philip Mings - Raymond James & Associates, Inc., Research Division�Analyst
Congrats on the transaction. First, just maybe strategically, Mike, just expanding on some of the other questions, just
talk a little bit more about just the concentration of the combined entity in Arkansas. And then, just given this
expanded operating platform that the combined entity will have, how you think about moving forward and expanding
in other areas in the U.S. South? Maybe outside of that Gulf South region that you�ve talked about, again, looking at
bolt-on acquisitions, but maybe further diversifying in the South just given the expanded platform in particular?
Michael J. Covey - Potlatch Corporation�Chairman and CEO
Well, as you know, the geographic concentration in Arkansas when Potlatch was a much smaller, certainly, was a risk
for us. And mill closures during the financial recession caused us to have to reduce harvest and lose value. But I think
not only is that period in time behind us, but with the Deltic facilities combined with the Potlatch facilities, we just got
a lot more options to work with now, not to mention the external customers. So I don�t think the geographic timberland
concentration to me is a concern at all in Arkansas with a � the wider footprint we have in a number of customers. Our
acquisition strategy to grow the company remains focused in the U.S. Central South, Alabama, Mississippi, Arkansas,
Louisiana, touching those states. And I think we have a good platform in all 3 states. Very small footprint in Louisiana
that Deltic has, but certainly, in Alabama and Mississippi and here, I think that�s where we�ll focus our acquisition and
growth efforts. We will not venture outside of the Gulf Central South into the Southeastern seaboard. There�s just too
many � too much competition there.
Collin Philip Mings - Raymond James & Associates, Inc., Research Division�Analyst
Okay. That�s helpful color. And then moving to the dividend increase, again, normally the board, it seems historically
has taken a harder look at this a little bit later in the year. Can you just maybe touch on that decision? And how the
pending deal is factored into the dividend bump?
Michael J. Covey - Potlatch Corporation�Chairman and CEO
Well, as we mentioned, we have $117 million in cash at the end of the quarter. That was after completing a
$20-some-million worth of timber acquisitions in the third quarter and paying our third quarter dividend. So the cash
position of the company continues to increase. The board feels really confident about the combination of these 2
companies going together. And I think the dividend increase time now rather than in December

Edgar Filing: DELTIC TIMBER CORP - Form 425

11



is just a signal about the confidence they have in the business and our ability to generate cash in the combined
businesses. So it�s time to return some of that to shareholders in the form of bigger dividend.
Collin Philip Mings - Raymond James & Associates, Inc., Research Division�Analyst
Understood. But it sounds like a lot of the decision was just kind of based on current operating fundamentals as
opposed to any sort of incremental accretion, which again would seem like � extends the runway for future dividend
growth. Is that fair?
Michael J. Covey - Potlatch Corporation�Chairman and CEO
I think it�s both. Yes, I think, certainly, our existing business was doing very well, and we�re very confident these
combined businesses are going to do better. And so hopefully, this is the beginning of a longest stream of dividend
increases going forward.
Collin Philip Mings - Raymond James & Associates, Inc., Research Division�Analyst
Okay. And then maybe switching to John, just particularly from your position, can you talk a little bit about how the
exchange ratio was established, especially given the clear opportunity that you guys had outlined to better optimize
cash flow going forward?
John D. Enlow - Deltic Timber Corporation�CEO, President and Director
Yes. So we look at it, we kind of triangulate it from 3 different perspectives, principally looking at the relative
contribution of the 2 companies in terms of their cash flow contribution going forward. That was 1 perspective. The
other was, I mentioned that we were in a competitive process. So obviously, we thought about the value relative to
other opportunities on the table. And then, we also squared it back with our view of the underlying value of the � net
asset value of the company and the asset. So when we triangulated it in that direction, we felt like we landed in a
really great spot that there was a good value for the combined companies going forward.
Collin Philip Mings - Raymond James & Associates, Inc., Research Division�Analyst
Okay. That�s helpful. And then just 1 last one from me as far as � a more housekeeping. Just thinking about the
combined Real Estate platform, again, a couple of questions already on this front. But just, Mike, just how you think
about capital commitment to that going forward? Again, historically, Deltic had put some more capital in than you
guys have. Would you look at kind of ratcheting that up? Are there potential opportunities to put more capital in some
of maybe the legacy Potlatch lands? Or is that something that maybe you�d wind down over time just to reduce the risk
profile?
Michael J. Covey - Potlatch Corporation�Chairman and CEO
Well, I think once the merger closes, we�ll certainly take a deeper dive with John and look at what makes sense for the
business in terms of how to maximize returns. We�re certainly not averse to continuing to invest capital in downstream
real estate business, if that�s the best way to convert those assets to cash for the shareholders. So I do not think it�s
going to change our view on any legacy Potlatch land. It�s a totally different character of the property that�s outside of
Little Rock and the Chenal Valley than anything Potlatch owns. So our land base is strictly with very few exceptions
real recreation land. So we�ll scrub it once we get closed. But I think that � I think John and his work here over the last
several months is on a good course and understands it well.
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John D. Enlow - Deltic Timber Corporation�CEO, President and Director
Collin, just to add a little color to that for our capital requirements on the existing real estate business. The important
thing to understand is that, that development has been ongoing for a number of years, and the real heavy capital lift is
well behind us. Going forward, it�s really just the kind    of the street infrastructure for the neighborhoods that we open.
And so you�re talking low single-digits in terms of millions per year in capital requirements. So fairly modest relative
to the cash flow return.
Operator
Your next question comes from Mark Wilde, BMO Capital Markets.
Mark William Wilde - BMO Capital Markets U.S.�Senior Analyst
Congratulations. Just let me come back to the issue of kind of harvest volumes off of the Deltic land. You talked about
kind of pulling them up from the current rate, which I think last year was a little less than 2.5 tons per acre. I�m just
curious, like is there going to be like a 5 or 10-year bubble in a sense that where you really are kind of playing
catch-up to bring the harvest age down and clear-off some of this cumulated inventory? Or should we think about just
more of a kind of a steady and sustained ramp up over time?
Eric J. Cremers - Potlatch Corporation�President, COO and Director
Yes, Mark, this is Eric, I�ll take that one. There is a significant amount of mature timber that Deltic has on its ground
that we will get after here in the near term. You will see a ramp up from where they have been operating. And then
after, I suppose, 10 years, that will moderate. But these are not huge swings that we�re talking about. So you will see an
increase, but not a huge decline after that.
Mark William Wilde - BMO Capital Markets U.S.�Senior Analyst
Okay. I was just trying to get a sense of, when you think about a big deal one of your competitors did out in
Washington State a few years ago, they had several years where they could really accelerate the harvest, and now it�s
coming back to a more of a normal level.
Eric J. Cremers - Potlatch Corporation�President, COO and Director
Yes. No, this won�t have a significantdrop-off. I mean, it may go down a couple of 100,000 tons from � I don�t know, if
I gave you a range, I�d say it�s 1.8 million to 2.2 million tons a year for basically now to perpetuity.
Michael J. Covey - Potlatch Corporation�Chairman and CEO
And Mark, the real driver there that make sustainable over time is the change in the forest management practices
going forward. You�ve heard us talk about, we�ve got roughly 23% of our current ownership that�s slower growing,
higher quality natural stands. So that�s mature volume that can be brought to market and then put into faster-growing
plantations. And then in our � the rest of our plantation land base, there�s significant opportunity to more intensively
manage those to up the growth rate across the estate. So that kind of feels in behind the initial surge of mature volume
and makes that sustainable over time.
Mark William Wilde - BMO Capital Markets U.S.�Senior Analyst
Okay. And then John, I�m just curious will there be some details on just sort of historical numbers on the real estate � on
your Real Estate business coming out? I went back to a slide deck, we went through with you guys back in May out in
Seattle, I think, I didn�t see any numbers on there where you really broke out the financials on the Real Estate
component?
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John D. Enlow - Deltic Timber Corporation�CEO, President and Director
Yes, Mark, we�re happy to talk with you offline. And we can give you � field any questions that you have. That�s
probably the most appropriate way to field it.
Mark William Wilde - BMO Capital Markets U.S.�Senior Analyst
Okay. That�s fine. And then the last question I had. Mike, is it possible to get an estimate for what kind of cash costs
for the synergies would be? And then any change in control payments?
Jerald W. Richards - Potlatch Corporation�CFO and VP
Yes. So Mark, this is Jerry Richards. I mean, overall, we look at cash costs. They�re probably somewhere around
$20 million. And that�sall-in, including adviser fees in terms of the transaction, change of control as well as cost to
achieve the synergies. And if you were to break that down, it�s probably roughly half in each of those 2 buckets, i.e.,
transaction-specific costs as well as costs to achieve synergies.
Operator
Your next question comes from Steve Chercover with Davidson.
Steven Pierre Chercover - D.A. Davidson & Co., Research Division�MD & Senior Research Analyst
Congratulations. So a quick question on first of all Deltic and the MDF plant. Is it still the part of the 50-50 JV? And
does this deal trigger change of control? It doesn�t sound that way?
John D. Enlow - Deltic Timber Corporation�CEO, President and Director
Steve, this is John, I�ll field that. We bought out that partnership a few years ago. So it�s wholly-owned by Deltic and
there�s no restrictions in terms of deal implications going forward.
Steven Pierre Chercover - D.A. Davidson & Co., Research Division�MD & Senior Research Analyst
Okay. And then it looks like the Deltic sawmills, actually, the MDF plant 2 have been operating well below their rated
capacity. So once you�ve finished the kilns and whatever other debottlenecking, will they be up to that rated capacity?
John D. Enlow - Deltic Timber Corporation�CEO, President and Director
Yes, so let me speak to Del-Tin first since we�re on that subject. You�re probably aware we talked about that we had a
substantial press rebuild that took place in August. That was complete in the third � or the third week of August to
really address some issues that had hobbled us over the last year or so. We�re extremely pleased with how that has
gone. We�re6-or-so weeks away from that startup. The startup went great. We�re operating in the high 90% uptime.
And our run rates on a weekly average basis have far exceeded what we had in the pro forma for the balance of the
year and are actually approaching. And in some cases, ahead of the run rate that we had in the pro forma for next year.
So that�s been a great success. Product quality is high. Our thin board percentage is right on target. That�s a really
high-margin product for us. So that has gone awesome. Back to your sawmill � your question around the sawmills. It
really goes back to what we�ve talked about thus far in the call. It�s realizing the full run rate potential of the
investments that have already been made in Ola. There�s the potential for additional kiln investment later on to even
further that
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at Ola. And then at Waldo, it�s the kiln project that we talked about for the latter part of the year. And those 2 will put
us on the pace to achieve the numbers that we talked about.
Steven Pierre Chercover - D.A. Davidson & Co., Research Division�MD & Senior Research Analyst
A few other quickly. Evidently, Southeastern Asset Management has lost the deal. Do you have any idea whether they
will remain shareholders in the merged company?
John D. Enlow - Deltic Timber Corporation�CEO, President and Director
Steve, I can�t really speculate on what individual shareholders will do. I guess, what I can say with absolute
confidence, we think this is the right path forward, and we believe shareholders will enthusiastically embrace that.
Steven Pierre Chercover - D.A. Davidson & Co., Research Division�MD & Senior Research Analyst
Great. Last one. There�s been very little mention of Deltic�s oil and gas revenues. So is it just not material with oil at
$50?
John D. Enlow - Deltic Timber Corporation�CEO, President and Director
It�s a meaningful cash flow stream for us. And you can see in our historicals that as oil prices recover, it can be really
substantial. And we feel like that potential is out there at some point.
Operator
Your next question comes from Chip Dillon with Vertical Research.
Clyde Alvin Dillon - Vertical Research Partners, LLC�Partner
I had a quick question. Just first of all, when we look at the Real Estate, the Deltic � that division historically, is it fair
to say that � I mean, in a very rough sense that, I see the book value is around $60 million. You mentioned a lot of the
investment has � is behind you in terms of getting that ready for sale. And so, I mean, would a rough valuation of
present value of like double that number be in the ballpark of at least how maybe you guys at Potlatch looked at the
valuation as you put together your bid?
Jerald W. Richards - Potlatch Corporation�CFO and VP
So Chip, if I may, this is Jerry Richards. I�m going to jump in and just say it�s pretty mature to start talking valuation of
individual components. We will be filing, as we mentioned in comments, an S-4 here in the next 30, 60 days. And in
there, we will provide pro forma financial statements. So we have a fair bit of work left to do on that, and that
information will be coming.
Clyde Alvin Dillon - Vertical Research Partners, LLC�Partner
Understood. And then second question has to do with the taxation on � of special dividend. This is the first conversion.
And I know this is happening inside of the new Potlatch that we�ve seen since the 3.8% additional Medicare tax, I�ll say
it very objectively, was imposed on folks. And I noticed    in at least on the term sheet that you put up that the 1 pager,
that you mentioned that maybe some people would pay a 20% tax. I don�t know anybody that�s going to pay 20% tax
on federal dividends. That would avoid the 3.8% Medicare tax. If you know how to do that, let me know. So
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it�s really 23.8%. And then � then, of course, if you have folks in California, that number could get up close to 30%.
And so obviously, since the full
$250 million is going to be reflected on people�s 1099s, it�s going to actually require a number of individual
shareholders and maybe even other entities for (inaudible) et cetera to have to dig in their pockets to pay that tax. And
I just didn�t know if you thought because things were different from like when you all, at Potlatch, did your conversion
now that we have this Affordable Care Act Medicare tax of 3.8%, if you thought maybe you might want to change
that to like 25-75, and if you�re open to that because that might be an issue.
Michael J. Covey - Potlatch Corporation�Chairman and CEO
So Chip, on terms of all of those factors, Medicare tax, et cetera, I mean, our intent in the slides was just to stay in the
high level. So you�re right. Those are all considerations that shareholders would have to consider. I think it�s pretty safe
to say that we�re pretty confident in the80-20 split that we didn�t � not necessarily thinking about jumping that cash
component up.
Clyde Alvin Dillon - Vertical Research Partners, LLC�Partner
Okay. And then I know I think it was you, Eric, you mentioned that the built-in profits period was 5 years. I thought it
used to be 10 years. Did that change somehow? Or why is that 5 years, for the tax on the built-in gains on the Deltic
side once they convert?
Eric J. Cremers - Potlatch Corporation�President, COO and Director
Yes, Chip, that actually did change here fairly recently. If you recall one of our large competitors converted to a REIT
in 2010. And that built-in gain period only applied to them for 5 years because that change was made before that
window lapse. So it is 5 years going forward for the Deltic timberlands related operations.
Clyde Alvin Dillon - Vertical Research Partners, LLC�Partner
Okay. And then one last one. On Slide 12 of the presentation, which shows the CAD bridge, you mentioned 20% of
the $50 million is tax savings. Now I noticed, for example, last year, Deltic�s tax expense was $3 million. I know there
was that 1 year � a couple of years ago it was higher because, I guess, there was a lot � there were a lot of sales. But I
mean, I know Potlatch�s effective tax rate with all the non-reactivities is 15% to 20%. So I guess, my question is this is,
does that 20% include the fact that these synergies will now happen within � partly within Deltic and now that Deltic is
not a C corp, you sort of are giving credit for them not having to pay tax on at the same rate as they would have had to
pay. Does that make sense? Is that fair that�s also included?
Eric J. Cremers - Potlatch Corporation�President, COO and Director
The simplest way to think about, Chip, is that, today, Deltic is not harvesting near the rate they will be in the future.
At those higher harvest levels, they�re � were doing the business. We call it Resource. We�ll be generating significantly
higher earnings and cash flow. And of course, as a timber REIT, those earnings are passed through to shareholders.
Whereas as the C corp, they�re taxed at C corp rates. So that $10 million is from the higher harvest volumes that we
anticipate getting here shortly.
John D. Enlow - Deltic Timber Corporation�CEO, President and Director
Chip, this is John. The other thing I would add to that just as a reminder that there�s a little bit of noise in our historical
tax, particularly, in 2016 where we had the 1-year benefit of the TREE Act, which reduced our effective tax rate to
20%.
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Clyde Alvin Dillon - Vertical Research Partners, LLC�Partner
Okay. And just a housekeeping note. Should we assume there�s not a call tomorrow since we � since you all have
reported and we can call you today?
Michael J. Covey - Potlatch Corporation�Chairman and CEO
That is correct, Chip. We, actually, in the 2 press releases this morning merger announcement as well as the earnings
release indicated that call had been canceled.
Operator
Your next question is from Mark Weintraub with Buckingham Research.
Mark Adam Weintraub - The Buckingham Research Group Incorporated�Research Analyst
First, just wanted to � on the lumber side, just to make sure I understand. So the 420 million board feet. Is that where
you�re expecting lumber production to end up? Or is there � as some of these projects are finalized, does this go higher
than the 420 million board feet?
Eric J. Cremers - Potlatch Corporation�President, COO and Director
Yes. So Mark, this is Eric. Our current plans are to continue along the path that Deltic has outlined, ramping up the
production of their mills. Our view and I think Mike spoke to it in the notes is that we expect to get their mills up to
combined around 375 million board feet. Certainly, Potlatch has got a demonstrated track record. Every year, we find
ways to increase our production and shipment levels. Each of the last 2 years, we�ve been up in the 7% to 10% a year
increase. We hope to do that with the Deltic mills going forward. But for now, I think the plan is to get them up to
375 million feet.
Mark Adam Weintraub - The Buckingham Research Group Incorporated�Research Analyst
Okay. And so where � in the synergy and operational efficiencies table, you talk about $17 million, $18 million from
expanded lumber production. That includes going from where to where?
Eric J. Cremers - Potlatch Corporation�President, COO and Director
Well, that would include taking them from their historic volumes of around 275 million feet up to the 375 million feet
that we just spoke about.
Mark Adam Weintraub - The Buckingham Research Group Incorporated�Research Analyst
Okay. So for a 100 million board feet an incremental $17 million, $18 million. So presumably, you�re using � in that
analysis you�re using kind of current run rates of profitability, or pricing and input costs.
Eric J. Cremers - Potlatch Corporation�President, COO and Director
Correct.
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Mark Adam Weintraub - The Buckingham Research Group Incorporated�Research Analyst
And then on the � so on the harvest increase where you talk about an incremental $10 million of CAD, is that also
using current profitability levels? Or does that bake in a likely improvement in Southern saw timber pricing?
Eric J. Cremers - Potlatch Corporation�President, COO and Director
Well, we do anticipate modest improvements in pricing in the South. However, the majority of that uplift in CAD
from the Resource business is going to come from the higher harvest volumes.
John D. Enlow - Deltic Timber Corporation�CEO, President and Director
So let me just kind of add a little color to both of those questions. We normally would report earnings in early
November. With this deal, we�re working really hard to try to pull that up and anticipate we�ll release earnings tonight.
And in that earnings release, we�ll provide guidance on where we expect to land in terms of volumes for the year for all
of our businesses. So you�ll be able to see in there kind of what the point is for this year in terms of harvest volume,
mill productivity, all of those kind of things.
Mark Adam Weintraub - The Buckingham Research Group Incorporated�Research Analyst
Okay. And so where also on a net basis would your saw timber harvest be relative to your consumption � this is just for
the Deltic business, for the consumption of saw timber when you kind of hit the run rates built into the post-synergies
and operating efficiencies being realized?
John D. Enlow - Deltic Timber Corporation�CEO, President and Director
Yes. So I don�t have a precise number for you. But I think it�s fair to say that with the pretty significant ramp up in, as
we talked about in the range of 30%, 40%, our harvest will generally exceed our internal usage. And certainly, the real
opportunity is to rationalize marketing for our margin optimization by further utilizing external markets where that
makes sense.
Mark Adam Weintraub - The Buckingham Research Group Incorporated�Research Analyst
Great. Could you just build on that last one? I didn�t fully understand what you meant on the last point.
John D. Enlow - Deltic Timber Corporation�CEO, President and Director
Well, it�s a little bit of kind of going back to the historical approach of Deltic was more bringing the majority of its
logs, if not all of its logs also its own lands into its internal mills. And we see a real marketing opportunity and freight
optimization, margin optimization opportunity that we�re already starting to execute on and certainly will even further
expand in the combination with Potlatch team.
Mark Adam Weintraub - The Buckingham Research Group Incorporated�Research Analyst
Okay. So based � part of that 35% � the $17 million, $18 million of profitability improvement is a function of � is
marketing changes as opposed    to just incremental production. Is that how to understand that?
Eric J. Cremers - Potlatch Corporation�President, COO and Director
When you say marketing changes, what do you mean by that, Mark?
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Mark Adam Weintraub - The Buckingham Research Group Incorporated�Research Analyst
Well, I thought just � I thought I was just repeating what I heard, maybe I heard wrong. They had previously been
internally using all of the saw timber. And now some of it�s going to go to other buyers who may be are going to
effectively pay more than if they had been used internally?
John D. Enlow - Deltic Timber Corporation�CEO, President and Director
Yes. So I don�t think we want to confuse the issue there. The principal and primary driver is going to be the volume
increase. And there�s some additional added benefit from margin rationalization. But certainly, the heavy hitter is the
volume increase.
Operator
You have a follow-up question from Gail Glazerman with Roe Equity Research.
Gail S. Susan Glazerman - Roe Equity Research, LLC�Senior Analyst � Paper, Packaging and Forest Products
Just to get to a last few couple of quick market questions and housekeeping. That guidance you gave for Wood
Products in the fourth quarter, does that include anything from the swap? And then just generally, if you can talk
about what you�re seeing in Southern pricing maybe looking out to 2018 and also some thoughts on the trade dispute?
Eric J. Cremers - Potlatch Corporation�President, COO and Director
Yes. So Gail, so we have not included anything in the fourth quarter for the swap. As you know, we took a
write-down of the swap in Q3. That particular product, Southern Yellow Pine, 2 x 6, is currently trading very close to
the swap price. So we don�t expect much of a change from here. It�s too early to start talking a lot about 2018. But I
think most prognosticators FEA, RISI, et cetera, anticipate higher lumber prices next year, modestly higher lumber
prices next year over this year. So certainly, that will benefit our Wood Products business, and that will also flow into
our Resource business. As you know, 70% of our sawlogs in Idaho are indexed to lumber prices. So we expect our
Resource business to benefit as well.
Gail S. Susan Glazerman - Roe Equity Research, LLC�Senior Analyst � Paper, Packaging and Forest Products
Okay. I was kind of asking more just specifically about Southern log prices for next year. Any sign of movement or
momentum?
Eric J. Cremers - Potlatch Corporation�President, COO and Director
Yes. So I think Southern log prices, it seemed to have found the bottom. You�re seeing a ton of steel go up in the
South. I mean, just look at these announcements from Canfor here just recently. And GP announced exploring a new
mill. I mean, there�s tons of steel going up in the U.S. South. And we�re not yet at levels of consumption to where we
were pre-recession. But we are working our way towards that 80-million-ton a year number across the U.S. South.
And I think and do foresee, we�ll see modest improvements. And I do think you might start to see a little bit next year.
Gail S. Susan Glazerman - Roe Equity Research, LLC�Senior Analyst � Paper, Packaging and Forest Products
Okay. On the trade dispute, just any developments or thoughts how that might payout with the final [deed] is coming
in place and just continuing negotiations?
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Michael J. Covey - Potlatch Corporation�Chairman and CEO
Yes, Gail, discussions continue government to government on, I think, a fairly regular basis, but I don�t see any big
cracks in negotiations on either side. The final determination of the CBD and AD, I think, is November 13 or 14,
something like that. But we continue to believe, as members of the
U.S. softwood lumber coalition that a quota system is best and I think best serves the long-term interest of the industry
in the United States, and we continue to push for that.
Michael J. Covey - Potlatch Corporation�Chairman and CEO
Christie, I think we have time for one more question before our time runs out here.
Operator
Sure. And your next question is from Paul Quinn with RBC Capital Markets.
Paul C. Quinn - RBC Capital Markets, LLC, Research Division�Analyst
Just I think I read through something the expected time on the transaction close is first half of 2018. Maybe you could
talk about expected date of shareholder voting, and what other regulatory approvals are required?
Michael J. Covey - Potlatch Corporation�Chairman and CEO
So just a big picture. We talked about closing in the first half of the year. Hopefully, it�s towards late in the first
quarter, early in the second, we hope we�ll file theS-4 and the proxy in about 40 to 60 days. And the shareholder votes
take � they have I think it�s20-day minimum waiting period before the shareholder votes and neither company has
scheduled those yet. So I�d expect those are sometime in the early first quarter. Hart-Scott-Rodino approval through the
U.S. Government is probably the pacing item. We�re not concerned about getting the approval, but there�s a regulatory
period that we have to go through to get that. And so all those things still point us on track for sometime in the first
half of the year and hopefully towards the end of the first quarter.
Operator
We�ve reached our allotted time for questions. I will now turn the call back over to Mike Covey for any closing
remarks.
Michael J. Covey - Potlatch Corporation�Chairman and CEO
Thank you, Christie. Thank you for all the investors. For your questions, Jerry will be available all day to answer your
questions. And we look forward to speaking with you. Thank you.
Operator
Thank you. This does conclude today�s conference call. You may now disconnect.
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Net income
 $1,754  $(6,082) $4,938  $(3,562)
Preferred stock dividends
  (4)  (4)  (12)  (12)

Income available to common shareholders
 $1,750  $(6,086) $4,926  $(3,574)

Denominator:

Weighted average common shares for basic EPS
  25,204   24,981   25,099   24,845 
Effect of dilutive securities:

Weighted average non-vested stock awards
  43   �   75   � 

Weighted average common shares for diluted EPS
  25,247   24,981   25,174   28,845 

Basic EPS
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 $0.07  $(0.24) $0.20  $(0.14)

Diluted EPS
 $0.07  $(0.24) $0.20  $(0.14)

10
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Origen Financial, Inc.
Notes to Consolidated Financial Statements (Unaudited)

Note 4� Investments
     The Company follows the provisions of SFAS No. 115, �Accounting For Certain Investments in Debt and Equity
Securities,� and the American Institute of Certified Public Accountants (�AICPA�) Statement of Position 03-3 (�SOP
03-3�), �Accounting for Certain Loans or Debt Securities Acquired in a Transfer,� in reporting its investments. The
securities are carried on the Company�s balance sheet at an amortized cost of $41.5 million at September 30, 2006,
which approximates their fair value.

Investments Accounted for Under the Provisions of SFAS No. 115
     The carrying value of investments accounted for under the provisions of SFAS No. 115 was approximately
$37.9 million at September 30, 2006 and is included in investments in the consolidated balance sheet. These
investments consisted of two asset-backed securities with principal amounts of $32.0 million and $6.8 million,
respectively, at September 30, 2006. The securities are collateralized by manufactured housing loans and are classified
as held-to-maturity. They have contractual maturity dates of July 28, 2033 and December 28, 2033, respectively.
During the three and nine months ended September 30, 2006, the Company did not purchase or sell any securities. As
prescribed by the provisions of SFAS No. 115 the Company has both the intent and ability to hold the securities to
maturity. The securities will not be sold in response to changing market conditions, changing fund sources or terms,
changing availability and yields on alternative investments or other asset liability management reasons. The securities
are regularly measured for impairment through the use of a discounted cash flow analysis based on the historical
performance of the underlying loans that collateralize the securities. If it is determined that there has been a decline in
fair value below amortized cost and the decline is other-than�temporary, the cost basis of the security is written down
to fair value as a new cost basis and the amount of the write-down is included in earnings. No impairment was
recorded relating to these securities during the three and nine months ended September 30, 2006.

Investments Accounted for Under the Provisions of SOP 03-3
     Debt securities acquired with evidence of deterioration of credit quality since origination are accounted for under
the provisions of SOP 03-3. The carrying value of debt securities accounted for under the provisions of SOP 03-3 was
approximately $3.6 million at September 30, 2006 and is included in investments in the consolidated balance sheet.
During the three and nine months ended September 30, 2006, the Company did not purchase or sell any securities.
The securities are regularly measured for impairment through the use of a discounted cash flow analysis based on the
historical performance of the underlying loans that collateralize the securities. If it is determined that there has been a
decline in fair value below amortized cost and the decline is other-than�temporary, the cost basis of the security is
written down to fair value as a new cost basis and the amount of the write-down is included in earnings. No
impairment was recorded relating to these securities during the three months ended September 30, 2006. An
other-than-temporary impairment of $114,000 was recorded during the nine months ended September 30, 2006, as a
result of a change in the Company�s estimates of expected future cash flows.
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Note 5 � Loans Receivable
     The carrying amounts of loans receivable consisted of the following (in thousands):

September 30,
2006

December 31,
2005

Manufactured housing loans � securitized $ 851,499 $ 695,701
Manufactured housing loans � unsecuritized 61,097 85,949
Accrued interest receivable 4,660 4,078
Deferred fees (160) (2,100)
Discount on purchased loans (3,391) (4,773)
Allowance for purchased loans (428) (428)
Allowance for loan loss (8,412) (10,017)

$ 904,865 $ 768,410

     The Company originates and purchases loans collateralized by manufactured houses with the intent to securitize
them. Under the current legal structure of the securitization program, the Company transfers manufactured housing
loans it originates and purchases to a trust for cash. The trust then sells asset-backed bonds secured by the loans to
investors. These loan securitizations are structured as financing transactions. When securitizations are structured as
financings, no gain or loss is recognized, nor is any allocation made to residual interests or servicing rights. Rather,
the loans securitized continue to be carried by the Company as assets, and the asset-backed bonds secured by the loans
are carried as a liability.
     Total unpaid principal balance of loans serviced that the Company has previously securitized and accounted for as
a sale was approximately $132.6 million at September 30, 2006. Delinquency statistics (including repossessed
inventory) on those loans are as follows at September 30, 2006 (dollars in thousands):

No. of Principal % of
Days delinquent Loans Balance Portfolio
31-60 122 $4,861 3.7%
61-90 41 1,640 1.2%
Greater than 90 99 4,158 3.1%
Note 6 � Allowance for Loan Losses
     The allowance for loan losses and related additions and deductions to the allowance were as follows for the three
months and nine months ended September 30 (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,

2006 2005 2006 2005
Balance at beginning of period $ 8,779 $ 5,729 $ 10,017 $ 5,315
Provision for loan losses1 1,598 6,697 4,924 10,372
Transfers from recourse liability � 123 � 2,036
Gross charge-offs (4,202) (5,512) (12,825) (15,719)
Recoveries 2,237 2,873 6,296 7,906

Balance at end of period $ 8,412 $ 9,910 $ 8,412 $ 9,910
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effects of
Hurricane
Katrina and
Hurricane Rita.
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Note 7� Debt
     Total debt outstanding was as follows (in thousands):

September
30,

December
31,

2006 2005
Warehouse financing $ 61,018 $ 65,411
Securitization financing 710,011 578,503
Repurchase agreements 23,582 23,582
Notes payable � servicing advances 1,458 2,212

$ 796,069 $ 669,708

Warehouse Financing � Citigroup � The Company, through its primary operating subsidiary Origen Financial
L.L.C., currently has a short term securitization facility used for warehouse financing with Citigroup Global Markets
Realty Corporation (�Citigroup�). Under the terms of the agreement, originally entered into in March 2003 and amended
periodically, most recently in July 2006, the Company pledges loans as collateral and in turn is advanced funds. The
facility has a maximum advance amount of $200 million at an annual interest rate equal to LIBOR plus a spread.
Additionally, the facility includes a $35 million supplemental advance amount that is collateralized by the Company�s
residual interests in its securitizations. The facility matures on March 22, 2007. The outstanding balance on the facility
was approximately $61.0 million at September 30, 2006. At September 30, 2006 all financial covenants were met.

Securitization Financing � 2004-A Securitization - On February 11, 2004, the Company completed a
securitization of approximately $238.0 million in principal balance of manufactured housing loans. The securitization
was accounted for as a financing. As part of the securitization the Company, through a special purpose entity, issued
$200.0 million in notes payable. The notes are stratified into six different classes and pay interest at a
duration-weighted average rate of approximately 5.12%. The notes have a contractual maturity date of October 2013
with respect to the Class A-1 notes; August 2017, with respect to the Class A-2 notes; December 2020, with respect to
the Class A-3 notes; and January 2035, with respect to the Class A-4, Class M-1 and Class M-2 notes. The outstanding
balance on the 2004-A securitization notes was approximately $119.5 million at September 30, 2006.

Securitization Financing � 2004-B Securitization � On September 29, 2004, the Company completed a
securitization of approximately $200.0 million in principal balance of manufactured housing loans. The securitization
was accounted for as a financing. As part of the securitization the Company, through a special purpose entity, issued
$169.0 million in notes payable. The notes are stratified into seven different classes and pay interest at a
duration-weighted average rate of approximately 5.27%. The notes have a contractual maturity date of June 2013 with
respect to the Class A-1 notes; December 2017, with respect to the Class A-2 notes; August 2021, with respect to the
Class A-3 notes; and November 2035, with respect to the Class A-4, Class M-1, Class M-2 and Class B-1 notes. The
outstanding balance on the 2004-B securitization notes was approximately $119.5 million September 30, 2006.
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Note 7� Debt (Continued)
Securitization Financing � 2005-A Securitization - On May 12, 2005, the Company completed a securitization

of approximately $190.0 million in principal balance of manufactured housing loans. The securitization was
accounted for as a financing. As part of the securitization the Company, through a special purpose entity, issued
$165.3 million in notes payable. The notes are stratified into seven different classes and pay interest at a
duration-weighted average rate of approximately 5.30%. The notes have a contractual maturity date of July 2013 with
respect to the Class A-1 notes; May 2018, with respect to the Class A-2 notes; October 2021, with respect to the
Class A-3 notes; and June 2036, with respect to the Class A-4, Class M-1, Class M-2 and Class B notes. The
outstanding balance on the 2005-A securitization notes was approximately $133.5 million at September 30, 2006.

Securitization Financing � 2005-B Securitization � On December 15, 2005, the Company completed a
securitization of approximately $175.0 million in principal balance of manufactured housing loans. The securitization
was accounted for as a financing. As part of the securitization the Company, through a special purpose entity, issued
$156.2 million in notes payable. The notes are stratified into eight different classes and pay interest at a
duration-weighted average rate of approximately 6.15%. The notes have a contractual maturity date of February 2014
with respect to the Class A-1 notes; December 2018, with respect to the Class A-2 notes; May 2022, with respect to
the Class A-3 notes; and January 2037, with respect to the Class A-4, Class M-1, Class M-2 , Class B-1 and B-2 notes.
The outstanding balance on the 2005-B securitization notes was approximately $141.7 million at September 30, 2006.

Securitization Financing � 2006-A Securitization � On August 25, 2006, the Company completed a securitization
of approximately $224.2 million in principal balance of manufactured housing loans. The securitization was
accounted for as a financing. As part of the securitization the Company, through a special purpose entity, issued
$200.6 million in notes payable. The notes are stratified into two different classes. The Class A-1 notes pay interest at
one month LIBOR plus 15 basis points and have a contractual maturity date of November 15, 2018. The Class A-2
notes pay interest based on a rate established by the auction agent at each rate determination date and have a
contractual maturity date of October 15, 2037. The outstanding balance on the 2006-A securitization notes was
approximately $195.8 million at September 30, 2006.

Repurchase Agreements � Citigroup - The Company has entered into four repurchase agreements with Citigroup.
Three of the repurchase agreements are for the purpose of financing the purchase of investments in three asset backed
securities with principal balances of $32.0 million, $3.1 million and $3.7 million respectively. The fourth repurchase
agreement is for the purpose of financing a portion of the Company�s interest in the 2004-B securitization with a
principal balance of $4.0 million. Under the terms of the agreements the Company sells its interest in the securities
with an agreement to repurchase them at a predetermined future date at the principal amount sold plus an interest
component. The securities are financed at an amount equal to 75% of their current market value as determined by
Citigroup. Typically the repurchase agreements are rolled over for 30 day periods when they expire. The annual
interest rates on the agreements are equal to LIBOR plus a spread. The repurchase agreements had outstanding
principal balances of approximately $16.8 million, $1.7 million, $2.1 million and $3.0 million, respectively, at
September 30, 2006.
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Note 7 � Debt (Continued)
Note Payable � Servicing Advances � JPMorgan Chase Bank, N.A. � The Company currently has a revolving

credit facility with JPMorgan Chase Bank, N.A. Under the terms of the facility the Company can borrow up to
$5.0 million for the purpose of funding required principal and interest advances on manufactured housing loans that
are serviced for outside investors. Borrowings under the facility are repaid upon the collection by the Company of
monthly payments made by borrowers under such manufactured housing loans. The bank�s prime interest rate is
payable on the outstanding balance. To secure the loan, the Company has granted JPMorgan Chase Bank, N.A. a
security interest in substantially all its assets excluding securitized assets. The expiration date of the facility is
December 31, 2006. The outstanding balance on the facility was approximately $1.5 million at September 30, 2006.
At September 30, 2006 all financial covenants were met.
     The average balance and average interest rate of outstanding debt was as follows (dollars in thousands):

September 30, 2006 December 31, 2005
Average Average Average Average
Balance Rate Balance Rate

Warehouse financing � Citigroup $129,327 6.9% $139,539 5.2%
Securitization financing � 2004-A securitization 129,728 5.3% 154,295 4.9%
Securitization financing � 2004-B securitization 128,656 5.5% 149,499 5.1%
Securitization financing � 2005-A securitization 142,572 5.2% 101,441 5.1%
Securitization financing � 2005-B securitization 148,205 5.7% 7,228 5.5%
Securitization financing � 2006-A securitization 26,889 6.1% � �
Repurchase agreements � Citigroup 23,582 5.8% 22,793 4.2%
Note payable � servicing advances � JPMorgan
Chase Bank, N.A. 454 9.6% 710 7.5%
     At September 30, 2006, the total of maturities and amortization of debt during the next five years are
approximately as follows: 2006 � $65.2 million; 2007 � $138.1 million; 2008 - $81.5 million; 2009 � $71.9 million; 2010 �
$63.4 million and $376.0 million thereafter.
Note 8 � Share-Based Compensation Plan
     The Company�s equity incentive plan has approximately 1.8 million shares of common stock reserved for issuance
as either stock options or non-vested stock grants. As of September 30, 2006, approximately 350,000 shares of
common stock remained available for issuance, as either stock options or non-vested stock grants, under the plan. The
compensation cost that has been charged against income for those plans was $317,000 and $1,409,000 for the three
and nine months ended September 30, 2006, respectively, and $611,000 and $1,903,000 for the three and nine months
ended September 30, 2005, respectively.
     The Company adopted SFAS No. 123(R) on January 1, 2006, using the modified-prospective transition method, to
account for its equity incentive plan. Prior to January 1, 2006, as permitted under the provisions of SFAS No. 123,
�Accounting for Stock-Based Compensation,� as amended, the Company had chosen to recognize compensation
expense using the intrinsic value-based method of valuing stock options prescribed in APB No. 25, �Accounting for
Stock Issued to Employees� and related interpretations. Under the intrinsic value-based method, compensation cost is
measured as the amount by which the quoted market price of the Company�s stock at the date of grant exceeds the
stock option exercise price. All options granted by the Company prior to the adoption of SFAS 123(R) were granted at
a fixed price not less than the market value of the underlying common stock on the date of grant and, therefore, were
not included in compensation expense, prior to the adoption of SFAS No. 123(R). Results for prior periods have not
been restated.
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Note 8 � Share-Based Compensation Plan (Continued)
     As a result of adopting SFAS No. 123(R) on January 1, 2006, the Company�s net income after the cumulative effect
of a change in accounting principle was $5,000 higher for the three months ended September 30, 2006 and $19,000
higher for the nine months ended September 30, 2006 than if it had continued to account for share-based
compensation under APB No. 25. There would have been no change in basic or diluted earnings per share for the three
and nine months ended September 30, 2006, if the Company had not adopted SFAS No. 123(R). The effect of this
change from applying the original provisions of SFAS No. 123 had no effect on cash flow from operations and
financing activities.

Stock Options
     Under the plan, the exercise price of the options will not be less than the fair market value of the common stock on
the date of grant. The date on which the options are first exercisable is determined by the Compensation Committee of
the Board of Directors as the administrator of the Company�s equity incentive plan, and options that have been issued
to date generally vest over a two-year period, have 10-year contractual terms and a 5-year expected option term. The
Company does not pay dividends or make distributions on unexercised options. As of September 30, 2006 there was
$43,000 of total unrecognized compensation cost related to stock options granted under the equity incentive plan. That
cost is expected to be recognized over a weighted-average period of 2.2 years.
     The following table summarizes the activity relating to the Company�s stock options for the nine months ended
September 30, 2006:

Weighted
Weighted Average
Average Remaining

Number of Exercise Contractual
Options Price Term

Options outstanding at January 1, 2006 255,500 $ 10.00 7.9
Granted � � �
Exercised � � �
Forfeited (7,000) $ 10.00 7.8

Options outstanding at September 30, 2006 248,500 $ 10.00 7.1

Options exercisable at September 30, 2006 248,500 $ 10.00 7.1

     The following table illustrates the effect on net income and earnings per share if the Company had applied the fair
value recognition provisions of SFAS No. 123 to options granted under the Company�s equity incentive plan for the
three and nine months ended September 30, 2005. Note that the pro forma disclosures are provided for 2005 because
employee stock options were not accounted for using the fair-value method during those periods. Disclosures for 2006
are not presented because share-based payments have been accounted for under SFAS No. 123(R)�s fair-value method.
For purposes of this pro forma disclosure, the value of the options is estimated using a binomial option-pricing model.
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Note 8 � Share-Based Compensation Plan (Continued)

Three
Months Nine Months
Ended Ended

September
30,

September
30,

2005 2005
Net income available to common shareholders $ (6,086) $ (3,574)
Stock option compensation cost $ (3) $ (10)

Pro forma net income available to common shareholders $ (6,089) $ (3,584)

Basic income per share as reported $ (0.24) $ (0.14)

Pro forma basic income per share $ (0.24) $ (0.14)

Diluted income per share as reported $ (0.24) $ (0.14)

Pro forma diluted income per share $ (0.24) $ (0.14)

Non-Vested Stock Awards
     The Company grants non-vested stock awards to certain directors, officers and employees under the equity
incentive plan. The grantees of the non-vested stock awards are entitled to receive all dividends and other distributions
paid with respect to the common shares of the Company underlying such non-vested stock awards at the time such
dividends or distributions are paid to holders of common shares.
     On July 14, 2006 the Company granted 175,000 non-vested stock awards to an officer of the Company. The stock
awards were issued at $6.16 per share and are being expensed over their estimated service period of five years.
Compensation expense recognized for these non-vested stock awards was approximately $65,000 for the three months
ended September 30, 2006.
     The Company recognized compensation expense for outstanding non-vested stock awards over their vesting
periods for an amount equal to the fair value of the non-vested stock awards at grant date. As of September 30, 2006
there was $3.3 million of total unrecognized compensation cost related to non-vested stock awards granted under the
equity incentive plan. That cost is expected to be recognized over a weighted-average period of 3.4 years
     The Company recorded a cumulative effect of a change in accounting principle, as a result of the adoption of SFAS
No. 123(R), in the amount of $46,000 as of January 1, 2006 to reflect the change in accounting for forfeitures. Results
for prior periods have not been restated.
     The following table summarizes the activity relating to the Company�s non-vested stock awards for the nine months
ended September 30, 2006:

Weighted
Number of Average

Non-Vested
Grant
Date

Stock
Awards Fair Value

Non-vested at January 1, 2006 469,837 $ 8.02
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Granted 390,000 6.15
Vested (269,493) 8.63
Forfeited (8,001) 7.18

Non-vested at September 30, 2006 582,343 $ 6.51
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Note 9 � Derivative Instruments and Hedging Activities
     In connection with the Company�s strategy to mitigate interest rate risk and variability in cash flows on its
securitizations and anticipated securitizations the Company uses derivative financial instruments such as interest rate
swap contracts. It is not the Company�s policy to use derivatives to speculate on interest rates. These derivative
instruments are intended to provide income and cash flow to offset potential increased interest expense and cash flow
under certain interest rate environments. In accordance with Statement of Financial Accounting Standards (SFAS)
No. 133, �Accounting for Derivative Instruments and Hedging Activities,� the derivative financial instruments are
reported on the consolidated balance sheet at their fair value.
     The Company documents the relationships between hedging instruments and hedged items, as well as its risk
management objectives and strategies for undertaking various hedge transactions at the inception of the hedging
transaction. This process includes linking derivatives to specific liabilities on the consolidated balance sheet. The
Company also assesses, both at the inception of the hedge and on an ongoing basis, whether the derivatives used in
hedging transactions are highly effective in offsetting changes in cash flows of the hedged items. When it is
determined that a derivative is not highly effective as a hedge or that it has ceased to be a highly effective hedge, the
Company discontinues hedge accounting.
     When hedge accounting is discontinued because the Company determines that the derivative no longer qualifies as
a hedge, the derivative will continue to be recorded on the consolidated balance sheet at its fair value. Any change in
the fair value of a derivative no longer qualifying as a hedge is recognized in current period earnings. For terminated
cash flow hedges or cash flow hedges that no longer qualify as highly effective, the effective position previously
recorded in accumulated other comprehensive income is recorded in earnings when the hedged item affects earnings.

Cash Flow Hedge Instruments
     The Company evaluates the effectiveness of derivative financial instruments designated as cash flow hedge
instruments against the interest payments related to securitizations or anticipated securitization in order to ensure that
there remains a high correlation in the hedge relationship and that the hedge relationship remains highly effective. To
hedge the effect of interest rate changes on cash flows or the overall variability in cash flows, which affect the interest
payments related to its securitization financing being hedged, the Company uses derivatives designated as cash flow
hedges under SFAS No. 133. Once the hedge relationship is established, for those derivative instruments designated as
qualifying cash flow hedges, the effective portion of the gain or loss on the derivative is reported as a component of
other comprehensive income during the current period, and reclassified into earnings as part of interest expense in the
periods during which the hedged transaction affects earnings pursuant to SFAS No. 133. The ineffective portion of the
derivative instrument is recognized in earnings in the current period and is included in interest expense for derivatives
hedging future interest payments related to recognized liabilities and non-interest income for derivatives hedging
future interest payments related to forecasted liabilities. No component of the derivative instrument�s gain or loss has
been excluded from the assessment of hedge effectiveness. During both the three and nine months ended
September 30, 2006, the Company recognized a loss of approximately $11,000 in interest expense and $1,000 in other
income due to the ineffective portion of these hedges. No ineffectiveness was recognized for the three and nine
months ended September 30, 2005.
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Note 9 � Derivative Instruments and Hedging Activities (Continued)
     For the three and nine months ended September 30, 2006, the Company reclassified a net gain of approximately
$2,000 and $9,000, respectively, attributable to previously terminated cash flow hedges, which has been recorded as a
reduction of interest expense. For the three and nine months ended September 30, 2005, the Company reclassified net
losses of approximately $114,000 and $273,000, respectively, attributable to previously terminated cash flow hedges,
which were recorded as an increase in interest expense. As of September 30, 2006, net unrealized losses of
approximately $1.0 million related to cash flow hedges were included in accumulated other comprehensive income.
The Company expects to reclassify net losses of approximately $37,000 from accumulated other comprehensive
income into earnings during the next twelve months. The remaining amounts in accumulated other comprehensive
income will be reclassified into earnings by March 2020. The fair value of the Company�s derivatives accounted for as
cash flow hedges at September 30, 2006 approximated a liability of $3.4 million and is included in other liabilities.

Derivatives Not Designated as Hedge Instruments
     As of September 30, 2006, the Company had a certain open interest rate swap contract which is not designated as a
hedge. This interest rate swap contract was entered into in connection with another interest rate swap contract which is
being accounted for as a cash flow hedge for the purpose of hedging the variability in expected cash flows from the
variable-rate debt related to the Company�s 2006-A securitization. The change in the fair value of the interest rate swap
contract not designated and documented as a hedge is recorded through earnings each period and is included in
non-interest income. During both the three and nine months ended September 30, 2006, the Company recognized net
gains of approximately $3,000 related to the change in fair value of this contracts. The fair value of this contracts at
September 30, 2006 was approximately $3,000 and is included in other assets. The Company did not have any
derivatives not designated as hedge instruments during the three and nine months ended September 30, 2005.
Note 10 � Stockholders� Equity
     On August 7, 2006, the Company declared a dividend of $0.03 per common share payable to holders of record as
of August 18, 2006. On August 31, 2006 those dividends were paid and totaled approximately $773,000.

Note 11 � Subsequent Events
     On November 2, 2006, the Company declared a dividend of $0.03 per common share payable to holders of record
as of November 13, 2006. Payment of the dividend is planned for November 30, 2006.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
     This Quarterly Report on Form 10-Q contains various �forward-looking statements� within the meaning of
Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as
amended, and we intend that such forward-looking statements will be subject to the safe harbors created thereby. For
this purpose, any statements contained in this Form 10-Q that relate to prospective events or developments are deemed
to be forward-looking statements. Words such as �believes,� �forecasts,� �anticipates,� �intends,� �plans,� �expects,� �will� and
similar expressions are intended to identify forward-looking statements. These forward-looking statements reflect our
current views with respect to future events and financial performance, but involve known and unknown risks and
uncertainties, both general and specific to the matters discussed in this Form 10-Q. These risks and uncertainties may
cause our actual results to be materially different from any future results expressed or implied by such
forward-looking statements. Such risks and uncertainties include:
� the performance of our manufactured housing loans;

� our ability to borrow at favorable rates and terms;

� the supply of manufactured housing loans;

� interest rate levels and changes in the yield curve;

� our ability to use hedging strategies to mitigate our exposure to changing interest rates;

� changes in, and the costs associated with complying with, federal, state and local regulations, including
consumer finance and housing regulations;

� applicable laws, including federal income tax laws;

� general economic conditions in the markets in which we operate;
and those other risk factors discussed under the heading entitled �Risk Factors� and elsewhere in our Annual Report on
Form 10-K for the year ended December 31, 2005. All forward-looking statements included in this document are
based on information available to us on the date of this Form 10-Q. We do not intend to update or revise any
forward-looking statements that we make in this document or other documents, reports, filings or press releases,
whether as a result of new information, future events or otherwise.
     The following discussion and analysis of our consolidated financial condition and results of operations as of and
for the periods ended September 30, 2006 in this quarterly report on Form 10-Q should be read in conjunction with
our Consolidated Financial Statements and the �Notes to Consolidated Financial Statements� included in our Annual
Report on Form 10-K for the year ended December 31, 2005.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
Overview
     In October 2003, we began operations upon the completion of a private placement of $150 million of our common
stock to certain institutional and accredited investors. In February, 2004, we completed another private placement of
$10 million of our common stock to one institutional investor. In connection with and as a condition to the
October 2003 private placement, we acquired all of the equity interests of Origen Financial L.L.C. We also took steps
to qualify Origen Financial, Inc. as a REIT. In the second quarter of 2004, we completed the initial public offering of
our common stock. Currently, most of our operations are conducted through Origen Financial L.L.C., our
wholly-owned subsidiary. We conduct the rest of our business operations through our other wholly-owned
subsidiaries, including taxable REIT subsidiaries, to take advantage of certain business opportunities and ensure that
we comply with the federal income tax rules applicable to REITs.
Recent Developments
     On August 25, 2006, we completed our 2006-A securitization of approximately $224.2 million in principal balance
of manufactured housing loans. The securitization was accounted for as a financing. As part of the securitization we
issued approximately $200.6 million in notes payable.
Critical Accounting Policies
     The Company�s consolidated financial statements are prepared in accordance with accounting principles generally
accepted in the United States of America (US GAAP).
     The financial information contained within our statements is, to a significant extent, financial information that is
based on approximate measures of the financial effects of transactions and events that have already occurred. A
variety of factors could affect the ultimate value that is obtained either when earning income, recognizing an expense,
recovering an asset, or relieving a liability. In some instances we use a discount factor to determine the present value
of assets and liabilities. A change in the discount factor could increase or decrease the values of those assets and
liabilities and such changes would result in either a beneficial or adverse impact to our financial results. We use
historical loss factors, adjusted for current conditions, to determine the inherent loss that may be present in our loan
portfolio. Other estimates that we use are fair value of derivatives and expected useful lives of our depreciable assets.
We value our derivative contracts at fair value using either readily available, market quoted prices or from information
that can be extrapolated to approximate a market price. Additionally, as a result of the adoption of Statement of
Financial Accounting Standards (�SFAS�) No. 123(R), �Share-Based Payment,� we make estimates related to future
forfeitures of unvested stock awards and stock options. Any change in the estimates of future forfeitures of unvested
stock awards and stock options could increase or decrease compensation expense. We are subject to US GAAP that
may change from one previously acceptable method to another method. Although the economics of our transactions
would be the same, the timing of events that would impact our transactions could change.
     Understanding our accounting policies is fundamental to understanding our consolidated financial position and
consolidated results of operations. Details regarding our critical accounting policies are described fully in Note 1 in
the �Notes to Consolidated Financial Statements� in our 2005 Annual Report on Form 10-K filed with the Securities and
Exchange Commission.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
Results of Operations
Comparison of the three months ended September 30, 2006 and 2005.
Net Income
     Net income increased $7.9 million to $1.8 million for the three months ended September 30, 2006 compared to a
net loss of $6.1 million for the same period in 2005. The increase is the result of an increase of $5.2 million in net
interest income after loan losses and impairment, an increase of $0.5 million in non-interest income and a decrease in
non-interest expenses of $2.2 million as described in more detail below.
Interest Income
     Interest income increased 22.1% to approximately $18.8 million compared to approximately $15.4 million. This
increase resulted primarily from an increase of $181.8 million or 24.1% in average interest earning assets from
$753.3 million to $935.1 million. The increase in interest earning assets includes an increase of approximately
$181.0 million in average manufactured housing loans. The weighted average net interest rate on the loan receivable
portfolio decreased to 8.0% from 8.2%.
     Interest expense increased $3.8 million, or 49.4%, to $11.5 million from $7.7 million. The majority of our interest
expense relates to interest on our loan funding facilities. Average debt outstanding on our loan funding facilities
increased $181.4 million to $751.7 million compared to $570.3 million, or 31.8%. The average interest rate on total
debt outstanding increased from 5.2% to 5.9%. The higher average interest rate for the three months ended
September 30, 2006 compared to the three months ended September 30, 2005 was primarily due to increases in the
base LIBOR rate.
     The following table presents information relative to the average balances and interest rates of our interest earning
assets and interest bearing liabilities for the three months ended September 30 (dollars in thousands):

2006 2005
Average Yield/ Average Yield/
Balance Interest Rate Balance Interest Rate

Interest earning assets:
Manufactured housing loans1 $ 877,190 $ 17,637 8.04% $ 696,151 $ 14,329 8.23%
Investment securities 41,229 937 9.09% 41,298 973 9.42%
Other 16,665 233 5.59% 15,862 106 2.67%

Total $ 935,084 $ 18,807 8.05% $ 753,311 $ 15,408 8.18%

Interest bearing liabilities2:
Loan funding facilities $ 751,735 $ 11,077 5.89% $ 570,319 $ 7,433 5.21%
Repurchase agreements 23,582 365 6.19% 24,263 267 4.40%
Notes payable � servicing
advance 367 9 9.81% 721 14 7.77%

Total $ 775,684 $ 11,451 5.90% $ 595,303 $ 7,714 5.18%

Net interest income and
interest rate spread $ 7,356 2.14% $ 7,694 3.00%

Net yield on average interest
earning assets3 3.15% 4.09%

Edgar Filing: DELTIC TIMBER CORP - Form 425

Table of Contents 36



1 Net of loan
servicing fees.

2 Includes facility
fees.

3 Amount is
calculated as
annualized net
interest income
divided by total
average interest
earning assets.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
     The following table sets forth the changes in the components of net interest income for the three months ended
September 30, 2006 compared to the three months ended September 30, 2005 (in thousands). The changes in net
interest income between periods have been reflected as attributable to either volume or rate changes. For the purposes
of this table, changes that are not solely due to volume or rate changes are allocated to rate changes.

Volume Rate Total
Interest earning assets:
Manufactured housing loans $ 3,726 $ (418) $ 3,308
Investment securities (2) (34) (36)
Other 5 122 127

Total interest income $ 3,729 $ (330) $ 3,399

Interest bearing liabilities:
Loan funding facilities $ 2,364 $ 1,280 $ 3,644
Repurchase agreements (7) 105 98
Notes payable � servicing advances (7) 2 (5)

Total interest expense $ 2,350 $ 1,387 $ 3,737

Decrease in net interest income $ (338)

Non-interest Income
     Non-interest income is primarily made up of loan servicing related revenue including loan servicing fees, late
charges, commissions on insurance and commitment fees from third-party loan originations. Such revenue increased
$0.5 million, or 12.8%, to $4.4 million compared to $3.9 million. This increase was primarily the result of an increase
in the average serviced loan portfolio on which servicing fees are collected of approximately $78.7 million, or 5.3%,
from $1.49 billion to $1.57 billion.
Provision for Losses
     The provision for loan losses decreased 76.1% to $1.6 million from $6.7 million. The provision for the three
months ended September 30, 2005 included approximately $3.5 million related to the effects of Hurricane Katrina and
Hurricane Rita and approximately $0.8 million of losses related to the charge-off of loans repurchased from
Vanderbilt Mortgage and Finance, Inc. (�Vanderbilt�) under a previous repurchase agreement. Net charge-offs against
the allowance for loan losses decreased 23.1% to $2.0 million for the three months ended September 30, 2006
compared to $2.6 million for three months ended September 30, 2005. As a percentage of average loans receivable,
net charge-offs, on an annualized basis, decreased to 0.9% compared to 1.5%. We expect net charge-offs as a
percentage of average outstanding principal balance to continue to decrease in the future due to the fact that the owned
portfolio of loans at September 30, 2006 has a larger concentration of loans originated after December 31, 2001 than
was the case for the owned portfolio at September 30, 2005. A change to our underwriting practices and credit scoring
model in 2002 has resulted in higher credit quality of loans originated since 2002.
     No impairments related to previously purchased loan pools were recognized during the third quarter of 2006. An
impairment of $0.4 million in the carrying value of a previously purchased loan pool was recognized during the third
quarter of 2005.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
Non-interest Expenses
     Personnel expenses decreased approximately $0.2 million, or 3.4%, to $5.7 million compared to $5.9 million. The
decrease is primarily the result of a $0.3 million decrease in stock compensation expense offset by a $0.1 million
increase in salary expense.
     Loan origination and servicing expenses increased approximately 8.4% to $402,000 compared to $371,000. The
change is primarily a result of an increase in custodial and other servicing fees related to the general growth of our
servicing portfolio.
     Write-down of residual interest decreased $0.7 million. During the three months ended September 30, 2005 we
wrote-off our residual interest in the 2002-A securitization as a result of the effects of Hurricane Katrina and
Hurricane Rita.
     Loss on recourse buyout decreased $0.9 million. During the three months ended September 30, 2005 we bought out
our recourse obligation with Vanderbilt.
     Other operating expenses, which consist of occupancy and equipment, professional fees, travel and entertainment
and miscellaneous expenses decreased approximately $0.4 million to $2.2 million or 15.4%, compared to $2.6 million.
This decrease is primarily the result of a $0.2 million decrease in professional fees, a $0.1 million decrease in travel
and entertainment expenses and a $0.1 million decrease in other miscellaneous expenses.
Comparison of the nine months ended September 30, 2006 and 2005.
Net Income
     Net income increased $8.5 million to $4.9 million for the nine months ended September 30, 2006 compared to a
net loss of $3.6 million for the same period in 2005. The increase is the result of an increase of $5.2 million in net
interest income after loan losses and impairment, an increase of $2.2 million in non-interest income and a decrease in
non-interest expenses of $1.1 million as described in more detail below.
Interest Income
     Interest income increased 25.2% to approximately $54.1 million compared to approximately $43.2 million. This
increase resulted primarily from an increase of $186.8 million or 26.7% in average interest earning assets from
$699.4 million to $886.2 million. The increase in interest earning assets includes an increase of approximately
$185.4 million in average manufactured housing loans. The weighted average net interest rate on the loan receivable
portfolio decreased to 8.2% from 8.3%.
     Interest expense increased $11.5 million, or 58.1%, to $31.3 million from $19.8 million. The majority of our
interest expense relates to interest on our loan funding facilities. Average debt outstanding on our loan funding
facilities increased $187.9 million to $705.4 million compared to $517.5 million, or 36.3%. The average interest rate
on total debt outstanding increased from 4.9% to 5.7%. The higher average interest rate for the nine months ended
September 30, 2006 compared to the nine months ended September 30, 2005 was primarily due to increases in the
base LIBOR rate.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
     The following table presents information relative to the average balances and interest rates of our interest earning
assets and interest bearing liabilities for the nine months ended September 30 (dollars in thousands):

2006 2005
Average Yield/ Average Yield/
Balance Interest Rate Balance Interest Rate

Interest earning assets:
Manufactured housing loans1 $ 828,294 $ 50,665 8.16% $ 642,902 $ 40,097 8.32%
Investment securities 41,313 2,814 9.08% 40,143 2,803 9.31%
Other 16,618 593 4.76% 16,312 296 2.42%

Total $ 886,225 $ 54,072 8.14% $ 699,357 $ 43,196 8.24%

Interest bearing liabilities2:
Loan funding facilities $ 705,377 $ 30,270 5.72% $ 517,515 $ 19,115 4.92%
Repurchase agreements 23,582 1,026 5.80% 22,337 653 3.90%
Notes payable � servicing
advance 454 32 9.40% 623 37 7.92%

Total $ 729,413 $ 31,328 5.73% $ 540,475 $ 19,805 4.89%

Net interest income and
interest rate spread $ 22,744 2.41% $ 23,391 3.35%

Net yield on average interest
earning assets3 3.42% 4.46%

     The following table sets forth the changes in the components of net interest income for the nine months ended
September 30, 2006 compared to the nine months ended September 30, 2005 (in thousands). The changes in net
interest income between periods have been reflected as attributable to either volume or rate changes. For the purposes
of this table, changes that are not solely due to volume or rate changes are allocated to rate changes.

Volume Rate Total
Interest earning assets:
Manufactured housing loans $ 11,563 $ (995) $ 10,568
Investment securities 82 (71) 11
Other 6 291 297

Total interest income $ 11,651 $ (775) $ 10,876

Interest bearing liabilities:
Loan funding facilities $ 6,939 $ 4,216 $ 11,155
Repurchase agreements 36 337 373
Notes payable � servicing advances (10) 5 (5)

Total interest expense $ 6,965 $ 4,558 $ 11,523
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Decrease in net interest income $ (647)

Non-interest Income
     Non-interest income is primarily made up of loan servicing related revenue including loan servicing fees, late
charges, commissions on insurance and commitment fees from third-party loan originations. Such revenue increased
$2.2 million, or 20.8%, to $12.8 million compared to $10.6 million. This increase was primarily the result of an
increase in the average serviced loan portfolio on which servicing fees are collected of approximately $82.5 million,
or 5.7%, from $1.46 billion to $1.54 billion.

1 Net of loan
servicing fees.

2 Includes facility
fees.

3 Amount is
calculated as
annualized net
interest income
divided by total
average interest
earning assets.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
Provision for Losses
     The provision for loan losses decreased 52.9% to $4.9 million from $10.4 million. The provision for the nine
months ended September 30, 2006 included approximately $3.5 million related to the effects of Hurricane Katrina and
Hurricane Rita and approximately $0.8 million of losses related to the charge-off of loans repurchased from
Vanderbilt under a previous repurchase agreement. Net charge-offs against the allowance for loan loss decreased
16.7% from $7.8 million, to $6.5 million. As a percentage of average loans receivable, net charge-offs, on an
annualized basis, decreased to 1.0% compared to 1.6%. We expect net charge-offs as a percentage of average
outstanding principal balance to continue to decrease in the future due to the fact that the owned portfolio of loans at
September 30, 2006 has a larger concentration of loans originated after December 31, 2001 than was the case for the
owned portfolio at September 30, 2005. A change to our underwriting practices and credit scoring model in 2002 has
resulted in higher credit quality of loans originated since 2002.
Non-interest Expenses
     Personnel expenses increased approximately $0.9 million, or 5.3%, to $18.0 million compared to $17.1 million.
The increase is primarily the result of a $0.7 million increase in annual performance bonuses and a $0.7 million
increase in salaries and temporary office staffing expenses, offset by a decrease of $0.5 million in stock compensation
expenses.
     Write-down of residual interest decreased $0.7 million. During the nine months ended September 30, 2005 we
wrote-off our residual interest in the 2002-A securitization as a result of the effects of Hurricane Katrina and
Hurricane Rita.
     Loss on recourse buyout decreased $0.9 million. During the nine months ended September 30, 2005 we bought out
our recourse obligation with Vanderbilt.
     Other operating expenses, which consist of occupancy and equipment, professional fees, travel and entertainment
and miscellaneous expenses decreased approximately $0.3 million to $6.3 million or 4.5%, compared to $6.6 million.
This decrease is primarily the result of a $0.1 million decrease in professional fees, a $0.1 million decrease in
telephone and data communication expenses and a $0.1 million decrease in other miscellaneous expenses.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
Receivable Portfolio and Asset Quality
     Net loans receivable outstanding increased 17.8% to $904.9 million at September 30, 2006 compared to
$768.4 million at December 31, 2005. Loans receivable are comprised of installment contracts and mortgages
collateralized by manufactured houses and in some instances real estate.
     New loan originations for the three months ended September 30, 2006 decreased 0.7% to $70.9 million compared
to $71.4 million for the three months ended September 30, 2005. We additionally processed $15.7 million and
$11.1 million in loans originated under third-party origination agreements for the three months ended September 30,
2006 and 2005, respectively. New loan originations for the nine months ended September 30, 2006 increased 6.5% to
$210.2 million compared to $197.4 million for the nine months ended September 30, 2005. We additionally processed
$35.9 million and $23.1 million in loans originated under third-party origination agreements for the nine months
ended September 30, 2006 and 2005, respectively.
     During the three and nine months ended September 30, 2006, we purchased $4.2 million in loans from Sun Home
Services, Inc., a subsidiary of Sun Communities, Inc. (�Sun Communities�). The purchase price approximated fair
value. Sun Communities owns approximately 20% of our outstanding common stock. We did not purchase any loans
from Sun Communities or its affiliates during the three and nine months ended September 30, 2005.
     The following table sets forth the average loan balance, weighted average loan coupon and weighted average initial
term of the loan receivable portfolio (dollars in thousands):

September 30,
2006

December 31,
2005

Principal balance of loans receivable $ 912,596 $ 781,650
Number of loans receivable 19,580 17,277
Average loan balance $ 47 $ 45
Weighted average loan coupon1 9.51% 9.56%
Weighted average initial term 20 years 20 years
     Delinquency statistics for the manufactured housing loan portfolio are as follows (dollars in thousands):

September 30, 2006 December 31, 2005
No. of Principal % of No. of Principal % of

Days delinquent Loans Balance Portfolio Loans Balance Portfolio
31-60 240 $8,701 1.0% 215 $8,182 1.0%
61-90 84 2,991 0.3% 68 2,561 0.3%
Greater than 90 147 5,600 0.6% 192 7,480 1.0%
     We define non-performing loans as those loans that are 90 or more days delinquent in contractual principal
payments. For the three and nine months ended September 30, 2006 the average outstanding principal balance of
non-performing loans was approximately $5.2 million and $5.8 million, respectively, compared to $7.0 million for
both the three and nine months ended September 30, 2005. Non-performing loans as a percentage of average loans
receivable decreased to 0.6% and 0.7% for the three and nine months ended September 30, 2006 as compared to 1.0%
and 1.1% for the three and nine months ended September 30, 2005, primarily as a result of higher average balances
and improved credit quality in the loan portfolio.
     At September 30, 2006 we held 124 repossessed houses owned by us compared to 162 houses at December 31,
2005. The book value of these houses, including repossession expenses, based on the lower of cost or market value
was approximately $2.6 million at September 30, 2006 compared to $3.5 million at December 31, 2005, a decrease of
$0.9 million or 25.7%.

1 The weighted
average loan

Edgar Filing: DELTIC TIMBER CORP - Form 425

Table of Contents 43



coupon includes
an imbedded
servicing fee
rate resulting
from
securitization or
sale of the loan
but accounted
for as a
financing.

27

Edgar Filing: DELTIC TIMBER CORP - Form 425

Table of Contents 44



Table of Contents

Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
     The allowance for loan losses decreased $1.6 million to $8.4 million at September 30, 2006 from $10.0 million at
December 31, 2005. Despite the 18.7% increase in the gross loans receivable balance, net of loans accounted for under
the provisions of the American Institute of Certified Public Accountants (�AICPA�) Statement of Position 03-3 (�SOP
03-3�), �Accounting for Certain Loans or Debt Securities Acquired in a Transfer,� the allowance for loan losses
decreased 16.0% due to improvements in delinquency rates and net charge-offs. Loans delinquent over 60 days
decreased $1.4 million or 14.0% from $10.0 million at December 31, 2005 to $8.6 million at September 30, 2006. The
allowance for loan losses as a percentage of gross loans receivable, net of loans accounted for under SOP 03-3, was
approximately 0.95% at September 30, 2006 compared to approximately 1.35% at December 31, 2005. Net
charge-offs were $2.0 million and $6.5 million for the three and nine months ended September 30, 2006, respectively,
compared to $2.6 million and $7.8 million for the three and nine months ended September 30, 2005.
     Our allowance for loan losses includes amounts provided for inherent losses resulting from the damage inflicted by
Hurricane Katrina and Hurricane Rita in 2005. Observed trends in the performance of the identified loans through
September 30, 2006 and continuing through November 1, 2006, including delinquency rates, losses and recovery
percentages, have been more favorable than management�s initial expectations. However, there can be no assurance
that these trends will continue. At January 1, 2006 our allowance included approximately $3.4 million of estimated
losses related to the effects of Hurricane Katrina and Hurricane Rita. As a result of the more favorable trends, we have
reduced a portion of the allowance established for estimated hurricane losses by approximately $0.6 million and
$1.6 million during the three and nine months ended September 30, 2006. We will continue to gather and interpret
data from the affected areas and compare such information to our estimates. Amounts are refined as deemed
appropriate.
     Changes to our underwriting practices, processes, credit scoring models, systems and servicing techniques in 2002
have resulted in demonstrably superior performance by loans originated in and subsequent to 2002 as compared to
loans originated by our predecessors prior to 2002. The pre-2002 loans, despite representing a diminishing percentage
of our owned loan portfolio, have had a disproportionate impact on our financial performance.
The following tables indicate the impact of such legacy loans:
Loan Pool Unpaid Principal Balance (dollars in thousands)1

2002 and
2001 and
prior subsequent

At December 31, 2005
Dollars $ 56,622 $732,033
Percentage of total 7.2% 92.8%

At September 30, 2006
Dollars $ 48,475 $868,071
Percentage of total 5.3% 94.7%
Static Pool Performance (dollars in thousands) 1

2002 and
2001 and
prior subsequent

Nine months ended September 30, 2006
Dollars defaulted $ 4,055 $9,819
Net recovery percentage 37.1% 48.4%
Net losses $ 3,495 $5,507
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
     While representing less than 6% of the owned loan portfolio at September 30, 2006, the pre-2002 loans accounted
for approximately 29% of the defaults during the nine months ended September 30, 2006. Additionally, recovery rates
were substantially lower for the pre-2002 loans leading to higher losses as compared to loans from 2002 and later.
Management believes that as these loans become a smaller percentage of the owned loan portfolio, the negative
impact on earnings will diminish.
     Our asset quality statistics for the quarter ended September 30, 2006 reflect our continued emphasis on the credit
quality of our borrowers and the improved underwriting and origination practices we have put into place. Continued
improvement in delinquency statistics and recovery rates are expected to result in lower levels of non-performing
assets and net charge-offs. Long term, lower levels of non-performing assets and net charge-offs should have a
positive effect on earnings through decreases in the provision for loan losses and servicing expenses as well as
increases in net interest income.
Liquidity and Capital Resources
     We require capital to fund our loan originations, acquire manufactured housing loans originated by third parties
and expand our loan servicing operations. At September 30, 2006 we had approximately $3.3 million in available cash
and cash equivalents. As a REIT, we are required to distribute at least 90% of our REIT taxable income (as defined in
the Internal Revenue Code) to our stockholders on an annual basis. Therefore, as a general matter, it is unlikely we
will have any substantial cash balances that could be used to meet our liquidity needs. Instead, these needs must be
met from cash provided from operations and external sources of capital. Historically, we have satisfied our liquidity
needs through cash generated from operations, sales of our common and preferred stock, borrowings on our credit
facilities and securitizations.
     Cash provided by operating activities during the nine months ended September 30, 2006, totaled $13.3 million
versus $13.6 million for the nine months ended September 30, 2005. Cash used in investing activities was
$142.6 million for the nine months ended September 30, 2006 versus $176.7 million for the nine months ended
September 30, 2005. Cash used to originate and purchase loans decreased 1.0%, or $2.1 million, to $214.5 million for
the nine months ended September 30, 2006 compared to $216.6 million for the nine months ended September 30,
2005. The change is a result of a decrease of approximately $26.6 million in manufactured housing loan purchases
offset by an increase in origination volume due to increased market share resulting from our focus on customer service
and the use of technology to deliver our products and services. Principal collections on loans totaled $64.0 million for
the nine months ended September 30, 2006 as compared to $41.3 million for the nine months ended September 30,
2005, an increase of $22.7 million, or 55.0%. The increase in collections is primarily related to the increase in the
average outstanding loan portfolio balance, which was $828.3 million for the nine months ended September 30, 2006
compared to $642.9 million for the nine months ended September 30, 2005, in addition to improved credit quality and
decreased delinquency as a percentage of outstanding loan receivable balance.
     The primary source of cash during the nine months ended September 30, 2006 was our 2006-A securitized
financing transaction completed in August 2006. We securitized approximately $224.2 million in principle balance of
manufactured housing loans, which was funded by issuing bonds of approximately $200.6 million. Proceeds from the
transaction totaled approximately $200.6 million, of which approximately $199.2 million was used to reduce the
aggregate balance of notes outstanding under our Citigroup warehouse financing facility.
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     Continued access to the securitization market is very important to our business. The proceeds from successful
securitization transactions generally are applied to paying down our short-term credit facilities giving us renewed
borrowing capacity to fund new loan originations. Numerous factors affect our ability to complete a successful
securitization, including factors beyond our control. These include general market interest rate levels, the shape of the
yield curve and spreads between rates on U.S. Treasury obligations and securitized bonds, all of which affect investors�
demand for securitized debt. In the event these factors are unfavorable our ability to successfully complete
securitization transactions is impeded and our liquidity and capital resources are affected negatively. There can be no
assurance that current favorable conditions will continue or that unfavorable conditions will not return.
     We currently have a short term securitization facility used for warehouse financing with Citigroup. Under the terms
of the agreement, originally entered into in March 2003 and amended periodically, most recently in July 2006, we
pledge loans as collateral and in turn we are advanced funds. The facility has a maximum advance amount of
$200 million at an annual interest rate equal to LIBOR plus a spread. Additionally, the facility includes a $35 million
supplemental advance amount that is collateralized by our residual interests in our securitizations. The facility matures
on March 22, 2007. The outstanding balance on the facility was approximately $61.0 million at September 30, 2006.
     Additionally, we have four repurchase agreements with Citigroup. Three of the repurchase agreements are for the
purpose of financing the purchase of investments in three asset backed securities with principal balances of
$32.0 million, $3.1 million and $3.7 million respectively. The fourth repurchase agreement is for the purpose of
financing a portion of our interest in the 2004-B securitization with a principal balance of $4.0 million. Under the
terms of the agreements we sell our interest in the securities with an agreement to repurchase them at a predetermined
future date at the principal amount sold plus an interest component. The securities are financed at an amount equal to
75% of their current market value as determined by Citigroup. Typically the repurchase agreements are rolled over for
30 day periods when they expire. The annual interest rates on the agreements are equal to LIBOR plus a spread. The
repurchase agreements had outstanding principal balances of approximately $16.8 million, $1.7 million, $2.1 million
and $3.0 million at September 30, 2006.
     Under the terms of our revolving credit facility with JP Morgan Chase Bank, N.A., we can borrow up to
$5.0 million to fund required principal and interest advances on manufactured housing loans that we service for
outside investors. Borrowings under the facility are repaid when we collect monthly payments made by borrowers
under such manufactured housing loans. The bank�s prime interest rate is payable on the outstanding balance. To
secure the loan, we have granted JPMorgan Chase Bank, N.A. a security interest in substantially all our assets
excluding securitized assets. The expiration date of the facility is December 31, 2006. The outstanding balance on the
facility was approximately $1.5 million at September 30, 2006.
     In September 2005, the Securities and Exchange Commission declared effective our shelf registration statement on
Form S-3 for the proposed offering, from time to time, of up to $200 million of our common stock, preferred stock
and debt securities. In addition to such debt securities, preferred stock and other common stock we may sell under the
registration statement, we have registered for sale 1,540,000 shares of our common stock pursuant to a sales
agreement that we have entered into with Brinson Patrick Securities Corporation. It is anticipated that these shares of
common stock will be sold at the price of our common stock prevailing at the time of sale.
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     Our long-term liquidity and capital requirements consist primarily of funds necessary to originate and hold
manufactured housing loans, acquire and hold manufactured housing loans originated by third parties and expand our
loan servicing operations. We expect to meet our long-term liquidity requirements through cash generated from
operations, but we will require external sources of capital, including sales of shares of our common stock, preferred
stock, debt securities and third-party borrowings. We intend to continue to access the asset-backed securities market
for the long-term financing of our loans in order to match the interest rate risk between our loans and the related
long-term funding source. Our ability to meet our long-term liquidity needs depends on numerous factors, many of
which are outside of our control. These factors include general capital market and economic conditions, general
market interest rate levels, the shape of the yield curve and spreads between rates on U.S. Treasury obligations and
securitized bonds, all of which affect investors� demand for equity and debt securities, including securitized debt
securities.
     Cash generated from operations, borrowings under our Citigroup facility, loan securitizations, borrowings against
our securitized loan interests, convertible debt, equity interests or additional debt financing arrangements (either
pursuant to our shelf registration statement on Form S-3 or otherwise) will enable us to meet our liquidity needs for at
least the next twelve months depending on market conditions which may affect loan origination volume, loan
purchase opportunities and the availability of securitizations. If market conditions require, loan purchase opportunities
become available, or favorable capital opportunities become available, we may seek additional funds through
additional credit facilities or additional sales of our common or preferred stock.
     The risks associated with the manufactured housing business become more acute in any economic slowdown or
recession. Periods of economic slowdown or recession may be accompanied by decreased demand for consumer credit
and declining asset values. In the manufactured housing business, any material decline in collateral values increases
the loan-to-value ratios of loans previously made, thereby weakening collateral coverage and increasing the size of
losses in the event of default. Delinquencies, repossessions, foreclosures and losses generally increase during
economic slowdowns or recessions. For our finance customers, loss of employment, increases in cost-of-living or
other adverse economic conditions could impair their ability to meet their payment obligations. Higher industry
inventory levels of repossessed manufactured houses may affect recovery rates and result in future impairment
charges and provision for losses. In addition, in an economic slowdown or recession, servicing and litigation costs
generally increase. Any sustained period of increased delinquencies, repossessions, foreclosures, losses or increased
costs would adversely affect our financial condition, results of operations and liquidity.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk
     Market risk is the risk of loss arising from adverse changes in market prices and interest rates. Our market risk
arises from interest rate risk inherent in our financial instruments. We are not currently subject to foreign currency
exchange rate risk or commodity price risk.
     The outstanding balance of our variable rate debt under which we paid interest at various LIBOR rates plus a
spread, totaled $281.9 million and $173.5 million at September 2006 and 2005, respectively. If LIBOR increased or
decreased by 1.0% during the nine months ended September 30, 2006 and 2005, we believe our interest expense
would have increased or decreased by approximately $1.3 million and $1.1 million, respectively, based on the
$180.3 million and $146.0 million average balance outstanding under our variable rate debt facilities for the nine
months ended September 30, 2006 and 2005, respectively. We had no variable rate interest earning assets outstanding
during the nine months ended September 30, 2006 or 2005.
     The following table shows the contractual maturity dates of our assets and liabilities at September 30, 2006. For
each maturity category in the table the difference between interest-earning assets and interest-bearing liabilities
reflects an imbalance between re-pricing opportunities for the two sides of the balance sheet. The consequences of a
negative cumulative gap at the end of one year suggests that, if interest rates were to rise, liability costs would
increase more quickly than asset yields, placing negative pressure on earnings (dollars in thousands).

Maturity
0 to 3 4 to 12 1 to 5 Over 5
months months years years Total

Assets

Cash and equivalents $ 3,343 $ � $ � $ � $ 3,343
Restricted cash 13,867 � � � 13,867
Investments � � � 41,540 41,540
Loans receivable, net 31,735 89,613 358,654 424,863 904,865
Furniture, fixtures and equipment,
net 206 619 2,475 � 3,300
Goodwill � � � 32,277 32,277
Other assets 11,354 6,374 4,680 2,546 24,954

Total assets $ 60,505 $ 96,606 $ 365,809 $ 501,226 $ 1,024,146

Liabilities and Stockholders�
Equity

Warehouse financing $ 15,255 $ 45,763 $ � $ � $ 61,018
Securitization financing 24,901 70,316 281,422 333,372 710,011
Repurchase agreements 23,582 � � � 23,582
Notes payable � servicing advances 1,458 � � � 1,458
Other liabilities 20,579 356 � 4,672 25,607

Total liabilities 85,775 116,435 281,422 338,044 821,676

Preferred stock � � � 125 125
Common stock � � � 258 258
Additional paid-in-capital � � � 219,437 219,437
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Accumulated other comprehensive
loss (4) (32) 177 (1,185) (1,044)
Distributions in excess of earnings � � � (16,306) (16,306)

Total stockholders� equity (4) (32) 177 202,329 202,470

Total liabilities and stockholders�
equity $ 85,771 $ 116,403 $ 281,599 $ 540,373 $ 1,024,146

Interest sensitivity gap $ (25,266) $ (19,797) $ 84,210 $ (39,147)
Cumulative interest sensitivity gap $ (25,266) $ (45,063) $ 39,147 �
Cumulative interest sensitivity gap
to total assets (2.47)% (4.40)% 3.82% �
     We believe the negative effect of a rise in interest rates is reduced by the anticipated securitization of our loans
receivable, which in conjunction with our hedging strategies, fixes our cost of funds associated with the loans over the
lives of such loans.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk
     The following table shows our financial instruments that are sensitive to changes in interest rates and are
categorized by contractual maturity at September 30, 2006, (dollars in thousands):

Contractual Maturity
There-

2006 2007 2008 2009 2010 after Total
Interest sensitive
assets
Loans receivable $ 31,735 $ 117,678 $ 103,867 $ 91,615 $ 80,775 $ 479,195 $ 904,865
Average interest
rate 9.51% 9.51% 9.51% 9.51% 9.51% 9.51% 9.51%
Interest bearing
deposits 17,669 � � � � � 17,669
Average interest
rate 4.76% � � � � � 4.76%
Investments � � � � � 41,540 41,540
Average interest
rate � � � � � 9.08% 9.08%
Interest rate swap
asset 3 � � � � � 3
Average interest
rate 5.33% � � � � � 5.33%

Total interest
sensitive assets $ 49,407 $ 117,678 $ 103,867 $ 91,615 $ 80,775 $ 520,735 $ 964,077

Interest sensitive
liabilities
Warehouse
financing $ 15,255 $ 45,763 $ � $ � $ � $ � $ 61,018
Average interest
rate 7.19% 7.19% � � � � 7.19%
Securitization
financing 24,901 92,337 81,500 71,886 63,381 376,006 710,011
Average interest
rate 5.89% 5.89% 5.89% 5.89% 5.89% 5.89% 5.89%
Repurchase
agreements 23,582 � � � � � 23,582
Average interest
rate 6.19% � � � � � 6.19%
Note payable �
servicing advance 1,458 � � � � � 1,458
Average interest
rate 9.81% � � � � � 9.81%
Interest rate swap
liability � 232 � � � 3,140 3,372
Average interest
rate � 5.44% � � � 5.44% 5.44%
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Total interest
sensitive liabilities $ 65,196 $ 138,332 $ 81,500 $ 71,886 $ 63,381 $ 379,146 $ 799,441
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Item 4. Controls and Procedures
     Our Chief Executive Officer and Chief Financial Officer have concluded that the design and operation of our
disclosure controls and procedures are effective as of the end of the period covered by this report. This conclusion is
based on an evaluation conducted under the supervision and with the participation of management. Disclosure
controls and procedures are those controls and procedures which ensure that information required to be disclosed in
our filings is recorded, processed, summarized and reported within the time periods specified in the Securities and
Exchange Commission rules and regulations, and that such information is accumulated and communicated to our
management, including our Chief Executive Officer and Chief Financial Officer, as appropriate, in order to allow
timely decisions regarding required disclosures.
     Our management, including our Chief Executive Officer and Chief Financial Officer, has determined that during
the period covered by this report there were no changes in our internal controls over financial reporting that materially
affected, or are reasonably likely to materially affect, our internal controls over financial reporting.
PART II OTHER INFORMATION
ITEM 6. Exhibits and Reports on Form 8-K
     (a) Exhibits

Exhibit No. Description
Method of
Filing

10.1 Employment Agreement dated July 14, 2006 among Origen Financial
Inc., Origen Financial L.L.C and Ronald A. Klein*

(1)

31.1 Certification of Chief Executive Officer Required by Rule 13a-14(a) of
the Securities Exchange Act of 1934, as amended.

(2)

31.2 Certification of Chief Financial Officer Required by Rule 13a-14(a) of
the Securities Exchange Act of 1934, as amended.

(2)

32.1 Certification of Chief Executive Officer and Chief Financial Officer
Required by Rule 13a-14(b) of the Securities Exchange Act of 1934, as
amended.

(2)

(1) Incorporated by reference to Origen Financial, Inc.�s Current Report on Form 8-K filed July 18, 2006.
(2) Filed herewith.
* Management contract or compensatory plan or arrangement.
     (b) Reports on Form 8-K
     During the period covered by this report, we filed the following Current Reports on Form 8-K:

(i) Form 8-K, filed July 18, 2006, furnished for the purpose of reporting, under Items 1.01 (Entry into a Material
Definitive Agreement) and 9.01 (Financial Statements and Exhibits), the entry into an employment
agreement between Origen Financial, Inc., and our Chief Executive Officer, Ronald A. Klein.

(ii) Form 8-K, filed August 9, 2006, furnished for the purpose of reporting, under Item 2.02 (Results of
Operations and Financial Condition), our preliminary unaudited financial results for the quarter ended
June 30, 2006.
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SIGNATURES

Pursuant to the requirements 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.
Dated: November 3, 2006

ORIGEN FINANCIAL, INC. (Registrant)

BY: /s/ W. Anderson Geater, Jr.

W. Anderson Geater, Jr., Chief
Financial Officer and Secretary
(Duly authorized officer and principal financial officer)
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ORIGEN FINANCIAL, INC.
EXHIBIT INDEX

Exhibit No. Description
Method of
Filing

10.1 Employment Agreement dated July 14, 2006 among Origen Financial
Inc., Origen Financial L.L.C and Ronald A. Klein*

(1)

31.1 Certification of Chief Executive Officer Required by Rule 13a-14(a) of
the Securities Exchange Act of 1934, as amended.

(2)

31.2 Certification of Chief Financial Officer Required by Rule 13a-14(a) of
the Securities Exchange Act of 1934, as amended.

(2)

32.1 Certification of Chief Executive Officer and Chief Financial Officer
Required by Rule 13a-14(b) of the Securities Exchange Act of 1934, as
amended.

(2)

(1) Incorporated by reference to Origen Financial, Inc.�s Current Report on Form 8-K filed July 18, 2006.
(2) Filed herewith.
* Management contract or compensatory plan or arrangement.
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