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PART I – FINANCIAL INFORMATION

ITEM 1

FINANCIAL STATEMENTS
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CONDENSED CONSOLIDATED BALANCE SHEETS (Unaudited)

Pope Resources, a Delaware Limited Partnership
June 30, 2009 and December 31, 2008
(Thousands)

  2009   2008  
Assets       
Current assets:       
  Pope cash and cash equivalents  $ 9,444  $ 15,931 
  ORM Timber Funds cash and cash equivalents   1,939   2,047 
    Cash and cash equivalents   11,383   17,978 
  Accounts receivable, net   649   500 
  Land held for sale   552   596 
  Current portion of contracts receivable   39   477 
  Prepaid expenses and other   226   295 
     Total current assets   12,849   19,846 
         
Properties and equipment, at cost:         
  Land held for development   24,769   23,931 
  Land   20,348   20,449 
  Roads and timber (net of accumulated         
    depletion of $53,710 and $52,552)   91,889   92,753 
  Buildings and equipment (net of accumulated         
    depreciation of $7,530 and $7,360)   3,832   3,565 
   140,838   140,698 
         
Other assets:         
  Contracts receivable, net of current portion   1,373   994 
  Student loan auction rate securities   3,678   3,619 
  Other   294   254 
   5,345   4,867 
         
Total assets  $ 159,032  $ 165,411 
         
Liabilities, Partners' Capital, and Noncontrolling Interests         
Current liabilities:         
  Accounts payable  $ 343  $ 635 
  Accrued liabilities   351   863 
  Current portion of environmental remediation   184   300 
  Current portion of long-term debt   1,371   1,417 
  Deferred revenue   413   205 
  Other current liabilities   215   161 
     Total current liabilities   2,877   3,581 
         
Long-term debt, net of current portion   26,865   28,169 
Environmental remediation, net of current portion   1,164   1,254 
Other long term liabilities   162   236 
         
Partners' capital (units outstanding 4,513 and 4,599)   83,635   87,817 
Accumulated other comprehensive income   141   - 
Noncontrolling interests   44,188   44,354 
    Total partners' capital and noncontrolling interests   127,964   132,171 
         
Total liabilities, partners' capital, and noncontrolling interests  $ 159,032  $ 165,411 

See accompanying notes to condensed consolidated financial statements.
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CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)

Pope Resources, a Delaware Limited Partnership
For the Three Months and Six Months Ended June 30, 2009 and 2008
(Thousands, except per unit data)

  Three Months Ended June 30,   Six Months Ended June 30,  
  2009   2008   2009   2008  
             
Revenues  $ 3,666  $ 11,252  $ 8,645  $ 17,592 
Cost of timber and land sold   (1,882)   (6,289)   (4,080)   (8,968)
Operating expenses   (1,607)   (2,332)   (3,585)   (4,410)
General and administrative expenses   (901)   (1,016)   (1,745)   (1,894)
     Income (loss) from operations   (724)   1,615   (765)   2,320 
                 
Other income (expense):                 
  Interest expense   (593)   (606)   (1,210)   (1,240)
  Capitalized interest   313   311   618   619 
  Interest income   63   218   132   613 
  Recovery (impairment) of investments   3   -   (57)   - 
     Total other expense   (214)   (77)   (517)   (8)
                 
Income (loss) before income taxes   (938)   1,538   (1,282)   2,312 
Income tax expense   (5)   -   (5)   (57)
     Net income (loss)   (943)   1,538   (1,287)   2,255 
                 
Net loss attributable to noncontrolling interest:                 
  ORM Timberfund I, LP   240   145   459   369 
  ORM Timberfund II, Inc.   10   -   12   - 
     Net income (loss) attributable to unitholders  $ (693)  $ 1,683  $ (816)  $ 2,624 
                 
Allocable to general partners  $ (9)  $ 22  $ (11)  $ 34 
Allocable to limited partners   (684)   1,661   (805)   2,590 
  $ (693)  $ 1,683  $ (816)  $ 2,624 
                 
Earnings (loss) per unit:                 
     Basic  $ (0.16)  $ 0.36  $ (0.18)  $ 0.56 
     Diluted  $ (0.16)  $ 0.36  $ (0.18)  $ 0.55 
                 
Weighted average units outstanding:                 
     Basic   4,529   4,583   4,561   4,601 
     Diluted   4,529   4,678   4,561   4,699 
                 
Distributions per unit  $ 0.20  $ 0.40  $ 0.40  $ 0.80 

See accompanying notes to condensed consolidated financial statements.

5



 
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

Pope Resources, a Delaware Limited Partnership
Six Months Ended June 30, 2009 and 2008
(Thousands)

  2009   2008  
Net income (loss)  $ (1,287)  $ 2,255 
Add back non-cash charges (credits):         
  Depletion   1,033   1,864 
  Unit based compensation   303   206 
  Depreciation and amortization   405   385 
  Impairment of student loan auction rate securities   57   - 
  Deferred taxes   (109)   - 
  Cost of land sold   116   2,517 
Change in operating accounts:         
  Deferred revenue   208   138 
  Accounts receivable   (149)   (1,065)
  Contracts receivable   59   238 
  Prepaid expenses and other current assets   118   86 
  Accounts payable   (292)   (171)
  Accrued liabilities   (442)   (1,014)
  Deposits   54   38 
  Environmental remediation   (206)   (160)
  Other long-term liabilities   (74)   (72)
  Other long-term assets   -   400 
  Other   (9)   (6)
Net cash provided by (used in) operating activities   (215)   5,639 
         
Cash provided by (used in) investing activities:         
  Redemption of investments   25   15,075 
  Reforestation and roads   (306)   (382)
  Proceeds from fixed asset sale   15   34 
  Capitalized development activities, net of reimbursements   (860)   (1,548)
  Other capital expenditures   (539)   (356)
    Net cash provided by (used in) investing activities   (1,665)   12,823 
         
Cash used in financing activities:         
  Unit repurchase   (1,824)   (3,643)
  Repayment of long-term debt   (1,350)   (1,290)
  Proceeds from option exercises   -   352 
  Capital call-ORM Timber Fund II, Inc.   305   10 
  Noncontrolling interest distribution   -   (800)
  Unitholder distributions   (1,846)   (3,712)
    Net cash used in financing activities   (4,715)   (9,083)
         
Net increase (decrease) in cash and cash equivalents   (6,595)   9,379 
Cash and cash equivalents at beginning of period   17,978   2,174 
         
Cash and cash equivalents at the end of the six-month period  $ 11,383  $ 11,553 

See accompanying notes to condensed consolidated financial statements.
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POPE RESOURCES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

June 30, 2009

1. The condensed consolidated financial statements as of June 30, 2009 and December 31, 2008 and for the three-month periods (quarters) and six-month periods ended June 30, 2009 and June 30, 2008 have been
prepared by Pope Resources, A Delaware Limited Partnership (the “Partnership”) pursuant to the rules and regulations of the Securities and Exchange Commission (the "SEC"). The condensed consolidated
financial statements are unaudited, but, in the opinion of management, reflect all adjustments (consisting only of normal recurring adjustments and accruals) necessary for a fair presentation of the financial
position, results of operations and cash flows for the interim periods. The financial information as of December 31, 2008, is derived from the Partnership’s audited consolidated financial statements and notes
thereto for the year ended December 31, 2008, and should be read in conjunction with such financial statements. The results of operations for the interim periods are not indicative of the results of operations that
may be achieved for the entire fiscal year ending December 31, 2009.  We have evaluated subsequent events for recognition or disclosure through August 5, 2009, which was the date we filed this Form 10-Q with
the SEC.

 
2. The financial statements in the Partnership's 2008 annual report on Form 10-K include a summary of significant accounting policies of the Partnership and should be read in conjunction with this Quarterly Report

on Form 10-Q.
 
3. The Partnership adopted SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements-an amendment of ARB No. 51, in the first quarter of 2009. The pronouncement requires noncontrolling

interests (previously referred to as minority interests) in consolidated subsidiaries to be reported as a component of equity, which changes the accounting for transactions involving a noncontrolling interest. In the
balance sheet, noncontrolling interests for all periods presented are now classified in the equity section, below Partners’ Capital. In the statement of operations, net income (loss) is presented excluding the impact
of net loss attributable to noncontrolling interests to arrive at net income (loss) attributable to the Partnership’s unitholders.

 
In the first quarter of 2009, the Partnership adopted FASB Staff Position (FSP) EITF 03-6-1, Determining Whether Instruments Granted in Share-Based Payment Transactions are Participating Securities.  The
FSP requires unvested share-based payment awards that contain nonforfeitable rights to dividends or dividend equivalents to be considered participating securities. The impact to the Partnership was not material
for the quarters and six-month periods ended June 30, 2009 or 2008.

 
In April 2009, the Financial Accounting Standards Board (FASB) issued FASB Staff Positions (FSP) FAS 107-1 and APB 28-1, Interim Disclosures about Fair Value of Financial Instrument. which requires
disclosures about fair value of financial instruments for interim reporting periods as well as in annual financial statements. FSP FAS 107-1 also amends APB Opinion No. 28, “Interim Financial Reporting,” to
require those disclosures in summarized financial information at interim reporting periods. This standard is effective for interim reporting periods ending after June 15, 2009. The Partnership adopted this standard
in the second quarter. The adoption of FSP FAS 107-1 did not have a material impact on the Partnership’s financial position or results of operations.
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In April 2009, the FASB issued FSP No. FAS 115-2 and FAS 124-2, “Recognition and Presentation of Other-Than-Temporary Impairments” (“FSP FAS 115-2 and FAS 124-2”), which amends the other-than-
temporary impairment guidance for debt securities to make the guidance more operational and to improve the presentation and disclosure of other-than-temporary impairments on debt and equity securities in the
financial statements. This guidance is effective for interim reporting periods ending after June 15, 2009. The Partnership adopted this standard in the second quarter of 2009. The adoption of FSP FAS 115-2 and
FAS 124-2 did not have a material impact on the Company’s financial position or results of operations.

 
Also in April 2009, the FASB issued FSP FAS 157-4, “Determining Fair Value When the Volume and Level of Activity for the Asset or Liability Have Significantly Decreased and Identifying Transactions That
Are Not Orderly,” (“FSP FAS 157-4”), which provides additional guidance for estimating fair value in accordance with SFAS 157, “Fair Value Measurements,” when the volume and level of activity for the asset
or liability have significantly decreased. This FSP also includes guidance on identifying circumstances that indicate a transaction is not orderly. This FSP is effective for reporting periods ending after June 15,
2009. The Partnership adopted this standard in the second quarter of 2009. The adoption of FSP FAS 157-4 did not have a material impact on the Company’s financial position or results of operations.

 
In the second quarter of 2009, the Partnership adopted SFAS No. 165, Subsequent Events.  The pronouncement makes management directly responsible for subsequent-events accounting and disclosure.  The
guidance requires management to disclose the date through which subsequent events have been evaluated and whether that date is the date the financial statements were widely distributed to unitholders, defined
as issued, or the date the financial statements are in a complete form and format that complies with Generally Accepted Accounting Principles (GAAP) and all management and board approvals, defined as the
date the financial statements are available to be issued.  The adoption of the pronouncement resulted in an additional footnote disclosure in Footnote 1.

 
 4. Basic net earnings (loss) per unit are based on the weighted average number of units outstanding during the period. Diluted net earnings per unit is calculated by dividing net income (loss) attributable to

unitholders, adjusted for non-forfeitable distributions paid out to unvested restricted unitholders, by the weighted average units outstanding during the year plus additional units that would have been outstanding
assuming the exercise of in-the-money unit equivalents using the treasury stock method.  Unit equivalents are excluded from the computation if their effect is anti-dilutive, as is the case when the company has net
loss for the period.  For computing the dilutive effect of unit options for the quarter and six months ended June 30, 2009, all unit equivalents outstanding were excluded from the calculation of fully diluted units
outstanding due to the net loss which made these options anti-dilutive.  For the quarter and six months ended June 30, 2008, options to purchase 927 and 602 units, respectively, at prices ranging from $35.00 to
$37.73 were not included in the calculation as they were anti-dilutive.
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Quarter Ended

June 30,   
Six Months Ended

June 30,  
  2009   2008   2009   2008  
Net income (loss) attributable to Pope Resources’ unitholders   (693)   1,683   (816)   2,624 
Nonforfeitable distributions paid to unvested restricted unitholders   (12)   (20)   (24)   (40)
Net income (loss) to outstanding unitholders   (705)   1,663   (840)   2,584 
Weighted average units outstanding (in thousands):                 
 Basic   4,529   4,583   4,561   4,601 
 Dilutive effect of unit equivalents   -   95   -   98 
 Diluted   4,529   4,678   4,561   4,699 
                 
 Earnings (loss) per unit: Basic  $ (0.16)  $ 0.36  $ (0.18)  $ 0.56 
                 
 Earnings (loss) per unit: Diluted  $ (0.16)  $ 0.36  $ (0.18)  $ 0.55 

 
Options to purchase 163,000 and 190,000 units at prices ranging from $9.30 to $37.73 per unit were outstanding as of June 30, 2009 and 2008, respectively.

 
5. In 2005, we adopted the 2005 Unit Incentive Plan. Following adoption of this new plan the Human Resources Committee of the Board of Directors began issuing restricted units instead of unit options as its

primary method of granting equity based compensation. However, that plan permits the issuances of unit options, unit appreciation rights and other equity compensation at the discretion of the Human Resources
Committee.

 
Restricted Units
As of June 30, 2009, total compensation expense not yet recognized related to non-vested restricted unit awards was $777,000 with a weighted average 18 months remaining to vest.

 
Restricted units  June 30, 2009  
Number outstanding   59,625 
Aggregate intrinsic value  $ 1,348,000 

Unit Options
Unit options have not been granted since December 2005. Units options granted prior to January 1, 2006 were non-qualified options granted at an exercise price not less than 100% of the fair value on the grant
date. Unit options granted to employees vested over four or five years. Board members had the option of receiving their annual retainer in the form of unit options and those options vested immediately as they
were granted monthly for services rendered during the month. Options granted have a life of ten years.

Options Outstanding and Exercisable  June 30, 2009  
Number outstanding   163,053 
Weighted average exercise price  $ 15.86 
Aggregate intrinsic value  $ 1,136,000 
Weighted average remaining contractual term   2.82 
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6. Supplemental disclosure of cash flow information: interest paid, net of amounts capitalized, totaled $587,000 and $824,000 for the six months ended June 30, 2009 and 2008, respectively. We received an income

tax refund of $61,000, net of income taxes paid of $1,000, for the six months ended June 30, 2009 compared to no income tax paid or received in the six months ended June 30, 2008.
 
7. The fair values of cash and cash equivalents and investments held at June 30, 2009 and December 31, 2008 are as follows (in thousands):
 

  June 30, 2009  
      Gross        
   Amortized   Unrealized   Realized   Estimated  
   Cost   Loss   Gain   Fair Value  
Cash and cash equivalents  $ 11,383  $ -  $ -  $ 11,383 
Securities maturing after ten years:                 
  Auction rate securities, non-current   3,975   (300)   3   3,678 

  December 31, 2008  
      Gross        
   Amortized   Unrealized   Realized   Estimated  
   Cost   Loss   Gain   Fair Value  
Cash and cash equivalents  $ 17,978  $ -  $ -  $ 17,978 
Auction rate securities, non-current   4,000   (381)   -   3,619 

 
There was a realized gain of $3,000 in the three and six-month periods ended June 30, 2009 compared with no realized gains or loss for the comparable periods in 2008.  The realized gain resulted from a
redemption at par for a $25,000 portion of one of the Student Loan Auction Rate Securities (“SLARS”).  The gain represents the amount by which the redemption proceeds exceeded the basis, as adjusted for
previous impairments.

At June 30, 2009, Pope Resources held SLARS with a par value of nearly $4.0 million and an estimated fair value of $3.7 million. SLARS are collateralized long-term debt instruments that were designed to
provide liquidity through a Dutch auction process that resets the applicable interest rate at pre-determined intervals, typically every 28 days. Beginning in February 2008, auctions failed when sell orders exceeded
buy orders. When these auctions failed to clear, higher default interest rates went into effect.  The underlying assets of the SLARS we hold, including the securities for which auctions have failed, are student loans
which are guaranteed by the U.S. Department of Education for 97% of the loan and interest due.

Moody’s Investors Service downgraded two of the four securities in our SLARS portfolio from Aaa to A3 in February 2009.  Standard & Poor’s AAA rating was not changed.  The estimated fair value of these
two securities decreased during the first quarter of 2009 resulting in an other-than-temporary impairment charge of $60,000 recorded in the first quarter of 2009.  In the second quarter of 2009, the valuation of the
SLARS portfolio increased resulting in a $122,000 asset impairment recovery which has been recorded to accumulated other comprehensive income.
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We have filed a claim with the Financial Industry Regulatory Authority (FINRA) against the broker that sold us the $4.0 million par value of SLARS. The FINRA claim is currently in arbitration with a
previously scheduled June 2009 hearing that is now rescheduled for October 2009. The results of the binding arbitration will not be known until the process is complete. Short of pursuing the FINRA claim to its
conclusion at the October hearing, the principal amount of these securities will not be accessible until the issuer calls the security, a successful auction occurs, a buyer is found outside of the auction process, or the
security matures.

Management believes that the working capital and borrowing capacity available to the Partnership excluding the funds invested in SLARS will be sufficient to meet cash requirements for at least the next 12
months.

 
8. FASB Statement No. 157 Fair Value Measurement (SFAS No. 157) was followed to determine the fair value of the Partnership’s investments. SFAS No. 157 defines a hierarchy of three levels of evidence used to

determine fair value:
 
 · Level 1 - quoted prices for identical assets/liabilities in active markets
 · Level 2 - quoted prices in a less active market, quoted prices for similar but not identical assets/liabilities, inputs other than quoted prices
 · Level 3 - significant unobservable inputs including the Partnership’s own assumptions in determining the fair value of investments

Under current credit market conditions there is no market for SLARS, thus eliminating any available Level 1 inputs for use in determining a market value. SLARS are unique and there are no actively traded
markets that one can observe to determine a value for the SLARS. The following table provides the fair value measurements of applicable Partnership financial assets according to the levels defined in SFAS No.
157 as of June 30, 2009 and December 31, 2008:

  June 30, 2009  
   Level 1   Level 2   Level 3   Total  
Cash and cash equivalents  $ 11,383  $ -  $ -  $ 11,383 
Auction rate securities, non-current   -   -   3,678   3,678 
Total financial assets at fair value  $ 11,383  $ -  $ 3,678  $ 15,061 

  December 31, 2008  
   Level 1   Level 2   Level 3   Total  
Cash and cash equivalents  $ 17,978  $ -  $ -  $ 17,978 
Auction rate securities, non-current   -   -   3,619   3,619 
Total financial assets at fair value  $ 17,978  $ -  $ 3,619  $ 21,597 

 
We identified market interest rates for similar securities, performed a discounted cash flow calculation using these alternative interest rates and considered the impact of illiquidity on the value of the securities.
This method represents a Level 3 input, and represents the best evidence we have to indicate value under current market conditions. The table below summarizes the change in the condensed consolidated balance
sheet carrying value associated with Level 3 financial assets for the six months ended June 30, 2009 and 2008:

 
11



 
Activity for Securities Valued Using Level 3 Inputs  2009   2008  
Balance at December 31, 2008 and 2007  $ 3,619  $ - 
Transfers into Level 3   -   14,650 
Redemptions   (25)   - 
Unrealized losses included in statement of operations   (60)   - 
Total unrealized gain (loss) included in other comprehensive loss   141   (1,154)
Realized gain included in statement of operations   3   - 
Balance at June 30,  $ 3,678  $ 13,496 

 
Total comprehensive loss for the three-month period ended June 30, 2009 is $821,000 which includes net loss for the quarter offset by the unrealized gain of $122,000 on SLARS compared to total comprehensive
income of $1.5 million for the same period in 2008 which consists of net income.  Total comprehensive loss for the six-month period ended June 30, 2009 is $1.1 million which consists of net loss offset by the
unrealized gain of $141,000 on the SLARS portfolio versus total comprehensive income of $1.1 million for the six-month period in 2008 which consists of net income and a temporary asset impairment charge of
$1.2 million on the SLARS portfolio.

 
9. The Partnership has two general partners: Pope MGP, Inc. and Pope EGP, Inc. In total, these two entities own 60,000 partnership units. The allocation of distributions and income (loss) between the general and

limited partners is pro rata among all units outstanding.
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10. In the presentation of the Partnership’s revenue and operating income by segment all intersegment revenue and expense is eliminated to determine externally reported operating income by business segment.  The

table that follows reconciles internally reported income from operations to externally reported income from operations by business segment, for the quarters and six-month periods ended June 30, 2009 and 2008:
 
  Fee Timber   Timberland           

Three Months Ended  
Pope

Resources   Timber   Total   
Management

&   Real        
June 30, (Thousands)  Timber   Funds   Fee Timber   Consulting   Estate   Other   Consolidated  

2009                      
Revenue internal  $ 2,784  $ -  $ 2,784  $ 501  $ 621  $ -  $ 3,906 
Eliminations   (30)   -   (30)   (198)   (12)   -   (240)
Revenue external   2,754   -   2,754   303   609   -   3,666 
                             
Cost of timber and land sold   (1,723)   -   (1,723)   -   (159)   -   (1,882)
                             
Operating, general and                             
   administrative expenses internal   (616)   (313)   (929)   (274)   (644)   (901)   (2,748)
Eliminations   12   198   210   30   -   -   240 
Operating, general and                             
   administrative expenses external   (604)   (115)   (719)   (244)   (644)   (901)   (2,508)
                             
Income (loss) from operations                             
   internal   445   (313)   132   227   (182)   (901)   (724)
Eliminations   (18)   198   180   (168)   (12)   -   - 
Income (loss) from operations                             
   external  $ 427  $ (115)  $ 312  $ 59  $ (194)  $ (901)  $ (724)
                             

2008                             
Revenue internal  $ 7,414  $ 2,747  $ 10,161  $ 468  $ 920  $ -  $ 11,549 
Eliminations   (73)   -   (73)   (214)   (10)   -   (297)
Revenue external   7,341   2,747   10,088   254   910   -   11,252 
                             
Cost of timber and land sold   (3,568)   (2,563)   (6,131)   -   (158)   -   (6,289)
                             
Operating, general and                             
   administrative expenses internal   (853)   (369)   (1,222)   (454)   (953)   (1,016)   (3,645)
Eliminations   13   212   225   77   (5)   -   297 
Operating, general and                             
   administrative expenses external   (840)   (157)   (997)   (377)   (958)   (1,016)   (3,348)
                             
Income (loss) from operations                             
   internal   2,993   (185)   2,808   14   (191)   (1,016)   1,615 
Eliminations   (60)   212   152   (137)   (15)   -   - 
Income (loss) from operations                             
   external  $ 2,933  $ 27  $ 2,960  $ (123)  $ (206)  $ (1,016)  $ 1,615 
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  Fee Timber   Timberland           

Six Months Ended  
Pope

Resources   Timber   Total   
Management

&   Real        
June 30, (Thousands)  Timber   Funds   Fee Timber   Consulting   Estate   Other   Consolidated  

2009                      
Revenue internal  $ 7,349  $ 1  $ 7,350  $ 913  $ 883  $ -  $ 9,146 
Eliminations   (75)   -   (75)   (402)   (24)   -   (501)
Revenue external   7,274   1   7,275   511   859   -   8,645 
                             
Cost of timber and land sold   (3,920)   -   (3,920)   -   (160)   -   (4,080)
                             
Operating, general and                             
   administrative expenses internal   (1,514)   (589)   (2,103)   (631)   (1,352)   (1,745)   (5,831)
Eliminations   24   402   426   75   -   -   501 
Operating, general and                             
   administrative expenses external   (1,490)   (187)   (1,677)   (556)   (1,352)   (1,745)   (5,330)
                             
Income (loss) from operations                             
   internal   1,915   (588)   1,327   282   (629)   (1,745)   (765)
Eliminations   (51)   402   351   (327)   (24)   -   - 
Income (loss) from operations                             
   external  $ 1,864  $ (186)  $ 1,678  $ (45)  $ (653)  $ (1,745)  $ (765)
                             

2008                             
Revenue internal  $ 12,902  $ 2,855  $ 15,757  $ 901  $ 1,486  $ -  $ 18,144 
Eliminations   (109)   -   (109)   (423)   (20)   -   (552)
Revenue external   12,793   2,855   15,648   478   1,466   -   17,592 
                             
Cost of timber and land sold   (5,836)   (2,659)   (8,495)   -   (473)   -   (8,968)
                             
Operating, general and                             
   administrative expenses internal   (1,692)   (661)   (2,353)   (913)   (1,696)   (1,894)   (6,856)
Eliminations   20   421   441   114   (3)   -   552 
Operating, general and                             
   administrative expenses external   (1,672)   (240)   (1,912)   (799)   (1,699)   (1,894)   (6,304)
                             
Income (loss) from operations                             
   internal   5,374   (465)   4,909   (12)   (683)   (1,894)   2,320 
Eliminations   (89)   421   332   (309)   (23)   -   - 
Income (loss) from operations                             
   external  $ 5,285  $ (44)  $ 5,241  $ (321)  $ (706)  $ (1,894)  $ 2,320 
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ITEM 2

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This report contains a number of projections and statements about our expected financial condition, operating results, and business plans and objectives. These statements reflect our management's estimates
and present intentions based on our current goals, in light of currently known circumstances and management's expectations about future developments. Statements about expectations, plans and future
performance are “forward looking statements” within the meaning of applicable securities laws. Because these statements describe our goals, objectives and anticipated performance, they are inherently
uncertain, and some or all of these statements may not come to pass. Accordingly, you should not interpret these statements as promises that we will perform at a given level or that we will take any or all of
the actions we currently expect to take. Our future actions, as well as our actual performance, will vary from our current expectations, and under various circumstances these variations may be material and
adverse. Some of the factors that may cause our actual operating results and financial condition to fall short of our expectations are set forth in the part of this report entitled “Item 1A: Risk Factors ” below
and other factors discussed elsewhere in this report or in our annual report on Form 10-K for the fiscal year ended December 31, 2008. Some of the issues that may have an adverse and material impact on
our business, operating results and financial condition include economic conditions that affect consumer demand for our products and the prices we receive for them; the effect of financial market conditions
on our investment portfolio and related liquidity; environmental and land use regulations that limit our ability to harvest timber and develop property; access to debt financing by our customers as well as
ourselves; and other risks and uncertainties which are discussed in our other filings with the Securities and Exchange Commission. The forward-looking statements in this report reflect our estimates as of the
date of the report, and we cannot undertake to update these statements as our business operations and environment change.

This discussion should be read in conjunction with the condensed consolidated financial statements and related notes included with this report.
 

EXECUTIVE OVERVIEW

Pope Resources, A Delaware Limited Partnership (“we” or the "Partnership"), was organized in late 1985 as a result of a spin-off by Pope & Talbot, Inc. (“P&T”). We are engaged in three primary businesses. The
first, and by far most significant segment in terms of owned assets, revenues, income and operations, is the Fee Timber segment. This segment includes timberlands owned directly by the Partnership and operations of
ORM Timber Fund I, LP (“Fund I”) and ultimately ORM Timber Fund II, Inc. (“Fund II”), collectively the (“Funds”). Operations in this segment consist of growing timber to be harvested as logs for sale to domestic
manufacturers and to a lesser extent export brokers. The second most significant business in terms of total assets owned is the development and sale of real estate. Real Estate activities primarily take the form of securing
permits, entitlements, and, in some cases, installing infrastructure for raw land development and then realizing that land’s value through the sale of larger parcels to buyers who will take the land further up the value chain,
either to home buyers or to operators and lessors of commercial property. Since these land projects span multiple years, the Real Estate segment may incur losses for multiple years while a project is developed until that
project is sold resulting in operating income. Our third business is raising investment capital from third parties for investment in timberland through private equity timber funds like the Funds and providing timberland
management and related services for a fee to the Funds, as well as other third party owners of timberland.
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Management’s major opportunity and challenge is to grow our revenue base profitably. Our current strategy for adding timberland acreage is centered on our timber fund business model. For example, in March

2009 we completed the final close for Fund II with $84 million of committed capital including Pope Resources’ 20% co-investment. We are now seeking timberland to acquire with this committed capital. Our 20% co-
investment in the Funds affords us a share of the Funds’ operations while allowing us to earn asset management and timberland management fees. Management also believes that this strategy allows us to maintain more
sophisticated expertise in timberland acquisition, valuation, and management than could be cost effectively maintained for the Partnership’s timberlands alone. Our real estate challenges center around how and when to
“harvest” a parcel of land and capture the optimum value increment by selling the property.

During periods in which the U.S. and, to a lesser extent, Asian residential real estate markets perform poorly, we tend to recognize diminishing financial performance in each of our market segments. In Fee
Timber, declines in building construction affect log prices and volumes directly.  As discussed below in greater detail, we often further reduce our harvest during these periods so as to avoid liquidating our timber assets at
low prices, a benefit afforded to us by our relatively low leverage and our relatively low-cost operating model. Land held for sale in Western Washington by our Real Estate segment is suitable primarily for residential and
commercial building sites and the market for this product suffers along with regional and national markets, producing a decline in our sales. In our Timberland Management & Consulting segment, we continue to earn
management fees on the Funds’ properties.

During the first six months of 2009 we made significant progress toward completing our unit repurchase program that commenced in the fourth quarter of 2008. We purchased  95,372 units for an aggregate
purchase price of $1.8 million and a weighted average unit purchase price of $19.11, during the first half of 2009 bringing the total repurchase program to 110,624 units for a total of $2.1 million, yielding a weighted
average unit purchase price of $19.16.

RESULTS OF OPERATIONS

The following table reconciles and compares key revenue and cost elements that impact our net income for each of the quarter and six month periods ended June 30, 2009 to June 30, 2008. In addition to the table’s
detailed numeric analysis, the explanatory text that follows the table describes many of these changes by business segment.
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  Quarter Ended   Six Months Ended  
   June 30,   June 30,  
  Total   Total  
       
Net income (loss) attributable to unitholders:       

2009 period  $ (693)  $ (816)
2008 period   1,683   2,624 
   Variance  $ (2,376)  $ (3,440)

         
Detail of earnings variance:         
Fee Timber:         

Log price realizations (A)  $ (1,164)  $ (1,699)
Log volumes (B)   (3,682)   (4,093)
Depletion   619   705 
Production costs   1,585   1,666 
Other Fee Timber   (6)   (142)

Timberland Management & Consulting (TM&C):         
Management fee changes   95   78 
Other TM&C   87   198 

Real Estate:         
Land sales   (316)   (453)
Timber depletion on HBU sale   -   126 
Other Real Estate   328   380 

General & administrative costs   115   149 
Net interest expense   (140)   (452)
Other (taxes, noncontrolling int., impairment)   103   97 
Total change in net income (loss) attributable to Pope Resources' Unitholders  $ (2,376)  $ (3,440)

(A) Price variance calculated by applying the change in price to current period volume.
(B) Volume variance calculated by applying the change in sales volume to the average log sales price for the prior period.

 
Fee Timber
 

Fee Timber revenue is earned primarily from the harvest and sale of logs from the Partnership’s 114,000 acres of fee timberland located in western Washington and, to a lesser extent, from leasing cellular
communication towers and selling gravel and other resources from our timberlands. Revenue from the sale of timberland tracts will also appear in results for this segment on the relatively limited occasions when those
transactions occur. Our Fee Timber revenue is driven primarily by the volume of timber harvested which is generally expressed in thousand board feet (MBF) or million board feet (MMBF), and Fee Timber expenses,
which consist predominantly of depletion, harvest and transportation costs, vary directly and roughly proportionately with harvest volume and the resulting revenues.  Harvest activities on the 24,000 acres of timberland
owned by Fund I are consolidated into this discussion of operations and, once Fund II has acquired properties, results from those harvest operations will also be consolidated into this discussion.
 

Planned Harvest for 2009.  We began 2009 with a plan to harvest 37 MMBF representing a nearly 30% harvest volume deferral from the estimate of our long-term sustainable harvest of 52 MMBF. As 2009 has
progressed, we have deferred additional volume from our original plan and we are now estimating our annual harvest for 2009 will be closer to 32 MMBF.  We continue to monitor log markets closely and may adjust
harvest volume from the current plan as log markets continue to change.
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We consider a number of factors in evaluating our harvest plans, including current log market conditions, harvest costs, age of the timber, and expected growth rate for stands that are being considered for

deferral.  As 2009 has progressed and log prices have declined from the already low levels that existed at the end of 2008, we reviewed our harvest plan and have made adjustments. These adjustments included an
additional deferral of harvest volume that we had originally planned to harvest in 2009 from Fund I and a modification of harvest units to better match current log market conditions.
 

When discussing our Fee Timber operations, we compare current results to both the previous quarter and the corresponding quarter of the prior year. These comparisons offer an understanding of trends in market
price and harvest volumes that affect Fee Timber results of operations. Revenue and operating income (loss) for the Fee Timber segment for the quarters ended June 30, 2009, March 31, 2009 and June 30, 2008 are as
follows:
 

($ Million)
Quarter Ended  

Log Sale
Revenue   

Mineral, Cell
Tower &

Other
Revenue   

Total Fee
Timber
Revenue   

Operating
Income/(loss)   

Harvest
Volume
(MBF)  

Pope Resources Timber  $ 2.4  $ 0.4  $ 2.8  $ 0.4   7,120 
Fund I  -   -   -   (0.1)   - 

Total Fee Timber June 30, 2009  $ 2.4  $ 0.4  $ 2.8  $ 0.3   7,120 
                     

Pope Resources Timber  $ 4.2  $ 0.3  $ 4.5  $ 1.4   8,745 
Fund I  -   -   -   (0.1)   - 

Total Fee Timber March 31, 2009  $ 4.2  $ 0.3  $ 4.5  $ 1.3   8,745 
                     

Pope Resources Timber  $ 7.0  $ 0.4  $ 7.4  $ 2.9   13,753 
Fund I  0.3   2.4   2.7   -   709 

Total Fee Timber June 30, 2008  $ 7.3  $ 2.8  $ 10.1  $ 2.9   14,462 

Comparing Q2 2009 to Q1 2009. Fee Timber revenue and operating income for the second quarter 2009 are $1.7 million and $1.0 million lower, respectively, than the first quarter of 2009.  The $1.7 million
decrease in Fee Timber revenue is due to a decrease in log sale revenue offset by a small increase in other revenue. The $1.8 million decline in log sale revenue is attributable to a 1,625 MBF, or 19%, decrease in harvest
volume and a $139/MBF, or 29%, decline in average log price realized. Fee Timber operating income decreased $1.0 million due to the aforementioned revenue decreases offset by reductions in cost of sales and operating
expenses.
 

Comparing Q2 2009 to Q2 2008. Fee Timber revenue and operating income for the second quarter 2009 are $7.3 million and $2.6 million lower than the comparable period in the prior year.  The decline in
revenue consists of a $4.9 million decrease in log revenue combined with a $2.3 million decline in other revenue resulting from a conservation easement from Fund I that was completed in Q2 2008 and did not recur in
2009.   The decline in log revenue is due to a 7,342 MBF, or 51%, decrease in harvest volume and a $163/MBF, or 33%, decline in average log price realized.  Operating income decreased due to the $4.9 million decline
in log revenue, offset by a reduction in cost of sales and operating costs. The conservation easement sale completed by Fund I in Q2 2008 had a relatively small impact on operating income due to land basis that was
expensed with the sale.
 

Revenue and operating income for the Fee Timber segment for the six-month periods ended June 30, 2009 and 2008 were as follows:
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($ Million)
Six Months Ended  

Log Sale
Revenue   

Mineral, Cell
Tower &

Other
Revenue   

Total Fee
Timber Revenue   

Operating
Income/(loss)   

Harvest
Volume
(MBF)  

Pope Resources Timber  $ 6.6  $ 0.7  $ 7.3  $ 1.9   15,865 
Fund I  -   -   -   (0.2)   - 

Total Fee Timber June 30, 2009  $ 6.6  $ 0.7  $ 7.3  $ 1.7   15,865 
                     

Pope Resources Timber  $ 11.9  $ 0.9  $ 12.8  $ 5.3   23,055 
Fund I  0.4   2.4   2.8   (0.1)   914 

Total Fee Timber June 30, 2008  $ 12.3  $ 3.3  $ 15.6  $ 5.2   23,969 

 
Comparing YTD 2009 vs. YTD 2008. The decrease in Fee Timber revenue and operating income for the current six-month period relative to the comparable period in 2008 is primarily attributable to an 8,104

MBF, or 34%, decrease in harvest volume and a $101/MBF, or 20%, decline in average log price realized. The decrease in 2009 harvest volume over 2008 is due to weak log markets which have caused us to reduce
harvest levels in 2009 below our estimated long-term sustainable harvest level of 52 MMBF.  We originally planned to harvest 37 MMBF in 2009 representing nearly a 30% volume deferral but as 2009 progressed and log
markets weakened below the levels that we had forecasted we are currently planning to harvest 32 MMBF in 2009.
 

 ORM Timber Funds.  The Funds are consolidated into our financial statements. Fund II has not yet acquired timberland and, as a result, only Fund I has operating results to include in the Fee Timber discussion
herein. The 80% of these Funds owned by third parties is reflected in our Statement of Operations under the caption “Noncontrolling interest-ORM Timber Fund I, LP and ORM Timber Fund II, Inc.” Fund I did not
generate any revenue in the second quarter of 2009, compared with $1,000 of revenue generated in the first quarter of 2009 and $2.7 million in the second quarter of 2008. The Funds incurred operating losses of $313,000,
$275,000, and $185,000 in the quarters ended June 30, 2009, March 31, 2009, and June 30, 2008, respectively.  Operating losses of the Funds are calculated before elimination of management fees paid to Olympic
Resource Management LLC (ORM LLC) of $198,000, $204,000, $214,000 in the quarters ended June 30, 2009, March 31, 2009 and June 30, 2008, respectively.
 

Revenue generated by Fund I for the six months ended June 30, 2009 was $1,000 compared to $2.8 million for the comparable prior year due to revenue generated by the 2008 conservation easement sale and
modest log sales that did not recur in 2009. The Funds incurred operating losses of $588,000 and $465,000 in the periods ended June 30, 2009 and 2008, respectively.  Operating losses of the Funds are calculated before
elimination of management fees paid to ORM LLC of $402,000 and $421,000 in the six-month periods ended June 30, 2009 and 2008, respectively. The operating losses generated by the Funds increased in 2009 from
2008 as harvest volumes are down from the previous year and the conservation easement had a relatively small contribution to operating income.
 
Log Volume
 

The Partnership harvested the following log volumes by species from its timberlands, including Fund I, for the quarters ended June 30, 2009, March 31, 2009 and June 30, 2008 and the six-month periods ended
June 30, 2009 and 2008:
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Log sale volumes (MBF):  Quarter Ended  
Sawlogs  June-09   % Total   March-09   % Total   June-08   % Total  
 Douglas-fir   4,953   70%   7,530   86%   8,928   62%
 Whitewood   207   3%   65   1%   1,230   8%
 Cedar   180   2%   64   1%   392   3%
 Hardwood   271   4%   119   1%   451   3%
Pulp                          
 All Species   1,509    21%   967   11%   3,461   24%
Total    7,120   100%   8,745   100%   14,462   100%

 
Comparing Quarterly Harvest Levels. For the quarter ended June 30, 2009 we harvested 22% of our revised annual harvest plan for 2009 of 32 MMBF as compared to 27% for the quarter ended March 31,

2009 and 39% of our actual annual harvest for the comparable quarter in the prior year. As discussed in more detail below, in the second quarter of both 2008 and 2009, we harvested a relatively high proportion of volume
from low quality timber stands to sell logs into the pulp market which has not weakened quite as dramatically as the domestic log market.
 

Log sale volumes (MBF):  Six Months Ended  
Sawlogs  June-09   % Total   June-08   % Total  
 Douglas-fir   12,483   79%   16,128   67%
 Whitewood   272   2%   1,742   7%
 Cedar   244   1%   460   2%
 Hardwood   390   2%   652   3%
Pulp                  
 All Species   2,476   16%   4,987   21%
Total    15,865   100%   23,969   100%

 
Comparing Year-To-Date Harvest Levels. For the six months ended June 30, 2009, we have harvested 50% of our revised annual harvest plan of 32 MMBF, compared to the first half of 2008, when we

harvested 65% of the total actual annual harvest of 37 MMBF. As previously reported, our 2009 timber harvest volume has been reduced from our long-term sustainable level of 52 MMBF and our originally planned 2009
harvest of 37 MMBF as management acts to preserve the Partnership’s asset value during this period of declining log and lumber prices, which result primarily from the condition of domestic and overseas housing
markets.  We plan to harvest this deferred volume when log markets improve.  We would generally expect the proportion of harvest going to pulp markets to average between 10% and 15%.  However, in 2008 and 2009
we have concentrated our harvest on lower quality timber stands to sell logs into pulp markets which have not been as dramatically impacted as other log markets by the downturn in housing. As such, pulp logs represent a
relatively higher-than-normal proportion of harvest volume for both 2009 and 2008.
 
Log Prices
 

While harvest volume is largely within management’s control, one additional factor that impacts Fee Timber income is the price we realize upon selling our logs. Logs from the Partnership’s tree farms serve a
number of different domestic and export markets but the core market through which most of the demand for our logs is generated is the domestic residential construction market.  During this recessionary period residential
construction has been particularly hard hit and the prices we realized during 2009 reflect this dramatic decline in residential construction activity as well as overall economic activity.  We realized the following log prices
from our fee timberlands for the quarters ended June 30, 2009, March 31, 2009 and June 30, 2008 and the six month periods ended June 30, 2009 and 2008:
 

20



 
   Quarter Ended  
     30-Jun-09   31-Mar-09   30-Jun-08  
Average price realizations (per MBF):        
Sawlogs          
 Douglas-fir  $ 343  $ 508  $ 525 
 Whitewood   290   306   416 
 Cedar   867   798   1,222 
 Hardwood   430   475   671 
Pulp              
 All Species   247   227   366 
Overall    338   477   501 

   Six Months Ended  
     30-Jun-09   30-Jun-08  
Average price realizations (per MBF):     
Sawlogs       
 Douglas-fir  $ 443  $ 546 
 Whitewood   294   432 
 Cedar   850   1,227 
 Hardwood   443   661 
Pulp          
 All Species   239   363 
Overall    415   516 

 
Douglas-fir: Douglas-fir is noted for its structural characteristics that make it generally preferable to other softwoods and hardwoods for the production of construction grade lumber and plywood. Demand and

price for Douglas-fir sawlogs is very dependent upon the level of new home construction. Construction starts leveled off and began to show signs of improvement late in the second quarter; however the export market
continued to fluctuate.  We have experienced a $182/MBF, or 35%, drop in Douglas-fir sawlog prices in the second quarter of 2009 from the same period in 2008 and a $165/MBF, or 32% decline from the first quarter of
2009.   For the six-month period ended June 30, 2009 the price realized is off $103/MBF, or 19%, from the same six month period in 2008, also a result of the aforementioned weak domestic housing starts and weak repair
and remodel market.  This price decline reinforces management’s decision to move planned 2009 harvest into the second half of the year and defer more volume than originally planned.

Whitewood: “Whitewood” is a term used to describe several softwood species, but for us primarily refers to western hemlock. Though generally considered to be of a lower quality than Douglas-fir, these logs are
also used for manufacturing construction grade lumber and plywood. The export market to Korea was our primary outlet for high quality whitewood in early 2008 which then softened beginning with the second quarter of
2008.  The market for whitewood sawlogs continued to be very weak for the remainder of 2008 and into the first half of 2009. The average price realized on whitewood declined $16/MBF, or 5%, in the second quarter of
2009 versus first quarter of 2009 and $126/MBF, or 30%, off from the comparable period in 2008. These same factors served to bring down the average price realized for the year-to-date period ended June 30, 2009 by
$138/MBF, or 32%, from the same year-to-date period in 2008.
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Cedar: Cedar is a minor component in most upland timber stands and is generally used for outdoor applications such as fencing, siding and decking. Although there is a link between demand for these products

and housing starts, this link is not as strong as with most other softwood species. Cedar prices increased by $69/MBF, or 9%, in the three-month period ended June 30, 2009 versus the first quarter of 2009.  Cedar prices
responded to reduced supply of cedar logs as harvest activities decline in the wake of historic low prices for Douglas-fir and whitewood sawlogs.  On a year-over-year basis cedar prices declined $355/MBF, or 29%, which
reflects the decrease in home remodeling activity. The weak economic conditions also drove down our average year-to-date price realized on cedar through June 30, 2009 by $377/MBF, or 31%, from the comparable six-
month period ended June 30, 2008.

Hardwood: “Hardwood” can refer to many different species, but on our tree farms primarily consists of red alder. The local mills that process red alder sawlogs are using the resource to manufacture lumber for
use in furniture and cabinet construction. In past years, the price realized from the sale of red alder sawlogs increased in connection with relatively limited supply, coupled with increased demand as a result of new mills
focused on hardwood lumber production in the Pacific Northwest. However, demand for alder lumber has been blunted as users have substituted other species in the face of higher alder prices. The effect of this
substitution, combined with weakness in demand for end-use products, has translated to lower prices and explains the decline in hardwood prices for second quarter 2009 of $45/MBF, or 9%, versus the first quarter of
2009 and $241/MBF, or 36%, when compared to the same quarter of 2008. For the six months ended June 30, 2009, average price realized is off $218/MBF, or 33%, from the comparable period in 2008 for these same
reasons. Hardwood represents a relatively minor species in our sales and timber inventory mix.

Pulp: Pulp is a lower quality log of any species that is manufactured into wood chips. These chips are used primarily to make a full range of pulp and paper products from unbleached linerboard used in paper
bags and cardboard boxes to fine paper and specialty products. The pulpwood market was extraordinarily strong in 2008 while sawmills were taking significant downtime to deal with the beginnings of the current housing
slowdown thus driving up pulpwood prices.  This serves to explain why year-to-date pulp prices for the period ended June 30, 2009 were down $124/MBF, or 34%, from the comparable period in 2008.  For the quarter
ended June 30, 2009, pulp prices were up 9% over the first quarter of 2009 as pulp mills had a marginal uptick in demand in response to declining inventories as a result of decreased sawmill production . When compared
to the same quarter in 2008, pulp prices were off $119/MBF, or 33%, for the period ended June 30, 2009.  The decline in pulp prices results from a drop in demand for the end products that are manufactured from pulp in
the face of overall economic weakness.

Customers
The table below categorizes timber sold by customer type for the quarters ended June 30, 2009, March 31, 2009 and June 30, 2008 and for the six-month periods ended June 30, 2009 and 2008 (volumes in MBF):
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  Q2 2009   Q1 2009   Q2 2008  
Destination  Volume   Price   Volume   Price   Volume   Price  
Domestic mills   5,430  $ 355   5,779  $ 446   8,869  $ 559 
Export brokers   181   588   1,999   688   2,129   550 
Pulp   1,509   247   967   227   3,464   366 
Total   7,120  $ 338   8,745  $ 477   14,462  $ 501 

Comparing Quarterly Performance. Volume sold to domestic lumber mills represents 76% of the production volume in the second quarter of 2009 versus 66% in the first quarter of 2009 and 61% in the
comparable quarter of 2008.  The increase in volume sold to domestic lumber mills resulted from a weakening export market with export brokers making up 3% of second quarter 2009 sales volume versus 23% of the
volume sold in the first quarter of 2009.  Export brokers received 15% of the sales volume for the comparable period in 2008. The pulp market received 21% of our production volume in the second quarter of 2009 versus
11% and 24% in the first quarter of 2009 and second quarter of 2008, respectively.

  Six Months Ended  
  30-Jun-09   30-Jun-08  

Destination  Volume   Price   Volume   Price  
Domestic mills   11,209  $ 409   14,703  $ 549 
Export brokers   2,180   641   4,276   581 
Pulp   2,476   239   4,990   363 
Total   15,865  $ 415   23,969  $ 516 

Comparing Year-To-Date Performance. For the year-to-date period ended June 30, 2009, volumes sold to domestic mills increased to 71% from 61% for same period in 2008 while volumes sold to export
brokers declined to 14% from 18%.  The increase in export pricing in 2009 is driven by a change in the mix of logs sold into this market.  Logs sold into the export market in 2009 were primarily high-quality Douglas-fir
sawlogs destined for Japan.  In 2008 most of the logs sold to the export market were whitewood sawlogs bound for Korea. This switch in markets between years was driven in part by a relatively stronger Japanese Yen in
early 2009 compared to 2008. .  Pulp volumes declined slightly in the six-month period ended June 30, 2009 to 16% from 21% in the comparable period of 2008.

Cost of Sales
 
Cost of sales for the Fee Timber segment consists of harvest and haul costs and depletion expense. Harvest and haul costs represent the direct cost incurred to convert trees into logs and deliver those logs to their point of
sale. Depletion expense represents the cost of acquiring or growing the harvested timber. The applicable depletion rate is derived by dividing the aggregate cost of timber and capitalized road expenditures by the estimated
volume of merchantable timber available for harvest at the beginning of that year. The depletion rate is then applied to the volume harvested in a given period to calculate depletion expense for that period.
 
Fee Timber cost of sales for the quarters ended June 30, 2009, March 31, 2009 and June 30, 2008, and the six-month periods ended June 30, 2009 and 2008, respectively, are as follows, with the first table expressing these
costs in total dollars and the second table expressing the costs on a per unit of production basis:
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    ($ Million)
Quarter Ended:  

Harvest, Haul
and Other   

Cost of
Conservation
Easement Sale   Depletion   

Total Cost 
of Sales  

June 30, 2009  $ 1.3  $ -  $ 0.4  $ 1.7 
March 31, 2009   1.6   -   0.6   2.2 
June 30, 2008   2.8   2.2   1.1   6.1 

Quarter Ended:  

Harvest, Haul
and Other per

MBF   
Depletion per

MBF   

Total Cost of Sales per MBF
(excluding Cost of

Conservation Easement Sale)  
June 30, 2009  $ 177  $ 65  $ 242 

March 31, 2009   186   65   251 
June 30, 2008   197   75   272 

 
Comparing Q2 2009 to Q1 2009. Cost of sales decreased $474,000 in the second quarter of 2009 relative to the first quarter of 2009 due to a 1.6 MMBF decrease in harvest volume from 8.7 MMBF in the first quarter of
2009 to 7.1 MMBF in the second quarter of 2009.  Harvest and haul costs per MBF decreased $9/ MBF in the second quarter of 2009 relative to the first quarter of 2009. Harvest costs vary based upon the physical site
characteristics of the specific acres harvested during the period. For example, difficult-to-access sites or those located on steep hillsides are more expensive to harvest. Furthermore, haul costs vary based upon the distance
between the harvest area and the mill customer’s location.
 
Comparing Q2 2009 to Q2 2008. Cost of sales declined $4.4 million in the second quarter of 2009 from the same period in 2008 as a result of a 51% decline in harvest from 14.5 MMBF in the second quarter of 2008 to
7.1 MMBF in the second quarter of 2009, in addition to costs of the conservation easement sale that did not recur in 2009.  Average logging and hauling costs per MBF in the current quarter have decreased $20 per MBF
from the comparable period in 2008.  The reduction of harvest and haul costs per MBF is attributable to a bias towards lower cost harvest units in 2009 in response to weak sales prices for logs in addition to a substantial
decline in fuel costs from the same period in 2008.
 

($ Million)
Six Months
Ended:  

Harvest, Haul
and Other   

Cost of
Conservation
Easement Sale   Depletion   

Total Cost of
Sales  

June 30, 2009  $ 2.9  $ -  $ 1.0  $ 3.9 
June 30, 2008   4.6   2.2   1.7   8.5 

Six Months
Ended:  

Harvest, Haul
and Other per

MBF   
Depletion per

MBF   

Total Cost of Sales per MBF
(excluding Cost of

Conservation Easement Sale)  
June 30, 2009  $ 182  $ 65  $ 247 
June 30, 2008   190   73   263 
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Comparing YTD 2009 vs. YTD 2008.  Cost of sales in the six-month period ended June 30, 2009 was $4.6 million less than the comparable six-month period in 2008 as a result of a decline in harvest volume of 8.1
MMBF and the costs related to the previously reported conservation easement sale in 2008.
 
Depletion expense for the quarters ended June 30, 2009, March 31, 2009 and June 30, 2008 and the six-month periods ended June 30, 2009 and 2008 was calculated as follows:

Quarter Ended June 30, 2009  
          Pooled         

Volume harvested (MBF)   7,120  
Rate/MBF  $ 65  
Depletion expense ($000's)  $ 464  

     
Quarter Ended March 31, 2009  

  Pooled  
Volume harvested (MBF)   8,745  
Rate/MBF  $ 65  
Depletion expense ($000's)  $ 569  

  Quarter Ended June 30, 2008  
  Pooled   Timber Fund   Combined  

Volume
harvested
(MBF)   13,753    709    14,462  
Rate/MBF  $ 65   $ 274   $ 75  
Depletion
expense
($000's)  $ 889   $ 194   $ 1,083  

Six Months Ended June 30, 2009  
          Pooled         

Volume harvested (MBF)   15,865  
Rate/MBF  $ 65  
Depletion expense ($000's)  $ 1,033  

  Six Months Ended June 30, 2008  
  Pooled   Timber Fund   Combined  

Volume
harvested
(MBF)   23,055    914    23,969  
Rate/MBF  $ 65   $ 272   $ 73  
Depletion
expense
($000's)  $ 1,489   $ 249   $ 1,738  

 
The separate depletion pool for 2008 represents harvest from timberlands owned by Fund I. The separate depletion pool carries a higher depletion rate than our combined pool. The combined depletion pool

consists primarily of historical timber cost that has been owned by the Partnership for many decades, as well as the Columbia property that was acquired in 2001. The separate depletion pool for Fund I timber volume
consists of timber acquired at a higher overall cost in the fourth quarter of 2006 and therefore carries a higher depletion rate.
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Operating Expenses
 
Fee Timber operating expenses for the quarter ended June 30, 2009 were $719,000 compared to $1.0 million for the quarters ended March 31, 2009 and June 30, 2008, respectively. Operating expenses for the six-month
periods ended June 30, 2009 and June 30, 2008 were $1.7 and $1.9 million, respectively. Operating expenses include management, silviculture and the cost of both maintaining existing roads and building temporary roads
required for harvest activities. The decline in operating expenses in 2009 reflects management’s cost reduction efforts in response to weak log markets.
 
Timberland Management & Consulting
 

The Timberland Management & Consulting segment develops timberland property investment portfolios on behalf of the Funds. In addition we provide our timberland management services to third-party owners
of timberland.  Through the end of the second quarter, the Timberland Management & Consulting segment managed approximately 267,000 acres of timberland for Cascade and an additional 24,000 acres for Fund I. We
have been providing timberland management services to Cascade Timberlands LLC (Cascade) since January of 2005.  When we began providing services under this management contract Cascade owned 522,000
acres.  Acreage under management has declined over the years as the result of sales by Cascade to third parties such that 267,000 acres in eastern Oregon remain today.  Our management contract for Cascade was
terminated in July 2009 as a result of the decline in acreage under management combined with a significant reduction in harvest activities related to weak log markets. Timberland Management & Consulting revenue for
the first half of 2009 includes $0.4 million of revenue that will not recur in the second half of the year as a result of the termination of this contract.

Revenue and operating loss for the Timberland Management & Consulting segment for the quarters and six-month periods ended June 30, 2009 and 2008 were as follows:
 

($ Million)
Quarter Ended  Revenue   

Operating
income (loss)  

June 30, 2009  $ 0.3  $ 0.1 
June 30, 2008   0.3   (0.1)

         
($ Million)

Six Months Ended  Revenue   
Operating

income (loss)  
June 30, 2009  $ 0.5  $ (0.1)
June 30, 2008   0.5   (0.3)

Comparing Q2 2009 to Q2 2008. Revenue in the second quarter of 2009 was relatively flat when compared to the comparable period in 2008.  The increase in the operating income in the second quarter when compared
to the second quarter of 2008 is due to the decline in activities related to the formation of Fund II in 2009.
 
Comparing YTD 2009 vs. YTD 2008. Revenue for the six-month period ending June 30, 2009 approximated revenue in the comparable six-month period in 2008. Decreased activities related to the formation of Fund II
explain the decline in operating loss for the six-month period ending June 30, 2009 compared to the same period in 2008.
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Revenue and expense incurred through the management of Fund I is accounted for within this segment but eliminated as a result of the consolidation of Fund I in our financial statements.  We generated $198,000 and
$214,000 of revenue in the quarters ended June 30, 2009 and June 30, 2008, respectively, from the management of Fund I that was eliminated with a corresponding decrease in operating expenses of the Fee Timber
segment. We have completed the final close for Fund II, which now has $84 million of committed capital including the Partnership’s co-investment commitment of $17 million. We are actively searching for timber
properties for Fund II to acquire.
 
Operating Expenses
 
Timberland Management & Consulting operating expenses for the quarters ended June 30, 2009, March 31, 2009, and June 30, 2008 were $244,000, $312,000 and $377,000, respectively. The decrease in operating
expense is attributable to the decline in activities related to the formation of Fund II. Operating expenses for the six-month periods ended June 30, 2009 and June 30, 2008 were $556,000 and $799,000, respectively, and
declined year over year for the same aforementioned reasons.
 
Real Estate
 
The Partnership’s Real Estate segment consists primarily of revenue from the sale of land together with residential and commercial property rents. The Partnership’s real estate holdings are located primarily in Pierce,
Kitsap, and Jefferson Counties in Washington State. Real Estate revenue is generated through the sale of land and rural residential lots, and to a lesser extent from real property rents, most of which are earned at the Port
Gamble townsite. Rural residential lot sales are made to developers or individuals where the lot is expected to be used for a residential dwelling with a general requirement to undertake some capital improvements such as
zoning, road building, or utility access improvements prior to completing the sale. Our rural residential lot program produces lots from 5 to 80 acres in size, based on underlying zoning densities. This type of program
typically entails an entitlement effort more modest in scale, usually involving simple lot segregations and boundary line adjustments. Development activities include minor road building, surveying, and the extension of
utilities. Demand for rural lots has dropped significantly over the last year in response to the broader economic contraction.
 

Revenue and operating loss for the Real Estate segment for the quarters and six-month periods ended June 30, 2009 and 2008 were as follows:
 

($ Million)
Quarter Ended  Revenue   

Operating
income (loss)  

June 30, 2009  $ 0.6  $ (0.2)
June 30, 2008   0.9   (0.2)

         
($ Million)
Six months

Ended  Revenue   
Operating

income (loss)  
June 30, 2009  $ 0.9  $ (0.7)
June 30, 2008   1.5   (0.7)

Real Estate revenue for the quarters and six-month periods ended June 30, 2009 and 2008 is displayed in the table below:
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For the three months ended:

Description  Revenue   Gross Margin   Acres Sold   Revenue/Acre   
Gross Margin/

Acre  
Rural residential  $ 296,000  $ 138,000   29  $ 10,207  $ 4,759 
Rentals   303,000   303,000  NA         
Other   10,000   9,000  NA         
June 30, 2009 Total  $ 609,000  $ 450,000   29         
                     
Rural residential  $ 559,000  $ 403,000   75  $ 7,453  $ 5,373 
Rentals   296,000   296,000  NA         
Other   55,000   55,000  NA         
June 30, 2008 Total  $ 910,000  $ 754,000   75         

 
Comparing Q2 2009 to Q2 2008. Revenue for the Real Estate segment was lower in the second quarter of 2009 versus the comparable period in 2008 due to a reduction in land sales to 29 acres in the second

quarter of 2009 from 75 acres in the same quarter of 2008. We are projecting another year of tepid demand for rural residential land.

For the six months ended:

Description  Revenue   Gross Margin   Acres Sold   Revenue/Acre   
Gross Margin/

Acre  
Rural residential  $ 296,000  $ 138,000   29  $ 10,207  $ 4,759 
Rentals   549,000   549,000  NA         
Other   14,000   12,000  NA         
June 30, 2009 Total  $ 859,000  $ 699,000   29         
                     
Rural residential  $ 886,000  $ 413,000   104  $ 8,519  $ 3,971 
Rentals   521,000   521,000  NA         
Other   59,000   59,000  NA         
June 30, 2008 Total  $ 1,466,000  $ 993,000   104         

 
Comparing YTD 2009 vs. YTD 2008. Revenue for the six-month period ended June 30, 2009 included two rural residential lot sales totaling 29 acres with an average revenue per acre of  $10,207 compared with

three rural residential lot sales totaling 104 acres with an average revenue per acre of  $8,519 for the comparable period in 2008.  Other revenue in the quarter and six-month period ended June 30, 2008 is primarily a result
of the recognition of deferred revenue on a 2005 real estate transaction.
 
Cost of Sales
 

Real Estate cost of sales for the quarters ended June 30, 2009 and 2008 was $159,000 and $158,000, respectively. On a year-to-date basis, cost of sales was $160,000 and $473,000 for the six-month periods ended
June 30, 2009 and 2008, respectively. Cost of sales for the three and six-month periods ended June 30, 2009 and 2008 represent costs incurred on sales of rural residential lots. Cost of sales consists of the historical cost
basis of the land sold, commissions, taxes, and title fees.  The cost basis of our land varies widely since most of our land has been continuously owned by us for decades while other portions of our land portfolio have been
acquired within the last few years or have undergone some level of improvement prior to sale. As a result, gross margin generated from a land sale will often vary dramatically between different transactions.
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Operating Expenses
 

Real Estate operating expenses for the quarters ended June 30, 2009 and 2008 were $644,000 and $958,000, respectively. For the six-month periods ended June 30, 2009 and 2008 operating expenses were $1.4
million and $1.7 million, respectively.   The decline in operating costs of the Real Estate segment represent cost cutting efforts that have been undertaken during this prolonged downturn in the market for raw and
developed land.
 
Basis in Real Estate Projects
 

“Land Held for Development” on our Condensed Consolidated Balance Sheet represents the Partnership’s cost basis in land that has been identified as having greater value as development property as compared
to timberland.  Our Real Estate segment personnel work with local officials to establish entitlements for further development of these parcels.  Project costs clearly associated with development or construction of these
properties are capitalized.  Those properties that are either under contract or the Partnership has an expectation they will sell within the next 12 months are classified as a current asset under Land Held for Sale.

When facts and circumstances indicate the carrying value of properties may be impaired, an evaluation of recoverability is performed by comparing the carrying value of the property to the projected future
undiscounted cash flows.  Upon indication that the carrying value of such assets may not be recoverable, the Partnership would recognize an impairment loss, determined on the basis of fair market value, and charge this
amount against current operations. The Partnership has continuously owned most of the Partnership’s land for decades.  As a result the land basis associated with most of our development properties is well below even the
weakened current market values prevalent today. As such, an asset impairment charge on one of our development projects does not appear likely.

Environmental Remediation
 

The environmental remediation liability represents estimated payments to be made to monitor (and remedy if necessary) certain areas in and around the townsite and millsite of Port Gamble, Washington. Port
Gamble is a historic town that was owned and operated by P&T until 1985 when the townsite and other assets were spun off to the Partnership. P&T continued to operate the townsite until 1996 and leased the millsite at
Port Gamble through January 2002, at which point P&T signed an agreement with the Partnership dividing the responsibility for environmental remediation of Port Gamble between the two parties. Under Washington law,
both Pope Resources and P&T are “potentially liable persons” based on ownership and/or operation of the site. These laws provide for joint and several liability among parties owning or operating property on which
contamination occurs, meaning that cleanup costs can be assessed against any or all such parties.
 

Following the bankruptcy of P&T in late 2007 and the pending liquidation of P&T’s assets, we have determined that P&T will no longer be able to meet any of its obligations under our settlement and
remediation agreement. Accordingly, in the fourth quarter of 2007 we added $1.9 million to our remediation reserve, based on what management believed to be the best estimate of the remaining cleanup cost and most
likely outcome to various contingencies within the overall project. The Monte-Carlo simulation model by which we estimate this liability indicated a range of potential liability from $816,000 to $4.5 million which
represents a two standard deviation range from the mean of possible outcomes generated by the statistical modeling process used to estimate this liability as of December 31, 2008. The balance of our estimated
remediation liability as of June 30, 2009 is $1.3 million.
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The environmental liability at June 30, 2009 includes $184,000 that the Partnership expects to expend in the next 12 months and $1.2 million thereafter. Activities at the site during the first half of 2009 included
the completion of upland soil and groundwater sampling and analysis, gaining county approval of the aforementioned test results, and the removal of all remaining sparged materials; and completion of testing of the bay
area. Activity in the environmental remediation liability is detailed as follows:

  

Balances at the
Beginning of the

Period   
Additions to

Accrual   

Expenditures for
Monitoring and

Remediation   

Balances at the
End of the

Period  
Year Ended December 31, 2008  $ 1,994,000   -  $ 440,000  $ 1,554,000 
Quarter ended March 31, 2009   1,554,000   -   60,000   1,494,000 
Quarter ended June 30, 2009   1,494,000   -   146,000   1,348,000 

General and Administrative (G&A)
 

General and administrative expenses for the quarters ended June 30, 2009 and 2008 were $901,000 and $1.0 million, respectively. For the six months ended June 30, 2009 and 2008 G&A expenses were $1.7
million and $1.9 million, respectively. This decline in G&A expense in 2009 is due to cost cutting measures implemented in response to weak log and real estate markets.
 
Interest Income and Expense
 

Interest income for the quarter ended June 30, 2009 was $63,000 compared to $218,000 for the corresponding period of 2008. The decrease in interest income is due to lower cash and investment balances and a
decrease in average rates of return. On a year-to-date basis, interest income decreased to $132,000 from $613,000 for the corresponding period in 2008 for the same reasons cited to explain quarter-to-quarter variances.
 

Interest expense for the three-month periods ended June 30, 2009 and 2008 was $593,000 and $606,000, respectively. The Partnership’s debt consists primarily of mortgage debt with a fixed interest rate. The
decrease in interest expense is due to a decrease in long-term debt as a result of scheduled annual principal payments of $1,290,000 that occur on March 31st. For the quarter ended June 30, 2009, $313,000 of interest
expense was capitalized to the long-term development projects at Gig Harbor. In the second quarter of 2008, we capitalized $311,000 of interest expense to the Gig Harbor and Bremerton projects. On a year-to-date basis,
interest expense prior to the reduction for capitalized interest was $1.2 million for each of 2009 and 2008. Capitalized interest for the six months ended June 30 remained flat at $618,000 in 2009 compared to $619,000 in
2008.
 
Income Tax
 

Pope Resources is a limited partnership and is, therefore, not subject to federal income tax. Taxable income/loss is instead reported to unitholders each year on a Form K-1 for inclusion in each unitholder’s tax
return. Pope Resources does have corporate subsidiaries, however, that are subject to income tax.
 

For the quarter ended June 30, 2009, the Partnership recorded a tax provision of $5,000 as compared to no provision for income taxes for the corresponding period in 2008. On a year-to-date basis, the provision
for income taxes was $5,000 and $57,000 for the periods ended June 30, 2009 and 2008, respectively.
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Noncontrolling Interest-IPMB
 

Pope MGP, Inc., the Managing General Partner of the Partnership is entitled to a share of income earned from the Investor Portfolio Management Business (IPMB). The 1997 amendment to the Limited
Partnership Agreement authorizing the Partnership to pursue the IPMB specifies that income from the IPMB will be split using a sliding scale allocation method beginning at 80% to the Partnership’s wholly-owned
subsidiary, ORM, Inc., and 20% to Pope MGP, Inc. The sliding scale allocation method evenly divides IPMB income between ORM, Inc. and Pope MGP, Inc. once such income reaches $7,000,000 in a given fiscal year.
 
Current activities of the IPMB are contained in the Timberland Management & Consulting segment, which include timberland consulting, management, acquisition, and disposition services. The IPMB did not generate a
profit in 2008 and is not expected to generate a profit in 2009 as we work on building the private equity timber fund business which is part of the IPMB.
 
Noncontrolling interest-ORM Timber Fund I, LP and ORM Timber Fund II, Inc.
 
Noncontrolling interest represents the portion of each Fund’s loss during the quarter ended June 30, 2009 attributed to the 80% of the Funds owned by third-party investors.
 
Off Balance Sheet Arrangements
 

We do not have any off balance sheet arrangements.
 
Liquidity and Capital Resources
 

We ordinarily finance our business activities using funds from operations and, where appropriate in management’s assessment, a bank line of credit. Funds generated internally from operations and externally
through financing are expected to provide the required resources for the Partnership's future capital expenditures. The Partnership’s debt-to-total-capitalization ratio as measured by the book value of equity, excluding
noncontrolling interests, was 25% at June 30, 2009 versus 24% as of June 30, 2008 and 25% as of December 31, 2008. The-debt-to-capitalization ratio at June 30, 2009 is impacted by costs incurred of $1.8 million to
repurchase our units in the second quarter of 2009. The unit repurchase reduced partners’ capital and the ratio’s denominator, which serves to drive the ratio higher.
 

At June 30, 2009, the Partnership held Student Loan Auction Rate Securities (“SLARS”) with a par value of nearly $4.0 million but an estimated fair value, based on the methodology described in the notes to the
unaudited financial statements included with this report, of $3.7 million. SLARS are collateralized long-term debt instruments that are intended to provide liquidity through a Dutch auction process that resets the
applicable interest rate at pre-determined intervals, typically every 28 days. Beginning in February 2008, auctions failed for approximately $17 million in par value of SLARS we held because sell orders exceeded buy
orders.
 

Although default interest rates for SLARS went into effect upon failure of the auctions, the principal amount of the securities associated with failed auctions will not be accessible until the issuer calls the security,
a successful auction occurs, a buyer is found outside of the auction process, or the security matures. We successfully liquidated $26.8 million of our SLARS portfolio at par during 2008 and received a redemption at par of
one of the SLARS during the second quarter of 2009.  The remaining SLARS we hold represent nearly $4.0 million of par value and are classified as a $3.7 million non-current asset, management’s estimate of fair value.
We have filed a claim with the Financial Industry Regulatory Authority (FINRA) against the broker that sold us the $4.0 million par value of SLARS. The FINRA claim is currently in arbitration with a hearing scheduled
for October 2009 and the results will not be known until the arbitration process is complete.
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The Partnership’s debt consists primarily of a timberland mortgage with a fixed amortization schedule and loan term, which includes a prepayment penalty. On July 31, 2008, the Partnership entered into a $40
million revolving line of credit with Northwest Farm Credit Services. Our unsecured revolving loan agreement with Northwest Farm Credit Services matures in August 2011 and requires that we not exceed a maximum
debt-to-total capitalization ratio that the Partnership currently satisfies. As of June 30, 2009, there were no amounts outstanding on the line of credit. The Partnership is utilizing its cash balance to avoid selling timber and
land into current markets, which by historic comparison are extremely weak, while buying back Partnership units and looking for timber properties to acquire through Fund II. These actions are currently resulting in a
draw-down of our cash balances.  We believe these actions will serve to increase the value of our Partnership units in the long term.  Management believes that the cash we hold in excess of our current operating needs
together with the line of credit provides adequate liquidity for our near-term operating needs. Over the remaining six months of 2009, management plans to harvest approximately 16 MMBF of timber for a total fiscal
2009 harvest of 32 MMBF. We have reduced our 2009 harvest plan from the originally planned 37 MMBF due to log prices which have weakened from the already depressed levels in effect at the end of 2008.  Since
harvest plans are based on demand and pricing, actual harvest levels may vary, and revenues may vary substantially, subject to management's ongoing review of market conditions. Management believes that the working
capital and borrowing capacity available to the Partnership will be sufficient to meet cash requirements.
 

For the six months ended June 30, 2009, overall cash and cash equivalents decreased $6.6 million versus an increase of $9.4 million for the corresponding period in the prior year. Cash used by operating activities
was $215,000 for the six months ended June 30, 2009 versus cash provided by operating activities of $5.6 million for the corresponding period in 2008. The decrease in cash generated by operating activities primarily
results from a decline in net income combined with a reduction of land and conservation easement sales.
 

Cash used by investing activities was $1.7 million for the first half of 2009 versus cash provided by investing activities of $12.8 million for the corresponding period in 2008. The decrease in cash provided by
investing activities results from the sale of $15.1 million of SLARS in the first half of 2008. We currently own SLARS with a fair market value of $3.7 million. In July 2009, SLARS with a fair value of $22,000 were
redeemed at par value of $25,000; however it is uncertain whether the remaining securities will be settled in cash within one year, and as such they are classified as a long-term asset on the balance sheet.
 

Capital expenditures for the year-to-date period ended June 30, 2009 consisted of the following:
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(Thousands)       
For the six months ended:  June 30, 2009  
Capitalized interest:       

Gig Harbor   618    
Subtotal       618 
Capitalized development projects:         

Kitsap County 20-acre segments   53     
Port Ludlow   14     
Bremerton   23     
Kingston   53     
Gig Harbor   333     
Gig Harbor-water tower cost reimbursement   (258)     
Other sites   24     

Subtotal       242 
Reforestation and roads       306 
Port Gamble capital improvements       477 
Vehicles and miscellaneous       62 
Total capital expenditures      $ 1,705 

 
Cash used in financing activities decreased to $4.7 million for the first half of 2009 from $9.1 million for the comparable period in prior year. This decrease is due primarily to reduction in the repurchase of

partnership units of $1.8 million from $3.6 million repurchased in the comparable period in 2008 and a $1.8 million decrease in unitholder cash distributions.
 
Seasonality
 

Fee Timber. The Partnership owns 114,000 acres and Fund I owns 24,000 acres of timberland in Washington State. Partnership timber acreage is concentrated in two non-contiguous tree farms: the 70,000-acre
Hood Canal tree farm located in Kitsap, Jefferson, and Mason Counties on the eastern side of Washington’s Olympic Peninsula, and the 44,000-acre Columbia tree farm located in Cowlitz, Clark, Lewis, and Skamania
counties on the western side of Washington’s Cascade mountain range.  Fund I timber acreage also includes two tree farms: the 15,000-acre Green River tree farm located in eastern King County in the foothills of the
Cascade mountain range and the 9,000-acre Mineral tree farm located in Lewis County.
 

The Hood Canal tree farm is concentrated at low elevations, which permits us to conduct year-round harvest activities. Generally, we concentrate our harvests from this tree farm in the winter and spring when
supply, and thus competition, is typically lower and, accordingly, when we can expect to receive higher prices. With the acquisition of the Columbia tree farm in 2001, and the timberlands acquired by Fund I in 2006,
management expected a decrease in the seasonality of Fee Timber operations as the Columbia tree farm and timberlands owned by Fund I are at higher elevations where harvest activities are not possible during the winter
months when snow precludes access to the lands.
 

Timberland Management & Consulting. In broad terms, Timberland Management & Consulting operations are not currently seasonal.
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Real Estate. While Real Estate results are not expected to be seasonal, the nature of the activities in this segment will likely result in periodic large transactions that will have significant positive impacts on both revenue
and operating income of the Partnership in periods in which these transactions close, and relatively limited revenue and income in other periods. While the “lumpiness” of these results is not primarily a function of
seasonal weather patterns, we do expect to see some seasonal fluctuations in this segment because of the general effects of weather on Pacific Northwest development activities.
 
Capital Expenditures and Commitments
 

We have raised committed capital for Fund II of $84 million including the Pope Resources co-investment of 20%, or $17 million. All but 1% of the capital will not be called until Fund II has located suitable
timber properties to acquire. Projected capital expenditures for the second half of 2009 are $1.8 million, excluding any potential co-investment by the Partnership in Fund II. Projected capital expenditures for the
remainder of 2009 are currently expected to include $978,000 for the Gig Harbor site with $700,000 in the form of capitalized interest, $400,000 for capital roads and reforestation on the tree farms, $155,000 for the Port
Ludlow project, and $85,000 for the Kingston project. These expenditures could be increased or decreased as a result of future economic conditions. Projected capital expenditures are subject to permitting timetables and
progress towards closing on specific land sale transactions.

ACCOUNTING MATTERS
 
Critical Accounting Policies and Estimates
 
An accounting policy is deemed to be “critical” if it is important to a company’s results of operations and financial condition, and requires significant judgment and estimates on the part of management in its application.
The preparation of financial statements and related disclosures in conformity with U.S. generally accepted accounting principles requires management to make estimates and assumptions that affect certain amounts
reported in the financial statements and related disclosures. Actual results could differ from these estimates and assumptions.  Management believes its most critical accounting policies and estimates relate to the
calculation of timber depletion as well as modeling performed to determine liabilities for matters such as environmental remediation, and potential asset impairments.
 
For a further discussion of our critical accounting policies and estimates see Accounting Matters in the Management Discussion and Analysis section of our Annual Report on Form 10-K for the year ended December 31,
2008.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES
ABOUT MARKET RISK
 
Interest Rate Risk
 

As of June 30, 2009, the Partnership had $28.2 million of fixed-rate debt outstanding with a fair value of approximately $30.3 million based on the current interest rates for similar financial instruments. A change
in the interest rate on fixed-rate debt will affect the fair value of the debt, whereas a change in the interest rate on variable-rate debt will affect interest expense and cash flows. A hypothetical 1% change in prevailing
interest rates would change the fair value of the Partnership's fixed-rate long-term debt obligations by $1.5 million. We are not subject to material foreign currency risk, derivative risk, or similar uncertainties.
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ITEM 4. CONTROLS AND PROCEDURES
 
The Partnership’s management maintains a system of internal controls, which management views as adequate to promote the timely identification and reporting of material, relevant information. Those controls include (1)
requiring executive management and all managers in accounting roles to sign and adhere to a Code of Conduct and (2) implementation of a confidential hotline for employees to contact the Audit Committee directly with
financial reporting concerns. Additionally, the Partnership’s senior management team meets regularly to discuss significant transactions and events affecting the Partnership’s operations. The Partnership’s President &
Chief Executive Officer and Vice President & Chief Financial Officer (“Executive Officers”) lead these meetings and consider whether topics discussed represent information that should be disclosed under generally
accepted accounting principles and the rules of the SEC. The Board of Directors of the Partnership’s general partner includes an Audit Committee. The Audit Committee reviews the earnings release and all reports on
Form 10-Q and 10-K prior to their filing. The Audit Committee is responsible for hiring the Partnership’s external auditors and meets with those auditors at least eight times each year.

Our Executive Officers are responsible for establishing and maintaining disclosure controls and procedures. They have designed such controls to ensure that others make all material information known to them within the
organization. Management regularly evaluates ways to improve internal controls.

As of the end of the period covered by this quarterly report on Form 10-Q our Executive Officers completed an evaluation of the disclosure controls and procedures and have determined them to be effective. There have
been no changes to internal control over financial reporting that materially affected, or that are reasonably likely to materially affect, our internal control over financial reporting.
 
PART II
 
ITEM 1. LEGAL PROCEEDINGS
 
From time to time, the Partnership may be subject to legal proceedings and claims that may have a material adverse impact on its business. Management is not aware of any current legal proceedings or claims that are
expected to have, individually or in the aggregate, a material adverse impact on its business, prospects, financial condition or results of operations.
 
ITEM 1A. RISK FACTORS
 

Our business is subject to a number of risks and uncertainties, any one or more of which could impact our operating results and financial condition materially and adversely. Some of these risks are discussed in
greater detail below, arranged according to business segment. In addition, we face a number of risks that affect our business generally. We compete against much larger companies in each of our business segments. These
larger competitors may have access to larger amounts of capital and significantly greater economies of scale. Land ownership carries with it the risk of incurring liabilities due to accidents that take place on the land and
previously undiscovered environmental contamination. The Partnership endeavors to maintain adequate accruals to reflect the cost of remediating known environmental contamination and other liabilities resulting from
land ownership. However these estimates may prove to be inadequate as additional information is discovered. A more thorough discussion of the risks and uncertainties that may affect our business is contained in the
Annual Report on Form 10-K for the fiscal year ended December 31, 2008, and in our various other filings with the Securities and Exchange Commission. Readers should review these risks in deciding whether to invest
in Partnership units, and should recognize that those factors are not an exhaustive list of risks that could cause us to deviate from management’s expectations. Readers also are cautioned that, in reviewing these risk
factors, the factors contained in this report and in our other SEC filings are effective as of the date the filing was made, and we cannot undertake to update those disclosures.
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Valuation of Student Loan Auction Rate Securities
 

At June 30, 2009, Pope Resources held Student Loan Auction Rate Securities (“SLARS”) with a par value of nearly $4.0 million but an estimated fair value of $3.7 million. SLARS are collateralized long-term
debt instruments that provide liquidity through a Dutch auction process that resets the applicable interest rate at pre-determined intervals, typically every 28 days. Beginning in February 2008, auctions failed when sell
orders exceeded buy orders. When these auctions failed to clear, higher default interest rates for those securities went into effect. We have filed a claim with the Financial Industry Regulatory Authority (FINRA) against
the broker that sold us the $4.0 million par value of SLARS. The FINRA claim is currently in arbitration with a hearing scheduled for October 2009 and the results of the binding arbitration will not be known until the
arbitration process is complete. Short of pursuing the FINRA claim to its conclusion at the October hearing, the principal amount of these securities will not be accessible until the issuer calls the security, a successful
auction occurs, a buyer is found outside of the auction process, or the security matures.

If credit markets deteriorate further, we may experience additional adverse impact on the amount and timing of the proceeds from the sale of these investments. Finally, if circumstances that influence the value of
these securities do not improve as we expect or even worsen, we may be required to reduce further the carrying value of these securities, which may have an adverse impact on our cash flows or net income for the relevant
period or periods.

Fee Timber
 

Fee Timber revenue is generated primarily through the sale of softwood logs to both domestic mills and third-party intermediaries that resell to the export market. The domestic market for logs in the Puget Sound
region of Washington State has been impacted by imported lumber from Canada and decreased demand for lumber as engineered wood products have gained market acceptance in the U.S. These factors have had the
effect of concentrating mill ownership with larger mill operators and decreasing the number of mills operating in the Puget Sound region. If this trend continues, decreases in local demand for logs may decrease our
profitability. Over the last few years the Partnership has seen the price of logs erode in the Japanese market as competing logs and lumber from regions outside of the U.S. and engineered wood products have gradually
gained market acceptance. These export markets for Pacific Northwest logs are significantly affected by fluctuations in U.S. and Japanese economies, as well as by the foreign currency exchange rate between the Japanese
yen and the U.S. dollar.
 

Our ability to grow and harvest timber can be significantly impacted by legislation, regulations or court rulings that restrict or stop forest practices. Restrictions on logging, planting, road building, fertilizing,
managing competing vegetation and other activities can significantly increase the cost or reduce available inventory thereby reducing income.
 
Timberland Management & Consulting
 

Management is working to expand our fee-for-service business through the launch of the timber fund business, which includes a portion of its revenues within our Timberland Management & Consulting segment.
To date we have acquired timberlands on behalf of Fund I and in March 2009 we completed fund raising for Fund II with total capital commitments of $84 million. Unlike other components of our business, which relate
solely or primarily to real estate and timber operations, this line of business carries risks relating to the offer and sale of securities, and to the management of investment operations. Among other risks, this line of business
includes potential liability to investors if we are determined to have made material misstatements or omissions to those investors, potential accusations that we have breached fiduciary duties to other limited partners, and
similar types of investor action. Moreover, litigation of shareholder-related matters can be expensive and time consuming, and if brought, would likely distract management from their focus on ordinary operating
activities.

 
36



 

Real Estate
 
Similar to our Fee Timber business, real estate markets are keenly sensitive to the diminished housing market and tightened credit markets. In a contracted housing and credit market, such as the one we are currently
experiencing, the demand for real estate declines with a resultant drop in sales. The value of our real estate investments is subject to changes in the economic and regulatory environment, as well as various land use
regulations and development risks, including the ability to obtain the necessary permits and zoning variances that would allow us to maximize our revenue from our real estate investments. Our real estate investments are
long-term in nature, which raises the risk that unforeseen changes in the economy or laws surrounding development activities may have an adverse affect on our investments. Moreover, these investments often are highly
illiquid and thus may not generate cash flow if and when needed to support our other operations.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
 
(a) – (e) None
 
ITEM 3. DEFAULTS UPON SENIOR SECURITIES
 
None
 
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
 
None
 
ITEM 5. OTHER INFORMATION
 
 (a) None
 
 (b) There have been no material changes in the procedures for shareholders of the Partnership’s general partner to nominate directors to the board.
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ITEM 6. Exhibits
 
Exhibits.
 
 31.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(a).
 
 31.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(a).
 
 32.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(b) and 18 U.S.C. Section 1350 (furnished with this report in accordance with SEC Rel. No. 33-8238.
 
 32.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(b) and 18 U.S.C. Section 1350 (furnished with this report in accordance with SEC Rel. No. 33-8238.
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SIGNATURES
 
Pursuant to the requirement 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, on August 5, 2009.

POPE RESOURCES, 
A Delaware Limited Partnership 

   
By:   POPE MGP, Inc.

 Managing General Partner
   

 By:/s/ David L. Nunes
 David L. Nunes
 President and Chief Executive Officer
 (Principal Executive Officer)
   

 By:/s/ Thomas M. Ringo
 Thomas M. Ringo
 Vice President and CFO
 (Principal Accounting and Financial Officer)
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

 
I, David L. Nunes, certify that:

 
 1. I have reviewed this quarterly report on Form 10-Q of Pope Resources;
 
 2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under

which such statements were made, not misleading with respect to the period covered by this report;
 
 3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows

of the registrant as of, and for, the periods presented in this report;
 
 4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal

control over financial reporting (as defined in Exchange Act Rules 13a–15(f) and 15d–15(f)) for the registrant and have:
 
 (a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the

registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;
 
 (b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the

reliability of financial reporting and preparation of financial statements for external purposes in accordance with generally accepted accounting principles;
 
 (c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of

the end of the period covered by this report based on such evaluation; and
 
 (d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter that has materially affected, or is

reasonably likely to materially affect, the registrant’s internal control over financial reporting; and
 
 5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of

registrant’s board of directors (or persons performing the equivalent function):
 
 (a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to

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

Date: August 5, 2009 /s/  David L. Nunes
  David L. Nunes
 Chief Executive Officer

 
 

 

 



Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

 
I, Thomas M. Ringo, certify that:

 
 1. I have reviewed this quarterly report on Form 10-Q of Pope Resources;
 
 2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under

which such statements were made, not misleading with respect to the period covered by this report;
 
 3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows

of the registrant as of, and for, the periods presented in this report;
 
 4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal

control over financial reporting (as defined in Exchange Act Rules 13a–15(f) and 15d–15(f)) for the registrant and have:
 
 (a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the

registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;
 
 (b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the

reliability of financial reporting and preparation of financial statements for external purposes in accordance with generally accepted accounting principles;
 
 (c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of

the end of the period covered by this report based on such evaluation; and
 
 (d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter that has materially affected, or is

reasonably likely to materially affect, the registrant’s internal control over financial reporting; and
 
 5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of

registrant’s board of directors (or persons performing the equivalent function):
 
 (a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to

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

Date: August 5, 2009 /s/ Thomas M. Ringo
 Thomas M. Ringo
 Chief Financial Officer

 
 

 



Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Pope Resources (the “Company”) on Form 10-Q for the period ended June 30, 2009, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I,
David L. Nunes, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the Company as of, and for, the periods presented in the Report.

This certification is being furnished solely to comply with the requirements of 18 U.S.C. Section 1350, and shall not be incorporated by reference into any of the Company’s filings under the Securities Act of 1933 or the
Securities Exchange Act of 1934, or otherwise be deemed to be filed as part of the Report or under such Acts.

/s/ David L. Nunes
David L. Nunes
Chief Executive Officer

August 5, 2009

 
 

 



Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Pope Resources (the “Company”) on Form 10-Q for the period ended June 30, 2009, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I,
Thomas M. Ringo, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the Company as of, and for, the periods presented in the Report.

This certification is being furnished solely to comply with the requirements of 18 U.S.C. Section 1350, and shall not be incorporated by reference into any of the Company’s filings under the Securities Act of 1933 or the
Securities Exchange Act of 1934, or otherwise be deemed to be filed as part of the Report or under such Acts.

 /s/ Thomas M. Ringo
Thomas M. Ringo
Chief Financial Officer

August 5, 2009

 
 

 


