REMINGTON ARMS
Moderator:  Alan Oshiki
11-21-07/7:00 am CT
Confirmation # 23656844
Page 1

REMINGTON ARMS
Moderator:  Alan Oshiki
November 21, 2007
7:00 am CT
Operator:
Good morning.  My name is (Kenia) and I will be your conference operator today.  At this time, I would like to welcome everyone to the Remington Arms 3rd Quarter Earnings Conference Call.  


All lines have been placed on mute to prevent any background noise.  After the speakers’ remarks, there will be a question and answer session.  If you would like to ask a question during this time, simply press star then the number 1 on your telephone keypad.  If you would like to withdraw your question, press the pound key.  


Thank you.  Mr. Jackson, you may begin your conference.  

Steve Jackson:
Thank you.  Good morning everyone.  Welcome to the Remington Arms Company Investor Conference Call and thank you for joining us.  


I’m Steve Jackson, Chief Financial Officer of the company.  The purpose of this call is to provide the investment community and other interested parties with information to help understand our quarterly results, as well as to provide information related to other developments in our business.  


As you know, our results have been made available to the public in our quarterly report filed on Form 10-Q for the quarter ended September 30, 2007, which we filed with the SEC on November 14, 2007.  


In addition, we also filed an amendment to our Form 10-Q for the quarter ended June 30, 2007 with the SEC on November 13, 2007 to restate our June 1 to June 30, 2007, or successor periods, financial statements.  The restatement was made to correct an error in the calculation of our income tax benefit in the successor period statements.  


As a result of this error, the income tax benefit reported in the successor period financial statement was understated by approximately $2 million, with a related overstatement of net loss.  


In addition, other long-term liabilities reported in the successor period financial statements, were overstated by approximately $1.9 million and the current portion of income taxes payable was overstated by approximately $100,000.00.  


The adjustments that were made in the restatement did not affect reported net sales, gross profit, earnings before interest and taxes or adjusted EBITDA and did not impact our compliance with financial covenants under our amended and restated credit facility for the second quarter ended June 30, 2007.  


A reconciliation containing adjustments from GAAP results to adjusted EBITDA is included in Note 15 to the Financial Statement of Amended Form 10Q for the second quarter, which is accessible on our corporate website at www.remington.com under the heading Investor Relations.  


Today you’ll hear from Tommy Millner, Chief Executive Officer of the company, who will give an overview of developments in our business and the industry since our last investor call on August 23, 2007.  I will then review key financial information for the third quarter.  


We will then take any questions during the question and answer period that will follow the initial discussion.  


At this time, I would like to apologize for  the unexpected disconnection on our last quarterly call at the time for questions and answers.  We have addressed that issue and look forward to speaking with you at the end of this call.  


As you know, some of the statements in our public filings and in today’s call reflect expectations or beliefs about the future.  We cannot assure you that we will achieve or realize those expectations.  Like any such statements, they are subject to a number of factors that could cause actual results to differ materially from our expectations or beliefs.  These factors include items discussed today and elsewhere in our SEC filing.  


We will also be discussing adjusted EBITDA, which is a non-GAAP financial measure.  The company utilizes adjusted EBITDA to evaluate performance of its segments and to allocate resources to each segment.  


Adjusted EBITDA differs from the term EBITDA as it is commonly used and is substantially similar to the measure Consolidated EBITDA that is used in our indenture that governs the note.  

In addition to adjusting net income or loss to exclude income taxes, interest expense and depreciation and amortization, adjusted EBITDA also adjusts net income or loss by excluding items or expenses not typically excluded in the calculation of EBITDA, such as non-cash items, gain or loss on asset sales or write-offs, extraordinary, unusual or non-recurring items, including transaction expenses associated with the acquisition of Holding by an affiliate of Cerberus Capital Management and certain special payments to Remington employees who held options and deferred shares in respect of Holding common stock consisting of amounts that are treated as compensation expense by Remington and are paid in connection with payments of dividends to holders of Holding common stock.  


A reconciliation of adjusted EBITDA to GAAP net income and other information regarding our use of adjusted EBITDA can be found in Note 15 of the consolidated financial statements of our third quarter 2007 Form 10Q which is accessible on our corporate web site at www.remington.com under the heading Investor Relations.  


Now let me introduce Tommy Millner our Chief Executive Officer.  
Tommy Millner:
Thanks Steve and good morning everyone.  I’m happy to announce that a new five-year collective bargaining agreement between the company and the international union United Mine Workers of America, which represents certain individuals employed by Remington at our Ilion, New York manufacturing facility was ratified and became effective on October 27, 2007.  

This new agreement will run through October 28, 2012.  


In addition, our partner ELSAG, Inc. elected to utilize the change in control provision in the operating agreement for our joint venture following the acquisition of holding.  And, as a result, we completed the sale of our 50% interest in RELES to ELSAG,  Inc. on September 26, 2007.  

Over the last several months, we have added a number of directors within in-depth knowledge of our industry and broad business skill sets, as well as enhanced the depth of our senior leadership team in order to maximize the strength of our brand, create competitive advantages in our manufacturing and sales processes and be prepared to address potential strategic opportunities.  


We have either hired or promoted experienced talent in the critical disciplines of our business including information technology, sales and marketing, brand management and manufacturing.  If I may draw a sports analogy, we believe we are building a team to win championships each and every year.  


I’m pleased to report a 19.3% increase in net sales during the third quarter of 2007, versus the corresponding period in the prior year.  Improvements occurred in our ammunition segment, which was up 19.4%, our firearms segment, which was up 18.2%, and our all other segment, which was up 30.4%.  


This marks the fifth consecutive quarter we have enjoyed improvements versus the corresponding period in the prior year.  


The overall revenue increases resulting from realized pricing and improved mix of product and improved performance at our factories, drove our third quarter adjusted EBITDA to $21.1 million from $15 million, a $6.1 million increase versus the corresponding period in the prior year.  


Our continued efforts to improve working capital have taken hold.  As you will note in our Form 10Q filing, our revolver balance at September 30, 2007, was $39.7 million, versus $69 million at September 30, 2006, an improvement of $29.3 million.  


The average revolver for the year-to-date period ended September 30, 2007, was down $19.5 million to $49.3 million as compared to the same period for 2006.  

The primary drivers for the reduction stem from our focus on improving certain components of working capital, especially a reduction in payment terms from sales programs offset by payments made in connection with the acquisition of Holding on May 31, 2007, by American Heritage Arms, an affiliated entity of Cerberus Capital Management and expenses associated with strengthening our organization.  


Metals prices have continued to be increasingly volatile.  We responded with another price increase in our ammunition business ranging from 5% to 15% effective October 1, 2007.  We will continue to monitoring cost increases and evaluate the need for further pricing adjustments accordingly.  


It has been a great pleasure to discuss our performance in the third quarter of 2007.  As we close out 2007 and head into 2008, we continue to be aware of certain dynamics in the economy, such as increasing oil prices and the sub-prime lending crisis that could effect or influence the behavior of our consumers and impact the trends that we’ve experienced in 2006 and year-to-date 2007.  


These are some of the challenges we face in order to continue our year-over-year improvements.  And now back to Steve.  

Steve Jackson:
Thanks Tommy.  Let’s begin with a discussion of our net sales.  Third quarter 2007 net sales of $157.3 million were up from the same period in 2006 by $25.4 million or 19.3% of which $8.7 million was associated with price increases realized across all of our segments.  

The change in net sales for the prior year was primarily due to higher sales in our ammunition segment of $14 million, higher sales in our firearms segment of $10 million, and higher sales in our all other reporting segment of $1.4 million.


Ammunition net sales for the quarter were higher than the same prior year period by $14 million due primarily to realized price increases of $6 million, increased volumes of sales of certain center and rimfire ammunition and component parts totaling $10.3 million, offset in part by lower sales volumes of shotshell ammunition of $2.3 million.  


Net sales in our firearms segment for the third quarter were higher than the same prior year period by $10 million.  Realized price increases accounted for $2 million of the increase along with higher sales volumes of $11.7 million in center fire and rim fire rifles, offset in part by lower sales volumes of shotguns of $4.7 million.  

Our sniper weapon system sales were $7.6 million higher in the third quarter of 2007 versus the third quarter of 2006.  


Net sales in our all other reporting segment increased by $1.4 million principally due to higher accessory sales of $1.1 million, higher powdered metal products sales of $400,000, and higher sales in our target business of approximately $200,000, offset by lower technology product sales of $300,000.  


As described in our third quarter Form 10Q, our cost of goods sold for the months ended September 30, 2007, was negatively impacted by approximately $16.4 million, as sales during the third quarter included inventory on hand at the time of the acquisition of Holding on May 31, 2007 that was required to be written up to estimated selling prices plus a reasonable gross profit margin in accordance to the accounting for the acquisition as a business combination using the purchase method.  

Gross profit for the third quarter of 2007, was $23.8 million or 15.1% including the impact of the inventory write-up of $16.4 million versus the 2006 third quarter gross profit of $30.7 million or 22.4%.  


The decrease in gross profit of $6.9 million was caused  primarily by the inventory write-up of $16.4 million, $3.2 million in increased manufacturing costs and reduced hedging gains of $4.1 million offset by $8.7 million in realized price increase, $6.3 million in higher volume and product mix and $1.9 million in sales of new and discontinued products.  


The firearms gross profit increase of $1.3 million was primarily the result of $2 million in price increases, $4.3 million in higher volume and product mix, as well as favorable pension costs of $1.2 million, offset, in part, by a $6 million increase in cost of goods sold due to the write-up of inventory and higher depreciation of the write-up of property plant and equipment as a result of the accounting of the acquisition used in the purchase method of accounting.  


The ammunition gross profit decrease of $8.3 million was primarily due to the $9.4 million increase in cost of goods sold due to the write up of the inventory, higher depreciation on the write up of property plant and equipment as a result of the accounting for the acquisition used in the purchase method of accounting and higher manufacturing of material acquisition costs of $4.9 million, as well as $4.1 million in lower hedging gains offset in by $6 million of realized price increases and $3.5 million of higher volume and product mix.  


Selling, general and administrative expenses for the third quarter of 2007 were $25 million, an increase of $5.9 million over the third quarter of 2006.  As a percentage of sales revenue, SG&A expenses decreased from 14.5% in the 2006 period to 15.9% of the current period.

The increase in SG&A was primarily attributable to higher costs associated with accrual for incentive compensation expense of $2 million, higher salaries and benefits expenses of $1 million, expenses related to the acquisition of holding of $1.5 million and higher marketing expenses, professional fees and distribution expenses of approximately $300,000 each.  


For the three month period ended September 30, 2007, Remington reported a $2.1 million operating loss, which includes a negative impact of the inventory write-up discussed earlier.  


Now I’ll move on to a discussion of liquidity and working capital position.  

Before I discuss our liquidity and working capital for the quarter ended September 30, I’d like to report that on November 13, 2007, we entered into the second amendment and supplement to the amended and restated credit agreement that has provided us with $15 million of additional capacity on our revolving credit facility, as well as a $25 million term loan.  


These funds provide additional capacity and flexibility to support the strategic initiatives, including, but not limited to, factory improvement, penetration of certain sales channels, new product development, one or more potential acquisitions and other corporate purposes.  


Now we’ll move on to a discussion of cash used by operations.  For purposes of this discussion, I will break the results down between the activities of the five-month period from January 1 through May 31, 2007, prior to the acquisition, and activities for the four-month period ended September 30, 2007.  

Net cash provided by operating activities for the four month period ended September 30, 2007 was $30.3 million and was primarily related to a decrease in inventory of $48.6 million and an increase in other liabilities of $22.7 million, offset by an increase in accounts receivable of $19.8 million, pension plan contributions of $8.2 million and a net loss for the period of $9.4 million.  

Net cash used by operations for the first five months of 2007 was $36.3 million compared.  Cash used in operating activities during this period resulted from an increase in inventories of $39.5 million, primarily due to high material costs, a decrease in other liabilities of $8.1 million, due primarily to recording a $4.9 million gain related to unsettled contracts at May 31, 2007, as well as realized hedging gain and pension plan contributions of $5.9 million, all of which were offset by net income of $9 million and an increase in accounts payable of $8.2 million.  


Investing activities.  Our net cash used in investing activities for the four month period ended September 30, 2007 was $700,000, which was primarily related to option cancellation payments of $1.1 million and the purchase of property plant and equipment of $2.4 million, offset by $3 million received from the sale of our interest in the RELES joint venture.  


Our net cash used in investing activities for the five months ended May 31, 2007 was $12.1 million and was used primarily for payment of transaction costs of $5.1 million related to the acquisition of holding, as well as salary related payments paid by Remington of $4.7 million, $2.1 million for the purchase of property plant and equipment.  


Our net cash used in financing activities for the four-month period ended September 30, 2007, was $38.3 million and was due primarily to $45.5 million in lower borrowing needs under our revolving credit facility, offset by $6.1 million in cash contributions from American Heritage Arms and an increase in the book overdraft of $1.4 million.  


Our net cash provided by finance activities for the first five months of 2007 was $56.9 million and was primarily associated with $65.8 million in higher net borrowing requirements under our revolving credit facility, an increase in the book overdraft of $4.5 million and $4.7 million in cash withheld from sellers provided by American Heritage Arms, offset by $5.2 million in debt acquisition costs and $3.8 million in amounts paid to holding for acquisition costs.  


I’d now like to wrap up our call with a discussion about working capital.  Our working capital at September 30, 2007, has decreased by approximately $600,000 over September 30, 2006.  


We consider working capital to be defined as current assets less current liabilities.  The primary components of the change were due to a decrease in accounts receivable of $9.6 million, which was due to shorter payment terms from our sales programs as mentioned earlier, offset by outstanding receivables due to higher sales volume and higher selling prices compared to those of the prior year.  


An increase in our other accrued liabilities of $13.3 million, primarily due to an increase in the short-term pension liability of $5.3 million, an increase in accruals for incentive compensation of $3.6 million, an increase in performance rebate accruals of $2.9 million and an increase in excise tax accrual of $1.8 million, as well as an increase in accounts payable of $4.8 million, all of which were offset by increases in inventories of $13.4 million, due primarily to the net inventory write-up of $9 million, which will be $30.5 million of the original write-up, less $21.5 million that’s rolled out through our September 30, 2007 results, as well as cost increases in raw materials, energy and processing costs, which in turn were offset by a reduction of quantities in several product categories and increases in pre-paid expenses and other current assets of $13.9 million, which were primarily due to increases in deferred tax assets of $5.6 million, as well as higher pre-paid hedging amounts of $71 million.  

At September 30, 2007, those pre-paid amounts were $18.1 million versus $11.0 million at September 30, 2006.  


That concludes our comments on our results for the third quarter ended September 30, 2007 and we’d now like to open up the floor up for questions.  
Operator:
At this time, I would like to remind everyone, if you would like to ask a question please press star then the number 1 on your telephone keypad.  

We’ll pause for just a moment to compile the Q&A roster.  

Again, if you would like to ask a question, press star then the number 1 on your telephone keypad.  


At this time, there are no questions.  
Steve Jackson:
Thank you all very much and we’ll talk to you…

Tommy Hillner:
In March.  

Operator:
Thank you.  This concludes today’s conference call.  You may now disconnect.
END

