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Item 2.02. Results of Operations and Financial Condition.

As described in Item 7.01, we are furnishing this Report on Form 8-K in connection with the disclosure of information during a conference call and
webcast on September 6, 2012 discussing our first quarter fiscal 2013 financial results. The disclosure provided in Item 7.01 of this Report on Form 8-K is hereby
incorporated by reference into this Item 2.02.

The information in this Report on Form 8-K (including the exhibit) is furnished pursuant to Item 2.02 and shall not be deemed to be “filed” for the purpose
of Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to the liabilities of that section.

Item 7.01. Regulation FD Disclosure.

We are furnishing this Report on Form 8-K in connection with the disclosure of information during a conference call and webcast on September 6, 2012
discussing our first quarter fiscal 2013 financial results. The transcript of the conference call and webcast is included as Exhibit 99.1 to this Report on Form 8-K.

The information in this Report on Form 8-K (including the exhibit) is furnished pursuant to Item 7.01 and shall not be deemed to be “filed” for the purpose
of Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to the liabilities of that section. This Report on Form 8-K will not be
deemed an admission as to the materiality of any information in the Report that is required to be disclosed solely by Regulation FD.

The text included with this Report on Form 8-K and the replay of the conference call and webcast on September 6, 2012 is available on our website located
at www.smith-wesson.com, although we reserve the right to discontinue that availability at any time.

Certain statements contained in this Report on Form 8-K may be deemed to be forward-looking statements under federal securities laws, and we intend that
such forward-looking statements be subject to the safe-harbor created thereby. Such forward-looking statements include, but are not limited to, statements
regarding our belief that we have the key components in place to deliver on opportunities for future profitable growth, including a strong portfolio of products that
consumers desire, an operations team and suppliers that can deliver excellent performance, and an organization that has an ongoing commitment to lowering our
costs and increasing our efficiency; our current outlook for our business; increasing our full year fiscal 2013 guidance; our expectation for our gross margins for
the rest of the year; our expectation to see future increases in our selling and marketing expense as we focus on increasing market share; our expectations
regarding capital expenditure spending in this fiscal year, including for capacity expansion investments as well as significant investments in the maintenance and
health of our infrastructure and systems, particularly in operations and IT; our expectation that we will further intensify our efforts on capacity expansion and our
outlook for capital expenditure spending in fiscal 2013; our plan to continue to look for more opportunities to purchase our bonds; our expectation that our
working capital needs will increase as we continue to grow; our belief that our efforts to satisfy the requirements of our professional and international users
translates to higher product performance for consumers as well; our expectations beyond fiscal 2013, including remaining focused on our core firearm business
and our belief that multiple



opportunities exist for increasing revenue and reducing cost as well as implementing efficiency enhancements across our business; our success in achieving our
goal of taking market share by stepping-up our presence and visibility with the U.S. consumer through a number of incremental advertising and marketing
activities that will occur in the balance of the fiscal year; our ability to replenish buffer inventories of finished parts for our most popular products; our intent to
remain focused on executing against clearly defined strategic initiatives that we believe will further enhance the performance of our firearms business; our belief
regarding our ability to deliver particular levels of gross margins and operating income; our outlook for sales and earnings per diluted share for the second quarter
of fiscal 2013 and for full year fiscal 2013 and for quarter-over-quarter and year-over-year revenue growth, including our belief that revenue in the second quarter
of fiscal 2013 will nearly equal the first quarter of fiscal 2013; our expectations regarding our capacity in the second and third quarters of fiscal 2013; our outlook
for our tax rate and share count; our expectation that we will be attending the CL King Best Ideas Conference in New York in September 2012 and will hold our
annual shareholder meeting in Phoenix in October 2012; our outlook regarding our capacity, including our use of our hybrid model to achieve capacity increases
and the factors enabling us to increase capacity; our outlook for gross margins; our success in achieving our goal of becoming the top polymer pistol provider; our
expectation regarding run rate, including that it will be higher than in prior quarters; our plan to be fairly aggressive to gain market share; our expectations
regarding firearm demand; our belief our pipeline of new products is very robust; our expectations regarding using cash going forward; our strategy to launch new
products strategically; and our expectations regarding pricing actions. We caution that these statements are qualified by important factors that could cause actual
results to differ materially from those reflected by such forward-looking statements. Such factors include the demand for our products; the costs and ultimate
conclusion of certain legal matters, including the DOJ and SEC matters; the state of the U.S. economy; general economic conditions, and consumer spending
patterns; the potential for increased gun control; speculation surrounding fears of terrorism and crime; our growth opportunities; our anticipated growth; our
ability to increase demand for our products in various markets, including consumer, law enforcement, and military channels, domestically and internationally; the
position of our hunting products in the consumer discretionary marketplace and distribution channel; our penetration rates in new and existing markets; our
strategies; our ability to introduce new products; the success of new products; our ability to expand our markets; the potential for cancellation of orders from our
backlog; the effects of the divestiture of our security solutions business on our core firearm business; and other risks detailed from time to time in our reports filed
with the SEC, including our Form 10-K Report for the fiscal year ended April 30, 2012.

We do not have, and expressly disclaim, any obligation to release publicly any updates or any changes in our expectations or any change in events,
conditions, or circumstances on which any forward-looking statement is based.
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In this Report on Form 8-K, a non-GAAP financial measure known as “Adjusted EBITDAS” is presented. From time-to-time, we consider and use
Adjusted EBITDAS as a supplemental measure of operating performance in order to provide the reader with an improved understanding of underlying
performance trends. Adjusted EBITDAS excludes the effects of interest expense, income taxes, depreciation of tangible fixed assets, amortization of intangible
assets, stock-based employee compensation expense, loss on the sale of discontinued operations, DOJ and SEC investigation costs, and certain other transactions.
See the reconciliations of GAAP Net Income below for detailed explanations of the amounts excluded from and included in net income to arrive at Adjusted
EBITDAS for the three, six, and 12-month periods ended July 31, 2012 and July 31, 2011. Adjusted or non-GAAP financial measures provide investors and us
with supplemental measures of operating performance and trends that facilitate comparisons between periods before, during, and after certain items that would
not otherwise be apparent on a GAAP basis. Adjusted financial measures are not, and should not be viewed as, a substitute for GAAP results. Our definition of
these adjusted financial measures may differ from similarly named measures used by others.
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SMITH & WESSON HOLDING CORPORATION AND SUBSIDIARIES
RECONCILIATION OF GAAP NET INCOME TO NON-GAAP ADJUSTED EBITDAS (Unaudited)

 
   For the Three Months Ended July 31, 2012:   For the Three Months Ended July 31, 2011:  
   GAAP   Adjustments  Adjusted   GAAP   Adjustments   Adjusted  
Net sales   $135,995   $ —     $135,995   $ 91,730   $ —     $ 91,730  
Cost of sales    84,702    (3,369)(1)   81,333    65,213    (3,971)(9)   61,242  

    
 

   
 

   
 

   
 

   
 

   
 

Gross profit    51,293    3,369    54,662    26,517    3,971    30,488  
    

 
   

 
   

 
   

 
   

 
   

 

Operating expenses:        
Research and development    1,143    (28)(1)   1,115    1,338    (59)(9)   1,279  
Selling and marketing    6,828    (62)(1)   6,766    8,125    (84)(9)   8,041  
General and administrative    12,026    (1,339)(2)   10,687    11,520    (2,477)(3)   9,043  

    
 

   
 

   
 

   
 

   
 

   
 

Total operating expenses    19,997    (1,429)   18,568    20,983    (2,620)   18,363  
    

 
   

 
   

 
   

 
   

 
   

 

Operating income from continuing operations    31,296    4,798    36,094    5,534    6,591    12,125  
    

 
   

 
   

 
   

 
   

 
   

 

Other income/(expense):        
Other income/(expense), net    —      —      —      34    —      34  
Interest income    368    (317)(6)   51    403    (320)(6)   83  
Interest expense    (1,987)   1,987(4)   —      (1,941)   1,941(4)   —    

    
 

   
 

   
 

   
 

   
 

   
 

Total other income/(expense), net    (1,619)   1,670    51    (1,504)   1,621    117  
    

 
   

 
   

 
   

 
   

 
   

 

Income from continuing operations before income taxes    29,677    6,468    36,145    4,030    8,212    12,242  
Income tax expense    10,807    (10,807)(5)   —      1,753    (1,753)(5)   —    

    
 

   
 

   
 

   
 

   
 

   
 

Income from continuing operations    18,870    17,275    36,145    2,277    9,965    12,242  
Discontinued operations:        

Loss from operations of discontinued security solutions
division    (1,682)   1,161(7)   (521)   (2,702)   723(8)   (1,979) 

Income tax benefit    (599)   599(5)   —      (1,216)   1,216(5)   —    
    

 
   

 
   

 
   

 
   

 
   

 

Loss on discontinued operations    (1,083)   562    (521)   (1,486)   (493)   (1,979) 
    

 
   

 
   

 
   

 
   

 
   

 

Net income/comprehensive income   $ 17,787   $ 17,837   $ 35,624   $ 791   $ 9,472   $ 10,263  
    

 

   

 

   

 

   

 

   

 

   

 

 

(1) To exclude depreciation and amortization.
(2) To exclude depreciation, amortization, stock-based compensation expense, and DOJ/SEC costs and related profit sharing impacts of DOJ/SEC.
(3) To exclude depreciation, amortization, stock-based compensation expense, plant consolidation costs, and DOJ/SEC costs and related profit sharing impacts

of DOJ/SEC.
(4) To exclude interest expense.
(5) To exclude income tax expense.
(6) To exclude intercompany interest income.
(7) To exclude loss on sale of discontinued operations, interest expense, and stock-based compensation expense.
(8) To exclude depreciation, amortization, interest expense, and stock-based compensation expense.
(9) To exclude depreciation, amortization, and plant consolidation costs.
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SMITH & WESSON HOLDING CORPORATION AND SUBSIDIARIES
RECONCILIATION OF GAAP NET INCOME TO ADJUSTED EBITDAS (Unaudited)

 
   Trailing Six Months Ended, July 31, 2012   Trailing Twelve Months Ended, July 31, 2012  
   GAAP   Adjustments  Adjusted   GAAP   Adjustments  Adjusted  
Net sales   $265,838    —     $265,838   $456,262    —     $ 456,262  
Cost of sales    167,682   $ (7,104)(1)   160,578    303,496   $ (13,952)(1)   289,544  

    
 

   
 

   
 

   
 

   
 

   
 

Gross profit    98,156    7,104    105,260    152,766    13,952    166,718  
    

 
   

 
   

 
   

 
   

 
   

 

Operating expenses:        
Research and development    2,116    (41)(1)   2,075    4,349    (126)(1)   4,223  
Selling and marketing    13,323    (118)(1)   13,205    30,021    (255)(1)   29,766  
General and administrative    25,755    (3,007)(3)   22,748    47,716    (7,108)(2)   40,608  

    
 

   
 

   
 

   
 

   
 

   
 

Total operating expenses    41,194    (3,166)   38,028    82,086    (7,489)   74,597  
    

 
   

 
   

 
   

 
   

 
   

 

Operating income from continuing operations    56,962    10,270    67,232    70,680    21,441    92,121  
    

 
   

 
   

 
   

 
   

 
   

 

Other income/(expense):        
Other income/(expense), net    16    —      16    44    —      44  
Interest income    677    (617)(6)   60    1,470    (1,340)(6)   130  
Interest expense    (3,426)   3,426(4)   —      (7,532)   7,531(4)   (1) 

    
 

   
 

   
 

   
 

   
 

   
 

Total other income/(expense), net    (2,733)   2,809    76    (6,018)   6,191    173  
    

 
   

 
   

 
   

 
   

 
   

 

Income from continuing operations before income taxes    54,229    13,079    67,308    64,662    27,632    92,294  
Income tax expense    17,542    (17,542)(5)   —      21,634    (21,634)(5)   —    

    
 

   
 

   
 

   
 

   
 

   
 

Income from continuing operations    36,687    30,621    67,308    43,028    49,266    92,294  
Discontinued operations:        

Income/(loss) from operations of discontinued security solutions
division    (9,321)   7,221(7)   (2,100)   (14,925)   8,759(7)   (6,166) 

Income tax benefit    (2,889)   2,889(5)   —      (4,999)   4,999(5)   —    
    

 
   

 
   

 
   

 
   

 
   

 

Income/(loss) on discontinued operations    (6,432)   4,332    (2,100)   (9,926)   3,760    (6,166) 
    

 
   

 
   

 
   

 
   

 
   

 

Net income/comprehensive income   $ 30,255   $ 34,953   $ 65,208   $ 33,102   $ 53,026   $ 86,128  
    

 

   

 

   

 

   

 

   

 

   

 

 

(1) To eliminate depreciation, amortization, and plant consolidation costs.
(2) To eliminate depreciation, amortization, stock-based compensation expense, plant consolidation costs, severance benefits for our former President and

CEO, and DOJ/SEC costs and related profit sharing impacts of DOJ/SEC.
(3) To eliminate depreciation, amortization, stock-based compensation expense, plant consolidation costs, and DOJ/SEC costs and related profit sharing

impacts of DOJ/SEC.
(4) To eliminate interest expense.
(5) To eliminate income tax expense.
(6) To eliminate intercompany interest income.
(7) To eliminate depreciation, amortization, interest expense, loss on sale of discontinued operations, and stock-based compensation expense.
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SMITH & WESSON HOLDING CORPORATION AND SUBSIDIARIES
RECONCILIATION OF GAAP NET INCOME FOR TRAILING SIX AND TWELVE MONTHS (Unaudited)

 

  For the Three Months Ended,   
Trailing Six Months
Ended, July 31, 2012  

Trailing Twelve
Months Ended,
July 31, 2012  

  October 31, 2011  January 31, 2012  April 30, 2012  July 31, 2012  GAAP   GAAP  
Net sales  $ 92,299   $ 98,125   $ 129,843   $ 135,995   $ 265,838   $ 456,262  
Cost of sales   67,693    68,121    82,980    84,702    167,682    303,496  

   
 

   
 

   
 

   
 

   
 

   
 

Gross profit   24,606    30,004    46,863    51,293    98,156    152,766  
   

 
   

 
   

 
   

 
   

 
   

 

Operating expenses:       
Research and development   1,241    992    973    1,143    2,116    4,349  
Selling and marketing   8,636    8,062    6,495    6,828    13,323    30,021  
General and administrative   11,295    10,666    13,729    12,026    25,755    47,716  

   
 

   
 

   
 

   
 

   
 

   
 

Total operating expenses   21,172    19,720    21,197    19,997    41,194    82,086  
   

 
   

 
   

 
   

 
   

 
   

 

Operating income from continuing operations   3,434    10,284    25,666    31,296    56,962    70,680  
   

 
   

 
   

 
   

 
   

 
   

 

Other income/(expense):       
Other income/(expense), net   20    8    16    —      16    44  
Interest income   399    394    309    368    677    1,470  
Interest expense   (2,477)   (1,629)   (1,439)   (1,987)   (3,426)   (7,532) 

   
 

   
 

   
 

   
 

   
 

   
 

Total other income/(expense), net   (2,058)   (1,227)   (1,114)   (1,619)   (2,733)   (6,018) 
   

 
   

 
   

 
   

 
   

 
   

 

Income from continuing operations before income taxes   1,376    9,057    24,552    29,677    54,229    64,662  
Income tax expense   428    3,664    6,735    10,807    17,542    21,634  

   
 

   
 

   
 

   
 

   
 

   
 

Income from continuing operations   948    5,393    17,817    18,870    36,687    43,028  
Discontinued operations:       

Income/(loss) from operations of discontinued security
solutions division   (4,004)   (1,600)   (7,639)   (1,682)   (9,321)   (14,925) 

Income tax benefit   (1,465)   (645)   (2,290)   (599)   (2,889)   (4,999) 
   

 
   

 
   

 
   

 
   

 
   

 

Income/(loss) on discontinued operations   (2,539)   (955)   (5,349)   (1,083)   (6,432)   (9,926) 
   

 
   

 
   

 
   

 
   

 
   

 

Net income/(loss)/comprehensive income/(loss)  $ (1,591)  $ 4,438   $ 12,468   $ 17,787   $ 30,255   $ 33,102  
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Item 9.01. Financial Statements and Exhibits.
 

 (a) Financial Statements of Business Acquired.

Not applicable.
 

 (b) Pro Forma Financial Information.

Not applicable.
 

 (c) Shell Company Transactions.

Not applicable.
 

 (d) Exhibits.
 
Exhibit
Number   Exhibits

99.1   Transcript of conference call and webcast conducted on September 6, 2012.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.
 

  SMITH & WESSON HOLDING CORPORATION

Date: September 6, 2012   By: /s/ Jeffrey D. Buchanan
   Jeffrey D. Buchanan

   

Executive Vice President, Chief Financial Officer,
and Treasurer



EXHIBIT INDEX
 
99.1 Transcript of conference call and webcast conducted on September 6, 2012.
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SEPTEMBER 06, 2012 / 09:00PM GMT, SWHC—Q1 2013 SMITH & WESSON HLDG CORP Earnings Conference Call
 
CORPORATE PARTICIPANTS

Liz Sharp Smith & Wesson Holding Corp—VP, IR

James Debney Smith & Wesson Holding Corp—President & CEO

Jeff Buchanan Smith & Wesson Holding Corp—EVP, CFO

CONFERENCE CALL PARTICIPANTS

Reed Anderson Northland Securities—Analyst

Cai von Rumohr Cowen and Company—Analyst

Mike Greene Benchmark Company—Analyst

Scott Hamann KeyBanc Capital Markets—Analyst

PRESENTATION

Operator

Good day, ladies and gentlemen, and welcome to the first quarter 2013 Smith & Wesson Holding Corporation earnings conference call. My name is Colby, and I
will be your operator for today. At this time, all participants are in listen only mode. We will conduct a question and answer session towards the end of this
conference.

(Operator Instructions)

And, as a reminder, this call is being recorded for replay purposes. I would now like to turn the call over to Liz Sharp, Vice President of Investor Relations. Please
proceed, ma’am.

Liz Sharp—Smith & Wesson Holding Corp—VP, IR

Thank you and good afternoon. Our comments today may contain predictions, estimates and other forward-looking statements. Our use of words like anticipate,
project, estimate, expect, intend and other similar expressions is intended to identify those forward-looking statements. Forward-looking statements also include
statements regarding sales, margins, expenses and earnings for future periods, our product development and strategies and liquidity and anticipated cash needs
and availability. Our forward-looking statements represent our current judgment about the future and they are subject to various risks and uncertainties. Risk
factors and other considerations that could cause our actual results to be materially different are described in our securities filings including our forms S-3, 8-K,
10-K and 10-Q. You can find those documents as well as a replay of this call on our website at www.smith-wesson.com. Today’s call contains time sensitive
information that is accurate only as of this time, and we assume no obligation to update any forward-looking statements contained herein. Our actual results could
differ materially from our statements today.

Now, I will turn the call over to our President and CEO, James Debney.

James Debney—Smith & Wesson Holding Corp—President & CEO

Good afternoon. Thank you for joining us and for your interest in our Company. With me on the call today is Jeff Buchanan, our Chief Financial Officer; and later
on we will provide a recap of our financial performance and an updated outlook. Today we are very pleased to report that we delivered yet another strong quarter,
one that clearly demonstrates the result of our focus on and our commitment to our core firearms business. With a strong consumer market for firearms and a solid
portfolio of both established and newer products, all aligned to consumer preferences, our team made great progress on executing several key strategic and
operational initiatives. In the process we delivered results that again set a number
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of new records for Company performance. With that, let me provide some of the highlights from our first-quarter. We again delivered record sales, another quarter
in which our operations team did an excellent job accelerating our planned increases in manufacturing capacity and working closely with our suppliers to enable
them to ramp up to higher volumes.

All of our combined operational activities contributed to record profitability as reflected in net income and record earnings per share from continuing operations.
Our newest addition to the M&P family, the M&P Shield, remained in very high demand by both consumers and professionals, and backlog for this product
continued to grow. Our overall backlog remains strong at $392 million. We used our cash position in the quarter to purchase some of our bonds in the open
market. And lastly, we concluded the sale of our discontinued operations. Overall, in the first quarter we demonstrated that we have the key components in place
to deliver on opportunities for future profitable growth. These components include a strong portfolio of products that consumers desire and operations team and
suppliers that can deliver excellent performance and an organization that has an ongoing commitment to lowering our cost and increasing our efficiency. Based on
our continued focus on firearms, our successful results for the first quarter and our current outlook for the business, we are increasing our full-year fiscal 2013
guidance.

With that, I will ask Jeff to review the financial results.

Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

Thanks, James. Please note that this is only a discussion of our continuing operations. Therefore when I refer to net income, this is only net income from our
continuing operations. And when I reference EPS, I am referring to earnings per diluted share from continuing operations. For the results of our discontinued
operations, the sale of which was completed this quarter, please refer to our 10-Q which filed this afternoon. Revenue for the quarter was a record $136 million.
This is an increase of $44.3 million or 48.3% over the prior year. We exceeded our revenue expectations by bringing forward the capacity increases in working
with our suppliers. The gross margins were 37.7%, nearly nine full percentage point higher than the first quarter of fiscal 2012. Gross margin was helped by a
favorable production mix that included increased volumes of our strategically important M&P line, resulting in a corresponding improvement in manufacturing
absorption.

We also saw some one-time benefits in manufacturing and purchasing variances including euro exchange rate benefits. Even without those one-time benefits,
however, we had solid margin gains as a result of our focus on cost savings efforts and manufacturing efficiencies. Therefore, we now expect that our gross
margins will be above 34% for the rest of the year. Our operating expenses in the quarter totaled $20 million or 14.7% of revenue versus $21 million or 22.9% of
revenue last year. Thus, even though we had greater profit sharing and incentive expenses, actual SG&A costs were lower because of Company-wide cost-saving
efforts as well as the timing and phasing of selling and marketing expenses. As we focus on increasing market share, however, we do expect to see future
increases in our selling and marketing expense. Our operating income percentage for the quarter was 23% versus 6% last year. Net income in Q1 was a record
$18.9 million or an EPS of $0.28. Compared with net income of $2.3 million or an EPS of $0.04 last year, a sevenfold increase.

Our trailing six-month EPS is now $0.55. Adjusted EBITDAs was a record $36.1 million compared with $12.2 million last year. Our trailing six-month adjusted
EBITDAs is $67.3 million, and our trailing 12 month adjusted EBITDAs is $92.3 million. The reconciliation of non GAAP adjusted EBITDAs to cap net income
can be found on our SEC filings in our updated investor presentation which has been posted on our website. And for reference, our six-month trailing net income
from continuing operations was $36.7 million, and our 12 month trailing net income was $43 million. Now, I will discuss a few balance sheet items. At the end of
the quarter we had $118.4 million in working capital, a sequential quarterly increase of over $11 million. We had no borrowings under our credit facility, and free
cash flow for the quarter was $3 million, not including the $5.5 million in cash we received from the sale of our discontinued operations.

Our cash balance at the end of the quarter was $60.5 million. Capital expenditures was—were $6.3 million and were focused primarily on capacity expansion.
CapEx in this fiscal year will include capacity expansion investments as well as significant investment in the maintenance and health of our infrastructure and
systems, particularly in operations and IT. We expect to further intensify our efforts on capacity expansion, and we believe capital expenditures in fiscal 2013 will
be in the range of $30 million to $35 million. As noted on our last call, we went into the bond market at the beginning of this quarter to purchase our 9.5% bonds.
Although the market on our bonds is very thin, we did manage to acquire a $6.4 million worth. We will continue to look for more opportunities to purchase our
bonds, but, of course, we will always evaluate the best use of cash based on relevant circumstances at any particular time. Based on our cash balance of $60.5
million and our long-term bond obligation of $43.6 million,
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we have a net cash position that is the highest in our history of as a public company. As we continue to grow, however, we do expect that working capital needs
will increase.

And, with that, I will turn the call back over to James for a discussion of our operational results.

James Debney—Smith & Wesson Holding Corp—President & CEO

Thank you, Jeff. The first quarter demonstrated the ongoing strength of both our business and the overall US consumer market for firearms, as measured by
adjusted mix or FBI background checks in the period and by ongoing high levels in our backlog. Excluding Walther products, our unit sales of firearms into the
consumer channel for our first quarter on a year-over-year basis increased 30.1%. This compares favorably to unit growth of adjusted mix of 23.5% for the same
period, leading us to believe that we not only kept pace with the rapid expansion of the market in Q1 but that we took market share. In terms of dollars, total sales
in our domestic consumer channel during the first quarter again, excluding Walther products, was strong at nearly $111 million, which is almost 55% higher than
last year. With over 90% of our net sales derived from the consumer market today, it is clear that our strategy to deliver products that address consumer needs,
wants and desires is delivering excellent results.

This is especially apparent in the strong sales growth of our M&P platform of products. Turning to our professional and international channel, where our efforts to
satisfy the requirements of [these use] as translates to higher product performance to consumers as well, first-quarter revenue was $12.6 million, a slight decrease
compared with last year, largely due to the timing of orders. Turning to backlog, and I want to remind everyone, as we often do, that backlog is cancelable until
shipped. Backlog at the end of July totaled $392.4 million, an increase of $243.6 million or 163.7% compared with the end of first quarter last year, and a
sequential decrease of $46.6 million or 10.6% compared with the end of the fourth quarter of fiscal 2012. We believe the sequential decrease is due somewhat to
our increased capacity and, therefore, our improved ability to shift product as well as to the seasonality that appears to be typical for this time of year. That said,
this decline in backlog is the smallest percentage decline that we have seen in the past three years. As we look beyond fiscal 2013 and as we remain focused on
our core firearms business, we continue to see multiple opportunities for increasing revenue and reducing costs as well as implementing efficiency enhancements
across our business.

We intend to continue to drive revenue growth by leveraging our popular existing product portfolio and adding new products designed to meet consumers’
evolving preferences. We intend to continue our focus on lowering costs, driven not only by leveraging our scale but also by ongoing attention to process
improvement cost reductions throughout our operations. And, lastly, we intend to further enhance our efficiencies by improving the processes we use to operate
our business and distribute products in the market. As a consumer centric company with the goal of taking market share, we plan to step up our present and
visibility with the US consumer through a number of incremental advertising and marketing activities that will occur in the balance of the fiscal year. We will also
be working to replenish buffer inventories of finished parts for our most popular products, an action that is being made possible by recent capacity increases both
internally and with our supplier base to better improve our customer service levels. As we remain focused on executing against these clearly defined strategic
initiatives, we believe we will further enhance the performance of our firearms business. Over time, we believe that our business has the ability to deliver gross
margins of 38% to 40% and operating income of 20% to 22%. Before I turn the call back over to Jeff, I want to mention that the new August NICS numbers came
out this week with a 27th straight month of year-over-year adjusted NICS increases. August adjusted NICS increased by 27.8% compared with last year’s 13.5%.
Despite the fact that August tends to be one of the slower months in the year, these new August results are higher than any of those of any month during 2009,
which as we all know was a particularly strong year for the firearms industry. And with that I will ask Jeff to provide our financial outlook.

Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

Thanks, James. We expect sales in the second quarter of $130 million to $135 million, which would represent quarter-over-quarter revenue growth in excess of
40%. We have been adding manufacturing capacity which is why we are estimating that revenue in Q2 will nearly equal the revenue in Q1 even with the lost
manufacturing days from our annual two-week August shutdown. For the quarter, we estimate EPS to be in the range of $0.19 to $0.21. For the full year we are
significantly raising our guidance based on the acceleration of certain capacity increases and the strong demand for our products. We now estimate net sales of
between $530 million and $540 million, which would result in approximate 30% sales increase. This estimate takes into account our current capacity on
limitations. For example, due to holidays in November and December, our capacity in Q3 will be most similar to our capacity in Q2. We estimate our tax rate of
37% and our share count at 67 million. So, taking into account my
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previous points regarding our expectations of gross margin and operating expenses, we now estimate our EPS for the year will be between $0.85 and $0.90.
James?

James Debney—Smith & Wesson Holding Corp—President & CEO

Thanks, Jeff. Before turn the call over the questions, please note that we will be attending the CL King Best Ideas Conference in New York on September 13, and
we will be hosting our annual shareholder meeting on October 1 in Phoenix Arizona. Finally, I want to thank the entire Smith & Wesson team for delivering
another exceptional quarter of continued growth and improved profitability. That concludes our prepared remarks, so now let’s open the call the questions from
our analysts.

QUESTION AND ANSWER

Operator

(Operator Instructions)

Reed Anderson, Northland Securities.

Reed Anderson—Northland Securities—Analyst

Hi, congratulations, terrific quarter and great job executing. A couple questions, first I want to start off James, just looking at capacity and that sort of thing. I
know you don’t want to get to precise there, but is it—two questions on capacity one is if you look at where guidance was for revenues coming out of the fourth
quarter and where you are today, call it a 7% increase in what you were going to talk to in terms of revenue? Is that a fair analogy to look at that as sort of similar
to what you might be doing for capacity? Or, is there too many other factors to consider there?

James Debney—Smith & Wesson Holding Corp—President & CEO

No. I think you can roughly use that. That’s a good approximation. It won’t be far off at all.

Reed Anderson—Northland Securities—Analyst

Okay, good.

Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

And, Reed, as James mentioned he is also adding—we are planning to add buffer stock also. So, our capacity—as our finished goods like go up, hopefully our
capacity is actually increasing above just the revenue increases.

Reed Anderson—Northland Securities—Analyst

In the buffer stock, that is largely internally produced components? Or, is that some external as well?
 

  5  

THOMSON REUTERS STREETEVENTS | www.streetevents.com | Contact  Us
 
© 2012 Thomson Reuters. All rights reserved. Republication or redistribution of Thomson Reuters content, including by
framing or similar means, is prohibited without the prior written consent of Thomson Reuters. ‘Thomson Reuters’ and the
Thomson Reuters logo are registered trademarks of Thomson Reuters and its affiliated companies.  

 

 

  



SEPTEMBER 06, 2012 / 09:00PM GMT, SWHC—Q1 2013 SMITH & WESSON HLDG CORP Earnings Conference Call
 
James Debney—Smith & Wesson Holding Corp—President & CEO

No. It’s it back to the hybrid model that we have the capacity increases which is a balance between obviously our internal capacity, the base capacity we have here
mainly in Springfield, and our external capacity that we have with our strategic partners.

Reed Anderson—Northland Securities—Analyst

Perfect. Okay, good. And then the other question on capacity, James, maybe you could just give a little more color on some specifics which you our getting at? Is
it people? Is it processes? Were you able to add some lines, whatever? But maybe a couple of anecdotes would be helpful?

James Debney—Smith & Wesson Holding Corp—President & CEO

Yes. It is difficult, to get too much detail, but, yes, it’s pretty much everything you listed. It is equipment, it is base capacity. It is also tooling to increase our
flexibility. It is also again retiring assets, older assets. We’ll bring in newer technology which again will give us a bit more efficiency as well. Again, there’s a
certain ramp up with external sources. I mentioned our strategic partners. So their supplies are ramping I mentioned that in the prepared remarks earlier on as
well.

Reed Anderson—Northland Securities—Analyst

Okay. And then, another question on margins. There was a stunning number, that 37.7%. And I guess, Jeff, you said there was a couple of one-timers in there. I
wonder if you didn’t have those, is it around that 34% number you were kind of talking where are comfortable for the year or was it better than that? Just give us
a sense of what that impacted the first quarter by?

Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

Right. Well, in the first quarter between six and seven of that percentage point increase over the comparable quarter of last year related to manufacturing and
efficiency improvements. Between 1% and 2% related to on TC in the move that we made and about a little over 1% related to kind of you can call one times.
And so in this quarter the one times took us down only took us down to around 36%, but there are other factors that are changing. This is the time of year that we
roll out our standards. Our spending is different this time as our mix changes. There is just a lot of things that were good in this — especially good in this quarter
but — and will continue. But, going forward we’re forecasting it at 34%.

Reed Anderson—Northland Securities—Analyst

Okay, good. And my last question, James, you talked a little bit about kind of ramping up some — I think you called them advertising or marketing initiatives in
the second half, they really continue to drive the thing for consumers. Anything notable there relative to either channel or to medium? I am just curious what you
might be focused on if we might be seeing something different or just amplify the message? In the same way you have been doing?

James Debney—Smith & Wesson Holding Corp—President & CEO

It is really more of the good stuff that we’ve been doing so, certainly more advertising, print, Internet -based, you will definitely observe that. In terms of
supporting dealers, more of our armorers training, more merchandising tools for them to use, and everything of course with a strategic focus that we have on the
M&P platform in particular the polymer pistol. So as we said before, that’s the big runway for us going forward. We’re in third place at the moment when it
comes to the M&P brand. With that polymer pistol it is our goal to be number one overtime.
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Reed Anderson—Northland Securities—Analyst

Terrific. Terrific job, best of luck I will jump off and let somebody else on. Thank you.

Operator

Cai von Rumohr, Cowen & Company.

Cai von Rumohr—Cowen and Company—Analyst

Yes, thank you, very good quarter, guys. So doing my math it looks like a little over $2 million of one timers. Could you tell us what were they, and should we see
any one timers in the remainder of the year?

Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

You know the one timers, a large chunk of it was foreign exchange benefits with the euro as I mentioned. Everything else was just a lot of things, reserves,
adjustments where we had to like release some reserves, just a variety of areas. You couldn’t really can point to one. Going forward I don’t have any planned one
times. And the thing about one times is that they are usually unplanned. So, our— my guidance takes into account that we won’t have anymore one times, and
that the run rate will be at 34% or higher.

Cai von Rumohr—Cowen and Company—Analyst

Okay. And then, you mentioned timing was a factor for sales and marketing which was lower. Where should we think about sales and marketing and R&D and
G&A for the year? How should we—

Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

Well, OpEx was quite low this quarter especially if you take into account the fact that incentive compensation and profit-sharing are much higher than they were
last year. But it is really just the answer that James gave from last time which is it’s going to be in a variety of areas, but it’s mostly consumer oriented sales and
marketing activities—advertising, products, promotion, etc. in terms of—it’s done all with the eye toward share gain and obviously share gain in the M&P. As far
as rate, we haven’t really specified the actual run rate, but it will definitely be higher than what we’ve done probably in the last seven or eight quarters.

Cai von Rumohr—Cowen and Company—Analyst

Okay. And then, I mean, does it just ramp right up in that second quarter? Because—

Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

Well, I mean, there’s a lot of things in process right now. It’s actually hard to get this all ramped up at once.

James Debney—Smith & Wesson Holding Corp—President & CEO

Yes it certainly will be phased, we’re entering a busier period let’s say for firearm sales. So we’re coming out of the very cooler summer months. There’s a lot of
more interest during this period in purchasing firearms so we have to play to that. And, market share gains don’t come cheap. So
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our plan is to be fairly aggressive but certainly intelligent about it as well, we hope. And to come into Christmas, especially, again, there is a lot of consumer
purchase activity. We want to be in the forefront of the consumer’s mind.

Cai von Rumohr—Cowen and Company—Analyst

Okay. And then, you had a significant increase in terms of your longer-term goal from 35 up to 38 to 40 I mean 300 to 500 basis points. Maybe give us a little bit
of color? I think you were talking about—I recall you made a 25% sales gain. So here you have basically done it in a much shorter. What’s really different? Why
were you able to raise that number as much as you did?

James Debney—Smith & Wesson Holding Corp—President & CEO

Really, it is largely to do with the ramp of our capacity. We feel that we are better positioned. We are beating are own expectations internally, as to lay down that
capacity. We have increased our projection on the amount of capital that we will spend. We feel very confident spending that capital And, remember, we do
insulate ourselves with our hybrid model when it comes to capacity increases. So we still have the outsourced layer of capacity that really does help us protect the
internal -based capacity as well. We’re very much more flexible in terms of what we’re doing with that base capacity as well. And that is increasing our
efficiencies, and we have to think about new products going forward as well. But the pipeline still looks very robust. That’s another reason that we are spending
capital as well as we launch new products. Again, it’s going to all add incremental revenue.

Cai von Rumohr—Cowen and Company—Analyst

And then your cash position on the balance sheet continues to get better. We sort of free cash flow should we look for for the year? Is it $40 million to $45
million? And then, what do you intend on doing with this newfound wealth?

Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

Well, we haven’t really forecast our free cash flow, but I did—we’re in a fairly strong growth ramp, and that takes working capital. I mean, as we have mentioned
before, our AR balances have been relatively low, because customers are paying faster to get more product. I don’t think that’s going to last, and that will
consume cash. I raise the CapEx guidance up to $30 million to $35 million. That will certainly use a lot of cash. We also talked about wanting to build inventory.
We really, if you look at the finished goods inventory, it went from $14 million to $16 million and that’s really just the stuff that’s probably basically on the
trucks. So if we really want to be more customer oriented, we need to have more available stock, and we need to build that inventory.

James Debney—Smith & Wesson Holding Corp—President & CEO

Absolutely, because we are under serving the market at this moment. We all know that. And that’s a great opportunity going forward for us.

Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

And then with regard to your question of what we’re going to do with any excess cash. We’ve always said we want to analyze it at any given time with respect to
externals and internals. We have already indicated that we have bought some bonds we have—we still have about $46 million—sorry—outstanding so there’s—
basically haven’t specified I guess. Sorry about that.

Cai von Rumohr—Cowen and Company—Analyst

Okay. Terrific. Thank you very much.
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(Operator Instructions)

Operator

Mike Greene, Benchmark Company.

Mike Greene—Benchmark Company—Analyst

Good afternoon congratulations on another great quarter.

James Debney—Smith & Wesson Holding Corp—President & CEO

Thanks, Mike.

Mike Greene—Benchmark Company—Analyst

So, James you mentioned you were still in third place in polymer pistol market share. Do you believe you gained any ground on that [month] this year, or is most
of the growth we’re seeing an expansion of the overall pie?

James Debney—Smith & Wesson Holding Corp—President & CEO

Yes, to be clear, when we say we are in third place, we are only counting M&P polymer pistol family. So we don’t count the SDVE, the Bodyguard 380 and
everything else. So we’re a little hard on ourselves in that respect, but, yes, in terms of are we gaining ground, for sure the launch of the M&P Shield as we know
went very, very well. It’s been extremely well received. We are continually told by dealers and distributors it is one of the hottest products that they’ve seen for
some time. Definitely taking share so we count that as well. So when you look at the whole family for M&P, we’re definitely starting to get some traction and
make some headway. And as I’ve said before, as we think about where we are investing in our capacity, that’s a runway to growth. That’s a strategic direction that
we’re taking. We get right behind that.

Mike Greene—Benchmark Company—Analyst

Great. And then on the backlog you have any concerns about double-booking as distributors are trying to get product, and, if so, do you have any efforts to weed
that out?

James Debney—Smith & Wesson Holding Corp—President & CEO

No concerns really in that respect, and when I say no concerns, because the way that we look at backlog is we really don’t take it to the bank. We have to
remember it can be canceled. We always have that in our mind. We’re very pleased with the level of backlog—backlog, obviously. But for us the most important
thing and the use for us is really good indication of what products we should be making, how we should be investing, and how we should be loading up the plant.
In terms of it shrinking and are we concerned about that, no that was fully expected as well. If someone had asked me on the last earnings call where I think it
would go, I would’ve said I expect it to decline as we go into the cooler summer months. Given it’s the smallest percentage decline, as I said earlier, it is quite
refreshing as well. That’s good news for us.
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Mike Greene—Benchmark Company—Analyst

Great. And then, I’m not sure if you got over this previously, but can you remind us if you have a new product release policy? Are you going to continue trying to
release new products timed around large industry events as you did with the Shield and April?

James Debney—Smith & Wesson Holding Corp—President & CEO

No. For us now it’s very much launch strategically. And that’s largely, first you’ve got to be ready and capable, and there’s a number of criteria we have internally
that you have to meet. And then it’s when the best time? So, we may choose to just sit on a new product for some time and not launch it until we think we are
ready, because the last thing we want to do is launch a new product, and somewhat we felt with the Shield, but launch new product not be able to satisfy the
demand without eating into the base capacity and starving other products. So it’s a careful balance, and, again, it is largely going to be about timing.

Mike Greene—Benchmark Company—Analyst

Great. That’s great news. And one last quick question on your slides you mentioned that pistols are 82% of the handgun segments in the quarter. Would you be
able to give us what percentage that was in Q1 last year?

James Debney—Smith & Wesson Holding Corp—President & CEO

Sorry, Mike you broke up a little bit.

Mike Greene—Benchmark Company—Analyst

I apologize in the slides you mentioned that pistols were 82% of the handgun segment in the quarter? Would you—

James Debney—Smith & Wesson Holding Corp—President & CEO

In the investor presentation?

Mike Greene—Benchmark Company—Analyst

Yes. Would you be able to give us what that was in Q1 last year?

Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

Yes. It was—

James Debney—Smith & Wesson Holding Corp—President & CEO

We are just looking it up, Mike.

Mike Greene—Benchmark Company—Analyst

Sure.
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Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

I don’t think we break it out that way.

Mike Greene—Benchmark Company—Analyst

You haven’t recently, but the fact that it was in the slides there, I figured I would ask.

Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

Okay.

James Debney—Smith & Wesson Holding Corp—President & CEO

That’s the overall industry we are looking at isn’t it in terms of investor the presentation? It’s not our business.

Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

Yes. Right.

Mike Greene—Benchmark Company—Analyst

I apologize. I must have read that incorrectly. Thanks very much and congratulations again.

Operator

Scott Hamman, KeyBanc Capital Markets.

Scott Hamann—KeyBanc Capital Markets—Analyst

In terms of the retail volume numbers that you gave us, can you give us an order of magnitude on the tactical rifle side versus the handgun side?

Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

I didn’t understand the question? Did you want—repeat the question?

Scott Hamann—KeyBanc Capital Markets—Analyst

Yes (technical difficulties) were tactical rifles. Did they grow at a higher rate than your hand in business?

James Debney—Smith & Wesson Holding Corp—President & CEO

Okay. I think you broke up again, but I think you’re asking about the growth rate of handguns over modern—the sporting rifles, is that right?
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Scott Hamann—KeyBanc Capital Markets—Analyst

Yes. The retail volume of the modern sporting rifles for the quarter versus the handguns.

Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

Right. So, the quarter-over-quarter modern sporting rifles were 144%, and handguns were, not including Walther, were 26.4%.

Scott Hamann—KeyBanc Capital Markets—Analyst

Okay. And the just in terms of—I know you don’t give profitability by segment, but is it fair to think that the tactical rifle stuff is more profitable on a unit basis
than the handguns?

Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

We’ve never specified that.

Scott Hamann—KeyBanc Capital Markets—Analyst

Okay. All right. In terms of price, have there been any pricing actions you take in recently or have seen in the industry? And is there anything you were kind of
thinking about you may expect in the your balance of your fiscal year?

James Debney—Smith & Wesson Holding Corp—President & CEO

Nothing material.

Scott Hamann—KeyBanc Capital Markets—Analyst

Okay. And then, just clarification on the 20%–22% operating margin, is that based on the same revenue targets that you had laid out previously?

Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

We kind of changed our approach, and so what we have said is that it is based on growing at the industry growth rate, the historical industry growth rate. So, since
2005, that’s been around 11%, and so what we our saying in order to hit the model in three years is to keep growing at the historical industry growth rates.

Scott Hamann—KeyBanc Capital Markets—Analyst

Okay. And then just finally, from last quarter, if you kind of look at your guidance and this quarter when you kind of revisit your guidance for the earnings
release, was the increase—would you quantify a little bit more front end loaded versus backend loaded? Or is it kind of looking at the year in kind of two parts?
Or Is there any reason why you would think that versus your prior expectation, which I know you didn’t disclose, that the back half of the year would be better
than you thought it was 90 days ago?
 

  12  

THOMSON REUTERS STREETEVENTS | www.streetevents.com | Contact  Us
 
© 2012 Thomson Reuters. All rights reserved. Republication or redistribution of Thomson Reuters content, including by
framing or similar means, is prohibited without the prior written consent of Thomson Reuters. ‘Thomson Reuters’ and the
Thomson Reuters logo are registered trademarks of Thomson Reuters and its affiliated companies.  

 

 

  



SEPTEMBER 06, 2012 / 09:00PM GMT, SWHC—Q1 2013 SMITH & WESSON HLDG CORP Earnings Conference Call
 
Jeff Buchanan—Smith & Wesson Holding Corp—EVP, CFO

No. Actually, it’s like the forecast is basically based on our view of the demand against our capacity. And, we obviously were able to bring forward some capacity
this quarter which has the effect of raising the whole year if we assume that everything else is the same. But of course then that affects also Q2 and Q3, and we—I
said that—I gave the forecast on Q2 which was nearly the same as Q1, and I said that Q3 capacity is about the same. So, based on that, you can sort of angle your
way into each quarter.

Scott Hamann—KeyBanc Capital Markets—Analyst

Okay. Great. Thanks a lot.

Operator

At this time there are no further questions in queue so I will return the call to Management for closing remarks. They’re are no further questions appearing in
queue.

Liz Sharp—Smith & Wesson Holding Corp—VP, IR

Just a moment please.

James Debney—Smith & Wesson Holding Corp—President & CEO

Sorry about that—technical hitch. In closing, thank you, operators. Thanks, everyone, for joining us today. And we look forward to speaking with you next
quarter.

Operator

Thank you for your participation in today’s conference. This concludes the presentation. You may now disconnect. Have a great day.
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