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Item 2.02. Results of Operations and Financial Condition.

     On December 7, 2005, Smith & Wesson Holding Corporation issued a press release announcing results for its second fiscal quarter ended October 31,
2005, and held a telephone conference call regarding the results. The press release is included as Exhibit 99.1 and the transcript of the conference call is
included as Exhibit 99.2 to this Report on Form 8-K.

     The information in this Report on Form 8-K (including the exhibits) 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 or otherwise subject to the liabilities of that section.

     The registrant does not have, and expressly disclaims, any obligation to release publicly any updates or any changes in the registrant’s expectations or any
change in events, conditions, or circumstances on which any forward-looking statement is based.

     The text included with this Report on Form 8-K is available on the registrant’s website located at www.smith-wesson.com, although the registrant reserves
the right to discontinue that availability at any time.

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

 
Press release from Smith & Wesson Holding Corporation, dated December 7, 2005, entitled “Smith & Wesson Holding Corporation Reports
Second Quarter Fiscal 2006 Financial Results”

   
99.2  Transcript of conference call held on December 7, 2005
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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: December 8, 2005  By: /s/ John A. Kelly
    

 

 
 

 
 

John A. Kelly
Chief Financial Officer
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EXHIBIT INDEX
   
99.1

 
Press release from Smith & Wesson Holding Corporation, dated December 7, 2005, entitled “Smith & Wesson Holding Corporation Reports
Second Quarter Fiscal 2006 Financial Results”

   
99.2  Transcript of conference call held on December 7, 2005
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Exhibit 99.1

FOR IMMEDIATE RELEASE

Contacts:
John Kelly, Chief Financial Officer
Smith & Wesson Holding Corp.
(413) 747-3305

Liz Sharp, VP Investor Relations
Smith & Wesson Holding Corp.
(480) 949-9700 x. 115
lsharp@smith-wesson.com

Smith & Wesson Holding Corporation Reports
Second Quarter Fiscal 2006 Financial Results

Company Posts Year-Over-Year Sales Growth of 22.2%
FY 2006 Revenue Growth Forecast Increased to Between 13% — 15%

Announces Initial Entry into Long Gun Market Segment

SPRINGFIELD, Mass., December 7, 2005 — Smith & Wesson Holding Corporation (AMEX: SWB), parent company of Smith & Wesson Corp., the
legendary 153-year old company in the global business of safety, security, protection and sport, today announced financial results for the second quarter ended
October 31, 2005.

Second Quarter Financial Results (in millions, except EPS):

Net product sales were $35.5 million for the quarter ended October 31, 2005, an increase of 22.2% over net product sales of $29.1 million for the comparable
quarter of 2004. Firearms sales for the second quarter of fiscal 2006 grew 25.5% over the quarter ended October 31, 2004. The increase in firearm sales
reflected a 54.3% increase in pistol sales as well as a 14.5% increase in revolver sales.

Net income for the quarter ended October 31, 2005 was $692,377, or $.02 per diluted share, as compared with $2.1 million, or $.06 per diluted share, for the
quarter ended October 31, 2004. The results for the quarter ended October 31, 2005 included $579,011 in stock option expense relative to our recent election
under FAS 123(R), compared with $119,582 for the quarter ended October 31, 2004. The impact of that option expense election on the quarter ended
October 31, 2005 was to reduce net income by approximately $0.01 per diluted share. In addition, results for the quarter ended October 31, 2004 included
$4.1 million in one-time insurance benefits, which on an after-tax basis increased net income in that previous quarter by approximately $2.1 million, or $.06
per diluted share.

Gross profit of $10.5 million, or 29.3%, for the quarter ended October 31, 2005 was lower than gross profit of $12.4 million, or 41.8%, for the comparable
quarter of 2004. The gross profit for the quarter ended October 31, 2004 included the $4.1 million in one-time insurance benefits. Without the impact of that
one-time insurance event, gross profit for the quarter ended October 31, 2004 would have been $8.3 million, or 27.9%. On a

 



 

year-over-year basis, we increased quarterly net product sales by $6.5 million and converted approximately $2.3 million, or 35% of that amount, into gross
margin. We continue to improve our production and labor efficiencies, which resulted in savings of approximately $166,000 over the comparable quarter
ended October 31, 2004.

Operating expenses of $9.3 million for the quarter ended October 31, 2005 increased $1.2 million over operating expenses of $8.1 million for the comparable
quarter in 2004. Sales and marketing expenses increased as expected due to our investment in a NASCAR program and marketing programs supporting the
launch of the Military & Police pistol series. In June of the current fiscal year, we announced that we intended to early adopt Statement of Financial
Accounting Standards No. 123(R), “Share-based Payment (Revised 2004)” (SFAS 123(R)) using the modified retrospective application method.
Consequently, we have restated prior periods to reflect the impact of SFAS 123(R). The adoption of SFAS 123(R) resulted in additional stock compensation
expense of $579,011 for the quarter ended October 31, 2005 compared with stock compensation expense of $119,582 for the quarter ended October 31, 2004.
We also incurred approximately $484,000 in consulting fees relative to the implementation of Sarbanes-Oxley 404 compliance. Finally, we incurred $398,500
in payroll tax expense relative to the exercise of warrants by, and repurchase of warrants from, two of our original investors during the second quarter of fiscal
2006.

Net cash outflow from operations for the six months ended October 31, 2005 was $3.6 million compared with $1.1 million for the six months ended
October 31, 2004. Capital expenditures for the six months ended October 31, 2005 were $6.0 million, or $2.1 million, higher than the $3.9 million spent in the
six months ended October 31, 2004. We had short-term borrowings of $4.5 million at October 31, 2005.

Michael Golden, President and CEO, said, “I am pleased with the progress we made this quarter on several fronts. First, our 25.5% growth rate in firearms
sales was fueled by a follow-on order to the U.S. government for Afghanistan soldiers. We have received three orders this year from the U.S. government for
shipment to Afghanistan, which reflects the effectiveness of a newly established segment of the Smith & Wesson sales team that focuses on growing our
business with the military and federal government. In fact, military and federal government firearms sales, which were virtually non-existent one year ago,
have so far totaled over $4.4 million for the first six months of fiscal 2006. With regard to firearms sold into the sporting goods channel, during the second
quarter, we completed our transition from a sales network of independent manufacturers representatives to a directly employed, Smith & Wesson sales force.
We believe this new organization is beginning to have positive impact. International sales have increased by over 51% for the first six months of this fiscal
year. We believe the launch of our new Military & Police (M&P) pistol series, announced earlier this week, will help support continued strong growth in each
of these markets, as well as the law enforcement market. Response to this exciting new polymer pistol series, designed specifically for law enforcement and
military users, has been tremendously positive.”

“We made notable operating improvements in our Springfield factory in the areas of manufacturing processes, supply chain management, and lean
manufacturing practices. In November, efficiencies allowed us to return to a five-day work schedule throughout

 



 

most of our machining operations, from the seven-day schedule we implemented in January of this year. The transition went extremely well, with production
rates for the month of November meeting, and in some cases exceeding, the levels we were achieving under the seven-day schedule. This change, coupled
with others, will begin to contribute to improved gross margins beginning in the third quarter of fiscal 2006.”

Accounting Matters
Results for the quarter ended October 31, 2004 have been restated to correct the accounting for certain stock awards under APB 25 and the adoption of SFAS
123(R).

Updated Outlook for Fiscal 2006
We are raising our sales expectations and now expect net product sales for fiscal 2006 to increase by 13% to 15% over fiscal 2005 compared with our earlier
expectations of growth in the 10% to 12% range, excluding potential additional revenue from new business ventures we may pursue. This increase is expected
to come from improved sales penetration of the current sporting goods channel and new sales in law enforcement, fueled by enhancements to our sales
organization structure and the introduction of the M&P pistol series in December 2005. The multiple orders we have received so far in fiscal 2006 from the
U.S. government give us confidence that our sales to the federal government will continue to grow. We also expect that the international trade channels will
continue to yield higher year-over-year-sales levels, supported by new product introductions, including the M&P pistol series.

Estimated gross profit, as a percentage of product sales and licensing revenue, is expected to increase from 29.1%, before the impact of the one-time
insurance recovery last year, to approximately 31% in fiscal 2006. We have adjusted our gross margin expectation down slightly compared with previous
estimates, due entirely to oil and natural gas cost increases that have occurred as a result of Hurricane Katrina. Generally, electricity rates are expected to
nearly triple by January 2006 compared with pre-Hurricane Katrina levels. While we are exploring alternative energy sources and implementing conservation
programs in an effort to reduce the impact, we anticipate our energy costs will increase by $800,000 for fiscal 2006 over our initial expectations. Our adjusted
gross margin expectation of 31% for fiscal 2006 incorporates this higher, anticipated energy expense.

As a percentage of sales and licensing, operating expenses in fiscal 2006, excluding the favorable environmental adjustment in the first quarter, are still
expected to increase slightly compared with prior year levels as we expand our sales and marketing resources and activities. We expect our interest expense in
fiscal 2006 to be approximately $1.5 million, substantially lower than fiscal 2005 levels, reflecting our refinancing activities in January 2005.

Net income for fiscal 2006 is still expected to increase to between $6.9 million and $7.5 million, or between $.19 and $.20 per diluted share. Though we have
increased our sales growth expectations, rising utility costs will offset the benefit of this increased sales volume. Our current expectation includes an
anticipated compensation expense relative to SFAS 123 (R) of $1.9 million, or $.03 per share. While we are not providing quarterly guidance, we expect that
the fourth quarter will be significantly stronger than the third

 



 

quarter. This is due to our M&P start-up, launch, and production ramp-up costs, as well as the brunt of the increased energy costs.

Golden added, “We focused heavily during the second quarter on efforts to diversify and grow our business and have now identified several opportunities. We
have decided to enter a segment of the long-gun market and plan to introduce our first new products in that category at SHOT Show, our industry’s major
event, at the Las Vegas Convention Center in February 2006. The long-gun market presents a tremendous opportunity to leverage the historic Smith &
Wesson brand name and to further develop our reputation as a company in the business of safety, security, protection and sport. We look forward to sharing
more details of this entry in February. We are very excited at the prospect of returning Smith &Wesson to the long gun market after a 21 year absence.”

Conference Call
The Company will host a conference call today, December 7, 2005, to discuss its second quarter results and its outlook for 2006. The conference call may
include forward-looking statements. The conference call will be Web cast and is scheduled to begin at 5:00pm Eastern Time (2:00pm Pacific). The live audio
broadcast and replay of the conference call can be accessed on the Company’s Web site at
www.smith-wesson.com under the Investor Relations section. The Company will maintain an audio replay of this conference call on its website for a period
of time after the call. No other audio replay will be available.

About Smith & Wesson
Smith & Wesson Holding Corporation, through its subsidiary Smith & Wesson Corp., is one of the world’s largest manufacturers of quality handguns, law
enforcement products and firearm safety/security products. The Company also licenses shooter protection, knives, apparel, footwear and other accessory
lines. The Company is based in Springfield, Mass., with manufacturing facilities in Springfield and Houlton, Maine. The Smith & Wesson Academy is
America’s longest-running firearms training facility for America’s public servants. For more information, call (800) 331-0852 or log on to www.smith-
wesson.com.

Safe Harbor Statement
Certain statements contained in this press release may be deemed to be forward-looking statements under federal securities laws, and the Company intends that such forward-looking statements be
subject to the safe-harbor created thereby. Such forward-looking statements include statements regarding the Company’s anticipated sales, sales margins, gross margins, expenses, including
anticipated energy costs, earnings, capital expenditures, penetration rates for new and existing markets and new product shipments, for the fiscal year ending April 30, 2006; the Company’s
strategies; the demand for the Company’s products; the success of the Company’s efforts to achieve improvements in manufacturing processes; the ability of the Company to introduce any new
products and the success of any new products, including the Military and Police pistol series and long guns(rifles and shotguns). The Company cautions 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 the Company’s products, the
Company’s growth opportunities, the ability of the Company to obtain operational enhancements, the ability of the Company to increase its production capacity, the ability of the Company to engage
additional key employees, and other risks detailed from time to time in the Company’s reports filed with the SEC, including its Form 10-K Report for the fiscal year ended April 30, 2005.

 



 

SMITH & WESSON HOLDING CORPORATION and Subsidiaries
CONSOLIDATED BALANCE SHEETS

As of:
         
  October 31, 2005  April 30, 2005  
  (Unaudited)     

ASSETS
Current assets:         

Cash and cash equivalents  $ 497,694  $ 4,081,475 
Accounts receivable, net of allowance for doubtful accounts of $66,522 on October 31, 2005 and $75,000

on April 30, 2005   19,477,616   18,373,713 
Inventories   23,413,728   19,892,581 
Other current assets   3,607,764   2,388,286 
Deferred income taxes   5,560,354   6,119,561 
Income tax receivable   263,660   3,701 

  
 
  

 
 

Total current assets   52,820,816   50,859,317 
  

 
  

 
 

Property, plant and equipment, net   20,926,999   16,726,361 
Intangibles, net   354,603   364,908 
Notes receivable   1,007,565   1,029,812 
Deferred income taxes   6,478,008   7,806,702 
Other assets   4,529,507   5,205,246 
  

 
  

 
 

  $ 86,117,498  $81,992,346 
  

 

  

 

 

         
LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities         
Accounts payable  $ 10,605,985  $12,034,692 
Accrued other expenses   4,943,883   4,898,517 
Accrued payroll   3,718,139   3,220,730 
Accrued taxes other than income   619,737   589,449 
Accrued profit sharing   770,694   2,403,019 
Accrued workers compensation   421,000   536,773 
Accrued product liability   2,550,616   2,524,996 
Deferred revenue   4,836   15,646 
Derivative valuation — short-term   1,306,800   — 
Current portion of notes payable   6,137,839   1,586,464 

  
 
  

 
 

Total current liabilities   31,079,529   27,810,286 
  

 
  

 
 

Notes payable   15,197,862   16,028,424 
  

 
  

 
 

Other non-current liabilities   7,484,969   11,062,459 
  

 
  

 
 

Commitments and contingencies         
Stockholders’ equity:         

Preferred stock, $.001 par value, 20,000,000 shares authorized, 0 shares on on October 31, 2005 and
April 30, 2005 issued and outstanding   —   — 

Common stock, $.001 par value, 100,000,000 shares authorized, 39,206,647 shares on October 31, 2005
and 31,974,017 shares on April 30, 2005 issued and outstanding   39,207   31,974 

Additional paid-in capital   29,740,245   27,744,819 
Deferred compensation   (118,338)   — 
Retained earnings (deficit)   2,694,024   (685,616)

  
 
  

 
 

Total stockholders’ equity   32,355,138   27,091,177 
  

 
  

 
 

  $ 86,117,498  $81,992,346 
  

 

  

 

 

 



 

SMITH & WESSON HOLDING CORPORATION and Subsidiaries
CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)
For the Six Months Ended:

         
      Restated  
  October 31, 2005  October 31, 2004 
  

 

Cash flows from operating activities:         
Net income  $ 3,379,640  $ 3,573,409 
Adjustments to reconcile net income to cash used for operating activities:         

Amortization and depreciation   2,052,951   1,095,054 
Gain on disposal of IdentiKit       (450,515)
Gain on disposal of assets   (10,780)   (7,405)
Write-off of patents   —   39,741 
Deferred taxes   1,887,901   2,112,714 
Provision for losses on accounts receivable   9,800   6,500 
Provision for excess and obsolete inventory   330,507   385,713 
Stock option expense   854,511   210,303 
Market valuation adjustment stock warrants   118,800   — 
Warrants issued as part of sale of common stock   (1,188,000)   — 

Changes in operating assets and liabilities         
(Increase) decrease in assets:         

Accounts receivable   (1,113,703)   5,315,417 
Inventories   (3,851,654)   (1,879,842)
Other current assets   (1,219,478)   (2,887,847)
Income tax receivable   3,701   (318)
Note receivable   22,247   20,955 
Other assets   420,183   1,330,090 

Increase (decrease) in liabilities:         
Accounts payable   (1,428,707)   (1,028,872)
Accrued payroll   497,409   (904,818)
Accrued profit sharing   (1,632,325)   (725,696)
Accrued taxes other than income   30,288   (6,390)
Accrued other expenses   (73,434)   (158,670)
Accrued income taxes   32,388   — 
Accrued workers compensation   (115,773)   75,000 
Accrued product liability   25,620   (314,352)
Other non-current liabilities   (3,577,490)   (3,513,321)
Derivative valuation   1,306,800   — 
Deferred revenue   (10,810)   (256,887)

  
 

Net cash (used for) provided by operating activities   (3,249,408)   2,029,963 
  

 

         
Cash flows from investing activities:         

Proceeds from sale of marketable securities   —   1,518,493 
Reductions in collateralized cash deposits   —   323,531 
Payments to acquire patents   (2,489)   (17,306)
Proceeds from sale of IdentiKit       300,000 
Proceeds from sale of property and equipment   35,901   7,465 
Payments to acquire property and equipment   (6,010,360)   (3,903,186)

  
 

Net cash (used for) provided by investing activities   (5,976,948)   (1,771,003)
  

 

         
Cash flows from financing activities:         

Payment on notes payable, Tomkins   —   (1,417,782)
Proceeds from loans and notes payable   4,500,000   — 
Proceeds from exercise of options to acquire common stock   461,481   476,184 
Proceeds from sale of common stock   24,612,888   123,307 
Repurchase of warrants   (23,950,701)   — 
Compensation expense — Non-employee stock option   (118,338)   — 
Proceeds from exercise of warrants to acquire common stock   916,432   — 
Payments on loans and notes payable, unrelated parties   (779,187)   (559,914)

  
 

Net cash provided by (used for) financing activities   5,642,575   (1,378,205)
  

 

         
Net decrease in cash and cash equivalents   (3,583,781)   (1,119,245)
Cash and cash equivalents, beginning of year   4,081,475   5,510,663 
  

 

Cash and cash equivalents, end of period  $ 497,694  $ 4,391,418 
  

 

 



 

SMITH & WESSON HOLDING CORPORATION and Subsidiaries
CONSOLIDATED STATEMENTS OF OPERATIONS

AND OTHER COMPREHENSIVE INCOME
(UNAUDITED)

                 
  Three Months Ended   Six Months Ended  
      Restated       Restated  
  October 31, 2005  October 31, 2004  October 31, 2005  October 31, 2004 
Net product and services sales  $ 35,536,967  $ 29,078,039  $ 67,386,690  $ 56,846,914 
License revenue   482,213   526,018   1,282,190   922,768 
Cost of products and services sold   25,469,628   17,210,562   48,444,544   35,982,629 
Cost of license revenue   4,750   4,663   80,645   33,821 
  

 
  

 
  

 
  

 
 

Gross profit   10,544,802   12,388,832   20,143,691   21,753,232 
  

 
  

 
  

 
  

 
 

                 
Operating expenses:                 

Research and development, net   102,026   38,184   141,866   75,323 
Selling and marketing   3,770,483   3,160,186   7,720,760   6,021,436 
General and administrative   5,434,206   4,901,362   9,314,047   8,579,016 
Environmental expense   —   —   (3,087,810)   — 

  
 
  

 
  

 
  

 
 

Total operating expenses   9,306,715   8,099,732   14,088,863   14,675,775 
  

 
  

 
  

 
  

 
 

                 
Income from operations   1,238,087   4,289,100   6,054,828   7,077,457 
  

 
  

 
  

 
  

 
 

                 
Other income (expense):                 

Other income (expense)   178,786   (107,687)   221,677   207,306 
Interest income   39,651   101,049   58,155   183,299 
Interest expense   (362,282)   (819,261)   (911,619)   (1,654,638)

  
 
  

 
  

 
  

 
 

   (143,845)   (825,899)   (631,787)   (1,264,033)
  

 
  

 
  

 
  

 
 

                 
Income before income taxes   1,094,242   3,463,201   5,423,041   5,813,424 
Income tax expense   401,865   1,356,791   2,043,401   2,240,015 
  

 
  

 
  

 
  

 
 

Net income  $ 692,377  $ 2,106,410  $ 3,379,640  $ 3,573,409 
Other comprehensive income:   —   —   —   — 
  

 
  

 
  

 
  

 
 

Comprehensive income  $ 692,377  $ 2,106,410  $ 3,379,640  $ 3,573,409 
  

 
  

 
  

 
  

 
 

                 
Weighted average number of common equivalent shares

outstanding, basic   35,858,826   31,279,739   33,988,252   31,144,761 
  

 
  

 
  

 
  

 
 

                 
Net income per share, basic  $ 0.02  $ 0.07  $ 0.10  $ 0.11 
  

 
  

 
  

 
  

 
 

                 
Weighted average number of common equivalent shares

outstanding, diluted   39,662,462   36,329,973   39,290,302   36,278,796 
  

 
  

 
  

 
  

 
 

                 
Net income per share, diluted  $ 0.02  $ 0.06  $ 0.09  $ 0.10 
  

 
  

 
  

 
  

 
 

 



 

Exhibit 99.2

Smith & Wesson Holding Corp.

Moderator: Mike Golden
December 7, 2005 — 5:00pm Eastern

Operator:

Good day, ladies and gentlemen. Thank you for your patience. And welcome to the second quarter 2006 Smith & Wesson Holding Corporation earnings
conference call. My name is Bill and I’ll be your conference coordinator today.

[Operator instructions].

I would now turn the presentation over to your host for today’s call, Ms. Liz Sharp, VP of Investor Relations. Please proceed, ma’am.

Liz Sharp:

Thank you, and good afternoon. Before we begin the formal part of our presentation, let me tell you that what we’re about to say, as well as any questions we
may answer, could contain predictions, estimates, and other forward-looking statements. Our use of words like project, estimate, forecast and other similar
expressions is intended to identify those forward-looking statements. Any forward-looking statements that we might make represent our current judgment on
what the future holds. As such, those statements are subject to a variety of risks and uncertainties. Important 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, 10-K and 10-Q. I encourage you to review
those documents. A replay of this call can be found on our website later today at www.smith-wesson.com.

 



 

This conference contains time sensitive information that is accurate only as of the time hereof. If any portion of this presentation is rebroadcast, retransmitted
or redistributed at a later date, we will not be reviewing or updating the material content here in. Our actual results could differ materially from these
statements.

Our speakers on today’s call are Mike Golden, President and CEO, and John Kelly, Chief Financial Officer. With that, I’ll turn you over to Mike.

Mike Golden:

Thank you, Liz, and thank you all for joining us. Let me begin by laying out the agenda for today’s call. First, John will review our financial results, then I
will share my thoughts with you regarding our performance this quarter, our strategy and our outlook for the future. Then I will open up the call for questions
from our analysts. I will now turn the call over to John for a review of our financial performance. Go ahead John.

John Kelly:

Thank you, Mike.

Net product sales for the three months ended October 31, 2005 of $35.5 million was 22.2% higher than the comparable quarter last year. Firearms sales for
the fourth quarter ended October 31, 2005 increased 25.5% over the comparable quarter last year. Net income for the quarter of $692,000, or $.02 per diluted
share, was $1.4 million, or $.04 per diluted share lower than the quarter ended October 31, 2004. It should be noted, however, that the quarter ended
October 31, 2004 included a total of $4.1 million in one-time
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insurance refunds and adjustments, which equated to approximately $.06 per diluted share.

The 25.5% increase in firearms sales was led by a 54.3% increase in pistol sales. Sales of our Sigma pistols accounted for the increase, which was led by a
$3.0 million dollar order from the U.S. government for the Afghanistan Border Patrol. Domestic demand for the Sigma product line accounted for the balance
of the increase. We also saw 393% growth in our engraving business and revolvers continued on a steady growth rate of 14.5%.

Looking at our gross profit for the second quarter of this year compared to last year, it is important to take into account the significant insurance related
activity that occurred in the second quarter of last year. As I mentioned earlier, we had $4.1 million in one-time insurance benefits in the second quarter of last
year, which drove the gross profit, as a percentage of sales and licensing, to 41.8%. Excluding that insurance impact, gross profit for the quarter ended
October 31, 2004 was $8.3 million, or 27.9%. When you compare the 27.9% for the second quarter of last fiscal year, to our gross profit of 29.3% for the
second quarter of this fiscal year, you can see the progress we have made in improving profitability.

The $6.5 million dollar increase in net product sales translated into approximately $2.3 million in gross margin. We continue to gain production efficiency.
Our labor efficiency was at 80% for the quarter, up from 75% for the second quarter of last year. As a result, we saved approximately $166,000 over the
comparable quarter of last year.
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Operating expenses for the second quarter of this year increased by $1.2 million, but as a percentage of sales and licensing were actually 1.6 percentage points
lower than the second quarter of last year. Sales & marketing expenses increased as planned, due to our sponsorship in NASCAR and marketing programs
related to the M&P pistol launch, regarded by many to be the most professional our industry has seen. In June 2005, we announced that we intended to early
adopt Statement of Financial Accounting Standards No. 123(R), Share-based Payment using the modified retrospective application method. FAS 123(R)
resulted in an additional stock compensation expense of $579,000 for the quarter ended October 31, 2005 compared with $120,000 for the quarter ended
October 31, 2004. We also incurred $398,000 in payroll taxes relative to warrants repurchased from two of our original investors. Since the warrants were
considered compensation, payroll taxes were required on both the warrants repurchased and warrants exercised by these individuals. The Company also
incurred approximately $484,000 in consulting fees relative to the implementation of Sarbanes-Oxley 404 compliance during the second quarter of this year.
This compares to zero expense in this category in the comparable quarter of last year.

Net income for the three months ended October 31, 2005 was $692,000, or $.02 per diluted share, compared to $2.1 million, or $.06 per diluted share, for the
second quarter of fiscal 2005. Note, however, that the second quarter of last year included one-time insurance benefits, which, on an after tax basis, was
approximately $2.1 million, or $.06 per diluted share.

Now let’s look at our six-month results.
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Net product sales for the six months ended October 31, 2005, were $67.4 million , a $10.5 million dollar, or 18.5% increase over the first six months of last
fiscal year sales of $56.8 million . This increase was driven by a 61.0% increase in pistol sales, continued steady growth in revolvers, and a 500% increase in
our engraving business.

Gross profit for the six months ended October 31, 2005 was $20.1 million, a $1.6 million dollar decrease from the first six months of last fiscal year. As
mentioned earlier, gross profit for last year included $4.1 million in insurance benefits. Excluding the impact of the insurance, gross profit from operations
actually increased by $2.5 million. Utility costs in the first six months of fiscal 2006 increased by $340,000, a 29.4% increase over last year. We expect those
costs to continue to rise in the second half of fiscal 2006 and I will discuss that a little more in a moment.

Operating expenses decreased by $587,000 for the first six months of fiscal 2006, compared to the first six months of the previous fiscal year. This decrease
was due to the $3.1 million dollar environmental reserve reduction that took place in the first quarter of this fiscal year. Excluding the environmental issue,
operating expense increased by $2.4 million year over year. This increase includes our first-year NASCAR promotion expenses, marketing programs related
to the M&P pistol launch, consulting fees relative to the implementation of Sarbanes-Oxley 404, and stock option expense relative to FAS 123(R), as well as
payroll taxes related to the warrant repurchase and exercise that I mentioned earlier. In addition, we incurred audit fees relative to the restatement of prior
periods due to the stock compensation expense issue. Despite these charges, operating expenses,
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excluding the environmental reserve reduction, grew at a lower rate than sales.

Net income for the six months ended October 31, 2005 was $3.4 million, or $.09 per diluted share compared to $3.6 million, or $.10 per diluted share for the
six months ended October 31, 2004.

Net cash outflow for the six months ended October 31, 2005 was $3.6 million, compared to $1.1 million for the six months ended October 31, 2004. Capital
expenditures for the six months ended October 31, 2005 were $6.0 million, an increase of $2.1 million over the $3.9 million spent in the first six months of
last year. The Company had short-term borrowings of $4.5 million at October 31, 2005.

Now turning to our outlook for the year.

We are raising our sales expectations for the balance of fiscal 2006, and now expect to see net product sales increase by 13 to 15 percent over fiscal 2005,
excluding potential additional revenue from new business ventures we may pursue. This increase is expected to come from improved sales penetration of the
current sporting goods channel and new sales in law enforcement, fueled by the introduction of the M&P pistol. Federal government and international trade
channels are expected to continue to yield higher year over year sales levels. New product introductions, including the M&P pistol series are also expected to
bolster sales.

Our estimated gross profit as a percentage of product sales and licensing is expected to increase from 29.1% which was before the impact of the insurance
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event in fiscal 2005 to approximately 31% in fiscal 2006. Gross profit improvement is slightly less than previously expected because oil and natural gas costs
have risen sharply in the past few months as a result of Hurricane Katrina. Utilities local to our factory have indicated that energy costs will likely triple in
January and February of 2006 compared to pre-Katrina rates. Although we are investigating alternative electricity providers and implementing conservation
programs in an attempt to reduce the impact, we are planning on spending an additional $800,000 on electricity in fiscal 2006.

Operating expenses have trended very well to our projections for the year. As a percentage of sales and licensing, operating expenses, excluding the
environmental adjustment in 2006, are expected to increase by 0.5 percent compared to fiscal 2005 levels, on plan. We expect our interest expense in fiscal
2006 to be approximately $1.5 million, substantially lower than fiscal 2005 levels, reflecting our refinancing activities in January 2005.

Net income for fiscal 2006 is still expected to increase to between $6.9 million and $7.5 million, or between $.19 and $.20 per diluted share. Though we have
increased our sales expectations, the rising electricity costs will offset the benefit of the increased sales volume. Our expectations include an anticipated
compensation expense relative to SFAS 123(R) of $1.9 million, or $.03 per share.

While we are not providing quarterly guidance, we expect that the fourth quarter will be significantly stronger than the third. This is due to the fact that the
third quarter will reflect the bulk of our M&P start-up, launch and
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production ramp-up costs, as well as the brunt of the increased energy costs.

Capital expenditures for the year are still projected at $12.0 million.

I will now turn things back to Mike.

Mike Golden:

Thank you John.

Last quarter I indicated that with our new management team in place, we are focused on three major platforms in our strategy. Those platforms are
significantly growing our handgun business, leveraging the brand, and diversification.

Well, during the second quarter, we made tremendous progress on all three fronts. First let me cover the highlights of the quarter, and then I’ll fill in the
details. Then I will talk to you about what we have in store for the future.

In the quarter we posted year-over-year sales growth of 22.2% overall and 25.5% in firearms alone, indicating that our sales strategies are delivering results.
Our efforts to gain awareness and obtain orders from the U.S. government has paid off, with two new orders for shipment to Afghanistan.
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We began shipping our innovative M&P pistol series earlier this week; a move that will help to bolster the strategy, and drive us deeper into military, federal
government and law-enforcement markets. Operational efficiencies continue to improve, and we returned to a five-day workweek while maintaining full
productivity. We continue to leverage the Smith & Wesson brand by refining and expanding our licensing network. The legislative environment remains
favorable, evidenced by Congressional approval of the Protection of Lawful Commerce in Arms Act legislation, which has now been signed into law. And,
we have taken a first step to diversification, and will enter a segment of the long gun market with an introduction at the SHOT Show in February 2006.

These are the highpoints; let me give you some details.

On the sales front, our results this past quarter were tremendous, and they were clearly the result of having the right strategy in place, and the right team that
is executing that strategy. There were a couple of key pieces in that sales strategy that helped us to deliver those terrific results for the quarter. First, we
continued to increase awareness and push hard for business with the federal government. This past quarter we received two additional contracts from the U.S.
government for shipment to the Afghanistan military. Those two contracts alone were valued at between four and five million dollars, and they now bring our
total major orders from the U.S. government up to three. The most exciting aspect of this is that prior to April of this year, we did virtually no business with
the U.S. government. This is a completely new
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space for us. We are on the radar screen with buyers for the government, we are delivering quality product, and as a result, we are making some great
progress. We think our recent launch of the M&P may help us to secure future orders as well, and I’ll talk more about that launch in a minute.

Also on the sales front, we completed an important transition during the second quarter. We moved from a series of independent manufacturer’s reps selling
into the sporting goods channel, to a sales force of Smith and Wesson employees. This transition is an important part of our strategy to grow sales in the
sporting goods channel. It is based on maintaining a sales organization that dedicates its full time and attention to only Smith & Wesson and Walther products,
and it increases the face-time that our people can spend with dealers, educating them and preserving market share, by preserving share of mind. It also allows
our sales folks to support various in-store, dealer events, driving awareness of our products and helping support a Smith & Wesson purchase right at the point
of sale.

We recently completed our first training session for this sales network up in our Springfield facility, and I got to tell you I was very impressed with the group.
These are all people with experience in our industry. Many have come from competitors, and most are working in the sales territories that they have known
for years.

We’ll be supporting this sales organization with some exciting new products, beginning with the highly anticipated M&P or Military & Police pistol series,
which was launched earlier this week. This series of polymer pistols has been designed specifically to address the law enforcement market. Response on our
demos has been tremendous, our marketing program is in full swing, and the factory is now ramping up production. As part of our

10



 

marketing program, we sent a state-of-the-art DVD to police departments across the country and to all of our sporting goods dealers, so awareness is very
high. Our first pistols are being sent to the police departments that helped us with product development, and those that requested test and evaluation units.
Next come shipments to distributors who pre-ordered units well in advance of production. As we ramp up to full production, shipments to all distributors will
commence. Media coverage continues mount. So far the M&P has received 5 editorial placements and 3 covers in various trade publications, including being
featured on the December cover of Guns & Ammo magazine. Also between covers and editorials, we expect another 17 placements in the coming months.

The M&P series, while designed specifically for the law enforcement and military markets, will also find its way quickly into the retail sporting goods
distribution chain. It’s an important part of our strategy to grow both new and existing markets for our products.

Improvements in the factory continue. As I mentioned last quarter, we planned to eliminate our seven-day workweek during the third quarter of this fiscal
year, based largely on production improvements that have been made throughout the year. We were able to move that schedule up, and I’m happy to report
that in November we moved to a five-day workweek in most areas, with absolutely no loss in productivity. This is a great accomplishment on the operations
front. In addition to approximately $750,000 in annualized savings, which is half a point of gross margin, it also lets us reduce energy use, reduce overall
inventory levels, and accelerate our preventative maintenance programs. Changes like this will go a long way to helping us drive improvements in gross
margin as we go forward.
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Licensing and leveraging our brand into new categories is an important piece of our plan. We are reviewing current licensing agreements and exploring new
licensing opportunities, to ensure that all licensees help build upon the Smith & Wesson name in safety, security, protection, sport and brand loyalty. We made
progress, and recently announced two new licensees for Smith & Wesson branded products.

The first of these is a line of gun cleaning products accessories to be manufactured and distributed by Radiator Specialty Products. They make some well-
known brands; names you would recognize, like Gunk and Liquid Wrench. And they’ve established strong distribution channels that include major retailers
like Wal-Mart. Like Smith & Wesson, Radiator Specialty Products is a primary manufacturer. Because of this, the engineers who worked with our gunsmiths
to develop these products, as well as the marketing professionals who built the distribution plan, have provided us with world-class knowledge and expertise.
These products will be available through a variety of retail outlets, and fine gun shops, and on the Smith & Wesson website in February 2006.

Last night, we announced that we have also signed an agreement with Sentry Group, the world leader in residential and light commercial, fire resistant and
security safes. Sentry will be doing a product launch and plans to be in full production on some exciting new products by mid-year. Sentry Group’s reputation
of strength and Smith & Wesson’s reputation for security make a great combination.
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Additionally, we are working with Parlay International, which will be conducting a major launch of Smith & Wesson men’s cologne later this month. As it
turns out, the fragrance category has historically been an important brand loyalty element in strong licensing programs. Parlay is a very well respected name
in the fragrance industry, and produces the Davidoff “Cool Water” cologne you may have seen. Their product quality, packaging and marketing is all top
grade, and their products, including the upcoming Smith & Wesson fragrance, are typically available only in upscale retailers. In fact, the launch itself will be
a major event held in the former home of Gianni Versace in Florida next weekend.

We will continue to expand and refine our licensing agreements, driving the Smith & Wesson name into new markets, with new demographics. Our goal in
the near term is to triple our licensing revenue within three years. Each of the new agreements will be designed to drive our brand deeper into the consumer
market place, and will support our definition of safety, security, protection, sport and brand loyalty. Look for more licensing announcements in the near future.

We began efforts earlier this year to improve our legislative and administrative environment by hiring a lobbying firm to represent Smith & Wesson in
Washington. These efforts are now panning out in a variety of ways. This has heightened the awareness of Smith & Wesson in Washington, and has laid the
groundwork for future business opportunities. We played an important role in helping to push through the Protection of Lawful Commerce in Arms Act which
now has been signed into law by President Bush. I was honored to attend the signing ceremony with the President in the White House. That was quite an
experience. With that milestone
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accomplished, we will now turn our attentions to raising awareness in Washington on another issue, a regulation that requires federal approval on all export
orders for guns valued at over $1 million. We hope to raise that threshold to a much higher level, allowing us to be more responsive and increasingly
competitive in the global markets.

Now before I close, I want to talk a moment about the future. Since my arrival at Smith & Wesson exactly one year ago this month, I have focused on getting
the core business growing profitably and on the need for diversification. Many of the accomplishments and opportunities I’ve talked about today are the result
of our team’s efforts in these areas. Beyond these, we are exploring new markets and products that have tremendous synergy with the Smith & Wesson brand
name and can use our brand value to drive sales. This work has culminated in our decision to move into a segment of the long gun market. I am pleased to
announce that we have identified an opportunity, and while I can’t provide you with many details just yet, I can tell you with certainty that we will enter the
market with an introduction at SHOT Show in February 2006. Our long-gun market is one that our research indicates is a solid fit for Smith & Wesson. In
fact, surveys tell us that many consumers already believe we participate in this market. We clearly have the mind share, and in early 2006 we will have the
product to take market share in this category.

This is an exciting time for our company. We are focusing on our strategy of leveraging our brand, growing our sales in new and existing markets, and
diversifying our business. I’m pleased with the team we have in place and the progress we have made to date. With that, I’ll open up the call for questions.
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Operator:

Thank you very much, sir.

[Operator Instructions].

And our first question comes from the line of Eric Wold of Merriman Curhan & Ford. Please proceed.

Eric Wold:

Very good afternoon guys.

Mike Golden:

Hey, Eric, how are you doing?

John Kelly:

Good afternoon, Eric.

Eric Wold:

Good. Can you give a little more detail where you can on the M&P launch? At what point you go from shipping these test units to shipping to distributors?
And what kind of guidance do you give? How much you included of that in the ‘06 numbers?

Mike Golden:

Okay, good question. We are pretty excited about the M&P. In fact, as we talk to people we just continually hear positive feedback on it. But firstly what we
want to do is get out to the police department so that they can get through the test and evaluation and process. That’s not like a 60-day process. They are
looking for a 1 or 2 or 3 pieces to go through the process. So, that’s our first objective. The way we did this was we went out to dealers — we wanted to make
sure that we got a quick disbursement of the product around the country, at the dealer level because then people would see the product and reorder the product
versus having it all in one big place. So we went out to dealers with a pre-order form where they could go back to the distributors and pre-order quantities of
the M&P. We have around 1,600 dealers around the country that have preordered the product that we have orders through distributors that will be on the next
step if you will, as far as getting product out there. So quickly we’ll have a nice disbursement of product so consumers can buy the product, while the police
are testing. Distributor orders will begin to fill after we get those 1,600 dealers out, get their orders out through their dealers and
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distributors would have to put that into their backup stock. So that’s kind of sequence that we see there going. Does that make sense?

Eric Wold:

Yes, it does. Do you have a sense of when that takes place?

Mike Golden:

That’ll start taking place very shortly. I mean, we’re in production now. The T&E units are on their way out. There’s a little over a 100 departments that have
already asked us for samples. So we will give them out quickly to them. So in the next couple of weeks, we’ll start to fill these dealers orders. So it’s ready to
roll. Now there will be ramp up in production, but we are ready to roll.

Eric Wold:

All right. And can you give us a sense of how large that preorder number is?

Mike Golden:

Its over 6, you are talking of dealers, right?

Eric Wold:

Correct.

Mike Golden:

There are over 1,600 dealers and it’s actually kind of interesting because we believe this may be the first time this has happened in the industry — not sure of
that. But since it’s a different experience, for the dealers. But we wouldn’t give them any more then 3 units on the preorder, and we’ve had over 1,600 orders
— 1600 dealers come back asking for it to give broad coverage. And we think that’s a good way to do it, because if you don’t go to the dealers first, you may
— putting in the distributors and in all good business — the distributors selling many of what they can get upfront to a few retailers, you won’t have a broad
disbursement of the product. So, we think we did it a pretty smart way.

Eric Wold:

Okay, should we expect much of the M&P in Q3 or the majority of that really be falling into Q4?

John Kelly:
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The significant piece of it will be in Q4. We are ramping up, Eric over the better part of this month, and in January. And additional equipment to complete the
ramp up will be on the floor, February 1. So I think you’re going to see a substantial piece of it in Q4.

Eric Wold:

Okay. And then one more set of questions , and I’ll go back in the queue. On the long gun, you mentioned, how much can you save? Can you save this
shotgun versus rifle, if you introduced it in February, at what point could we see the product go into production? Is it — obviously February — it is unlikely
it’s in this year? At what point can you see revenues from that flow in. And do you have any sense on your range of pricing of products you’re launching
margins versus your handguns et cetera.

Mike Golden:

Okay. We, yes, are pretty excited about long guns. Those who have met me, since the day I got here, I felt that’s a category that we should be in. We are
intentionally not giving a lot of information out for competitive reason, which I think you can assume or can understand. We will be shipping in this fiscal
year, but it will not be significant in this fiscal year as we ramp up. Okay. And we really — we wanted to tell you guys that we are doing it. We said we’re
going to do it. We’re doing it. It’s coming in 60 days. But competitors would love to know what we’re doing.

Eric Wold:

Okay. I’ll go ahead and get in the queue. Thanks.

Mike Golden:

Thanks.

John Kelly:

Thanks, Eric.

Operator:

Thank you very much, sir. Ladies and gentlemen, your next question comes from the line of Jack Ripstein of Potrero Capital Research. Please proceed.

Jack Ripstein:

Hi, good afternoon. Can you guys hear me?

Mike Golden:
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Hi, Jack, yes.

Jack Ripstein:

Great. Just a quick question on — or a couple of questions around just cash and where you guys are. I mean I know you guys are run pretty lean on cash in the
past. Can you kind of walk me through cash flow and expectations? Any need for financing, and then also on the long gun opportunities there, and need for
financing to get that done. Is this an acquisition or is it something that we get to see happen vis-à-vis licensing?

John Kelly:

Jack, our cash position right now, as I indicated is about — we’re about — our short-term volume is about 4.5 million. And it is a function of the capital
expenditures that we have spent on and relative to the M&P and capacity increases here as the sales line picked up. That’s driving part of it. The other part of
it, is we’ve built some inventory. And with the launch — with the military orders from Afghanistan, we’ve been forced to shift some production around. And
we have purchased some inventory that we have now put aside so that we can focus on the military contracts and get them done under the timetables. So, we
probably got a little extra inventory that we did not anticipate on carrying that will probably burn off over the balance of the year. Our plan is that we still will
be able to finance our $12 million by the end of the year. Will all be coming from internal generation. We expect to be out in the banks by the end of the year.
We don’t see any need for any capital financing efforts to handle the long gun venture at this time.

Jack Ripstein:

Okay. So basically your lines of credit will get — what is the line of credit, actually I’m thinking about it that’s still available to you?

John Kelly:

We have $22 million credit facility. And about 4 million is tied up with supporting various letters of credit, standby letters of credit. So we have $18 million
available to us. Less the 4.5. So it’s about 13.5 million available.

Jack Ripstein:

Okay, so you truly are fine on that front.

John Kelly:

Yes, we’re very comfortable with that.

Jack Ripstein:

Okay, great. Thanks a lot guys.
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John Kelly:

Thanks, Jack.

Mike Golden:

Thanks, Jack.

Operator:

Thank you very much, sir. Ladies and gentlemen, your next question comes from the line of Eric Wold. Please proceed, sir.

Eric Wold:

All right, I’m back.

John Kelly:

Long time, no speak.

Eric Wold:

Back on margins little bit. On the change in the margins for this year, excluding the impact of the increased electricity costs, was there any change in margin
if that hadn’t happened?

John Kelly:

No, that’s the primary driver. We’re tracking — as I think we’ve mentioned before, we were looking at that we would transition — our plan was to transition
in November from the 75, which would start some of the benefit and improvements in margin. And that had has happened as planned. We — the utility thing
is what really has hit us hard here. To give you an idea, the rates that are announced — the projected rate is about $76 per megawatt hour, versus $55 last year.
We use about 200,000 hours. So we’re looking at utility build going from a $100,000 a month to $350,000 a month. We’re going to work to mitigate that. But
that’s just — when you look at it, it is the equivalent of about 2 points a margin. We’ve increased our pricing to try to accommodate — or to offset some of
that. And we’ll work on some conservation. But it’s just such a substantial increase, you can’t recover quickly in a 4-month period there.

Eric Wold:

Okay. And then back to follow up on Jack’s question, probably I might have missed your answer to it. But when he was talking about your getting into the
long gun segment, can you say at all, to get in there, are you guys acquiring somebody, you’re starting completely on your own with a new product to the
manufacturing, or you’re licensing them out to somebody.
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Mike Golden:

Well, we’re not licensing them out to somebody, I’ll tell you that. But we’re not going to give more details on our strategy on that at this point, Eric.

Eric Wold:

So, if you’re not licensing it will be a product you will be manufacturing in your facility.

Mike Golden:

It will be a product we will be selling through our organization and we’ll give you more details in February.

Eric Wold:

Okay. And then quickly on licensing. With that growing, trying to get that tripling in that business in the next 3 years, how fast can we see that grow next year
over this year? Can you talk — I don’t want see the specifics on the two deals you signed in the past week — but maybe in general, what kind of deals are
you looking at putting together in terms of upfront minimum guarantees you guys get and then the percentage of revenues you guys get? And then three, with
the tripling of that business over the next 3 years, what would you assume to be the pretax contribution of that revenue kind of on an incremental basis?

Mike Golden:

Well, a couple of things on licensing. As we continued, and we’ve said this to you guys, I think as the way I look at this as we continue to diversify the
company and get into, long guns, for example, that opens up a whole arena for us on hunting accessories, for example. So as you see us, what you should
think as you see us diversifying a company, that it’s terrific for — what’s the right word — product sales of the company, but it’s also opening doors as far as
categories that we can license. The changes that — Bobbie had some cleaning up to do, as you guys know, on some of our licensing agreement that were in
place. And we’re really beginning to get traction now with the couple of licensees we just mentioned and others she’s working on. Again, keeping in mind,
the arena is safety, security, protection and sport. And brand loyalty. We don’t -— the licensing agreements that we negotiate, they’re confidential agreements,
they’re unique by category, so they’re all kind of different, and are confidential. So, one of the things I find interesting though in licensing though that I didn’t
know when I joined the company is this program with Parlay. And Parlay is just a terrific professional company. This fragrance category is a terrific entrée
from a brand loyalty standpoint. Now fragrance licensees very interestingly are major components of some of the world’s best-known and most licensed
brands. And if you do some checking, you’ll see what we were talking about there, which was very — I didn’t realize that. Now it’s a way for consumers to
wear loyalty, to wear the brand loyalty in public. The licensee, franchise licensees typically have very meaningful advertising budgets and public relations
programs contributing to market presence and penetration of the brands. And so what I didn’t understand, and Bobbie was pretty good at educating me from
her past experience is the importance of a contract with a company like Parlay. So we’re starting to see the pieces
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that we’ve talked about, Bobbie’s been on board for 6 or 7 months now. They’re starting to fall in place, they’re filling in the gaps, to start and make the
program as big as we thought it could be.

Eric Wold:

Okay, fair enough. And then the last part of the question is what would you assume to be kind of a pretax margin, kind of going forward on an incremental
license, your revenues?

Mike Golden:

We’re really not giving specifics. But think about it for a second, think about licensing — other than Bobbie and a small group that works with her, that’s our
cost.

Eric Wold:

Okay. Fair enough.

Mike Golden:

Okay.

Eric Wold:

Thank you.

Operator:

Thanks a lot, sir. Next question is going to come from the line of Amit Dayal of Rodman and Renshaw. Please proceed.

Ed Ching:

Hey guys, it’s actually Ed Ching calling.

Mike Golden:

Hey, Ed, how are you doing?

Ed Ching:

Good. Congratulations on the quarter.

Mike Golden:

Thanks.
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Ed Ching:

Couple of — more than one question. First off, the fact that the long guns acquisition, is that kind of possibly affect your timing for other businesses. I know
you’re looking at maybe possibly non-lethal weapons as well.

Mike Golden:

Well, you said long gun acquisition, I didn’t say long gun acquisition.

Ed Ching:

All right. What was it?

Mike Golden:

When we’re going to get into long guns business, will that have an affect on our ability to continue to diversify like we talked about? No.

Ed Ching:

Okay. Second, can you give us more color on U.S. Army and the contract coming up, and the timing possibly?

Mike Golden:

You’re talking about the joint combat pistol?

Ed Ching:

Yes.

Mike Golden:

Well, actually I was in Washington on Monday of this week, and spent some time with the Afghan Services committee trying to understand it. It’s — we’re
expecting — there’s a lot of confusion right now. Probably the easiest way to say it in Washington on what exactly they’re looking for. You talk to different
branches of the military — the idea is that everybody would buy the same pistol or buy a selection of pistols. You know, just 1 or 2 or 3 identified. Problem is
they all can’t seem to all agree as to what it is, what it is they want. So without a spec, it makes it very difficult for the industry to be able to respond to that
spec. So I don’t think — two things, Ed, I think if you talk to 5 guys in Washington, you get 5 different answers on it, which — but the one thing that’s very
clear is that there’s a lot of confusion and we expect to see delays on just what it is they are looking at, so they can kind of sort that out.

Ed Ching:
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Okay. And then lastly, there was some legislation in San Francisco recently, that got passed about not allowing handguns to — I forget the exact wording of
the law that they just passed. Are you seeing anything like that coming up in any other cities that you’re hanging around?

Mike Golden:

No. In fact that’s being the constitutionality. In fact I read an article that the mayor — I think it was the mayor of San Francisco right after that. He said he
fully expected it to be — the bill is not — unconstitutional. So, but no we’re not.

Ed Ching:

Great. Thanks, guys.

Mike Golden:

Okay. Thanks.

Operator:

Thank you very much, sir. Ladies and gentlemen, your next question comes from the line of Mr. Steven Crosby of Proximity Capital. Please proceed.

Steven Crosby:

Hey guys.

Mike Golden:

Hey, Steve. How’re you doing?

John Kelly:

How’re you doing?

Steven Crosby:

Good. How big is the local law enforcement market, and what’s your current market share?

Mike Golden:

The law — you’re talking about the United States?

Steven Crosby:
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Yes, the U.S.

Mike Golden:

The United States law enforcement market, we estimate at somewhere around $100 million.

Steven Crosby:

Okay.

Mike Golden:

Annually. And we have about a 10% share.

Steven Crosby:

Okay.

Mike Golden:

Today we believe Glock has about a 60% share.

Steven Crosby:

So how hard is it to just place Glock and some — in some of the bigger places? Like New York or San Francisco?

Mike Golden:

Well, when you have the right product, it’s always hard — at the end of the day, it always hard.

Steven Crosby:

Right. But how — what’s the structure of the Glock product, the Glock contracts?

Mike Golden:

That really is going to vary everywhere we go. But let’s go back to the — we expect that our product is going to be the hero in this thing.

Steven Crosby:

Okay.

Mike Golden:
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And we talked to enough cops, and law enforcement officials to know that that’s case — at the end of the day, they want the best products. Recently there’s
been a situation — you guys may have read the article in Los Angeles, where they required — the LAPD required 2,000 of their own officers to turn in their
Glocks — one of the Glock units for performance and safety issues. So as we launch our M&P, you can bet that we are talking to them about the M&P. In
fact, what they replaced them with some Smith & Wesson pistols that they had — that LAPD had in inventory, which is kind of interesting. So we’re coming
out with the M&P, which is the safest, most durable, most dependable — you guys have seen the DVD and the articles on it, we believe the pistols in the
world. Sales guys are out demonstrating the product. LAPD for example, has just come back and requested T&E samples of the M&P. So it’s a sales process.
I mean, I don’t want to make you think that tomorrow morning all of a sudden, police departments around the country are going to be through, cheering, they
are having a parade because now the M&P’s available, we’re going to have sell it. But we believe the performance, we believe out stuff. We have an effective
sales force and the performance and features of the product more than speak for the advantages. And what we have seen is that as professionals see the
products, it doesn’t take them very long to recognize the benefits of our product.

Steven Crosby:

Did you break up your revenues between the government local law enforcement in retail for the last quarter?

Mike Golden:

No, we don’t really do that, do we?

Steven Crosby:

No?

Mike Golden:

No.

Steven Crosby:

Okay. I appreciate it, guys. Thanks.

Mike Golden:

Okay, hey, thanks a lot.

Operator:

Thank you very much, Mr. Crosby. Ladies and gentlemen, your next question comes from the line of Jack Ripstein of Potrero Research. Please proceed.
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Jack Ripstein:

Hey, guys, thanks for taking another question. Just one housekeeping, and then one more conceptual one. The first on the housekeeping, just on the guidance.
That does not include the reserve, right from the first quarter?

John Kelly:

That includes the reserve, yes.

Jack Ripstein:

It does include it.

John Kelly:

Yes.

Jack Ripstein:

Okay. That year-end, EPS number.

John Kelly:

Yes.

Jack Ripstein:

Okay.

Mike Golden:

We took — when we took guidance up last quarter, and it also includes the effect of 123R.

Jack Ripstein:

Okay. And then in terms of these energy costs, and taking up pricing, somewhat you said, given that you have a new product and not to necessarily the law
enforcement channel, but to the retail channel that we had preorders, is it an opportunity there to take up pricing, given that with any new products — and it
seems like there’s demand, if you’ve got 1,600 dealers already clamoring for it — that you could theoretically take up the pricing to offset a decent amount of
these energy costs.

Mike Golden:
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Well, we positioned the — you got a price in the market. I mean, you got to listen to what the market’s saying. You can raise prices and not sell anything.
We’re pretty happy on the way we go in the market with the M&P. We’ve already priced it as a premium price to the competition. So we’re going in with a
superior product that is — and we’ve built — the fact into it, it’s the best product in the world. So we think we’ve already done that. We’ve also come back
and in a regular course of event put a current price increase that will take effect in January 1st on the rest of our product lines. So I think we’re doing, from a
pricing standpoint, what is — what makes sense for us, and that the market will bear. And again because we have products like the M&P, as we launch new
products in the marketplace, we will get the premium like we will with the M&P, that the product deserves.

Jack Ripstein:

Great, okay.

Mike Golden:

Thanks.

Operator:

Thank you very much sir. And ladies and gentlemen, our next question comes as a follow up from the line of Amit Dayal of Rodman and Renshaw. Please
proceed.

Ed Ching:

Hey guys, Ed Ching again. Can you give us a little more —

Mike Golden:

(inaudible) or what?

Ed Ching:

My phone, I’m having phone problems today for some reason.

Mike Golden:

Okay.

Ed Ching:

Could you give me a little bit more color on how you take the M&P and introduce it to a new police department or a law enforcement agency, how the
process works. How many guns do you send over? What’s the timing and how they loom at it? What kind of tests they do, and then — and take it from there?

27



 

Mike Golden:

Well, it’s in many cases, it’s face to face, where our sales guys go in and they meet with the — every police department’s going to make — have a different
selection process. New York guys will be different than LA, will be different than Chicago. But what our guys will do is, go in and talk to the decision
makers. They will let them shoot the products. They have specific demonstrations that they go through as police departments, for environment that’s they’re
used to having — where they know that the guns are going to go through. They try everything, from they know how to make a gun sale, and they try to make
the gun sale, and they know the problems they have with competitive guns, whatever they’re using. But they have a rigorous, fairly rigorous testing program
that they will go through to ensure that the product meets their specific needs. We sent over 45,000 DVDs to police departments on the M&P. And if you
remember it was included in the American Cop magazine’s premier issue in the September issue, to get the message out there, so we have people come in
looking for us. We were at the Police Chiefs Conference in September of this year, which was really the first official showing of the M&P. And I got to tell
you, our booth was packed. If you talked to any of the police chiefs that were down there, I don’t know off the top of my head what the count was, but it was
the first time I had been at that show, and it was pretty crowded. You heard from a lot of the men, I love this — they weren’t shooting actually — we’re
obviously at a trade show. But they loved the features of it, they loved the safety of it, and just a few of the product. So we’ve gotten a pretty good reception
to get the roll started. Then we send our sales guys in. And our sales guys have been very well trained in the product. They’ve gone through everything from
Armor School to just understanding and developing their sales presentation on the product, understand the features and benefits. So it’s a typical sales
process, which it’s a little more action than when I was working at Kohler when we were selling toilets — it’s not quite the demo cycle there, because they are
out on the firing line with the officers, and that’s what it is — it’s product performance.

Ed Ching:

Do you guys get into the academies as well, and sort of plant the seed there with the trainees going through the academy or —?

Mike Golden:

Like the (inaudible).

Ed Ching:

NYPD, LAPD, yes.

Mike Golden:

NYPD. I think we do — I’m sure we do. I know we have a pretty good relationship with the guys down there. I don’t know off the top off my head, NYPD,
but I know we have a very good
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relationship with the guys down there. So I’m sure we’re talking to the key decision makers and — to get the product in the people’s hands.

Ed Ching:

Okay, thanks.

Mike Golden:

The other thing that helps us, is because we have so many DVDs out there, and magazines are writing about it, I got to think —I got to think cops — I talked
to some cops — the ones I talked to seem to know about the product. There’s an awareness level there, I’m pretty encouraged with. In fact as I’ve bumped
into cops, just in different places, not that they are pulling me over on the side of the road or anything, but I de ask them if they do know about it, and they
seem — there seems to be a good recognition.

Ed Ching:

Yes, well, I’ve talked to some FBI actually, shooting guys as well, and they sort of liked the gun as well. So they’re pretty happy about it.

Mike Golden:

And they’re aware of the product?

Ed Ching:

Yes, yes. They’re actually quite surprised how good it was compared to — a lot of these guys have actually flowed on the Glock, and now it’s given them a
second opinion.

Mike Golden:

You know that Ed, is exactly the kind of response we’re hearing over and over again. Our guys were — Ernest was just at FLETC down in Georgia where the
FBI trained. And he had — you can’t just walk in first day and get an order for the whole department. It takes time. People have to use the product and get
comfortable with it. And we’re seeing, we’re hearing exactly the response you heard from the FBI guys.

Ed Ching:

Okay. And then the follow-up to that. The handcuffs, how did that do this quarter? I know it was sort of weak at the end of the year. Has it bounced back a
little bit?

Mike Golden:
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Handcuffs for the first half of the year, I know that — I saw the 6 months number was up double digits. I don’t have the quarter number on handcuffs. John?

John Kelly:

Quarter was relatively flat, Ed.

Ed Ching:

Okay.

John Kelly:

Relatively flat there.

Ed Ching:

Great, thanks guys.

Mike Golden:

Okay, hey. Thanks, Ed.

Operator:

Thank you very much, sir. With our question and answer session for today, I’d like to hand the call back over to Mr. Mike Golden for any closing remarks.

Mike Golden:

Great, thank you, operator. Well, thank you everyone for joining us today. As you can probably tell, we’re pretty excited about the future. I look forward to
meeting with you again in the New Year and bringing you up to date on the progress we’re seeing on the M&P, on the long gun front, and our other growth
and diversification efforts within the company. Until then, I’d like to
wish you all a safe and happy holiday. See you next quarter.

Operator:

Thank you very much, sir. And thank you ladies and gentlemen for your participation in today’s conference. This concludes our presentation. And you may
now disconnect. Have a good day.
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