BROADGATE CONSULTANTS 

Moderator: Alan Oshiki

11-17-08/7:00 am CT

Confirmation# 71002191

Page 1

BROADGATE CONSULTANTS
Moderator: Alan Oshiki
November 17, 2008
7:00 am CT
Operator:
Good morning. My name is (Carmen) and I will be your conference operator today. At this time I would like to welcome everyone to the Remington Arms Third Quarter Earnings conference call.

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

If you would like to withdraw your question, press the pound key. I will now turn the call over to our host, Mr. Steve Jackson, Chief Financial Officer. Sir, you may begin your conference.
Steve Jackson:
Thank you and good morning everyone. Welcome to the Remington Arms Company Investor conference call and thank you for joining us. I’m Steve Jackson, the Chief Financial Officer of the company.

The purpose of this call is to provide the investment community and other interested parties with information to help understand our results for the quarter ended September 30th, 2008 as well as to provide information related to other developments in our business.

As you know, our results remain available to the public in our quarterly report filed on form 10-Q for the quarter ended September 30, 2008 which we filed with SEC on November 12th, 2008.

Today you’ll hear from Tommy Millner, the Chief Executive Officer of the company, who will give you an overview of the developments in our business in the industry since our last investor conference call on August 22, 2008.

I will then review key financial information as of and for the quarter ended September 30th, 2008. We will then take any questions during the question and answer period that will follow our initial discussion.

As you know, some of the statements in our public filings and in today’s call reflect expectations or beliefs about the future. We cannot assure that we will achieve or realize those expectations.


Like any such statements, they are subject to a number of factors that could cause actual results to differ materially from our expectations or beliefs.

These factors include items discussed today and also in our SEC filings. We will also be discussing adjusted EBITDA which is a non-GAAP financial measure.

The company utilizes adjusted EBITDA to evaluate performance of its segments and to allocate resources to its segments. Adjusted EBITDA differs from the term EBITDA as it is commonly used and is substantially similar to the measure consolidated EBITDA that is used in our indenture that governs the notes.

In addition to adjusting net income or loss to exclude income taxes, interest expense, and depreciation and amortization, adjusted EBITDA also adjusts net income or loss by excluding items or expenses not typically excluded in the calculation of EBITDA such as non-cash items, gain or loss on assets, sales or write-offs, extraordinary, unusual, or non-recurring items including transaction expenses associated with the Freedom Group Inc. acquisition and certain special payments to Remington employees who hold options and deferred shares with respect to holding common stock consisting of amounts that were treated as compensation expense by Remington.

A reconciliation of adjusted EBITDA to GAAP net income and other information regarding our use of adjusted EBITDA can be found in note 14 of the Consolidated Financial Statements of our 2008 third quarter form 10-Q, which is accessible on our corporate Web site at www.remington.com under the heading Investor Relations where you can browse SEC filings.


Now let me introduce Tommy Millner, our Chief Executive Officer.
Tommy Millner:
Thank you, Steve and good morning everyone. First of all, I am pleased to announce that in October of 2008 American Heritage Arms, the 100% owner of our parent company RACI Holding, Inc., was renamed Freedom Group Inc.


We strove for a name which could hit the different heart strings of our numerous constituencies. Freedom to a hunter might mean the ability to freely enjoy nature's bounty. In our military markets, our guns are the defenders of freedom.

To an avid second amendment loyalist, freedom means our rights under the Constitution. We think that Freedom Group nails this lofty goal perfectly.

Moving on to our results, in spite of a challenging environment, Remington recorded a solid third quarter. We lost some traction in mid-September with the collapse of Lehman Brothers, the resulting market shock, high gas prices and the ensuing government bailout.

I’d like to make several observations about the third quarter performance of the larger components of our business. Overall, we experienced very low declines in our sales unit volumes.

Our decreases were primarily in the ammunition segment. While we experienced unit decreases in ammunition due primarily to hunters being more cautious in their buying habits, dollar volumes were up due to selling price gains. Firearms sales unit volumes held up especially in the hunting categories.

We continue to focus heavily on the company’s manufacturing operations. I am pleased to report ongoing progress in lean manufacturing and Six Sigma initiatives as they have continued to improve productivity and quality.

We concluded our integration of our H&R facility into Ilion in the third quarter. As such, the Gardner, Massachusetts facility was closed in early October and is currently for sale.

We have continued to focus on working capital initiatives including keeping our inventories at target levels by evaluating our manufacturing levels with our planning horizon, which allows us to more closely align our actual production with sales projections.

We have also taken a conservative approach to our receivables by managing them much more closely than we have historically. As of September 30th, 2008, inventories of Remington brand products to date were down 12-1/2% or $16.6 million.

As a result of the uncertainty that developed in the financial markets in mid-September of 2008, we borrowed incremental funds of approximately $60 million on our revolving credit facility as a cautionary measure and invested the cash on hand in a treasury reserve fund.

On November 10th, 2008, we repaid $55 million of the incremental borrowings on our revolving credit facility. We have continued our ongoing initiatives to penetrate the military and law enforcement markets around the world since the acquisition of RACI Holding by Freedom Group and we remain optimistic about the future of these initiatives.


In closing, Remington has implemented the measures that we believe are necessary to manage the company in light of the volatility and disruption of the global markets.

We believe that we are effectively managing our factories, our inventories, our quality, and our receivables in a manner that will prepare us for the volatile markets that may lie ahead of us.

And now the numbers: I’m pleased to report a 10.6% increase in net sales during the third quarter of 2008 up to $174 million versus the corresponding period in the prior year.

Improvements occurred in our firearms segment which was up 25.5% and our ammunitions segment which was up 1% -- offset by our all other segment which was down 13.3%.

The overall revenue increases primarily resulting from realized pricing and our acquisition of Marlin drove our 2008 third quarter adjusted EBITDA, our primary measure, to $17.8 million on a non-GAAP basis.

This is a decrease of $3.3 million or 15.6% over the third quarter of 2007. On a GAAP basis our net income for the 2008 third quarter was $2.9 million, an increase of $8.5 million or nearly 300% over the third quarter of 2007.

It’s been a pleasure to discuss our 2008 third quarter performance and now I’ll turn in back to Steve.
Steve Jackson:
Thanks, Tommy. Let’s begin with a discussion of our net sales. Net sales in our firearms segment in the third quarter of 2008 were higher than the prior quarter by $16.6 million.

This increase was in certain rifle and shotgun categories to $7.6 million and $2 million respectively. Included in these amounts were sales generated from the Marlin acquisition.

In addition, the introduction of new domestic source products, primarily our R15s and R25s, generated sales of $5.2 million and sales to our international source products increased by $2.8 million.

These increases were offset in part by higher discounts and rebates of $1 million. Increases in our ammunition net sales for the quarter were due primarily to real life price increases of $16.4 million offset by lower overall sales volumes of $15.5 million.

We believe that the lower volumes in the quarter were primarily the result of continued softness and purchasing by our customers in light of the current economic situation and volatile commodity costs versus the same period in 2007.

Gross profit for the third quarter of 2008 was $40.8 million, an increase of $17 million or 71.4% from the gross profit of $23.8 million in the third quarter of 2007. Our gross margin percentages were 23.4% and 15.1% for the third quarter in 2008 and 2007 respectively.

The increase in gross margin was primarily driven by 2008 not incurring the cost of rolling out a purchase accounting adjustment related to an inventory write up of $15.7 million as well as realized price increases on ammunition of $16.4 million and favorable pension costs.

This favorability was offset in part by an increase in manufacturing costs primarily associated with materials and other costs associated with our efforts to improve our manufacturing efficiency at our factories.

The firearms gross profit increased $600,000 in the third quarter of 2008 over the prior year period to $15 million. The gross profit margin in the firearms business was 18.4% in the third quarter of 2008 versus 22.2% in the third quarter of 2007.

The decrease was primarily due to changes in product mix including product sales from the Marlin acquisition. Ammunition gross profit increased $16.1 million over the prior period to $24.1 million.

The gross profit margin in the ammunition business was 27.6% versus 9.3% the third quarter of 2007. The increase was due to realized price increases implemented in response to increased commodity costs where our average cost of lead in 2008 versus 2007 was $1.23 and $1.12 per pound respectively.

And the average cost of copper in the year-to-date period September 2008 versus 2007 was $3.67 versus $3.31 per pound respectively. Combined with improved factory performance and the non-recurring roll-out of an inventory write-up in connection with our purchase accounting in 2007 of $13.1 million was offset by increased manufacturing costs primarily in materials.

Selling, general and administrative expenses for the third quarter of 2008 were $28.7 million, an increase of $3.7 million over the same period in 2007. As a percentage of net sales, SG&A expenses increased from 15.9% in the third quarter of 2007 to 16.5% in the third quarter of 2008.

Some of the significant components related to our increase in SG&A were higher costs associated with adding depth to our management team and furthering our conversion to an internal sales force including incentive compensation, salaries and benefits, relocation, training and travel expenses aggregating approximately $2.1 million, higher marketing expenses of $900,000 associated with the increased number of brands including those that came from the Marlin acquisition and higher distribution expense primarily connected to fuel increases of $700,000.


Now I’ll move on to a discussion of our liquidity and working capital position. Net cash used in operating activities of $22.1 million for the nine months ended September 30th, 2008 was primarily related to an increase in our accounts receivable of $36.7 million primarily due to an overall increase in sales and a change in our sales mix, pension plan contributions of $13.4 million offset by depreciation expense of $14.2 million.


Investing activities’ primary components were items classified as investment activities for the nine-month period ended September 30th, 2008 were the net cash paid for the Marlin acquisition of $46.6 million and the purchase of property plant and equipment of $11.2 million.

The primary components of items classified as financing activities, which generated $127.6 million of cash for the nine month period ended September 30th, was an $18.2 million cash contribution from our parent company used primarily to fund a portion of the Marlin acquisition and $116.8 million in borrowings from our revolver, of which approximately $60 million was due to the borrowing of incremental funds as a cautionary measure in response to the uncertainty that developed in the financial markets in September 2008.

The remainder was primarily used to fund the Marlin acquisition. As a quick note, we did repay approximately $55 million of our cash on hand on November 10th to pay down the portion of those incremental borrowings.


Our working capital at September 30th, 2008 has increased by approximately $90.1 million over September 30th, 2007 to $267.4 million. We consider working capital to be defined as current assets less current liabilities.


Some of those areas of change were an increase in cash to $76.8 million as previously discussed, an increase in inventory to $10.2 million, primarily a result of the Marlin acquisition and higher raw material costs, an increase in accounts receivable of $5.3 million and an increase in the current liabilities of $700,000 offset by a decrease in pre-paids, deferred taxes and other assets of $9 million.

That concludes our comments and now we’ll open up the floor for questions.
Operator:
At this time, I would like to remind everyone if you have a question, please press star, then the number 1 on your telephone keypad.


Again, if you have a question, please press star, then the number 1 on your telephone keypad. Your first question comes from the line of Maurienne Lieb with BB&T.

Maurienne Lieb:
Yes, I wanted to get on this call. What did you - I heard the word freedom, but I missed the first two minutes. Can you tell us what you just said, or?

Tommy Millner:
Yes. The holding company name had previously been American Heritage Arms. And we have renamed American Heritage Arms, Freedom Group Inc. So that’s what you heard.

We attempted to come in to a name that we thought would mean many things to our many different customers and constituencies, so American Heritage Arms is now Freedom Group Inc.
Maurienne Lieb:
Okay, great. Second question. You know, I’ve read several times that weapons dealers in most of the U.S. recorded sharply higher sales since Barack Obama won the presidency.

Can you make a comment on that? Have you seen that? Because some of them mentioned maybe that their revenues tripled or doubled since then.
Tommy Millner:
Here’s what I can tell you. As you know, we don’t really comment on sales in the current quarter. However, we have noticed in certain segments of the business, a spike in demand.

However, because this started after the presidential election was concluded, it is inside of our production planning window, so we don’t expect any noticeable impact this quarter. What the future lies, I really don’t know, but it’s isolated in some specific areas and we have noticed what you hear.
Maurienne Lieb:
Okay, great. In copper, zinc and lead prices - you know, still declining, when are we going to start seeing this in your cost of goods sold, which is still pretty high?
Steve Jackson:
From where we stand today, the overall average price is still a bit higher compared to the prior year through September. So, we do have a period of time - we hope to see some of that probably late this quarter if not in the early part of 2009 just due to the cycle of processing the costs from acquisition date to sale.
Maurienne Lieb:
Okay, great. And last question. It’s - in your press release, you mentioned that you intend to make from time to time, depending on market conditions, some repurchases of  your notes?

Can you maybe tell us exactly according to your indenture how much you would be allowed to repurchase and just how much?
Steve Jackson:
Sure. The indenture has a calculation associated with it. But our credit facility has a $20 million basket or bucket of limitation that we have the ability to repurchase.
Maurienne Lieb:
Okay, that’s it, right? You can only use that?

Steve Jackson:
Yes, ma’am.
Maurienne Lieb:
Okay, great. And that’s it for me. Thank you.

Tommy Millner:
Thanks a lot.

Operator:
Again if you have a question, please press star, then the number 1 on your telephone keypad. We’ll pause for just a moment.


Again if you have a question, please press star, then the number 1 on your telephone keypad. And there are no further questions at this time, sir.
Tommy Millner:
Thank you all very much.
Operator:
Okay, thank you for participating in today’s conference. You...
END
