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In this Quarterly Report, unless othéses indicated or the context otherwise requires, references

to()t he terms Awe, 0 Aus, 0 Aour, o0 the ACompanyodo and the
and its subsidiaries on a consolidated basis, @B)e t er m AFGI 0 r ef e (3ftheteon Fr eedom
iRemi ngtondo refers to Remington Arms Compday, Il nc.

terms fiBushmastero and ABFI O refer to Bushmaster Fir
subsidiaries, (5) he t erdn rMéMfaed s nt o the Martlhien tFe rrne afr D'sMS000 nrpeafney
DPMS Firearms LLC, (7) he ter m AEOTACO r e ftehres tteor nE GiTHARR O LrLe(f,e r(s8 )
1871, LLC, 9t he tOekmt ao refers to Dakota Ar ms,S&LL C, (10)

I ndustries, I nc., (11) the term AAAQGOG er efeerrms fitBoar Adkwa
refers to Barnes Bullets, Ind. 1 3) t E®PG er enf éRPG, LUCand &) t h eMoungamm
Khaki®s refers to Mountain Khakis, LLC.

FINANC IAL AND OTHER INFORMATION

Unl ess otherwise indicated, all/l references to fAdol
monetary amounts in this Quarterly Report are presented in, U.S. dollars. Unless otherwise indicated, the
financial informaton contained in this Quarterly Report has been prepared in accordance with generally
accepted accounting principles in the United States (

Certain monetary amounts, percentages and other figures included in this Quarterly Report have been
subjectto rounding adjustments. Accordingly, figures shown as totals in certain tables may not be the
arithmetic aggregation of the figures that precede them, and figures expressed as percentages in the text
may not total 100% or, as applicable, when aggregatag not be the arithmetic aggregation of the
percentages that precede them.

In this Quarterly Report, we refer to and rely on publicly available information regarding our industry
and our competitors. Although we believe the information is reliableanaot guarantee the accuracy and
completeness of the information and have not independently verified it.

FORWARD-LOOKING STATEMENTS

Some of the statements in this Quarterly Reportstitute forwardooking statements within the
meaning of the Private Securities Litigation Reform Act of 1995, including statements relating to trends in
the operations and financial results and the business and the prodbeoteddm Groupas well 8 other
statements including words suchfasiticipated bdiieved fiplanp fiestimate) flexpect) fintend and other
similar expressions.

Forwardlooking statements are made based upon management's current expectations and beliefs
concerning future developents and their potential effects os Such forwardooking statements are not
guarantees of future performance. The following important factors, and those important factors described
elsewhere imour earlierquarterly repod, and in our RegistratioStatement on Form-$ dated October 20,

2009, as subsequently amendeal)ld affect (and in some cases have affected) our actual results and could
cause such results to differ materially from estimates or expectations reflected in such-fookizgl
staements.

« We are subject to the effects of general global economic and market conditions. Increases in
commaoadity prices, higher levels of unemployment, higher consumer debt levels, declines in
consumer confidence, uncertainty about economic stability amat etdtonomic factors that
may affect consumer spending or buying habits could adversely affect the demand for
products we sell. If the current economic conditions and the related factors remain uncertain
or persist, spread or deteriorate further, our bssineesults of operations or financial
condition could be materially adversely affected.

« Continued volatility and disruption in the credit and capital markets may negatively impact
ourrevenuesanduror our suppliersd or aocingdnfawoebles 6 abi | it
terms or at all.



Our ability to make scheduled payments of principal or interest on, or to refinance our
obligations with respect to, our indebtedness, as well as our ability to comply with the
covenants and restrictions contained hie instruments governing such indebtedness, will
depend on our future operating performance and cash flow, which are subject to prevailing
economic conditions, prevailing interest rate levels, and financial, competitive, business and
other factors beyond war control including the responses of competitors, changes in
customer inventory management practices, changes in customer buying patterns, regulatory
developments and increased operating costs, all of which could materially adversely affect
our business.

The degree to which we are leveraged could have important consequences, all of which
could materiallyadversely affect our business, including the following:oq) ability to

obtain additional financing for working capital or other purposes in the utiay be
limited; (ii) a substantial portion of our cash flow from operations is dedicated to the
payment of principal and interest on our indebtedness, thereby reducing funds available for
operations; (iii)certain of our borrowings are at variable ratéfterest, which could cause

us to be vulnerable to increases in interest rates; andvgivhay be more vulnerable to
economic downturns and be limited in our ability to withstand competitive pressures.

The development of rural property in many locaticdhas curtailed or eliminated access to
private and public lands previously available for hunting, and the continuation of the
development of rural property could materially adversely affect our industry as well as our
business and results of operations.

A significant portion of our sales are seasonal. As a result of the seasonal nature of our sales,
our historical working capital financing needs generally have exceeded cash provided by
operations during certain parts of the year. Our ability to meetiebtr service and other
obligations depends in significant part on customers purchasing our products during the fall
hunting season. Notwithstanding our cost containment initiatives and continuing
management of costs, a decrease in demand during the fiéithdseason for our higher
priced, higher margin products would require us to further reduce costs or increase our
reliance on borrowings under our credit facility to fund operations. If we are unable to
reduce costs or increase our borrowings sufficjetatladjust to such a reduction in demand,

our financial condition and results of operations could be adversely affected.

Lead, copper, steel, brass and zinc prices historically have experienced significant volatility
primarily due to increased global dand. Furthermore, fuel and energy costs have
increased and have remained volatile over the same time period, although at a slower rate of
increase. We currently purchase copper and lead options contracts to hedge against price
fluctuations of anticipatedoenmodity purchases. With the volatility of pricing that we have
recently experienced, there can be no assurance that we will not see further material adverse
changes in commoditgricing or energy costs, and such further changes, were they to occur,
could have a material adverse impact on our consolidated financial position, results of
operations, or cash.

Achieving the benefits of our acquisitions will depend in part on the integration of products
and internal operating systems in a timely and efficieabhmer. Such integration may be
unpredictable, and subject to delay because the products and systems typically were
developed independently and were designed without regard to such integration. If we cannot
successfully integrate such products and inteoparating systems on a timely basis, we
may lose customers and our business and results of operations may be harmed.

We face significant domestic and international competition and our competitors vary
according to product line. Certain of these competitoe subsidiaries of large corporations

with substantially greater financial resources than we have. There can be no assurance that
we will continue to compete effectively with all of our present competition, and our ability

to socompete could be advetgaffected by our leveraged condition.

Sales made to Wallart accountedor approximately¥9% and10% of our totd sales for the
six months endedlune30, 2010and fiscal 2009 respectively, and% and 12% of our



accounts receivable balance agdofie 302010 andDecembe3l, 20®, respectivelyWal
Mart, together with another customer, accounted for approxima@y and18% of our
accounts receivable balance aslofe 302010 andDecember31, 200, respectively Our
sales to WaMart are generally not governed by a written ldagn contract between the
parties. In the event that Wilart were to significantly reduce or terminate its purchases of
firearms, ammunition and/or other products from us, our financiadliion or results of
operations could be adversely affected.

« We utilize numerous raw materials, including steel, zinc, lead, copper, brass, plastics and
wood, as well as manufactured parts, which are purchased from one or a few suppliers. Any
disruptionin our relationship withthese suppliers could increase our cost of operations.
Such a disruption may result from or be amplified by the recent volatility of and uncertainty
in the U.S. and global financial markets.

« The manufacture, sale and purchaseifafms and ammunition are subject to extensive
governmental regulation on the federal, state and local levels. Changes in regulation could
materially adversely affect our business by restricting the types of products we manufacture
or sell or by imposingadditional costs on us or our customers in connection with the
manufacture or sale of our products. Regulatory proposals, even if never enacted, may affect
firearms or ammunition sales as a result of consumer perceptions. While we do not believe
that exising federal and state legislation relating to the regulation of firearms and
ammunition had a material adverse effect on our sales, no assurance can be given that more
restrictive regulations, if proposed or enacted, will not have a material adverseoafiest
in the future.

« As a manufacturer of firearms, we were previously named as a defendant in certain lawsuits
brought by municipalities or organizations
and alleging that the defendants have also faibethclude a variety of safety devices in
their firearms. Our insurance primarily excludes coverage regarding such claims. In the
event that additional such lawsuits were filed, or if certain legal theories advanced by
plaintiffs were to be generally aqued by the courts, our financial condition and results of
operations could be adversely affected.

Any forward-looking statement speaks only as of the date on which it is made, and we undertake no
obligation to update any forwatdoking statement toeflect events or circumstances after the date on
which the statement is made or to reflect the occurrence of unanticipated events. Except as required by law,
we undertake no obligation to publicly revise our forwhkroking statements to reflect events or
circumstances that arise after the date of this quarterly report.

chal



Freedom Group, Inc. and Subsidiaries
Consolidated Balance Sheets
{Dollars in Millions, Except Per Share Data)

2010 December 31, 2002
ASSETS
Current Assets
Cash and Cash Equivalents 5 763 5 602 5
Accounts Receivable Trade - net 1102 925
Inventories - net 151.6 108.8
Supplies Inventory - net 6.6 6.3
Prepaid Expenszes and Other Current Assets 152 206
Assets Held for Sale 23 9 1.9
Deferred Tax Assets 12.1 122 123
Total Current Assets 3180 4148
Property, Plant and Equipment - net 1171
Goodwill 6.4
Intangible Assets - net 1153
Debt Issuance Costs - net 38
Other Noncurrent Assets 16.7 16.9 16.3
Total Assets 5 7406 5 686.9 5 7340
LIABILITIES, MEZZANINE EQUITY AND STOCKHOLDERS' EQUITY (DEFICIT)
Current Liabilities
Accounts Pavable 2% 22 51.9
Book Overdraft 12 - -
Short-Term Debt - - 1.0
Current Portion of Long-Term Debt 0.8 0.7 0.7
Current Portion of Product Liability il 28 35
Income Tanes Payable - - 113
Other Accrued Liabilities 723 4.9
Total Cutrent Liabilities 130.5 1433
Long-Term Debt, net of Current Portion 4584 276.0
FRetiree Benefits, net of Current Portion 193 468 843
Product Liability, net of Current Portion 104 104 11.0
Deferred Tax Liabilities 282 312 118
Other Long-Term Liabilities 17.0 124 13.9
Total Liahilities 7338 3200 386.9
Commi s and Contingencies (Note 13)
Preferred Stock, $0.01 par value, 20,000,000
shares authorized, of which 12,000,000 shares are designated as
Series A preferred. agsrezate liquidation preference of 586.5,
52382, and 5227 .4, as of June 30, 2010, December 31, 2008,
and June 30, 2009, respectively 96.5 2382
Total Mezzanine Equity 96.5 2382 227
Common Stock, 5.01 par value, 20,000,000 shar.
of which 16,673,920 were issued and 16.439
at June 30, 2010 and December 31, 2008; and 15,673,920 izssued
and 16,522 02 02 0.2
Less: Treasury Stock 0.6) {0.6) (0.2)
Paid-in Capital - - -
Accumulated Other Comprehensive Loss
Accumulated Equity (Deficit) {:
Total Parent’s Equity (Deficit)
MNoncontrolling Interest Equity {
Total Stockholders’ Equity (Deficit)
Total Liabilities, Mezzanine Equity and Stockholders’ Equity 5 5 7340

The accompanying notss arz an intzgral part of thas
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Freedom Group, Inc. and Subsidiaries
Consolidated Statements of Operations
(Dollars in Millions)

(Unaudited)

Forthe three  Forthe three Forthe six Forthe six
months months months months
ended ended ended ended
Tune 30, Tune 30, Tune 30, Tune 30,
2010 2009 2010 2009
Net Sales 5 1792 5 2331 5 3334 5 4273
Cost of Goods Sold 20.0 148.7 2333 2824
Gross Profit 392 854 1181 1449
Selling, General and Administrative Expenses 375 4353 733 152
Research and Development Expenses 33 ER| 2.1 34
Impairment Charges 0.6 - 1.0 -
Cther Expense {Income) 1.8 0.1 11 1.9
Cperating Income 140 389 30.6 66.2
Interest Expense 148 1.3 229 14.6
Income {loss) from Continuing Cperations before Taxes,
Equity in Losses from Unconsolidated Joint Venture
and Noncontrolling Interest in Consolidated Subsidiary 0.9) 314 17 31.6
Income Tax Provision (Benefit) 0.1 11.6 258 18.7
Equity in Losses from Unconsolidated Joint Venture 0.1 0.1 0.2 0.1
Net Income (Loss) 0.9) 1.7 16 32.8
Add: Net Loss Attributable to Noncontrolling Interest 0.1 0.1 02 02
Net Income (Loss) Attributable to Controlling Interest 5 (0.8) 5 19.8 5 18 5 33.0
Net Income (Loss) Attributable to Controlling Interest 3 (0.8) 5 19.8 5 18 5 330
Accretion of Preferred Stock (2.3) 4.48) (3.3) 10.0)
Net Income (Loss) Applicable to Common Stock 5 36) 5 152 § 10y S 230
Net Income (Loss) Per Common Share, Basic 5 022y 5 0.93 5 024 S 141
]
Net Income (Loss) Per Common Share, Diluted 5 022) § 0.91 5 024 S 1.39
Weighted Average Number of Shares Outstanding. Basic 6404 114 16,326,838 16,373,928 16,332,451
Weighted Average Number of Shares Cutstanding, Diluted 17,206,002 16,624 837 16,814 406 16,588 416

Met Sales are presented net of Federal Excize tawes of $14.6 and $19.4 for the three months ended June 30, 2010 and 2009, rezpectively. Met sales are

presented net of Federal Excise tares of $27.8 and $34.3 for the sis months ended June 30, 20 and 2008, respectively.

The accompanying notss ars an intsgral part of thess consolidated financial statements.
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Freedom Group, Inc. and Subsidiaries
Consolidated Statements of Cash Flows
(Drollars in Millions)

(Unaudited)

Forthe 5ix Forthe S
Months Ended  Months Ended
June 30, June 30,
2010 2008
Operating Activities
Net Income 5 16 328
Adjustments to reconcile Net Income to Net Cash
Provided by Operating Activities:
Impairment Charges 1.0 -
Depreciation and Amortization 16.1
Equity in Losses from Unconsolidated Joint Venture 02 01
Loss on Disposal of Property, Plant, and Equipment 04 0.3
Contributions to Pension Plans (L.1)
Pension Plan Expense 29 23
Provision for Deferred Income Taxes - net 0y
Share Based Compensation Charges 0.3 2
Other Non-Cash Charges (0.3) 0.4

Changes in Operating Assets and Liabilities net of effects of
acquisitions:

Accounts Feceivable Trade - net

Inventories - net

Prepaid Expenses and Other Current and Lonz-Term Assets 20.7 EXY
Other Noncurrent Assets - (0.3)
Accounts Pavable 23 43

Income Taxes Pavable

Other Accrued and Long-Term Liabilities (16.5)

Net Cash (used in) provided by Operating Activities (28.3)

Investing Activities

Purchase of Property, Plant and Equipment (10.1)
Proceeds from Sale of Property, Plant and Equipment 04 -
Purchase of Shares from Noncontrolling Interest {0.1) -

Cash contribution to Membership Interest -

Acquisition of Businesses, net of Cash Acquired

MNet Cash used in Investing Activities

Financing Activities

Proceeds from Revolving Credit Facilities 26 -
Pavments on Fevolving Credit Facilities (2.6) -
Payments on Capital Leases {0.2) -
Issuance of Notes 2203 -

Principal Payments on Long-Term Debt -

Repurchasze of Preferred and Common Stock
Debt Issuance Costs
Change in Book Overdraft

MNet Cash provided by (used in) Financing Activities 383

=3
L
U
Pa

Change in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Period

o
=1
[
w

Cash and Cash Equivalents at End of Period 5 76.3 5 111.0
Supplemental Cash Flow Information:
Cash Paid During the Vear for:
Interest 5 144 5 126
Income Taxes 6.3 a9
Previously accrued Capital Expenditures 34 12
Noncash Financing and Investing Activities:
inancing of insurance policies - 22
Capital Lease Oblizations Incurred 0.3 0.9

Thz accompanying notss arz an intzzral part ancial statzments.
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FREEDOM GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollars in millions, except share and per share amourntsiaudited

Note 1-- Basis of Presentation

The accompanyingruaudi ted interim consolidated financi al st
t he f Co,mwipich own® )00% oF G| Hol ding Company, Il nc. (AFGI Hol di n
FGlI Operating Co mp aangincludésthe finandgiafirEsGlts oR@mpingtondArms Company, Inc.
(ARemi ngtonod) , Bushmaster Fir ear msBarnastBalletsila(ifioBnaarln,e sLol) C
and E-RP C, L LRCP COR&€EmMi ngt on, in turn, owns The Mditd i n Fir

subsidiary, H&R 1871, LLC ( AH&RO )and aA8W mtereseid MoAmama me nt ,
Khaki s, LLC (AMaondt BFh BKtwaki &8 MS Fi Alesanificast,inteicdm@any A DP MS 0
accounts and transactions have been eliminated

These unaudited interim consolidated financial statements should be read in conjunction with the audited
consolidated financial statements of FGI and subsidiaries as of and for the year ended Decemb@r Ihez@0
unaudited interim statements include all normal recurring adjustments that are, in the opinion of management,
necessary for a fapresentatiorof the results for the periods presented. The results fahtbemonth period may
not be indicativeod f u | | yeards result.

Note 2-- Business Combinationsand Formations

As discussed below, the Company made various acquisdiothigormed a joint venturéuring 20® and
the six months ended June 30, 20TBese acquisitionand the joint venturare being accounted for as business
combinatiois using the purchase method of accounting, in accordance with Financial Accounting Standards Board
(AFASBO) Accounting Standards Codification (AASCO) 805
price (ncluding assumed liabilities) is allocated and pushed down to the assets acquired based on their estimated fair
market values at the date of the acquisition.

Mountain Khakis, LLC Joint Venture

On May 28, 2010, the Company, through its Remington subsidi@rmed a new venture with Mountain
Khakis. The Companhasa 75% ownership interest in Mountaithakis, LLC ( ikhakisVie mti wr e0o) and
Mountain Khakis owat he r emai ni ng 25 %. Re mi n g3, withés additionalt $i0a | i nve
invested in June, 2010, ardpected subsequent cash contribution$1of over the next 12 month§he Mountain
Khakis Venture was funded with cash fropperatng activities and its operations are consolidated with Remington
in accordance witFASB ASC ® 5 A Busi ness MbantamiKimkiddesigmand rarket specialty
outdoor apparend the new venture is expected to augment existing product lines and enhance avaifability
durable, comfortable, highuality appareto consumers

Barnes Bullds, Inc.

On December 31, 2009, the Compaguired certain assednd liabilitiesof Barnes, a supplier of copper
bullets, includingcopper i n composite core bullets, for approxi matel
Acquisition was fundedvith operating cash. The Company believes the Barnes Acquisition will demoritgrate
commitment to the ammunition business by offering shooters and hunters a premium line of high performance
bullets.The preliminary allocation is subject to valuations which are not yet complete and may affect ortbbange
values of some aall acquired assets and liabilities.

Advanced Armament Corp.

On October 2, 2009, the Compartiirough Remingtoncompleted the acquisition of certain assets and
liabilities of AAC for approximately $11.1 and an additional amount of approximately $8.0 due in 2015 upon
achievement of certain employment and finandonawds condit
funded with cash from operations. AAC manufactures and markets a full line of firearm accessory products used in
certain military (including current use by the Department of Defense), law enforcement and commercial markets.



FREEDOM GROUP, INC. AND SUBSIDIARIES
NOTES TOCONSOLIDATED FINANCIAL STATEMENTS
(dollars in millions, except share and per share amourntsiaudited

The preliminary allocatin is subject to valuations which are not yet complete and may affect or changaues
of some orall acquired assets atidbilities.

S&K Industries, Inc.

On September 22, 2009, the Compatiyough Remingtonacquired certain assets and liabilities from
S&K I ndustries, BnesupphB&Kopf t he Co mptafiregrdsopenatonsiforst oc k s
approximately $3.8 (the #AS&K Acquisitionod) iredlwere h was
primarily inventory, machinery and equipment. The Company believes the S&K Acquisition will improve
efficiencies in its firearms manufacturing processes as well as reduce certain costs of acquiring the wodthetocks.
preliminary allocation is ubject to valuations which are not yet complete and may affect or chiamgalues of
some onrll acquired assets and liabilities.

DakotaArms, LLC

On June 5, 2009, the Compamphrough Remingtoncompleted its acquisition ofectain assets and
liabilities, primarily consisting of inventory, equipment and brand names of Dakotes, LLC (t he fDakot a
Ac gqui s DakotaAmms, L LCis a producer of higlend rifles, shotguns and ammunition. The total acquisition
cost of the Dakota Acquisition wapproximately $1.8, and was funded from the operating cash of the Company.
The Company completed the Dakota Acquisition in an effort to position the Company in the largely customized,
high precision, large caliber and safari segments of the market, withigpn aspirational firearm and ammunition
brands includindakota Arms, Miller ArmandNesika as well a$an Walterpremium gun cases.

The following table summarizes the estimated fair values of the assets acquired and liabilities assumed in
accordancevith FASBASC8 05 fABusiness Combinationso:

Mountain

Dakota S&K AAC Barnes  Khakis
Accounts Receivable...........c..ccceevveeveene.. $0 $0 $02 $1.2 $2.6
INVENTOTY....ccviiiiiiiiiie e, 1.4 1.9 1.2 4.8 1.1
Property, Plant and Equipment.................. 0.9 2.6 0.8 0.5 0.3
Other NonCurrent Assets.............cccoeeeenns o} o} 0 o} 0.2
GOoOodWIll ..ovvveeieiiiiiieee e, o} 0.8 2.1 8.5 5.6

Identifiable Intangible Assets..................... 1.7 o} 7.3 10.7 o}
Total Assets Acquired...........cccoeeevveeennnen. $4.0 $5.3 $11.6 $25.7 $9.8
Current LiabilitieS......c...coovveeieieiiieeereees $0.6 $1.5 $0.5 $0.1 $03
Other NonCurrent Liabilities...................... 0.9 o} 0 o} 1.5
Total Liabilities Assumed....................... $1.5 $1.5 $0.5 $0.1 $1.8

Total Assets Acquired Less Liabilities

ASSUMEd........ccoeeiiiiiiiiiiiiicceeee e, $2.5 $3.8 $11.1 $25.6 $8.0

Gain on Bargain Purchase (0.7) 0 0 0 o)
Noncontrolling Interest o} o} 0 o} (2.0
Estimated Acquisition Cost...........cccceeeens $1.8 $3.8 $11.1 $25.6 $6.0

Pro Forma Financiallnformation

The following unaudited pro forma results of operations assume thabDdketa Acquisition S&K
Acquisition, AAC Acquisition,Barnes Acquisitionand MountairKhakis Ventureoccurredon January bf each of
the respective periodsThe resultshave been adjusted for the impact of certtdéms related to the Dakota



FREEDOM GROUP, INC. AND SUBSIDIARIES
NOTES TOCONSOLIDATED FINANCIAL STATEMENTS
(dollars in millions, except share and per share amourntsiaudited

Acquisition, S&K Acquisition, AAC Acquisition, Barnes Acquisitignand MountainKhakis Venture such as
additional amortization expense of identified intangible asestegnition ofwrite-up in cost of sales as inventory is
sold and the related income tax effedtome taxes are provided at the estimated effectiveafati)% This
unaudited pro forma information should not be relied upon as necessarily being indicdtis®riéal resultsnor
indicative ofthe results that may be obtained in the future.

Three Months EndedJune 30, Six Months Ended June 30,
(Pro Forma) (Pro Forma)
2010 2009 2010 2009
Net Sales......coooveeiiiiiiee e $ 179.8 $ 2417 $ 355.1 $ 4402
Operating INCOME............cocveviierrieene 14.0 38.2 30.2 65.E
Net Income.........oovviiiiii e, (0.9) 19.2 4.4 32.€

Note 3-- Fair Value Measurements

The following table presents information about assetsliabdities measured at fair value on a recurring

basis:
Fair value measurements at June 30, 2010 using:
Quoted prices
in active Significant other Significant
markets for observable unobservable
identical assets inputs inputs

Level 1 Level 2 Level 3 Total
Assets:
Commodity Contract Derivatives....... N/A $ 0.7 N/A $ 0.7
Life Insurance Policies...................... N/A $ 0.2 N/A $ 0.2

Fair value measurements at Decembe31, 2009:

Level 1 Level 2 Level 3 Total
Assets:
Commodity Contract Derivatives....... N/A $11.1 N/A $11.1
Life Insurance Policies...................... N/A $ 0.2 N/A $ 02

Fair value measurements at Jun&0, 2009:

Level 1 Level 2 Level 3 Total
Assets:
Commodity Contract Derivatives....... N/A $ 6.3 N/A $ 6.3
Life Insurance Policies...................... N/A 0.1 N/A 0.1
Liabilities:
Interest Rate SWaps..........cccccuveenneenn, N/A $ 0.2 N/A $ 0.2

As shown above, commodity contract derivatives

commaodity brokers are classified within levebf the fair value hierarchy. Most derivative contracts are not listed
on an exchange and are measured basedbservable inputs such as spot and future commodity prices. Life
insurance policies valued by using cash surrender values, net of related policy loans, are classified wizhrfi level
the fair value hierarchy. Interest rate swaps were valued usintnébhene Approach valuation technique which
converts futur@mounts to a single present value.



FREEDOM GROUP, INC. AND SUBSIDIARIES
NOTES TOCONSOLIDATED FINANCIAL STATEMENTS
(dollars in millions, except share and per share amourntsiaudited

The Company has not elected to account for any eligible financial assets and liabilities under the fair value
option within the scope of FASBASE2 5 @ Fi nan c i Ade tothairdiquid mame rthe sadrying values of
cash and cash equivalents, @aats receivable, accounts payable, income taxes payable, and other noncurrent
accrued i abilities are considered representative of their
of $507.5 and $299, as of June 30, 2010 and December2BD9, respectivelyand acarrying valueof $499.2 and
$276.7 as of June 30, 2010 and December 31, 2009, resp
was measured using the active quoted trading price of its nales&t30 2010 and Deember 31, 2009, which is

considered a level 2 input.
The Company also has concentrations of credit risk with cestetomers. Approximately 7% of total net

sales for the three morgtlended June 30, 2010 and 2009 8% oftotal net sales for the six mths ended June 30,
2010 and 2009, consisted of sales made to one customer from all reportable business segments.

Note 4-- Inventories
Inventories consist of the following at:

December 31,

June 30, 2010 2009 June 30, 2009
Raw MaterialS.........cccoveeeeeiecvvieeeriee e, $ 33.7 $ 26.5 $ 33.0
SemiFinished Products........cccccceeeeeenne 31.4 24.6 32.7
Finished Products............coocoiiiiiiiicennnnn. 85.4 56.4 62.3
SUbtotal......ccoiiiiiie e 1505 107.5 128.0
LIFO Adjustment........cccceeveeviiiviieeiieeeeennn 1.1 1.3 1.2
o] - | PRSP PPRR $151.6 $108.8 $129.2
The Companyds inventories are stated at the | ower
inventories are determined by the Finst FirstOu t (AFI FOO) met hod. I nvenrtory coc

Finished Products and Finished Products includg¢eral, labor, and overhead while costs associated with Raw
Materials include primarily material. The Company provides inventory allowances based on excess and obsolete

inventories.

Following the Marlin Acquisition the Company accounts for a portiontfriventoryusing theLastIn
FirstOu t (1 rhethBd®\é ¢f June 30, 2010, December 31, 2009, and June 30, &0@@ximately 7.%, 6.9%
and 8. 5%, respectivel vy, of the Companyds tot ahderi nvento

the LIFO method. Under a FIFO assumption, inventories would have beenlgvidr.1, $1.3and $1.2 ajune 30,
2010, December 31, 2009, and June 30, 2009, respectively.

Note 5-- Goodwill and Other Intangible Assets
No goodwill impairment provisions were cerded during the three or six months ended June 30, 2010.

The change in the carrying amount of goodwill for the six months ended June 30, 2010 and 2009, and the
twelve months ended December 31, 2009 by segment is as follows:

June 30, Net December 31, Net June 30,
2010 Adjustments 2009 Adjustments 2009
Goodwill
Firearms:
gross carrying value............... $795 $(0.4) $79.9 $1.1 $78.8
aggregate impairment............. (36.7) - (36.7) - (36.7)
NEL...oiiiiiiie et 42.8 (0.4) 43.2 11 42.1
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Ammunition:
grosscarrying value................. 32.6 (11.9) 44.5 20.5 24.0
aggregate impairment............. - - - - -
NEL..coiiieiee e 32.6 (11.9) 44.5 20.5 24.0
All Other and Reconciling Items:
gross carrying value............... 155 (1.6) 171 9.2 7.9
aggregate impairment............. (7.6) - (7.6) - (7.6)
01, SRR 7.9 (1.6) 9.5 9.2 0.3
Total..coiiieeee e $83.3 $(13.9 $97.2 $30.8 $ 66.4

On May 28,2010, the Company acquired Mount&ihakis resulting in $5.6 of capitalized goodwill within
the All Other reporting segmenfs part of the application of purchase accounting as a result of the S&K
Acquisition, AAC Acquisition, and Barnes Acquisition, the Company recorded initial estimates associated with
goodwill of $30.9. Subsequent Becember 31, 200%et adjustments of $19vEere made to the initial estimatef
goodwill to decrease the adjusted opening balance to $Iheadjustments resulted $1.6 being allocated to
beginning inventory balances, of which.% has been recognized in Cost of Gedgbld as of June 30, 2Q1énd
$18.1being allocatedo identifiable intangible assetesulting in the recognition of $1.6 of amortization expense
for the six months ended June 30, 20TBe remaining ($0.2) related to adjustments to other workingatapit
accounts.

The following tables summarize the amounts of goodwill and identifiable intangible assets, along with the
accumulated amortization and amortization period:

June 30, 2010 Accumulated June 30, 2010 Amortization
Gross Balance Amortization Net Balance Period
Goodwill $ 833 N/A $ 833 Indefinite
Identifiable Intangible Assets
Tradenames/Trademarks $ 686 N/A $ 686 Indefinite
Customer Relationships/Lists 38.9 $(91) 298 16.6 Years*
License Agreements 84 (3.7) 47 7.0 Years*
Unpatented Technology 12.0 (4.9) 7.1 7.0 Years
Other 212 (3.7) 175 5.1 Years*
Total IntangibleAssets 1491 (21.4) 1277 11.6 Years*
Total Goodwill and Intangibles $ 2324 $ (2.9 $ 210
* Represents weighted average amortization period for the capitalized balance of the intangible asset.

During the three monthended June 30, 201(he& Company recorded tradename impairment charges of
$0.2 related to the discontinued use of the L.C. Smith and New England Firearms brand names on its firearms.
Pardner Pump and Excell Auto Shotguns are the only firearms sold whichéndlew England Firearms and H&R
brand names on the shotguns. Beginning in June 2010, these shotguns will only carry the H&R brand. Parts for L.C.
Smith and New England Firearms products will continue to use the brand names. The impairment testing was
conductedinternally based on externata r k e t participantsd judgment of t he
$0.2 reduction in its carrying valu€he impaired tradename asset is classified under the Firearmsnggegment

and the related chargedggregated with charges in the Impairment Charges caption of the Statement of Operations.
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December 31,

December 31,

2009 Accumulated 2009 Amortization
Gross Balance  Amortization Net Balance Period
Goodwill $ 0972 N/A $ 972 Indefinite
Identifiable Intangible Assets
Tradenames/Trademarks $ 68.8 N/A $ 68.8 Indefinite
Customer Relationships/Lists 38.9 $(7.9) 31.0 16.6 Years*
License Agreements 84 (3.2) 5.3 7.0 Years*
Unpatented Technology 12.0 (4.0) 8.0 7.0 Years
Other 3.1 (2.0) 1.1 4.7 Years*
Total Intangible Assets 131.2 (17.0) 114.2 12.9 Years*
Total Goodwill and
Intangibles $ 2284 $(17.0) $ 2114
June 30, 2009 Accumulated June 30, 2009 Amortization
Gross Balance  Amortization Net Balance Period
Goodwill $ 664 N/A $ 664 Indefinite
Identifiable Intangible Assets
Tradenames/Trademarks $ 67.7 N/A $ 677 Indefinite
Customer Relationships/Lists 38.2 $ (6.5) 317 17.1 Years*
License Agreements 8.5 (2.6) 5.9 7.0 Years*
Unpatented Technology 11.9 (3.0 8.9 6.0 Years
Other 3.1 (1.8) 1.3 4.7 Years*
Total Intangible Assets 1294 (13.9) 115.5 11.7 Years*
Total Goodwill and Intangibles $ 1958 $(13.9) $ 181.9

Amortization expense related to identifiable intangible assets for the six andnihinées ended June 30,
2010 was $4t and R.1, respectively, and $3.1 and $1.5 for the six and three months endedJ2003
respectively.

Estimated annual amortizai for identifiable intangible assets over the next five calendar years is as
follows:

Year Amount
2010 (remainder of fiscal yea $4.3
2011 8.7
2012 8.6
2013 8.3
2014 6.3
Thereafter 22.8
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Note 6-- Other Accrued Liabilities

Other Accrued Liabilities consisted of the following at:

December 31

June 30, 201( 2009 June 30, 200¢
Marketing .......ccevereriiieeie e $117 $15.1 $10.¢
Incentive Compensation..............c..ccuueee.. 3. 15.¢ 8.4
EXCISE TAX.uiiiiiiiiiiiieie et 4.C 3.3 4.2
Payroll & Related Payroll Taxes............... 84 9.C 7.2
INEEIESt...ciiiiiiiiiee et 14.7 12.C 2.C
ESCrOW.....cvvviiiiiiiiiiiiiiiiicii, 3.2 2.2 4.¢
Other ..o 26.€ 30.1 27.t
TOtAL .o $ 725 $ 87!t $ 64.¢

Note 7-- Debt

Longterm debt consisted of the following at:

December 31,

June 30, 2010 2009 June 30, 2009

FGI10.25% Senior Secured Notes due 2Q15.... $ 275.3 $275.3 $ -
FGI Credit Facility (ABL Revolver).............c....... - - -
FGI 11.25%/11.75% Pan-Kind Notes due 2015 220.7 - -
Remington 10.5% Senior Notes due 2011........ - - 201.6
BFI Subordinated NoOtes............ccocvvveieeiiiveeeennnnn. - - 21.4
Remington Term Loan.........cccccevvvvveeeeeiiceesnen, - - 17.7
BFI Term Loans.........ccoeevviiiiiiiiiiiceee e, - - 29.1
Remington Credit Facility.................cceoevvvvieeen.n. - - 51.8
BFI Credit Facility..........ccccooeeieiieieiiiieeee e, - - -
Mountain Khaks Notes...........cccooceevviieeeiiieeeeennnnn. 1.6 - -
Capital Lease Obligations.............ccccevvvvvviiccannnns 1.6 1.4 1.7
Subtotal........oeiiiiiiiei e, 49.2 276.7 323.3
Less: Current POrtion..........cceeeevevvveeeeeeieeeeeeieees (0.8 (0.7) (0.7)
o] = | $4284 $ 276.0 $322.6

Debt Refinancing

Not es due Ini#iad QpsoN(ott lees 0 ) . Cont empor an e o uldtilyOpcwNoted the h e
faci

On July 29, 2009, the Company issued $200.0 in aggregate principal amount of 10.25% Senior Secured

Company entered into a $180s@nior secured asseta s e d
borrowed $51.9 thereunder. The issuance ofrttial OpcoNotes, the borrowing under the ABL Revolver and the

related repayments of outstanding indebtedness (including th@nétion of any commitments thereunder)

described here are referred
capitalized $18.1 of financing costs.

10.

financing costs. Thédditional Opco Notes were issued pursuant to the same indenture under whithitiale

On November 3, 2009, the Company issued an additional $75.0 in agggncipal amount of the

revolving credit

t o

collectively

as

t

he

i s
t

25% Senior Secur ed N®O®pceNo tdambdogetBel with thhittaleDpcdMotesl the | o n a |
fiOpcoN o t )e As part of the issuance of the Additio@pcoNotes, the Company capitalized an additional $3.1 of

OpcoNotes were issued.
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s
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On April 7, 2010,t h e C o ndpextnsybdidiary, FGI Holding issued$225.0 aggregate principal
amount of 11.25%/11.75% SenioryPa-Ki nd Notes (the fAPI K Noteso) due 2071
proceeds of the PIK Notes issuance to pay a dividend in the amount of the $220.5 million net mbtteefK
Notes issuateto FGI, which FGlusedto repurchas&150.5 millionof its preferred stoclkon April 16, 2010

Prior to the issuance of the PIK Notes, F@med FGI Holding as a new whollywned subsidiary, which
in turn formed a new whollpwned subsidiaryiGl Opco In connection with the issuance of the PIK Notes, FGI
transferred substantially all of its assets (principally equity interests in its subsidiaries, other than the stock of FGI
Holding) to FGI Opco and FGI Opco assumed all of the liabilities of FGI (dH@n those that relate to retained
assets), including the obligations under thecoNot es and the ABL Revol ver (col
Transactionso) .

As a part of Transfer Transactions, (i) FGI Opco became a borrower under the ABL Revolvbe and t
related financing documents with the same force and effect as if originally named as a borrower, (i) FGI Opco was
substituted as issuer of tipcoNotes with the same force and effect as if it were the original issuer, (iii) FGI Opco
granted a secusitinterest in all its personal property for the benefit of the secured parties under the ABL Revolver
and theOpcoNotes, (iv) FGI was released from all liability and obligations under the ABL Revolver af@pttee
Notes, and the related lien on all thdlateral granted by FGI was released, and (v) each of FGI and FGI Holding
unconditionally guaranteed the obligations of FGI Opco undeDffemNotes.

10.25% Senior Secured Notes due 2015

The OpcoNotes aregguaranteed by each 6fG | O pxisting whollyowned domestic subsidiaries that
are borrowers or guar ant or s u n dieteresttishpayabke Brithepre Notes v e r (t |
semiannually on February 1 and August 1, commencing on February 1, 2010.

FGI Opcomay redeensome or all of th©pcoNotes at any time prior to August 1, 2012 at a price equal to
100% of the principal amount thereof plus the mak®mle premium described in tli@pcoNotes. ThereafteF Gl
Opcomay redeem some or all of tlépcoNotes at the redertipn prices set forth i©OpcoNotes. FGI Opcomay
also redeem up to 35% of the outstand®ygco Notes on or prior to August 1, 2012 with the proceeds of certain
equity offerings and capital contributions, subject to limitations, at the redemption pfit®.86%. In addition, on
or prior to August 1, 201FGI Opcomay also redeem up to 10% of the original aggregate principal amount of the
OpcoNotes at a price equal to 103% of the principal amount oOheo Notes, no more than once in any twelve
monthperiod.

The OpcoNotes and guarantees are secured by fiist-priority lien on substantially all existing and future
personal property dfGl Opcoand the Guarantors (other than assets securing the ABL Revolver withpaiirgly
lien), including 1006 of the equity interests in the Guarantors,difjrst-priority lien on certain owned real property
of FGI Opcoand the Guarantors and (i&)seconepriority lien on intellectual property and working capitalFe®|
Opcoand the Guarantors, such as reakles, inventory, related general intangibles, and other assets and proceeds
thereof that secure the ABL Revolver on a fpsibrity basis.

The indenture governing th@pcoNotes contains covenants which include, among others, limitations on
the abilityof FGI Opcoand some of its subsidiaries to: incur or guarantee additional debt or issue disqualified or
preferred stock; pay dividends, repurchase equity or prepay subordinated debt; make certain investments; enter into
transactions with affiliates; mge, consolidate or sell all or substantially all assets; allow certain restrictions on the
ability of the Guarantors to pay dividends or make other paymemiSit®pcq and incur liens on assets.

11.25%/11.75% Senior Payin-Kind Notes due 2015

ThePIKNot es are not guaranteed by FGI Hol dingbds subsi
on the issue date, but is not obligated to continue such guarantee. Interest is payable on the PIK Notes semi
annually in arrears on April 1 and October 1, comngnon October 1, 2010. On or prior to April 1, 2015, interest
will be payable, at the election of FGI Holding (1) entirely in cash or (2) 50% in cash and 50% by increasing the
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principal amount of the outstanding notes or by issuing additional PIK natesnterest payments on tHaK

Notes that FGI Holding elects to pay entirely as cash interest, the cash interest will accrue at a rate equal to 11.25%
per annum. For interest payments onPii€ Notes that FGI Holding elects to pay 50% as cash interesb@¥ as

PIK interest, cash interest on the notes will accrue at a rate equal to 5.875% per annum and PIK intere# on the
Notes will accrue at a rate equal to 5.875% per annum. If FGI Holding elects to pay any PIK interest, FGI Holding
will increase the principal amount of tf#K Notes or issue newIK Notes in an amount equal to the amount of

PIK interest for the applicablaterest payment period (rounded down to the nearest whole dollar) to holders of the
PIK Notes on the relevant record date.

FGI Holding will be required to redeem thdK Notesat 106% plus accrued interest of the principal
amount of the?IK Notes with tle proceeds of certain qualified equity issuances if a qualified equity issuance occurs
prior to October 1, 2011. If a qualified equity issuance occurs on or subsequent to October 1, 2011, April 1, 2013, or
October 1, 2014, th€IK Notes are mandatorily reémable at 105%, 102.5%, and 100%, respectively, of the
principal amount of th€IK Notes including accrued interest. FGI Holding may also redeerRItheéNotes at its
option, in whole or in part. If voluntary redemption occurs prior to October 1, 201RJKhiotes are redeemable at
100% of the principal amount of tHelK Notes plus the applicable premium and accrued interest. If a voluntary
redemption occurs on or subsequent to October 1, 2011, April 1, 2013, or October 1, 2(AK Naes are
redeemale at 105%, 102.5%, and 100%, respectively, of the principal amount &fkhblotes including accrued
interest. In the event of a change in control, i€ Not es are redeemable in whole or
option at 106% of the principal amourittbe PIK Notes plus accrued interest.

ThePIKNot es rank equally in right of payment with all/l
payment to all/l of FGI HBIK Motes vgllths effectivelyojunidritongasecerrdd debedi t . T h e
FGI Holding to the extent of the collateral securing such debt. Sind&khiNotes are not guaranteed by any of FGI
Hol di ngds s RIKNoteb iwill Ipei steustyrallyt shberdinated to all indebtedness and other liabilities for
FGIHol di ngds subsidiaries, including FGI Opco.

The indenture governinipe PIK Notes contains covenants which include, among others, limitations on the
ability of FGI Holding and its restricted subsidiaries: to incur additional debt or issue disqualified stock; to permit its
restricted subsidiaries to issue preferred stock; nwk&ain investments; enter into transactions with affiliates;
merge, consolidate or sell all or substantially all assets; allow certain restrictions on the ability of the restricted
subsidiaries to pay dividends or make other payments to the Companycanddans on assets. The indenture also
requires FGI Holding to own 100% of FGI Opcods capital

ABL Revolver

The ABL Revolver is a fouyear, $180.0 assétased revolving credit facility, including sdinits for
letters of credit amh swingline loansWith the exceptionof Barnesand AAC each of FGI Opcd svholly-owned
subsidiaries is either a borrower or guarantor under the ABL Revolver. Subject to certain conditions, the ABL
Revolver may be increased with lender consent at the reque&l ddpcoby an aggregate of $75.0 during its term
up to a $255.0 mamum limit. The ABL Revolver is secured by (i) a fugtiority lien onFGI Opcd s pr esent an
future accounts receivable, inventory, and certain general intangible assets, including intellectual property, certain
other assets and proceeds relating tioerand (ii) a secongriority lien on collateral secured by ti@pco Notes
other than real property owned Bl Opco

Borrowings under the ABL Revolver bear interest at an annual rate of either (a) LIBOR plus a spread or (b)
the base rate plus a spre@tie ABL Revolver includes an unused line fee paid monthly in arrears at a rate equal to
0.75% (or in certain circumstances 0.5%) per annum. Monthly fees are also chargeable on letters of credit equal to
the applicable LIBOR margin and a fronting fee equa0.125% per annum. As of June 30, 2010, the weighted
average interest rate on the ABL Revolver was 5.75%.

The ABL Revolver contains customary covenants applicable@bOpcoand its subsidiaries, other than
unrestricted subsidiaries. The ABL Revolwemtains certain financial covenants, as well as restrictions on, among
other things, our ability to: incur debt; incur liens; declare or make distributions to our stockholders; make loans and
investments; repay debt; enter into mergers, acquisitionotrgd business combinations; engage in asset sales;
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amend or modify our governing documents; engage in businesses other than our business as currently conducted;
and enter into transactions with affiliates.

FGI entered into the Joinder Agreement and Seécémendment to Loan and Security Agreement and
Amendment to Ot her Financing Agreement dyahdameng RG,oi nder
Remington, Marlin, H&R, Bushmaster, DPMSREP C , RA BRANDS, L. L. EGIQOpcogWelRA Br and
Famgo Bank, National Association, a national banking association and successor by merger to Wachovia Bank,
Nati onal Associati on, i n its c afpravaripusfinandas insttugiens the (i n s u
ALender so), and ecame kffedtivee msdoé Apisl 7, 20dBuiisuart to the Joinder Agreement, FGI
Opco became a borrower under the Opco Notes with the same force and effect as if originally named as a borrower
and assumed, and agreed to perform and observe, each of the tdrprs\asions of the Opco Notes. FGI Opco
became directly and primarily liable as a borrower for all of the Opco Notes obligations and granted the Agent a
security interest in all its personal property. The parties to the Joinder Agreement also agiafest tising effect
to the formation oGl Holding and FGI OpgoFGI would be released and discharged from all liability under the
Opco NotesIn addition, certain provisions of the Loan Agreement were amended to reflect the corporate structure
after competion of theformation of FGI Opco.

As of June 30, 2010, approximately $114.7 in additional borrowings, including the minimum availability
requirement of $30.0, was available under the ABL Revolver. Standby letters of credit outstanding as of June 30,
2010 were$6.8

Mountain Khakis Notes

In conjunction with the Mountain Khakis Venture, the Company assumed $1.6 of Mountain Khakis debt
(the AMount ai nThekNoankain KhakisoNbtessrépiesanbe individual notes to unrelated parties
with maturities ranging from March 2012 through May 2013. Interest rates fovidhtain Khaks Notes range
between 10% and 12%.

Remington 10.5% Senior Notes due 2011

Remington had 10.5% Senior Notes due 20112011 Not es o) , which were rede
the Company through Remington, in whole or in part, at any time at a redemption price of 100% of the principal
amount. The 2011 Notes plus accrued interest were repaid with proceeds from the RgBnasaivell as cash on
hand.

BFI 15.5% Subordinated Notes due 2012

BFI had subordinated notes (the ABFI Subordinated |
various entities totaling $20.0 plus anyypa-kind (PIK) interest due on April 13, 2012. Interest on the unpaid
balance was 15.0% per annum, payable quarterly, commencing on September 15, 2006, and continuing until the
principal was paid in full. The BFI Subordinated Notes plus accrued interestreaid with proceeds from the
Refinancings, as well as cash on hand.

Remington Term Loan

The Company, through its Remington subsidiary, added the $25.0 Term Loan on November 13, 2007
(ARemington Term Loano), at a moinis withemorehdy tprincipal tpaymeots of L1 B OR
$0.5, plus interest, due to begin May 1, 2008 and cease on September 30, 2010. The Remington Term Loan plus
accrued interest, was repaid with proceeds from the Refinancings, as well as cash on hand.

BFI Term Loans

The Company, through its BFI subsidiary, had term loans payable with fixed monthly principal payments
that adjust every year as outlined in the applicable loan agreements, plus interest calculatiy atIBOR plus
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2.4% (fAiTerm Loan A®anamBd)2. 6The( fATeerrm | oans were coll at
business assets of BFI. The BFI Term Loans plus accrued interest were repaid with proceeds from the Refinancings,
as well as cash on hand.

Prior to the Refinancings, the Company mairgdinevolving credit facilities through its subsidiaries:

Remington Credit FacilityThe Company, through Remington, had a Revolving Credit Facility (the
ARemi ngton Credit Facilityo), whi ch agesesmerg.dheeweitpit d by a
average interest ratender the Remington Credit Facility was 5.3% for the six months ended June 30, 2009. As of
June 30, 2009, approximately $41.9 in additional borrowings, including the minimum availability requirement of
$27.5, was available. The wtanding borrowings of $59.1 under the Remington Credit Facility were repaid with
proceeds from the Refinancings, as well as cash on fi@edRemingtonCredit Facility wagerminated on July 31,
2009

BFI Credit Facility. The Company, through its BFI subsidiary, maintained a line of credit agreement (the
fiBFI Credit Facilityo) which was coll ateralized by a
monthly and calculated at LIBOR plus 2.1%. Theidfate was 2.02% as of June 30, 2009. Borrowing availability
and outstanding standby letters of credit were $10.7 and $0.3, respectively as of June 30, 2009. The BFI Credit
Facility wasterminated on July 31, 2009.

At June 30, 2010, Decembgt, 2009 and uhe 30, 2009, the Company was in compliance with all
financial covenants.

Note 8 -- Stock Compensation
Restricted Stock/Restricted Shares
The following table summarizes restricted common share actorityhe six months endedune 302010:

Restricted Weighted

Common Average
Shares Grant Date Shares
Outstanding  Fair Value Vested
Balance January 1, 20 314,841 $1.61 219,674
Granted - - -
Forfeited - - -
BalanceJune30, 2010 314,84( $1.61 282,456

The vesting of the restricted stock occurs at various times through 20inpensation expense wass
than$0.1 for thethree andsix monthsendedJune 302010. The remaining compensation costpproximately$0.1
will be recognized through 201

Stock Options

On May 14, 2008, the board of directors of FGI (th
Il nc. 2008 Stock Incentive Plan (the APl ano) .curenffThe Pl a
employees, officers, neemployee directors and other individual service providers may be given an opportunity to
benefit from increases in the value of FGI common stoc

means of the Plan, deeto retain the services of such eligible persons and to provide incentives for such persons to
exert maximum effort for the success of FGI and its subsidiaries.
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The awards under the Plan may be in the form of incentive stock options, nonqualifiedpgtonk, stock
appreciation rights, restricted stock awards and stock unit awards. The maximum aggregate number of shares of
Common Stock that may be issued under all awards granted to participants under the Plan is 2,424,703 shares,
including approximaty 123,416 shares which are restricted shares and not stock omidrect to certain
adjustments as set forth in the Plan.

On May 14, 2008, the FGI Board adopted the form of Nonqualified Stock Option Award Agreement (the
AForm Awar d A gFoenmeAmadAgeement outlineseterms relating to stock option awards, including
(i) the exercise price per share of each option granted, which shall be the fair market value of a share of the Common
Stock on the date of grant (as defined in the Plan),tt{#) vesting schedule of the options granted, and (iii)
acceleration provisions upon the occurrence of a change in control, termination of employment without cause or
termination of employment for good reason.

For thethree andsix monthsendedJune 302010, the Company recognizexpproximately$0.1 and$0.3,
respectively,in expense relatetb the options outstandingnder thePlan. In addition, the Company expects to
recognizeapproximately $.8 in total remaining stock compensation expenseeiation to these optiontrough
2013.

A summary of the stock option activity for the Plan for $hemonths endedune 302010 follows:

Weighted
Average
Number of Exercise
Awards Price
Awards outstanding, January 1,120..............ccoevvvivvviimmmeenninnnnnnnn, 1,292,613 $265
[T =1 0] = FS PP - -
FOrfeItEA. ..o (30,099 2.55
Awards outstandinglune30, 2010........cccceeveeeiiieieeiiieeer e, 1,262,519 $2.65
Awards vestedJune 302010..........ccoeeieiiiiiiiiee e 590,620 $2.58
Shares available for gramdine30, 2010........ccevvevveveerreeeeiieeeeeee, 1,038,768

The fairvalue of granted options for the Plan was estimated at the grant date using th8dblalgs
pricing model with the following assumptions and results:

Expected dividend yield..............ooovviiiiiicccee e -

Expected volatility............c.ouvvieeiiiei e 5%
Weighted average riskee interestate..............cccccceeeeeiiiceccnnnnn, 2.1%%
Expected holding period (in Years)......cccceveveeeeeieiviieeeee e, 5.53
Weighted average fair value of awards..............ccoeeevvvieeeenecn, $2.04

Note9--Mezzanine and Stockholders6é Equity

The Company is authorized to issue 20,000,000 shares of $0.01 par value preferred stock as approved by
the Board of Directors. As of June 30, 2010, there were 19,000,000 shares of preferred stock approved for issuance
as Series A with no other approved sslas of preferred stock issued or outstanding. The Company is also
aut horized to issue 20,000,000 shares of $0. 01 par
recorded at cost.

The changes in the number of shares of preferred and commda issped, held in treasury, and
outstanding are summarized below:
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Held in

Issued Treasury Outstanding
Shares of Preferred Stock at December 31,
2009, ... e 18,697,464 (70,000) 18,627,464
Issuances / Forfeitures..........ccoceeeeeiieeeiieeennn. - - -
Purchases........cccccooiiiiiiiiiiiee s - (11,456,324) (11,466,324
Shares of Preferred StockJame30, 2010....... 18,697,464 (11,526,324) 7,171,140
Shares of Common Stock at December 31,
2009, ... 16,673,920 (234,733 16,439,186
Issuances / ForfeitureS........ccccvvvveeeeeeeeecenneen, - - -
Purchases......cccooovveieiiiiiiiiieee e, - - -
Shares of Common Stock at June 30, 201Q 16,673,920 (234,73) 16,439,186

On April 16, 2010, the Company used $150.5 million of the proceeds received from the PIK Notes to
acquire 11,586,324 shares of itutstandingSeries A Preferred Stock.

Forfeitures of common stock represent unvested shares issued to participants covered by the Plan who
failed to meet the Planbés vesting requirements. Under
to the Company and may be included irufetawards.

Note 107 Net Income (Loss) Per Share

Net income (loss) per share is comput edShuanrdeedr. t he
Basic income (loss) per share is computed using net income (loss) and the weighted average staresraif
common tock outstanding. Diluted earnings per share reflect the weighted average nursharesf oEommon
stockoutstanding plus anpotentially dilutive shares outstanding during the period. Potentially dilutive shares
consist of shares issuable upon the exercise of vested and nonvested stock options (using the treasury stock method)
and restricted shares that are nonvested.
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The fdlowing table sets forth the computation of basic and diluted net income/loss per share for the periods
indicated:

Three Months Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009
(unaudited) (unaudited)
Numerator:
Net income (loss) attributable to
controllable interest $(0.8) $19.8 $4.8 $33.0
Accretion of Preferred Stock 2.8 4.6 8.8 10.0
Net Income (Loss) Applicable to
Common Stock $ (3.6) $15.2 $(4.0) $23.0
Denominator:
Weighted average common sh:
outstanding (basic) 16,404,114 16,326,839  16,375,92¢ 16332431
Weighted average common shi
outstanding (diluted) 17,206,992 16,624,837 16,814,40€ 16588416
Income (loss) per common share:
Basic $ (0.22) $0.93 $(0.24) $1.41
Diluted 0.22 $0.92 0.24 $1.39
The Companyds issued and outstanding Series A pref

outside the control of the Company. Upon liquidation of the Company, the holders of the preferred stock are entitled to
receive an amount equal to teem of $10.53 per outstanding share plus 10% of the liquidation value, compounded
annually, prerated from the later of the original issue date of the Series A preferred stock or the most recent
anniversary of the issue date. The difference between tleenmion and recorded value of the Series A preferred
stock is accreted periodically to the earliest possible redemption date and excluded in arriving at net income applicable

to common stock.

The following table shows the common equivalent shares defateonvested restricted stock and stock
options that were not included in the computation of diluted earnings per share as their effect would have been
antidilutive:

Three Months Ended June 30 Six Months Ended June 30,

2010 200 2010 208
(unaudited) (unaudited)
Common Share Equivalents of Potentially
Dilutive Securities:
Restricted stock 199,518 - 199,518 -
Stock options 1,262,519 170,777 1,277,566 170,777
Total 1,462,037 170,777 1,462,037 170,777

Note 11 -- Income Taxes

The effective tax rate on continuing operations for the six months ended June 30, 2010 and 2009 was
37.3% and 36.1%, respectively. The difference between the actual effective tax rate and the federal statutory rate of
35% is principally due to state incomaxés, permanent differences, and utilization of available tax credits as of
June 30, 2010 and 2009. The increase in the effective tax rate for the six months ended June 30, 2010 over the
effective tax rate for the six months ended June 30, 2009 inclodéspact of the expiration of the federal income
tax research and development credit as of December 31, 2009.
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Note 12-- Retiree Benefits

Defined Benefit Pension Plans:

The Company, through Remington, spons
suppl ement al defined benefit pension plan
DB Plans and the SERP have been combinddaar e col |l ectively ref

retire will receive an annual benefit equal to a specified amount, as defined by the Plans.

The following tables summarize the components of net periodic pension cost for the Plaespierdds

indicated:

Service COSL.....coovviiieeiiiiiiieeeeeeeeee e,
INterest CoOSL.......oevvveeiiieeieeeeeee e,
Expected Return on Assets...........occuvveeeen.
Amortization of Prior Service Cost............
Recognized Net Actuarial Loss.................
Net Periodic Pension Cast.........c.ccc.ccce..e.

Service COSL.....coovviiieiiiiiiiieeceeeeee e,
Interest CoSL.......coovvviiiiiiieei e,
Expected Return oASSetS........cccccvveeeeeennn.
Amortization of Prior Service Cost............
Recognized Net Actuarial Loss.................
Net Periodic Pension Cast.........cccccccc......

Anticipated Contributions

Three Months Ended June 30,

2010 2009

...... $ - $ -
...... 3.1 3.2
..... (4.2) (3.4)
...... 2.2 1.5

Six Months Ended June 30,

2010 2009

...... $ - $ -
...... 6.2 6.4
..... (8.4) (6.8)
...... 4.2 2.¢

The Company expects make aggregate cash contributions of approximately $0.6 to the Plans during the
year ending December 31, 2010. As of June 30, 2010, total contributions of $0.4 have been made. The Company
anticipates additional contributions of approximately $0.2 ¢oRttans during the remainder of 2010.

The following tables summarize the components of net periodic postretirenzestt  f

postretirement plans for the periods indicated:

Three Months Ended June 30,

SErvice COSL.....uueveiiieiiiieeieeiieeeee e
INterest CoSL......covvevviveeieieeeveee e,
Net Amortization and Deferral............
Net Periodic Postretirement Cost.......
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2010 2009
$ 0. $ 0.
03 0.3
(0.1 0.1)
$ 04 $ 0.3
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Six Months Ended June 30,

2010 2009
Service COSL......oovveeeeiiiiieeieeieeeeinens $ 0. $ 0.:
Interest CoSL......ccceviiiiiiiiiiiiieee e, 06 0.€
Net Amortization and Deferral............ (0.1 (0.1
Net Periodic Postretirement Cost....... $ 08 $ 0.7

Note 13 -- Commitments and Contingencies
Purchase Commitments

The Company has various purchase commitments for services incidental to the ordinary conduct of
business, including, among other things, a services contract with its third party warehouse provider. Such
commitments are not at pricaséxcess of current market prices. Included in the purchase commitment amounts are
the Companyds purchase contracts with certain raw mate
some of which contain firm commitments to purchagecifed minimum quantities. Otherwise, such contracts had
no significant i mpact on the Companyés financial condi
periods presented herein.

Contingencies

The Company is subject to various lawsuwtsd claims with respect to product liabilities, governmental
regulations and other matters arising in the normal course of business. Pursuant to an asset purchase agreement (the
APurchase Agreemento), on December antl assuin®@I&tain liRbdities n gt on
(the fAiAsset Purchaseo) of the sporting goods business
(ADuPont 0) and one of DuPont 6s subsidiaries (together
Agreement, the Company generally bears financial responsibility for all product liability cases and claims relating to
occurrences after the closing of the Asset Purchase, except for certain costs relating to certain shotguns, for all cases
and claims relating o di sconti nued products and for | imited othe
financial responsibility for certain product liability cases and claims involvingAgeet Purchase occurrences was
limited to a fixed amount that has now beenyfydaid, and with the 1993 Sellers retaining liability in excess of that
amount and indemnifying the Company in respect of such liabilities, the Company believes that product liability
cases and claims involving occurrences arising prior to the Asset Beral@not likely to have a material adverse
effect upon the financial condition, results of operations or cash flows of the Company. Moreover, although it is
difficult to forecast the outcome of litigation, the Company does not believe, in light of melevaumstances
(including the current availability of insurance for personal injury and property damage with respect to cases and
claims involving occurrences arising after the Asset F
suchcaseand c¢cl aims and the 1993 Sellersdé agr éAsset®urchaseé o be r
shotgunrelated product liability costs, as well as the type of firearms products made by the Company), as well as the
passage of time, that the outee of all pending posAsset Purchase product liability cases and claims will be likely
to have a material adverse effect upon the financial condition, results of operations, or cash flows of the Company.
Nonetheless, in part because the nature and estemanufacturer liability based on the manufacture and/or sale of
allegedly defective products (particularly as to firearms and ammunition) is uncertain, there can be no assurance that
the Companydés resources wild|l b educh lihlglity aral Dteer grooluctaetatece r  p e n
occurrences, cases or cl ai ms, in the aggregate, or tha
condition, results of operations or cash flows will not result therefrom. Because of the natarprotfiucts, the
Company anticipates that it will continue to be involved in product liabdlity product relatetitigation in the
future. As of June30, 2010, the Company hdlreeclass action cases pending relating to breach of warranty claims
concerning certain of its firearms products where economic damages were being claimed.
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The Companybés accruals for | osses relating to prod
probable losses for which the amount can be reasonably estirBateed on the relevant circumstances (including
the current availability of insurance for personal injury and property damage with respect to cases and claims
involving occurrences arising after t hedcossofsuchcBses chase
and claims and the 1993 Sell ersd agr eAssaePurthase shotgue r espo
related product liability costs, as well as the type of firearms products made by the Company), the Company does
not beleve with respect to product liabilitgnd product relatedases and clainthat any reasonably possible loss
exceeding amounts already recognized through the Compal

The Marlin Acquisition triggered the Connecticut Transfec t (the H#AAct o) with resp
located in North Haven, ConnecticuT.he Act is designed to identify properties contaminated with hazardous
wastes and to ensure that such properties are cleaned up to the satisfaction of the ConnectimgnDegbart
Environment al P Unddr thecActi Marlin i réqDirEdt@ investigate areas of environmental concern
at the North Haven facility and to clean up contamination exceeding state statudtrd satisfaction of DEPThe
investigation othe North Haven facility is ongoingRemediation costs may be incurred, but such costs at this time
are not expected to be material to operations or cash flows.

Marlin is also conducting remediation of -odlated contamination at a former Marlin fitgilin New
Haven, ConnecticuCosts for the New Haven remediation are not expected to be material.

Note 14-- Derivatives

The Company purchases copper and lead options contracts to hedge against price fluctuations of
anticipaed commodity purchases. The options contracts are intended to limit the unfavorable effect that cost
i ncreases wild/l have on these met al purchases. I n accor
commodity contracts are designated as dlsh hedges, with the fair value of these financial instruments recorded
in prepaid expenses and other current assets and in other noncurrent assets, changes in fair value recorded in
accumulated other comprehensive income, and net gains/losses redldesdast of sales based upon inventory
turnover, indicating consumption and sale of the wunder
the Companyb6s outstanding derivative contractdityare det
counterparty.

At June 30, 2010, the fair v a | ucentraot$ (aggrbgate rdtiomap any 6 s
amount of 18.2 million pounds of copper and lead) upightenonths from such date was $0.7. At Decengier
2009, the fairvalue of he Companyb6s outstanding derivative contract
pounds of copper and lead) up to twelve months from such date was $11.1. At June 30, 2009, the fair value of the
Companyb6s outstandi ng dnetionahvamdunt of@4.6cmilliort pounds tofscopfeaand)lead)g a t e
up to fifteen months from such date was $6.3 as deter
counterparties.

At June 30, 2009, the Company was entered into interest rate swap areatgehe purpose of which was
to hedge against the risk of interest rate increases on the related variable rate debt and not to hold the instrument for
trading purposes. The interest rate swap agreement, which governed the interest rate swaps aedwatigea d
financial instrument, was classified as a cash flow hedge. The Company accounted for this derivative financial
instrument in accordance with FASB ASC 815. Accordingly, the derivative financial instrument was reflected on the
balance sheet at ifair market value. The change in fair value of the interest rate swaps of $0.6 for the six months
ended June 30, 2009 had been recorded as interest expense as the interest rate swaps did not meet specific hedge
accounting criteria to be considered a cdsW hedge.

At June 30, 2009, the fair value of the interest rate swaps was a liability fd0wxhich $0.1 was
included in shorterm liabilitiesand $0.1 included in lonterm liabilities
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Fair Values of Derivatives Instruments as of
December 31, 2009

June 30,2010 June 30, 2009

Derivatives designated

as hedging instruments Fair Fair Fair
under FASB ASC 815 Balance Sheet Value Balance Sheet Value Balance Sheet Value
Prepaid and Prepaid and Prepaid and
Other Current Other Current Other Current
Commodity Contracts Assets $0.7 Assets $11.1 Assets $6.3
Other Other
Noncurrent Noncurrent Other Noncurrent
Assets - Assets - Assets -
Other Accrued Other Accrued
Interest Rate Swaps N/A N/A Liabilities N/A Liabilities $0.1
Other Long Other LongTerm
N/A N/A Term Liabilities N/A Liabilities $0.1
Location of Gain
Location of or (Loss)
Gain or Recognized in
(Loss) Income on
Amt of Gain (Loss) (net of tax) Reclassified Derivative Amount of Gain (net of tax)
Derivatives in Recognized in OCIl on from (Ineffective or (Loss) Recognized in
FASB ASC Derivative (Effective Portion)  Accumulate Amount of Gain or (Loss) Portion and Income on Derivative
815 Net and recordedin Prepaid d OCl into Reclassified from Amount (Ineffective Portion and
Investment Expenses and Other Current Income Accumulated OCl into Income  Excluded from Amount Excluded from
Hedging Assets at Fair Value for the (Effective (Effective Portion) for the Effectiveness Effectiveness Testing) for the
Relationships three months ended Portion) three months ended Testing) three months ended
June 30, June 30, June 30, June 30, June 30, June 30,
2010 2009 2010 2009 2010 2009
Commodity
Contracts (%$2.0) $1.6 Cost of Sales $1.9 ($1.2) N/A N/A N/A
Interest Rate
Swaps N/A N/A N/A N/A N/A Interest Expense N/A $04
Location of Gain
Location of or (Loss)
Gain or Recognized in
(Loss) Income on
Amt of Gain (Loss) (net of tax) Reclassified Derivative Amount of Gain (net of tax)
Derivatives in Recognized in OCl on from (Ineffective or (Loss) Recognized in
FASB ASC Derivative (Effective Portion)  Accumulate Amount of Gain or (Loss) Portion and Income on Derivative
815 Net and recorded in Prepaid d OCl into Reclassified from Amount (Ineffective Portion and
Investment Expenses and Other Current Income Accumulated OCI into Income  Excluded from Amount Excluded from
Hedging Assets at Fair Value for the six  (Effective (Effective Portion) for the six Effectiveness Effectiveness Testing) for the
Relationships months ended Portion) months ended Testing) six months ended
June 30, June 30, June 30, June 30, June 30, June 30,
2010 2009 2010 2009 2010 2009
Commodity
Contracts ($3.4) $23 Cost of Sales $4.0 ($2.3) N/A N/A N/A
Interest Rate
Swaps N/A N/A N/A N/A N/A Interest Expense N/A $0.6

Based on grrent marketprices, approximately $1.4 (net of income taxes) of the iosisided in the
balance of accumulated other comprehensive income is expected to transfer into earnings within the next twelve
months. Hedging contracts arpected to mature tyebruary2011.
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Note 15 -- Segment Information

The Company identifies its reportable segments in accordancé&A8B ASC 280f Se g me n t
Based upon FAB ASC 280fiCriteria and Thresholds fdbisclosuresof Se g me nt

Reporti
Repdiret iCGhogndpany 6

business is classified into two reportable segmedfitearms, which designs, manufactures, imports and markets
primarily sporting shotguns rifles and modular firearmsand Ammunition, which designs, manufactures and
markets sporting ammunition and ammunition reloading components. The remaining opegiiegtse which

include accessories and other getated products, the manufacture and marketing of clay targets and powder metal
products, licensed products, technology products and apparel are combined into our All Other reporting segment.
Other reconcihg items include corporate, other assets not allocated to the individual segments and discontinued
operations. The chief operating decision makers are a group of executive officers.

Although the Company reports its financial results in accordance w8h@AAP, the Company primarily
evaluates the performance of its segments and allocates resources to them based o/GA®Pntinancial

me a s WdjustedfEBITDAO whi ch

i #djusted EBITOAD e 6 f er s

from the term AE

commonly usedand isbased on the definition in the indenture governing the Opco Niotesldition to adjusting
net income (loss) to exclude income taxes, interest expense, and depreciation and amofifasimt EBITDA
also adjusts net income (loss) by excludingms or expenses not typically excluded in the calculation of

AEBI TDAO, such as noncash
items.
I n managing the
the Companyds business segments and al

Co mp a ny 6 sAdjbsted EBITBAtoseyaluatehperforganaepo n y

i t e-offs, extrapainany, uausuallomnsnsecuaing a s s et

ut i

|l ocate resources

Adjusted EBITDA provides useful supplemental information to investors and enables investors to analyze the

results ofoperations ira similarway as management.

Three Months Ended

Six Months Ended

June 30, June 30,
2010 2009 2010 2009
Net Sales:
Firearms $ 933 $ 1493 $ 188.0 $ 270.3
Ammunition 80.0 81.3 154.9 147.8
All Other 5.9 45 10.5 9.2
Consolidated Net Sales $ 179.2 $ 251 $ 3534 $ 4273

December 31,

June 30, 2010 2009 June 30, 2009
Assets:
Firearms $ 312.0 $ 2770 $ 2946
Ammunition 210.6 186.5 181.9
All Other 39.2 38.5 26.3
Other Reconciling Items 1878 184.9 231.2
Consolidated Assets $ 7496 $ @869 $ B4.0
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Unaudited
Three Months Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009

Adjusted EBITDA

Firearms $ 114 $ 352 $ 245 $ 564

Ammunition 18.0 27.2 36.4 43.0

All Other 13 0.4 0.9 1.0

Other Reconciling Items (15) (3.0 (2.9 (4.1)
ConsolidatedAdjusted EBITDA $ 29.2 $ 598 $ 589 $ &3

The following table illustrates the calculationAdjusted EBITDA by reconciling Net Income tadjusted
EBITDA:

Unaudited
Three Months Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009

Net IncomeAttributable to

Controllable Interest $ (0.8) $ 198 $ 4.8 $ 330
Adjustments:
Equity in Losses of
Unconsolidated JV 0.1 0.1 0.2 0.1
Depreciation Expense 4.4 4.2 9.1 8.3
Interest Expense (A) 14.9 75 22.9 14.6
Intangibles Amortization 21 18 44 3.6
Other Noncash Charges (B) 23 4.6 48 7.5
Nonrecurring Charges (C) 6.3 10.3 9.8 10.5
Income TaxBenefit) Expense (0.1 115 2.9 187

Management EBITDA $ 292 $ 598 $ 58.9 $ 963

(A) InterestExpense for thehreeand sixmonthsendedJune 30 2010 includes amortization expense of

deferred financing costs 8.6 and $26, respectivelyInterestExpensefor thethreeand sixmonthsendedJune30,
2009 includes amortization expense of deferred financing costs dfas@ $0.8, respectivelyffset by$02 and
$0.5, respectively, associateith amortization of the premium recorded on 24 1 Notes.

(B) The following tableillustratesthe significant components of Other Noncash Charges fopeheds
indicated
Unaudited
Three Months Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009

Other Noncash Charges:

Retiree Benefits $ 15 $ 16 $ 29 $ 34

Stock Compensation Expense 01 0.2 0.3 0.3

Disposal of Assets 03 0.1 0.4 0.3

Other 04 2.7 1.2 3.5

Total Noncash Charges $ 23 $ 46 $ 48 $ 75
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© The following tableillustratesthe significant components of Nonrecurring Charges forpigods
indicated
Unaudited
Six Months Ended
Three Months EndedJune 30, June 30,
2010 200 2010 200
Nonrecurring Charges:

Restructuring and Integration Expenses $ 20 $ 04 $ 22 $ 11
Purchase Accounting 0.6 - 15 -
Employee Related Costs 0.6 1.0 0.7 14
Product Safety Notice - 6.6 - 6.6
Other Fees and Transaction Costs 3.1 2.3 5.4 14
Total Nonrecurring Charges $ 6.3 $ 10.3 $ 9.8 $ 105

Note 161 Recent Accounting Pronouncements

In December 200%he FASB issued FASB\ccountingSt andar d sASUsRalaqa & fIlAimpr ov
Di sclosures about Fair Value Measurementso. The ASU
2 fair value measurements. Purchases, sales, issuances, and settlements on the recondikat#br3 ahputs
should also be disclosed on a gross basis. Fair value measurement disclosures are also required for each class of
assets and liabilities on the statement of financial position, and additional disclosures regarding the inputs and
valuation tehniques of Level 2 and 3 measurements. The clarification of existing disclogasesffective for
interim and annual periods beginning after December 15, 2009, except for the disclosures of the rollforward of Level
3 inputs, which is effective for inteni and annual periods beginning after December 15, 2010. The adoption of
FASB ASU 201006 did nothave a significant impact dnh e  C o mgsut® of dpsrations, financial conditjon
or equity.

ing
re

Note 1771 Restructuring and Impairment Charges

In October 2009, the Company sold its targets business and ceased its manufacturing operations at its
facilities in Ada, Oklahoma and Findlay, Ohio. During the three months ended March 31, 2010, the Company
concluded that the assets were no longer in ndeckassified the fair value of those remaining assets in the Assets
Held for Sale category on the consolidated balance sheet. The original carrying value of the assets was
approximately $1.0 and consisted of property, plant, and equipment. The Compagyized a $0.4on-cash
charge to earnings related to the impairment of its @
businessd property, plant, and equipment is |isted on
operations. In April 2010, the Company sold its Findleliddacility for approximately $0.4The remaining assets
held for sale for the targets businassstill classified in the All Other reportable segment.

On March 25, 2010, the Company annceth@ strategic rationalization decision that will result in the
closure of its manufacturing facility in North Haven,
expected to be completed by the end of June 2011 and is expected to inffic@reces that are expected to result
in lower costs to customerBuring the three and six months ended June 30,,28&0Company disbursed $0.5 and
recorded restructuring charges of $1.5 related to employee severance and equipment transfbesostsgarges
are within the Selling, General, and Administrative EX|

The Company6s current estimate of cash payments f
Rationalization Decisiois as follows

Severance and other employee benefits $ 30
Transfer of equipment, planning, site preparation and site carrying: 1.4
Capital expenditures 19
Other operating costs 11

Total $7.4
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The following tablerepresentsa e conc i | i at i o mestudturirtg Actviti€s dontpeaperigds s
indicated:

Equipment
Transfer and
Severance and Site Preparation

Employee Costt Costs Total
Balance as of December 31, 20009..... - - -
Restructuring charges..........ccccoee.. $ 11 $ 04 $ 15
Cash payments...........cccociiiiviieennnn. (0.1 (04) (0.5
Balance as of June 30, 2010.............. $ 10 $ - $ 1.0

During the three months ended June 30, 2010, the Company recognized a $admoharge to earnings
related to the sale of idle, impaired equipment withil\itemunitionreportable segment. The original carrying
value of the equipment wa9.$ and the &ir value of the equipment was based upon a purchase offer from an
external party.

Note 187 Changes inNoncontrolling Interests

The following table illustrates c haihgrevhollyiowned, he Co mp
consolidated suldiaries:

Unaudited
Three Months Ended June
30, Six Months Ended June 30,
2010 2009 2010 2009
Net income attributable to controlling interes $ (0.8) $ 198 $ 48 $ 330
De cr e as eequityfor gurGhase s
of 222250EOTAC6s commor (0.2 - (0.2 -

Formation of Mountain Khakis, LLC and
issuance oMountainKhakis, LLC
common units 2.0 - 2.0 -
Changen net income attributable to
controlling interest and transfers to and
from noncontrolling interests $ 10 $ 198 $ 66 $ 330

Note 1971 Subsequent Events

On August 11, 2010 thedard of Directors thé Boar do) f or med an Office of th
John B. Blystone as its new Chairman of the Bodvid. Blystone is joined in that office by Walter McLallen, now
Vice Chairman, and by Theodore H. Torbeck, Chief Executive Offithe creation of the office was unanimously
approved by the Bodr

Subsequent events have been evaluated through August 16, 2010, which is the date the financial statements
were available to be issued.
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tem2. Management 86s Di scussion and Analysis of Financi al C

The following discussion and analysis should be read in conjunction with the accompanying unaudited

interim consolidated financial statements and related notésroe e dom Gr ou p, Il nc. (AFGI 0 ¢
which owns 100% of FGIF o |l Holndgi n@oomp, a nwh,i clhnci.n (tAhiur n own
Company, Il nc. ( A F Gihcludes theo financial rEsBlis of QRemirgton Arms Company, Inc.

(ARemi ngtonod) , Bushmaster Firear ms I nternati oMSal , LLC
Firear ms, LLC (ADPMSO) , BradE-RR G, BLlWIRE® E€ReMingtbnnio turn,oinBar ne s o
The Marlin Firearms Company (fAMarlinod) and its subsidi
LLC ( A,aAd@d5% interestin Mountaimka ki s, LLC (fAMountain Khakiso)

Management 6s Discussion and Analysis of Financial Co

following sections:
e Company Overview

Current Sales Demand
Recent Developments
Results of Operations
Liquidity andCapital Resources
Critical Accounting Policies and Estimates
Recent Accounting Pronouncements
Environmental Matters
Regulatory Developments

Company Overview

We are one of the leading firearms, ammunition and related products companies in the worldl with #
commercial market positions across all of our major product categories in the United States, the largest firearms and
ammunition market globally. With olRemingtorbr and dating back to 1816, we ar e
manufacturer of firearmsna ammunition. We are the only major U.S. manufacturer of both firearms and
ammunition, which we believe is a significant competitive advantage and supports our market leadership position.

We believe this leadership position across all of our major prodaigtgories is evidenced by our #1 U.S.
commercial market shares in shotguns, rifles and ammunition.

We have made significant progress in our transition to a custiomesed sales and marketing organization,
successfully creating a single custonfiacing platform with the ability to leverage our flexible manufacturing
capability across our enaharkets to quickly respond to changes in customer preferences and demand$. Our 1
manufacturing facilities and approximatéy900employeesepresent the largest domestic manufacturing presence
in the industry, enabling us to deliver our products throughout the United States and internationally to approximately
80 countries. In addition, our product leadership and innovation is supportedr dyeestanding researemd
development facility.

We continue to look for opportunities to improve our quality and efficiencies in our manufacturing facilities as
we strive to be a customer focused company in an increasingly demanding global markatmaadingly, we
have undertaken an effort to accelerate existing initiatives in the area of lean manufacturing, six sigma and other
continuous improvement projects focused on inventory management, cost reductions and productivity.

In addition, we are comitted to enhancing our core businesses and positioning ourselves to take advantage of
opportunities to strategically grow and improve our business by identifying and pursuingn astdategic
acquisitions or investments that expand and enhance our ipradict and intellectual property portfolio. We seek
to acquire highly complementary products, brands or external capabilities to fill gaps in our portfolio or extend our
brands ana¢hannel relationships.

One of our core strategies is to consistently introduce new and innovative products. Theseesffibets in
the introduction or planned launch of tRemington1911R1pistol, BushmasteCommercial ACR Adaptive Combat
Rifle, RemingtonM887 Nitro Remingbn Mag shotgun, the30 R15, R-15, R-25, Remington verisorAdaptive

26



Combat Riflefor the Military, Marlin 338 MXLR/MX RemingtonM597 VTR and.308 DPMSfirearms, and a
variety of new ammunition produditscluding the patented Hypersonic Steel\fdaterfowlers We are also engaged

in selective efforts to promote certain of our products through marketing and promotional activities, including
ammunition and firearms customer and-@isér rebates.

Management 6s strategy i nandlpolitical envimfment lag beenua continué to e c o n o
introduce new products, enhance our sales and marketing efforts and improve overall performance in working
capital and operating productivity. Finally, we continue to pursue growth initiatives in oumgoset; military, and
law enforcement divisions along with broadening our brand awareness with selective licensing arrangements.

Current Sales Demand

In late 2008, ar industrybegan experiencingn increase in demand for certain ammunitaomd firearms
We believe a number of consumers have been concerned about increased firearms and ammunition regulations as a
result of the new administration in connection with the 2008 Presidential election. We view this increase in demand
as having significant lorterm benefits, including expanding the popularity of shooting sport categories, as well as
providing an opportunity to cultivate new, and renew existing,-tengn customer relationships across our portfolio
of products and brandBuring the three month ped ending June 30, 2010, sales in our ammunition and firearms
segments have softened from the leexigeriencedince late 2008ut still remain at higher than historical levels

Recent Developments
NewDirector Appointments

On August 11, 2010, the board of directors (the ABC
the Board. In connection with the appointment, Mr. Blystone is expected to enter into a Director Agreement with
Freedom Group, effective as of August 2010, pursuant to which he will serve as Chairman of the Bddrd.

Blystone served as Chairman, President and CEO of SPX Corporation in Charlotte, NC from 1995 t&r@®04.

1978 to 1988 and again from 1992 to 1995, he served in various positiorenatalGElectric Corporation in
Fairfield, Connecticut. From 1988 to 1992, he served in various positions at J.J. Case Company in Racine,
Wisconsin.

Additionally, on August 11, 2010, the Board appointed Walter McLallen, the current Chairman of the
Board,to serve as Vic€hairman of the Board. In connection with the appointment, Mr. McLallen is expected to
enter into a Director Agreement with Freedom Group, effective as of August 11, 2010. Mr. McLallen has served as a
director of the Board since May 31,@0and has served as Chairman of the Board since September 3, 2009.

BusinessFormation

On May 28, 2010,we created a joint venture, Mounta{inakis LLC ( ikhakisvie mt wr e0) , wit
Mountain Khakis, which designs and markets specialty outdoor apparel. We purchased a 75% interest in the venture
for a total ofapproximately $6.0 millionthe final $1.7 million of which iso be paid within the next 12 month&/e
believethe investment allows us to augment our existing apparel products and increase the availability of durable,
comfortable, higkhguality apparel to outdoorsmen

Rationalization Decision

On March 25, 2010, we announced a strategic rationalization decision that will result in the closure of our
manufacturing facility in North HavEha RatioGalizatioe Betisioout (t h
is expected to provide efficiensieand ultimately result in lower costs to customers and end M¥ergxpect the
closure to be completed by the end of June 2@dd will be relocating the production of the North Haven products
to llion, New York, Mayfield, Kentucky, and Lexington, MisgsouVe estimate that the total cost associated with
the closure will be approximately$ million.
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2010 Financing

On April 7, 2010, FGI 6s di r e cmilios aghregatd priacipal amountG | Hol
of 11.25%/11.75% Senid?ayin-KindNot es (t he APl K Noteso) due 2015. The
their face amount. FGI Holding us#tk netproceed®f the PIK Notes issuance to pay a dividend in the amount of
the $220.5 million net proceeds to FGI, which FGI will use to repurchase a significant portion of preferred stock.

On April 16, 2010, FGI repurchased preferred stock for an approximate anidiir8®5 million.SeeNote 7 under
Alteami bancial Statements (Unaudited). o

Results of Operations

Three and SixMonth Periods Ended June 3Q 2010 as Compared to the Threand SixMonth Periods Ended
June 3Q 2009

Net Sales
The following table compares net sales by reporting segment for each of the periods presented:

Three Months EndedJune 3Q

Percentage Percentage
of of Increase Percentage
2010 Total 2009 Total (Decrease) Change
(dollars in millions)

Firearms........coccoeevvveeeivieeieenns $ 933 52.1% $ 149.3 635% $ (56.0 (37.59%
AMMUNIION......cuviiiiiiiiiiieeeeeee 80.0 44.6 81.3 34.6 (1.3) (1.6)
All Other....cccooeeiiiiiiieee, 5.9 3.3 4.5 1.9 14 31.1
Total......eeeeeiieiiiiiiiiieee, $ 179.2 100.0% $ 235.1 100.0% $ (55.9 (23.8%%0

Six Months Ended June 30,

Percentage Percentage
of of Increase Percentage
2010 Total 2009 Total (Decrease) Change
(dollars in millions)
Firearms........cocovvvveeeiiiiiiiicenans $ 188.0 5326 $ 270.3 632% $ (82.3 (30.9%
AMMUNILION......eviiiiiiiiiiiiiieeeee 154.9 438 147.8 34.6 7.1 4.8
All Other......coooeiiiiiieeee, 10.5 3.0 9.2 22 1.3 14.1
Total.....ouveiieeiiiiiiiiiiee, $ 3534 100.0% $ 427.3 100.0% $ (73.9 (17.3%

Firearms

Net sales for the three months endede 302010 were $3.3million, a decrease of3k.0million, or 37.5%,
as compared tthe three months ended &80, 2009. Centerfire rifle sales decreased #8.8million, or 44.6%, as
compared to the prigyear period, primarily due to reduced satlesnand formodern sportingoroducts. Shotgun
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salesdecreased by %2 million, or 24.0%, as compared to the prigear period. Rimfire rifle sales decreased by
$15 million, or 18.2%, as compared to the prigear period.

Net sales for the six months endiehe 30, 2010 werel88.0million, a decrease oféR.3million, or 30.4%,
as compared to the six months ended June 30, 2009. Centerfire rifle sales decre@@@rhyliéin, or 37.1%, as
compared to the prigyear period, primarily due to reduced satsnand for modern sporting products. Shotgun
sales decreased by.4 million, or 15.8%, as compared to the prigear period. Rimfire rifle sales decreased by
$2.5million, or 16.%%, as compared to the prigear period

Ammunition

Net sales for the thremonths endedune 302010 were 80.0million, a decrease of $.3million, or 1.6%, as
compared to the three months ended Jung2B9,primarily dueto decreaseghotshell ammuition sales of $5.8
million, or 28.6%, offsetn partdueto theimpact of tle acquired Barnes operatioas well as increasezkenterfire
ammunition salesf $2.3 million, or 4.%%, as compared to the prigear period. The increase éenterfire sas is
attributable mainly to strong market demand dertainhandgun ammunitiorRimfire ammunition sales increased
by $03 million, or 3.8%, as compared to the prigear period, primarily due to increased sales demand within these
product categories.

Net sales for the six months ended June 30, 2010 vi&re $million, an increasefdb7.1 million, or 4.8%, as
compared to the six months ended June 30, 2009, due in part to the acquired Barnes opexeliminsg the
impact of the acquired Barnes operations, centerfire ammunition sales increas@d loyill®on, or 8.7%, as
comparedd the prioryear period. The increase in sales is attributable mainly to strong market demaadéior
handgun ammunition combined with volume growth across most other product categories. Rimfire ammunition
sales increased byl® million, or 8.3%, as ompared to the prieyear period, primarily due to increased sales
demand within these product categories. Shotshell ammunition sales decrease® yllidn, or 17.3%, as
compared to the prieyear period

All Other

Net sales were39 million in all other businesses for the three months erdded 30 2010, an increase of
$1.4 million as compared to the prigear period. Primary changes within the all other businesses consisted of an
increase of 3.6 million in our various accessories businesses, offset by a decreas® aiiion in the powdered
metal product business and a decrease ¢ §ilion in the targets busineswhich weceased operations in and
sold in 2009

Net sales were 2.5 million in all other businesses for the six months ended June 30, 20i@rease of
$1.3 million as compared to the prigear period. Primary changes within the all other businesses consisted of an
increase of $.4 million in our various accessories busiees, offset by a decrease af@million in the powdered
metal product business and a decrease of Sllion in the targets busineswhich weceased operations &nd
sold in 2009.

Cost of Goods Sold and Gross Profit

The Companyos dnulgdes albcdostsgfonatérial, labar,ladd overhead associated with product
manufacturing, except for transfer costs from our plants to our distribution center which are included in selling,
general, and administrative expen3&e transfer costs total&.3 million and $06 million for the threeand six
months endedune 30 201Q respectively, and $8.million and $05 million for the three and six months ended
June 302009, respectively. Accordingly, our gross margins may not be comparable to thaikeroéntities. The
table below compares cost of goods sold and gross profit by reporting segment for each of the periods presented:
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Cost of Goods Sold

Firearms........ccccovvviieeeieieeecee,
AMMUNILION........ovviieeieieeeeeeee
All Other....coooveeieieiiiiiiiiiiiiiieee,

Gross Profit

Firearms.......coevvveieiiiiviiceen.
AMMUNILION........cvviieeieieeeeeeen
All Other.......ccooovveiiiiiiieciieee,

Cost of Goods Sold

Firearms......ccooovvvveiiiiiiiiicen.
AmMMmUNItion.........cooeeevvvvveeeenen,
All Other........ooeveiiiiiiiiieiiiieee,

Gross Profit

Firearms......ccoooovvvveeiiiiieceen.
AmMMmUNItion.........cooeeevvvvveeene,
All Other........oevevviiiiiiieieieee,

Firearms

Three Months EndedJune 3Q

Percentageof Percentageof Increase Percentage
2010 Net Sales 2009 Net Sales (Decrease) Change
(dollars in millions)
$ 652 69.9% $ 1015 68.0% $ (36.3) (35.9%
51.5 64.4 45.4 55.8 6.1 13.4
3.3 55.9 2.8 62.2 0.5 17.9
$ 120.0 67.0% $ 1497 63. %0 $ (29.7) (19.89%
$ 281 30.1% $ 478 32.0% $ (19.7 (41.2%
28.5 356 359 44.2 (7.4) (20.6)
2.€ 44.1 17 37.8 0.6 52.9
$ 592 33.0% $ 854 36.3% $ (26.2 (30.7%
Six Months Ended June 30,
Percentageof Percentageof Increase Percentage
2010 Net Sales 2009 Net Sales (Decrease) Change
(dollars in millions)
$ 1293 68.8% $ 188.9 69.9% $ (59.9 (31.6%
99.6 643 87.5 59.2 12.1 13.8
6.4 61.0 6.0 65.2 0.4 6.7
$ 2353 66.6% $ 2824 66.1% $ (47.1 (16.9%
$ 58.7 31.2% $ 814 30.1% $ (22.9 (27.9%
55.¢ 357 60.2 40.8 (5.0) (8.3)
4.1 39.0 3.2 34.8 0.¢ 28.1
$ 118.1 33.%% $ 1449 33.9% $ (26.9 (18.9%

Gross profit for the three months endéuhe 30 2010 was $8.1 million, a decrease of1®.7 million, or
41.2%, as compared to the prigear periodprimarily due to lower sales volume&ross margin wasi31% for the
three months endehline 302010 and2.0% for the three months endédne 302009.

Gross profit for the six months ended June 30, 2010 wa</#illion, a decrease of2R.7 million, or 27.9%,
as compared to the prigear period. Gross margimas 3.2% for the six months ended June 30, 2010 20\d%
for the six months ended June 30, 2009. Although gross profit decreasez? Bynillion due to lower sales
volumes, gross margin, as a percentage showed an improvement mainly due to contiongdnipcovements
through the implementation of lean manufacturing principles, six sigma and other initiatives
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Ammunition

Gross profit for the three months enddéghe 30 2010 was $8.5 million, a decrease of $.4 million, or
20.8%, as compared to thgrior-year period. Gross margin was &% for the three months endddne 30 2010,
and 44.26 for the three months endelline 30 2009. The decrease in gross profit was primarily related to
unfavorable pricing of $2.5 millignunfavorable variancesas wel as higher material and other costset of
favorable hedging gains, of $4mdillion; andtheimpact ofpurchase accounting related to the Barnes Acquisition of
$0.5 million.

Gross profit for the six months ended June 30, 2010 &&as3#illion, a decrease of $.0 million, or 8.3%, as
compared to the prieyear period. Gross margin was 3% for the six months ended June 30, 2010, 40&% for
the six months ended June 30, 2009. @berease in gross profit was primarily relateduttfavorable pricing of
$3.7 million; higher material and otheosts net of favorable hedging gains, $4.8 million; as well as the impact
of purchase accounting related to the Barnes Acquisition of $1.2 midiféset byfavorable sales mix and higher
sales volumes d#4.7million.

All Other

Gross profit for the three months endkrthe30, 2010 was 3.6 million, an increase of $0.9 million, or 52.9%,
as compared to the prigear periodand was primarily related to increassales volumes in our various accessories
businesses, offset by reduced sales volumes in our powdered metal prutitartgetbusinesss

Gross profit for the six months ended June 30, 2010 walsriillion, an increase of $0.9 million, or 28.1%,
as ompared to the prieyear period and wasrimarily related to increased sales volumes inv@uious accessories
businesses, offset by reduced sales volumes in our powdered metal pratitarigetdusinesss.

Operating Expenses

Operating expenses cortsisf selling, general and administrative expenses, research and development
expenses and other (income) expenses. The following table sets forth certain information regarding operating
expenses for the threed sixmonths endedune 302010 and 2009:

Three Months EndedJune 3Q

Increase Percentage
2010 2009 (Decrease) Change

(dollars in millions)

Selling, general and administrative eXpenses.......cccccvvvveeee.n, $ 375 $ 433 $ (5.8) (13.4%%

Research and development eXpenses..........ccveveeevicenenneee 53 31 22 71.0

Other (iNCOME) EXPENSE.....coiiiiiiiie e iiiiieeeiiree e e 2.4 0.1 2.3 *
TOtAL ..t $ 452 $ 465 $ (1.3) (2.89%

Six Months Ended June 3Q

Increase Percentage
2010 2009 (Decrease) Change

(dollars in millions)

Selling,general and administrative expenses............c..c........ $ 733 $ 752 % (1.9 (2.5%

Research and development eXpenses..........cccveveeevvccee e 9.1 54 37 68.5

Other (iNCOME) EXPENSE.....cciiuiiiiieeiiiiitieeeiieee e e 5.1 (1.9 7.0 *
TO AL $ 875 $ 787 % 88 112%

*Not Meaningful
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Total operating expenses for the three months edded 302010 were 852 million, a decrease of $.3
million, or 2.8%, as compared to the prigear period. Selling, general and administrative expetszsased $.8
million, or 13.4%, primarily due to a $6.6 milliomonrecurring charg® reflect the estimated cost of the 17HMR
ammunition and rifle replacement safety notice that occurred iththe months ended June 30, 2089 well as a
$1.3 million decrease in commission expemdéset by increases in legqrofessional and management expenses of
$2.4 million Research and development expenses incregs@drilion, or 71.0%, as compared to the prigear
period, reflecting development costs associated with current initidtvesmpete for opportunitiggrimarily within
the defense markets and to a lesser extent to implement continuous improvement plotiessespense increased
by $.3 million, as compared to the prigear period, primarilydue toadditional amortizatioron definitelived
intangible assets and impairment charges d #ollion related tovaluing assets held for sale atié retirement of
certain trademarks

Total operating expenses for the six months ended June 30, 2010 &Veésarfilion, an increase of &8
million, or 112%, as compared to the prigear period. Selling, general and administrative expetazsased $.9
million, or 2.5%, primarily due to &6.6 million nonrecurring chargeo reflect the estimated cost of theHMR
ammunition and rifle replacement safety notice that occurred isixhmonths ended June 30, 20@8, well as a
$0.7 million decrease in commission expemdtset by increases in selling and marketing expenses of $2.2 million
as a result of a contied focus on sales and marketing development, increased legal and professionia$ie®s
million, increasedmanagement fees of ®million and increased contributions of $0.9 millioResearch and
development expenses increase8l7$million, or 68.3%6, as compared to the prigear period, reflecting
development costs associated with current initiatives to compete for opportymitieily within the defense
markets and to a lesser extent to implement continuous improvement processes. Other expassd ing $.0
million, as compared to the prigear period, primarily the result of additional amortization on defihiesd
intangible assets and impairment chargeslof fillion related to valuing assets held for sate the retirement of
certain tademark. Additionally, in the six months ended June 30, 2009, the Company reduced an estimated liability
associated with a federal excise tax audit by $2.0 million which did not recur in the six months ended June 30, 2010

Adjusted EBITDA

Thefollowing tables compare Adjusted EBITDA by reporting segment for each of the periods presented:

Unaudited
Three Months EndedJune 30,
Increase Percentage
2010 2009 (Decrease) Change

(dollars in millions)
Adjusted EBITDA

FIrEaIMS. . .ee ittt eee e, $ 114 $ 352 $(23.8 (67.9%
AMMUNITION ... 180 27.2 (9.2) (33.8)
Al OTher. ...t 1.3 0.4 0.9 225.0
Other Reconciling temS.........cccvvvveiiiiiieeeice e, (1.5) (3.0) 15 (50.0
TOTAL . $ 292 $ 598 $ (06) (512)%
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Unaudited
Six Months Ended June 3Q

Increase Percentage
2010 2009 (Decrease) Change

(dollars in millions)

Adjusted EBITDA

FIr AIMS....cci ittt $ 24r $ 56.4 $(31.9 (56.60%
AMMUNITION.....ooiiiiii e eeeneeees 36.4 43.C (6.6) (15.3)
Al OtNEN......oiiiiie et 0.9 1.0 0.3 (10.0
OtherReconciling ItemS.........cccvviiiiiiiiiieeeee e, (2.9 (4.1) 1.2 (29.3
TOtal c.vveeeieee e $ 58.9 $ 963 $ @79 (38.8)%
Firearms

Adjusted EBITDA in our firearms segmetiécreased $3.8million, or 67.8%, for the three months ended
June 30 201Q primarily due to the unfavorable gross profit impact o1%7 million. Adjusted EBITDA in our
firearms segment decreasegtl million, or 56.6%, for the six months ended June 30, 2Qdrdmarily dueto the
unfavorable gross profit impact o2%.7million.

Ammuniton

Adjusted EBITDA in our ammunition segmedécreased $.2 million, or 33.8%, for the three months
endedJune 30201Q primarily dueto the unfavorable gross profit impact of $7.4 milliéwjusted EBITDA in our
ammunition segmerttecreased 6.6 million, or 15.3%, for the six months ended June 30, 2@knarily dueto the
unfavorable gross profit impact ob$ million.

All Other

Adjusted EBITDA in all othebusinessemcreased 8.9 million for the three months endddine 302010
primarily due to the favorable gross profit impact of0o$® million. Adjusted EBITDA in all other businesses
decreased $0.1 million for the six months ended June 30, P@ibfarily due toimpairment charges relating to
valuing of assets held for sale in the targets business.
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Changes in Reconciling Items:

The following table illustrates the calculation of Adjusted EBITDA by reconciling Net Income to Adjusted
EBITDA:

Unaudited
Three Months EndedJune 3Q
Increase Percentage
2010 2009 (Decrease) Change

Net Income Attributable to

Controllable Interest $ (08 $ 18 $ 0.9 (104.0%
Adjustments:
Equity in Loss of
Unconsolidated JV 0.1 0.1 0.1 -
Depreciation 44 4.2 0.2 4.8
Interest 14.9 75 7.4 98.7
Income taxbenefit)expense (0.1) 115 (11.9 (100.9
Amortization oflntangibles 21 1.8 03 16.6
Other norcash charges 23 4.6 (2.3) (50.0)
Nonrecurring charges 6.3 10.3 (4.0) (38.8)

Adjusted EBITDA $ 292 $ 598 $ (306) (512)%
Unaudited
Six Months Ended June 30,
Increase Percentage
2010 2009 (Decrease) Change

Net Income Attributable to

Controllable Interest $ 4.8 $ 3O $ 8.2 (85.59%
Adjustments:
Equity in Loss of
Unconsolidated JV 0.2 0.1 01 100.0
Depreciation 9.1 8.3 0.8 9.6
Interest 22.9 14.6 8.3 56.8
Income tax expense 2.9 18.7 (15.8) (84.5
Amortization of Intangibles 44 3.6 0.8 22.2
Other norcash charges 48 7.5 (2.7 (36.0)
Nonrecurring charges _ 938 10.5 (0.7) (6.7)

Adjusted EBITDA $ 58.9 $ 963 $ (379 (38.8)%

Other norcash charges decreaseti3million for the three months endddine 302010, primarily due to
a write off of inventory that occurred in the three months ended June 30,l2@@8d not recur in the three months
ended June 30, 2010

Other norcash charges decreasezi7million for the six months ended June 30, 20p@imarily due to a
write off of inventory that occurred in tf#x months ended June 30, 2009, but did natirét thesix months ended
June 30, 2010, as well as lower retiree benefits expense.

Nonrecurring chargedecreased 4.0 million for the three months endedine 30 2010, primarily due to
the impact ofa $6.6 million adjustment for the 17 HMR prad safety notice that occurred the three months
ended June 30, 2009 that did not recur in the three months ended June 30, 2010, off€eimilidbilin greater
restructuring expenses and &@nillion of purchasing accounting adjustmenasid an increse of $08 million in
Other Fees and Transaction Coststhe three months ended June 30, 20Mi8e increase in Other Fees and
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Transaction Costs is primariueto higher bank feeandhigher Department of Defense ramp up feethe three
months ended He 30, 2A0 compared to théhree months ended June 30020

Nonrecurring chargedecreased 8.7 million for the six months ended June 30, 20d0marily due to the
impact of a $6.6 million adjustment for the 17 HMR product safety notice that ocdorthd six months ended
June 30, 2009 that did not recur in the six months ended June 30a204€l] as reduced employee related costs of
$0.7 million, offset by $11 million in greater restructuring expenses and $1.5 million of purchasing accounting
adustments, and an increase of $4.0 million in Other Fees and Transaction Costs in the six months ended June 30,
2010. The increase in Other Fees and Transaction Costs is due primarily to a $2.0 million gain recorded in the six
months ended June 30, 200%ted to an excise tax audit which did not recur in the six months ended June 30,
201Q as well as higher bank fees and higher Department of Defense ramp.up fees

Interest Expense

Interest expense wad4.9 million and .5 million for the three months endeldine 30 2010and June 30,
2009 respectivelyThe $7.4 million increase in interest expense over the-peiar period was primarily due té 4
million of interest expense related to the PIK Notes, $7.0 million ofésteexpense related to the Opco Notes|
$1.8 million in debt acquisition costs and amortization expense related to the Refinapitgegdy ¥.5 million of
interest expense in the three months ended June 30, 2009 related to the debt paid siflasfaheRefinancings
that did not recur in the three months ended June 30, 2010.

Interest expense wa2%9 million and $4.6 million for the six months ended June 30, 2046d June 30,
2009 respectively The 8.3 million increase in interest expansver the prioyear period was primarily due to
$6.1 million of interest expense related to the PIK Notdgl.Gmillion of interest expense related to the Opco
Notes,and $.8 million in debt acquisition costs and amortization expense related to timaRehgs,offset by
$14.6million of interest expense in thex months ended June 30, 2009 related to the debt paid off as a result of the
Refinancings that did not recur in thix months ended June 30, 2010.

Income Tax Provision

Our effective taxrate on continuing operations for the six months ended June 30, 2010 and 2009 was
37.3% and 36.1%, respectively. The difference between the actual effective tax rate and the federal statutory rate of
35% is principally due to state income taxes, permad#ferences, and utilization of available tax credits as of
June 30, 2010 and 2009. The increase in the effective tax rate for the six months ended June 30, 2010 over the
effective tax rate for the six months ended June 30, 2009 includes the impacexjbithéon of the federal income
tax research and development credit as of December 31, 2009.

We are subject to ongoing audits by federal and various state tax authorities. Depending on the outcome of
these audits, we may be required to pay additionxaistaHowever, we do not believe that any additional taxes and
related interest or penalties would have a material impact on our financial position, results of operations, or cash
flows.

Liquidity and Capital Resources
Cash Flows and Working Capital

Net cash used in operating activities was #®&illion for the six months ended June 30, 2010 compared to
net cash provided by operating activities of $53.3 million for the six months ended June 30, 20@L.FhellfHn
decrease in cash provided by opemtactivities for the six months ended June 30, 2010 compared to theygmaior
period resulted primarily from:

A the recognition ofnet income of$4.6 million for the six months ended June 30, 2010 compared to $32.8
million for the six months ended Ju@6, 2009 a reduction of $8.2million year over year

A inventory increasing by $40.0 million over the six months ended June 30, 2010 compared to an increase of
$4.8 million over the six months ended June 30, 2009, primarily due to various acquisitiogstde past
year, as well as higher sales volumes in the first six months of 2009 over concerns of increased firearms
and ammunition regulation resulting from the 2008 presidential eleatioich resulted in lower levels of
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inventory in June 2009nventory levels at December 31, 2009 were also at historic lows due to ongoing
efforts to improve operating efficiencies and inventory management;

A other liabilities decreasing byl18.5 million over the six months ended June 30, 2010 compared to an
increaseof $8.4 million over the six months ended June 30, 2009, primarily due to disbursements for
interest on the Opco Notes and incentive compensdtiterest of$14.4 million was paid over the six
months ended June 30, 2010 compared to $12.6 million inxhaanths ended June 30, 2009 and there
were $13.6 million of incentive compensation disbursements in the six months ended June 30, 2010
compared to $6.2 million over the six months ended June 30, 2009.

Net cash used in investing activitie$14.1 million for the six months ended June 30, 2010 was primarily
related to the purchase of property, plant and equipment ofl $iilion, as well as 4.3 million paid for the
Mountain Khakis Venture. Net cash used in investing activities was $7.9 million feixtineonths ended June 30,
2009 and was primarily related to the purchase of property, plant and equipment.

Net cash provided by financing activities for the six months ended June 30, 2010 was $58.5 million compared
to net cash used in by financing activities of $12.2 million during the six months ended June 30, 2009. During the
six months ended June 30, 201 Company received $220.5 million in proceeds from the PIK Notes issuance,
paid $150.5 million for the repurchase of preferred stock and paid $12.5 million in debt issuance costs. During the
six months ended June 30, 2009, the Company paid $10.9 nmitho@ on its outstanding indebtedness than during
the six months ended June 30, 2010.

Sources and Uses of Liquidity

We generally expect to fund expenditures for operations, administrative expenses, capital expenditures, debt
service obligations and dividd payments with internally generated funds from operations, and satisfy working
capital needs from time to time with borrowings under the ABL Revolver. We believe that we will be able to meet
our debt service obligations, fund our shiemm and longerm operating requirements, and make permissible
dividend payments in compliance with our various debt instruments in the future with cash flow from operations and
borrowings under the ABL Revolver, although no assurance can be given in this regard. e dontatus on
working capital management by monitoring key metrics associated with inventory, accounts receivable and accounts
payable.

Debt

As of June 30, 2010, we had outstanding indebtedness of approximately $499.2, which consisted of the
following:

A $275.3million of outstanding 10.25% Senior Notes due 2015

A $220.7million of outstanding 11.25%/11.75% Senior PIK Notes due 2015;
A $1.6 million of outstanding Mountain Khakis Notes; and

A $1.emillion of capital lease obligations and other debt.

As of June30, 2010, there was no indebtedness outstanding under the ABL Revolver and approximately
$114.7 million in borrowings were available including the $30.0 million minimum availability condition. Standby
letters of credit outstanding as of June 30, 2010 &&r&million.

Capital and Operating Leases and Other Lofigrm Obligations

We maintain capital leases mainly for computer and mail room equipment. We have several operating leases,
including a lease for our Memphis warehouse that expires in June @x1Bladison annex office that expires in
August 2014, leases for several of our BFI manufacturing facilities that expire on various dates between 2010 and
2012 a lease for our Barnes manufacturing facility that expires in December 2014, a lease for ©ur AA
manufacturing facility that expires in December 2010, a lease foLexington, Missourimanufacturing facility
that expires in September 2014, and a lease foDakpta Arms, LLCmanufacturing facility that expires in June
2011 Wealso maintain conécts including, among other things, a services contract with our third party warehouse
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provider. We also have various pension plan obligations, although we do not expect substantial future contributions
at this time.

Capital Expenditures

Gross capitakbxpenditures for the six months ended June 30, 2010 and 2009 weten#llibn and $5.4
million, respectively, consisting primarily of capital expenditures both for new equipment related to the manufacture
of firearms and ammunition, as well as capitalintenance of existindfacilities. We expect total capital
expenditures for 2010 to be in the range a2.82nillion to $27.0 million, of which approximately %0 million to
$10.0 million is expected to be related to capital maintenance projects and th@ndemrelated to capital
expenditures for new assets.

Off-Balance Sheet Arrangements
Off balance sheet arrangements consist of our obligations in respect of standby letters of credit.

Critical Accounting Policies and Estimates

Our discussion and anais of our financial condition, results of operations, and cash flows are based upon
our unaudited interim and audited annual consolidated financial statements, which have been prepared in accordance
with accounting principles generally accepted in thétddhStates. The preparation of these financial statements
requires us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and
expenses, and related disclosure of contingent assets and liabilities. On amy dagsnwe evaluate our estimates,
including those related to inventories, supplies, accounts receivable, warrantidsyddragssets, product liability,
revenue recognition (inclusive of cash discounts, rebates, and sales returns), advertising aetiohpiaosts, self
insurance, pension and pgstirement benefits, deferred tax assets, and goodwill. We base our estimates on
historical experience and on various other assumptions that are believed to be reasonable under the circumstances,
the resultof which form the basis for making judgments about the carrying values of assets and liabilities that are
not readily apparent from other sources. As noted below, in some cases, our estimates are also based in part with the
assistance of independent advisoActual results may differ from these estimates under different assumptions or
conditions.

Management has addressed and reviewed our critical accounting policies and considers them appropriate. We
believe the following critical policies utilize signifint judgments and estimates used in the preparation of our
consolidated financial statements:

Revenue Recognition

Sales, net of an estimate for discounts, returns and allowances, and related cost of sales are recorded at which
time risk of loss and tiél transfer to the customer. We continually evaluate our sales terms against criteria outlined
in SEC Staff Accounting Bulletin 10dRevenue RecognitiokVhile we follow the industry practice of selling select
firearms pursuant t ¢he estofindrdotpurchgsé thgsd products @mrheacimg in Becember
(the start of our dating plan year) and to pay for them on extended terms, we have how commenced to shorten the
duration of these terms. Historically, use of the dating plan has had theddffdttting some firearms sales from
the second and third quarters to the first and fourth quarters. As a competitive measure, we offer extended terms on
select ammunition purchases. However, use of the dating plans also results in deferral of coflextemunts
receivable until the latter part of the year. Customers do not have the right to return unsold product. Management
uses historical trend information as well as other economic data to estimate future discounts, returns, rebates and
allowances.

Allowance for Doubtful Accounts

We maintain an allowance for doubtful receivables for estimated losses resulting from the inability of our
trade customers to make required payments. We provide an allowance for specific customer accounts where
collection B doubtful and also provide an allowance for customer deductions based on historical collection and
write-off experience. Additional allowances would be required if the financial conditions of our customers
deteriorated.
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Inventories

Our inventories arealued at the lower of cost or market. We evaluate the quantities of inventory held against
past and future demand and market conditions to determine excess or slow moving inventory. For those product
classes of inventory identified, we estimate their maviedue based on current and projected selling prices. If the
projected market value is less than cost, we provide an allowance to reflect the lower value of that inventory. This
methodology recognizes projected inventory losses at the time such losegglant rather than at the time goods
are actually sold.

As part of the Marlin Acquisition, we now account for a portion of our inventory, the North Haven
manufactured firearms, undére LastIn FirstOu t  ( fi rodthBdOsingthe double extension metthoAs of June
30, 2010 and 2009, approximately 7.1% and 8.5%, respectively, of our total inventory excluding the LIFO
adjustment was accounted for under the LIFO method. Whéétirst-In FirstOut method inventories would have
been lower by $1.1 millioand $1.2 million at June 30, 2010 and 2009, respectively.

Property, Plant and Equipme®roperty, plant and equipment are stated at cost less accumulated depreciation.
Depreciation is determined on a straifjhe basis over the estimated useful liveshsf individual asset by major
asset class as follows:

BUIAINGS ... snee s 20 to 43 years
Building and leasehold improVEMENLS. ..........ovvveeeeeereemeeserenes 1to 15 years
Machinery and EQUIPMENL...........c.eeveveeeeseeereereeeeeeeeeseeeeesereens 7to 15 years
FUMNItUTE AN fIXEUIES.....v.veeeeeeeeeeeeeeeeeeeeeee s e eeeer v e e s s eeeeseeees 710 10 years
Trailers and automotive qUIPMENL..........ovvveeeeereeeereeererereeen, 3 to Syears
COMPULET EQUIPIMENL ... eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeerereeeeeer e s eeeasees e 1to 3 years
In accordance with FASB ASC 360Pr operty, Pl ant , and Equi pment o0, mar

and equipment for impairment whenever facts and circumstances indicate that the carrying amount may not be fully
recoverable.

Maintenance and repairs atharged to operations; replacements and betterments are capitalized. Computer
hardware and software, lighting and postage equipment under capital leases are amortized over the term of the lease.
The cost and related accumulated depreciation applicabkséds sold or retired are removed from the accounts and
the gain or loss on disposition is recognized in operations, included in the other income and expenses.

Interest is capitalized in connection with the construction of major projects. The capitalieesst is
recorded as part of the asset to which it relates and |

Goodwill, Goodwill Impairment and Intangible Assets

We adopted the provisionsSoofdwFASEB aAdC O3 b @tardgible f am g ig o I
assets pursuant to FASB ASG0. As of October 1 each year, we test for impairment of goodwill according to a
two-step approach. In the first step, we estimate the fair values of our reporting units using a combination of the
present value of ture cash flows approach, market approach and a transactional approach, all equally weighted,
subject to a comparison for reasonableness to our market capitalization at the date of valuation. In addition, goodwiill
of a reporting unit is tested for impairntebetween annual tests if an event occurs or circumstances change that
would more likely than not reduce the fair value of a reporting unit below its carrying value. Fomtdingible
assets, the impairment test consists of a comparison of the fag whlthe intangible assets to their respective
carrying amount.

Reserves for Product Liability

We provide for estimated defense and settlement costs related to product liabilities when it becomes probable
that a liability has been incurred and reasona@stimates of such costs are available. Estimates for accruals for
product liability matters are based on historical patterns of the number of occurrences, costs incurred and a range of
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potential outcomes. We also utilize the assistance of independesbi@dio assist in analyzing the adequacy of
such reserves. Due to the inherently unpredictable nature of litigation, actual results will likely differ from estimates
and those differences could be material.

Employee Benefit Plans

We have defined benefilans that cover a significant portion of our salaried and hourly paid employees. As a
result of amendments tour defined benefit plans, future accrued benefits for all employees were frozen as of
Januaryl, 2008. We derive pension benefit expense fromant uar i al cal cul ati on based o
provisions and management 6s assumpt-tennmae of retugnaon dssetsg di s
Management determines the expected {tamgh rate of return on plan assets basednupistorical actual asset
returns and the expectations of asset returns over the expected period to fund participant benefits based on the
current investment mix of our plans. Management sets the discount rate based on the yield of high quality fixed
income investments expected to be available in the future when cash flows are paid. The rate of increase in
compensation | evels is established based on management
in compensation. In addition, managemeaiso consults with independent actuaries in determining these
assumptions.

n
Cc

Reserves for Workersd Compensation Liability

We provide for estimated medical and indemnity com
liabilities when it becomes probke that a liability has been incurred and reasonable estimates of such costs are
available. Estimates for accruals for workers compensation liability matters are based on historical patterns of the
number of occurrences, costs incurred and a range ofht@dt@utcomes. We also utilize the assistance of
independent advisors to assist in analyzing the adequacy of such reserves.

Income Taxes

For interim periods, th€ompany accounts for income taxes in accordance with ASE27@0using an
estimated annual effective tax rate to determine income tax expense in the quarterly financial statements.
Additionally, deferred tax assets and liabilities are recognized for uheef tax consequences attributable to
differences between financial statement carrying amounts of existing assets and liabilities and their respective tax
bases. Deferred tax assets and liabilities are measured using enacted tax rates expectedie¢d be tagpble
income in the years in which those temporary differences are expected to be recovered or settled. A valuation
allowance is recorded when it is more likely than not that the deferred tax asset will not be recognized.

The Company files itsicome taxes in a consolidated tax return. Current and deferred tax expense is allocated
to the members based on an adjusted separate return methodology.

The Companyds continuing practice is to ret@ogni ze i.
income tax expense.

Fair Value Measurements

We adopted FASB ASC 820 AFair Value Measurements and
ARecognition of the Fair Val ue Qp2008.d-ASBfASBC 820-(reatesiac i a | I n
single definition of fair value, (X®stablishes a framework for measuring fair value, anegXfands disclosure
requirements about items measured at fair value. FASB ASC 820 applies both to items recognized and reported at
fair value in the finanal statements and items disclosed at fair value in the notes to the financial statements. FASB
ASC 820 does not change existing accounting rules governing what can or what must be recognized and reported at
fair value in the financial statements, or diseld at fair value in the notes to the financial statements. Additionally,

FASB ASC 820 does not eliminate practicability exceptions that exist in accounting pronouncements amended by
FASB ASC 820 when measuring fair value. As a result, we will not bearegfjto recognize any new assets or
liabilities at fair value.
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Prior to FASB ASC 820, certain measurements of fair value were based on the price that would be paid to
acquire an asset, or received to assume a liability (an entry price). FASB ASC 8k€sdhe definition of fair
value as the price that would be received to sell an asset, or paid to transfer a liability, in an orderly transaction
between market participants at the measurement date (that is, an exit price). The exit price is basathamthe
that the holder of the asset or liability would receive or need to pay in an actual transaction (or in a hypothetical
transaction if an actual transaction does not exist) at the measurement date. In some circumstances, the entry and
exit price may b the same; however, they are conceptually different.

Fair value is generally determined based on quoted market prices in active markets for identical assets or
liabilities. If quoted market prices are not available, we use valuation techniques thagnelams reliance on
observable inputs and less reliance on unobservable inputs. In measuring fair value, we may make adjustments for
risks and uncertainties, if a market participant would include such an adjustment in its pricing.

FASB ASC 820 establishes a fair value hierarchy that distinguishes between assumptions based on market
data (observable inputs) and our assumptions (unobservable inputs). Determining where an asset or liability falls
within that hierarchy depends on theviest level input that is significant to the fair value measurement as a whole.

An adjustment to the pricing method used within either level 1 or level 2 inputs could generate a fair value
measurement that effectively falls in a lower level in the hierarthg hierarchy consists of three broad levels as
follows:

Level 18 Quoted market prices in active markets for identical assets or liabilities;
Level 20 Inputs other than level 1 inputs that are either directly or indirectly observable; and

Level 30 Unobservable inputs developed using our estimates and assumptions, which reflect those that
market participants would use. The following table presents information about assets and liabilities measured
at fair value on a recurring basis:

Fair value measurements atlune 3Q 2010 using:

Quoted pricesin active Significant

markets Significant other  unobservable

for identical assets observableinputs inputs

Level 1 Level 2 Level 3 Total
Assets:
Commodity Contract Derivative: Not applicable $0.7million Not applicable $0.7million
Life Insurance Policies Not applicable $0.2 million Not applicable $0.2million

As shown above, commodity contract derivatives valued by using quoted prices are classified within level 2 of
the fair value hierarchy; life insurance policies valued by using cash surrender values, net of related policy loans, are
classified within level of the fair value hierarchy. We value the interest rate swap using the Income Approach
valuation technique. This method uses valuation techniques to convert future amounts to a single present value
amount. The measurement is based on the value inditgtetirrent market expectations about those future
amounts.

The determination of where an asset or liability falls in the hierarchy requires significant judgment. We
evaluate our hierarchy disclosures each quarter based on various factors, and itlis thassiln asset or liability
may be classified differently from quarter to quarter. However, we expect that changes in classifications between
different levels will be rare.

Most derivative contracts are not listed on an exchange and require the @eatibm models. Consistent
with FASB ASC 820 fAFair Value Measurements and Discl os
market inputs in our models. When observable inputs are not available, we default to unobservable inputs.
Derivatives valed based on models with significant unobservable inputs and that are not actively traded, or trade
activity is one way, are classified within level 3 of the fair value hierarchy.
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In February 2007, the FASB issued an amendment to FASB ASC 825, whichgsrtividoption to elect fair
value as the initial and subsequent measurement attribute for most financial assets and liabilities and certain other
items. The fair value option election is applied on an instrubgtistrument basis (with some exceptions),
irrevocable, and is applied to an entire instrument. The election may be made as of the date of initial adoption for
existing eligible items. Subsequent to initial adoption, we may elect the fair value option at initial recognition of
eligible items, orentering into an eligible firm commitment, or when certain specified reconsideration events occur.
Unrealized gains and losses on items for which the fair value option has been elected will be reported in earnings.

Recent Accounting Pronouncements

SeeNote Bunder fiilRienmmnki al St atement s (Unaudited)o for
pronouncements.

Environmental Matters

Our operations are subject to a variety of federal, state and local environmental laws and regulations which
govern, amog other things, the discharge of hazardous materials into the air and water, handling, treatment, storage
and disposal of such materials, as well as remediation of contaminated soil and groundwater. We have in place
programs that monitor compliance withetie requirements and believe our operations are in material compliance
with them. In the normal course of our manufacturing operations, we are subject to occasional governmental
proceedings and orders pertaining to waste disposal, air emissions andisetaerges into the environment. We
believe that we are in compliance with applicable environmental regulations in all material respects, and that the
outcome of any such proceedings and orders will not have a material adverse effect on our business.

Undert he terms of a | egacy asset purchase agreement f
Nemours&« Company (ADuPonto) relating to the Remington bus
responsibility for certain prelosing environmemt liabilities. Remington also entered into an agreement with
DuPont with respect to cooperation and responsibility for specified environmental matters. There are various
pending proceedings associated with environmental liability naming us for which DaRarits affiliates have
accepted liability. Our obligations in these cases are not expected to be material.

Based on information known to us, we do not expect current environmental regulations or environmental
proceedings and claims to have a materiblease effect on our results of operations, financial condition or cash
flows. However, it is not possible to predict with certainty the impact of future environmental compliance
requirements or of the cost of resolution of any future environmental pingseahd claims, in part because the
scope of the remedies that may be required is not certain, liability under some federal environmental laws is under
certain circumstances joint and several in nature, and environmental laws and regulations are snbgsfitation
and changes in interpretation. There can be no assurance that environmental regulation will hot become more
burdensome in the future or that unknown conditions will not be discovered and that any such development would
not have a material adrse effect on our business. We do not anticipate incurring any material capital expenditures
for environmental control facilities for 2010.

The Marlin Firearms Acquisition triggered the Conne
facility located in North Haven, Connecticut. The CTA is designed to identify properties contaminated with
hazardous wastes and to ensure that such properties are cleaned up to the satisfaction of the Connecticut Department
of Environment al P r the @Té,tMarimis régiiiledEtR nestigated ardas of environmental
concern at the North Haven facility and to clean up contamination exceeding state standards to the satisfaction of the
DEP. The investigation of the North Haven facility is ongoing. Rentiedi@osts may be incurred, but such costs at
this time are not expected to be material to operations or cash flows.

Marlin has also conducted other remediation activities at its idled Gardner, Massachusetts facility and a
former facility in New Haven, Qmecticut. Costs for remediation at both of these locations are not expected to be
material.
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Regulatory Developments

The manufacture, sale, purchase, possession and use of firearms are subject to extensive federal, state and
local governmental reguiato ns. The pri mary federal |l aws are the Nati
Control Act of 1968 (AGCAO0), the Arms Export Control A
Excise Tax (AFAETO0), whi ch h @he&FAbECA and anports whaedthefAEGAM t i me
are administered and enforced by the Bureau of Alcohol, Tobacco, Firearms and Explosives through the Department
of Justice; exports under the AECA are administered and enforced by the Directorate of Defense Tratte Con
through the Department of State and by the Bureau of Industry and Security through the Department of Commerce;
and the FAET is administered and enforced by the Alcohol and Tobacco Tax and Trade Bureau through the
Department of Treasury. We maintaialid federal licenses and registrations at our locations as required by these
agencies for the Company to import, manufacture and sell firearms and ammunition. The NFA places various
restrictions on certain firearms defined in that regulation includinyg automatic firearms, short barreled rifles,
short barreled shotguns, silencers and destructive devices. We do manufacture or import limited products regulated
under the NFA primarily for official government and law enforcement end users. The GCA platais c
restrictions on the interstate sale of firearms, among other things. The AECA requires approved licenses to be in
place prior to the import or export of certain firearms, ammunition and explosives. The FAET imposes a federal tax
on the sale of or esby the manufacturer, producer or importer of firearms and ammunition. There is no assurance
that the administrative branches responsible for approving import and export licenses or transfers of NFA firearms
or other firearms to our customers will do saall cases, and failure to obtain such approvals could adversely affect
our business. In addition changes in the tax laws or rates could adversely affect our business.

In September 2004, the United States Congress declined to renew the Federal AsspoitsvViBan of 1994

(AAWBO) which generally prohibited the manufacture of
weaponso as wel |l as the sale or possession of fAassaul't
werelegay i n the ownerd6s possession. Various states and |

AWB and some of those apply to Bushmaster, DPMS and certain Remington sporting firearms products. We cannot
guarantee that a n nila sosthe AWB, orvareothey gensird theteaf,nwill sdt beeracted.
Legislation of this type, if enacted, could have a material adverse effect on our business.

At the federal level, bills have been introduced in Congress to establish, and to coresifdersihility of
establishing, a nationwide database recordingsol | ed fiballistic imageso of ammun
Should such a mandatory database be established, the cost to the Company and its customers could be significant,
depending onthe type of firearms and ballistic information included in the database. Other bills have been
introduced in Congress in the past several years that would restrict or prohibit the manufacture, transfer, importation
or sale of certain calibers of handgunraunition, impose a tax and import controls on bullets designed to penetrate
bullet-proof vests, impose a special occupational tax and registration requirements on manufacturers of handgun
ammunition, and increase the tax on handgun ammunition in cedfitirers. In addition to federal requirements,
state and local laws and regulations may place additional restrictions on firearms and ammunition manufacture, sale,

purchase, possession and use. For example, two states have established regulationsfrdgairing i st i ¢ i mag
registries of ammunition fired from new handguns; one has established regulations requiring ammunition
Ami crostampingo capabilities for all new introductions

several othersdn the sale, possession and use of firearms altogether; and several others require firearms to be sold
with internal or external locking mechanisms. At least four states have current bills proposing requirements for
Abull et serializdmiecm®sft@ampammgwnictaipamidn ti es for certa
apply to ammunition and firearms of the kind we produce. Generally, there are numerous other bills proposed at

both the state and local levels that could restrict or otherwgdehir the manufacture, sale, purchase, possession or

use of firearms and ammunition. In summary, there can be no assurance that the regulation of firearms and
ammunition will not become more restrictive in the future, and more restrictive legislatiah g a material

adverse effect on the business of the Company.

Some states and other governmental entities have recently enacted, and others are considering, legislation
restricting or prohibiting the ownership, use or sale of certain categories ahfseand/or ammunition. Although
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numerous jurisdictions presently have mandatory waiting periods for the sale of handguns (and some for the sale of
long guns as well), there are currently few restrictive state or municipal regulations applicable to handgun
ammunition. Our firearms are covered under several recently enacted state regulations requiring guns to be sold with
internal or external locking mechanisms. Some states are considering mandating certain design features on safety
grounds, most of which wibd be applicable only to handguns. We believe that hunter safety issues may affect sales
of firearms, ammunition and other shootirdated products. There can be no assurance that the regulation of
firearms and ammunition will not become more restrictivéhe future, and more restrictive legislation in this area

could have a material adverse effect on the business of the Company.

We are no longer a defendant in any lawsuits brought by municipalities against participants in the firearms
industry. In addtion, legislation has been enacted in approximately 34 states precluding such actions. Similar federal
| egi sl ation, entitled fAThe Protection of Lawful Commer
October26, 2005, after being passed e tU.S. Senate in August 2005 and by the House of Representatives in
October 2005. However, the applicability of the law to various types of governmental and private lawsuits has been
challenged. Any court decision restricting the applicability of the dawld adversely impact the business of the
Company.

We believe that existing federal and state regulation regarding firearms and ammunition has not had a material
adverse effect on our sales of these products to date. However, there can be no aksatifedeeal, state, local or
foreign regulation of firearms and/or ammunition will not become more restrictive in the future and that any such
development would not have a material adverse effect on our business either directly or by placing additional
burdens on those who distribute and sell our products or those consumers who purchase our products.
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ltem 3. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to market risk in the normal course of our business operations due to our purchases of certain
commodities and our ongoing investing and financing activities. The risk of loss can be assessed from the
perspective of adverse changes in fafues, cash flows and future earnings. We have established policies and
procedures governing our management of market risks and the use of financial instruments to manage exposure to
such risks.

Certain of our financial instruments asabject to interestate risk. As of June 30, 2010 and 2009, we had
long-term borrowings of $484 million and $322.6 million, respectively, excluding &@nillion and $0.7 million,
respectively, classified as the current portion of toergn debt, ofwhich zero and $98.6 thion, respectively, was
issued at variable rates. Assuming no changes in the monthly average vatialwebt levels of $6.7 million and
$117.6 million for the twelve months ended June 30, 2010 and 2009, respectively, we estimate that a hypothetical
change of 100 basis points in the LIBOR and Alternate Base Rate interest rates wouldiimgyast expense at
June 30, 2010 ar2D09 by $0.1 million and $1.3 milligmespectivelyon an annualized pretax basis.

Prior to the Refinancing notedin Note 7end A bBfFémahci al Statements (Unaudi't
several interest rate swap agreements with respect to our outstanding variadbtetdtsiness at BFI as of Ju
2009. The purpose of entering into these interest rate swap arrangerasrits vedge against the risk of interest
rate increases on the related variable rate indebtedness and not to hold the instrument for trading purposes. The
interest rate swap agreements, which were derivative financial instruments, were classified #swa basdige. We
were required to enter into these interest rate swaps in accordance with certain BFI debt instruments. We accounted
for these as derivative financi al instruments in accoca
Accordingly, the devative financial instruments were reflected on the balance sheet at their fair market value.
However, as the interest rate swaps did not meet specific hedge accounting criteria, the change in fair value over the
period covered was reflected in interespense. These interest rate swap agreements were terminated on July 28,
20009.

We purchase copper and lead options contracts to hedge against price fluctuations of anticipated commodity
purchases. Lead and copper prices have experienced signitatility over the past five yeaend have increased
during the past yegrimarily due to increased demand (including increased demand from India and China).

The amounts of premiums paid for commodity contracts outstanding at Ju2@1¥0were $3.1 million,
which was $0.5 million lower than the same date in 2009, as fewer contracts were entered into in the last twelve
months. AtJune 30, 2010 and 2009, the market valueuwfoutstanding contracts relating to firm commitments and
anticipated purchases up tiglet months from the respective date was $0.7 million and $6.3 million, respectively, as
determined with the assi st ance atypothetivad 10%creapeaimlgad and count e
copper commodity prices which are currently hedged ae J80, 2010 and 2009, we would experience an
approximate $1.8 million and $3.0 million, respectively, increase in our cost of related inventory purchased on an
annualized préax basis, which would be partially offset by an approximate $0.5 million ar@ $#lion,
respectively, increase in the value of related hedging instruments.

We also purchase steel supplies for use in the manufacture of certain firearms, ammunition, and accessory
products. Assuming a hypothetical 10% increase in steel prices aBQudel10 and 2009, we wouskperience an
approximate $0.5 and $0.4 million increase, respectively, in our cost of related inventory purchamed on
annualized préax basis.

We do not believe that we have a material exposure to fluctuations in foreigmaes. We do not hold or
issue financial instruments for speculative purposes.

44



Item 4. Legal Proceedings

Under the terms of the Purchase Agreement, DuPont and its affiliates retained liability for, and are required to
indemnify us against, with respect to Remington:

A liability in excess of our limited financial responsibility for environmental claims asdagied product
liability claims relating to preslosing occurrences;

A liability for product liability litigation related to discontinued products; and

A certain tax liabilities, and employee and retiree compensation and benefit liabilities and ipgargom
accounts payable which do not represent trade accounts payable.

These indemnification obligations of DuPont and its affiliates are not subject to any survival period limitation.
We have no current information on the extent, if any, to which DuPotitanaffiliates have insured these
indemnification obligations. Except for certain cases and claims relating to shotguns as described below, and except
for all cases and claims relating to products discontinued prior to the Asset Purchase, we genaerfiligrugal
responsibility for the costs of product liability cases and claims relating to occurrences after the Asset Purchase and
are required to indemnify DuPont andCetstsabhfl hdamepbst Bg:

There are a current DPMS or Bushmaster legal proceedings; however, we are voluntarily developing and
submitting astewardship plan for the Maine DEP for certain sites Bushmaster leased for firearms testing. Costs for
the stewardship efforts at these sites are no¢ebed to be material.

The main types of legal proceedings to which we are subject include:
A product liability litigation filed by individuals;

A product liability litigation filed by municipalities; and

A environmental litigation.

ProductRelatedLitigation

We maintain insurance coverage for product liability claims subject to certaiims@léd retentions on a per
occurrence basis for personal injury or property damage with respect to Remington (relating to occurrences arising
after the Asset Purchase), NMa, Bushmaster, DPMS and our other brands and products. We believe that our
current product liability insurance coverage for personal injury and property damage is adequate for our needs. Our
current product liability insurance policy provides for certaelfinsured retention amounts per occurrence. The
policy excludes from coverage any polluticedated liability. Based in part on the nature of our products, there can
be no assurance that we will be able to obtain adequate product liability insuoaecage upon the expiration of
the current policy. Our current product liability insurapodicy expiresDecember 12010

As of June30, 2010, Bushmaster and DPMS did not have any bodily injury cases or claims pending relating
to their firearms.

As aresult of contractual arrangements, we manage the joint defense of product liability litigation involving
Remingtonbrand firearms and our ammunition products for both Remington and DaRdrits affiliates. As of
June30, 2010, approximatel4 individual bodily injury cases and claims were pending relating to firearms and our
ammunitions products, primarily alleging defective product design, defective manufacture and/or failure to provide
adequate warnings; some of these cases seek punitive as welnpensatory damages. We have previously
disposed of a number of other cases involving#astet Purchase occurrences involvigmingtorbrand firearms
and our ammunition products by settlement. Zh@ending cases involve pre and péstet Purchase ogrences
for which we or DuPont bear responsibility under the Purchase Agreelmextdition, we havéhreeclass action
cases pending relating to breach of warranty claims concerning certain of our firearms products where economic
damages are being clatah.

The relief sought in individual cases includes compensatory and, sometimes, punitive damages. Certain of the
claims and cases seek unspecified compensatory and/or punitive damages. In others, compensatory damages sought
may range from less than $50,0@0in excess of $1 million and punitive damages sought may exceed $1 million.

Of the individual posAsset Purchase bodily injury cases and claims pending asnaf30, 2010, plaintiffs and
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claimants seek either compensatory and/or punitive damagessjreaified amounts or in amounts within these
general ranges. In our experience, initial demands do not generally bear a reasonable relationship to the facts and
circumstances of a particular matter, and in any event, are typically reduced significamtbase proceeds. We

believe that our accruals for product liability cases and claims, as described below, are a better quantitative measure
of the cost oproduct liability cases and claims.

At June 30, 2010, our accrual for product liabilitand other product relatedases and claims was
approximately $3.5million. The amount of our accrual ftimeseliability cases and claims is based upon estimates
developed as follows. We establistserves for anticipated defense and disposition codis tf those pending
cases and claims for which we are financially responsible. Based on those estimates and an actuarial analysis of
actual defense and disposition costs incurred by us with respect to product liability cases and claims in recent years,
we determine the estimated defense and disposition costs for unasserted product liability cases and claims. We
combine the estimated defense and disposition costs for both pending and unasserted cases and claims to determine
the amount of our accrual for pnect liability and product relatedases and claims. It is reasonably possible
additional experience could result in further increases or decreases in the period in which such information is made
available. We believe that our accruals for losses relatirguth cases and claims are adequate. Our accruals for
losses relating to product liabilignd product relatedases and claims include accruals for all probable losses the
amount of which can be reasonably estimated. Based on the relevant circumstatodmg, with respect to
Remingtonbased claims, the current availability of insurance for personal injury and property damage with respect
to cases and claims involving occurrences arising after the Asset Purchase, our accruals for the uninsufed costs o
such cases and claims and DuPontés agr eeAssetrPurchdse be r e
product liability costs, as well as the type of firearms products that we make), we do not believe with respect to
product liabilityand productelatedcases and claims that any probable loss exceeding amounts already recognized
through our accruals has been incurred.

Because our assumption of financial responsibility for certain Remington product liability cases and claims
involving preAsset Puchaseoccurrences was limited to an amount that has now been fully paid, with DuPont and
its affiliates retaining liability in excess of that amount and indemnifying us in respect of such liabilities, and
because of our accruals with respect to such aamslaims, we believe that Remington product liability cases and
claims involving occurrences arising prior to the Asset Purchase are not likely to have a material adverse effect upon
our financial condition, results of operations or cash flows, nor dbelieve at this time that there is an estimated
range of reasonably possible additional losses. Moreover, although it is difficult to forecast the outcome of litigation,
we do not believe, in light of relevant circumstances (including with respect tonBmibased claims, the current
availability of insurance for personal injury and property damage with respect to cases and claims involving
occurrences arising after the Asset Purchase, our accruals for the uninsured costs of such cases and claims and the
agreement of DuPont and its affiliates to be responsible for a portion of certaiigsestPurchase product liability
costs, as well as the type of firearms products that we make), that the outcome of all pending product liability cases
and claims willbe likely to have a material adverse effect upon our financial condition, results of operations or cash
flows. Nonetheless, in part because the nature and extent of liability based on the manufacture and/or sale of
allegedly defective products (particulads to firearms and ammunition) is uncertain, there can be no assurance that
our resources will be adequate to cover pending and future product liability occurrences, cases or claims, in the
aggregate, or that a material adverse effect upon our finarsidition, results of operations or cash flows will not
result therefrom. However, it is reasonably possible that a significant shift in the litigation environment or
deterioration in our loss development experience could result iadditional estimate@é@xpense of up to $4.4
million. Because of the nature of our products, we anticipate thatilicontinue to be involved in product liability
and product relateditigation in the future. Because of the potential nature of injuries relating to firearms and
ammunition, certain public perceptions of our products, and recent efforts to expand liability of manufacturers of
firearms and ammunition, product liability cases and claims, and insurance costs associated with such cases and
claims, may cause us to imamaterial costs.

Municipal Litigation

In addition to these individual cases, as a manufacturer of shotguns and rifles, we have been named previously
in several actions brought by various municipalities, primarily against manufacturers, distributasliarg of
handguns. However, we are not a defendant in any pending municipal litigation, nor have \aedeémmdant in
such a mattein the last several years.
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A majority of states have enacted some limitation on the ability of local governments to file such lawsuits
against firearms manufacturers. However, the applicability of the laws to various types of governmental and private
lawsuits has been challengedbioth state and federal courts. Any court decision restricting the applicability of these
laws could adversely impact our business.

Litigation Outlook

We are involved in lawsuits, claims, investigations and proceedings, including commercial, envirgnmental
trade mark, trade dress and employment matters, which arise in the ordinary course of business. We do not expect
that the ultimate costs to resolve these matters will have a material adverse effect on our financial position, results of
operations or castows.

Certain Indemnities

As of the closing of the Asset Purchase in December 1993 under the Purchase Agreement, Remington
assumed:

A anumber of specified liabilities, including certain trade payables and contractual obligations of DuPont and
its affiliates;

A limited financial responsibility for specified product liability claims relating to disclosed occurrences
arising prior to the Aset Purchase;

A limited financial responsibility for environmental claims relating to the operation of the Remington
business prior to the Asset Purchase; and

A liabilities for product liability claims relating to occurrences after the Asset Purchessptdor claims
involving products discontinued at the time of closing.

All other liabilities relating to or arising out of the operation of the Remington business prior to the Asset
Purchase from DuPont ar e excl unhiehdDuRomt ard iitd affiiaies retainedi E X ¢ | u
DuPont and its affiliates are required to indemnify us in respect of the Excluded Liabilities, which include, among
other liabilities:

A liability in excess of our limited financial responsibility for environnantlaims and disclosed product
liability claims relating to pre&losing occurrences;

A liability for product liability litigation related to discontinued products; and

A certain tax liabilities, and employee and retiree compensation and benefitidéiabdlitd intercompany
accounts payable which do not represent trade accounts payable.

DuPont and its affiliatesd overall liability in res
Liabilities under the Purchase Agreement, excluding enmienal liabilities and product liability matters relating
to events occurring prior to the purchase but not disclosed, or relating to discontinued products, is limited to
$324.8mi I I i on. With a few exceptions, & th® BunchaseaAgrdemeént s af f
have expired. We made claims for indemnification involving product liability issues prior to such expiration. See
fid ProductRelatedL i t i gati on. 0o

In addition, DuPont and its affiliates agreed in 1996 to indemnify Remington agajsttion of certain
product liability costs involving various shotguns manufactured prior to 1995 and arising from occurrences on or
prior to NovembeB0,1999. These indemnification obligations of DuPont and its affiliates relating to product
liability and environmental matters (subject to a limited exception) are not subject to any survival period limitation,
deductible or other dollar threshold or cap. We and DuPont and its affiliates are also party to separate agreements
setting forth agreed procedsréor the management and disposition of environmental and product liability claims
and proceedings relating to the operation or ownership of the Remington business prior to the Asset Purchase, and
are currently engaged in the joint defense of certain grddu | i abi | ity c¢cl| ai @®Productd pr oc
Relatedci t i gati on. 0

Additionally as part of our recent acquisitiotise Company has received custonamyduct liability,
environmental, and legaidemnifications.
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Iltem 5. Exhibits

10.1 Letteragreement, dated as of July 12, 2010, between Bushmaster Firearms International, LLC and John A.
DeSantis.*

* Denotes a management contract or compensation plan or arrangement in which directors or executive
officers are eligible to participate.
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Exhibit 10.1

July 12, 2010
VIA Fed Ex Delivery

John A. DeSantis
39 Leisure Point Road
Standish, Maine 04084

Re: Notice of Termination

Dear John:

The purpose of this letter is to confirm our agreements and understandings in connection
with your termination from Bushmaster Firearms | n
employment responsibilities end shortly; as a gesture of good will, we have agreed as follows:

1. Subject to the provisions of this letter, you have agreed to remain with the
Company until July 31, 2010 to assist the Company to identify, recruit and retain
your replacement. July 31, 2010 will be your effective date of termination
(ATerminati on Dateo) for purposes ocht your I
Agreement o) . Not wi t hst andeérmingation Dage, ysuc hedul e
agree that the Company shall have the option of extending the Termination Date
for up to three (3) separate additional fifteen (15) business day periods to
facilitate the effective identification, recruitment and transition of your
responsibilities to your replacement. If the Company desires to exercise its
option to extend your Termination Date it shall do so in writing (letter or by e-
mail) to you at least two (2) business days before the then effective Termination
Date. On your Termination Date we will provide you a General Release and
Wai ver of Claims (AReleaseod). The Rel ease
attached as AAttachment 10 and made a part

2. Subject to Paragraph 1, above, by your signature below, whether or not you sign
the Release, effective your Termination Date you resign from all Board and
Officer positions with the Company and any of its parents, subsidiaries and
affiliated companies.

3. You have informed us that you intend to retire; however, for purposes of your
Empl oyment Agreement this event wi || be t
causeo by the Company wunder Section 2.2(a)(
Your Termination Date will be deemed to be the date of termination for purposes
of your Employment Agreement.

4. In the event of your death before severance payments pursuant to Section 2.2
(b) of your Employment Agreement have been completed, any remaining
payments shall be payable to your wife.

5. Except as otherwise specifically provided in this letter and the Release, the terms
and conditions of your Employment Agreement apply and will continue in full
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force and effect. You acknowledge and agree that for purposes of Base Salary
calculations under the Employment Agreement; your current Base Salary is
$325,500.00.

6. There will be no offset or reduction of severance payments on account of any
payments received pursuant to the Consulting Services Agreement referred to
under Paragraph 11, below.

7. As a gesture of good will the Company agrees that you will be paid a prorated
share of your incentive compensation for the 2010 calendar year of one hundred
forty one thousand fifty dollars and no cents ($141,050.00). This amount will be
paid to you in accordance with Company practices.

8. Pursuant to your Employment Agreement, you will receive payment for any
accrued but unused vacation days and reimbursed unpaid travel expenses and
you represent that you are not owed any other amounts whatsoever by the
Company, its parent company, affiliates or subsidiaries except as identified in the
Release.

9. Any equity grants or stock options plans for which you participate will be
governed by the 