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In this Annual Report on Form 10-K, Sturm, Ruger & Company, Inc. (the Company ) makes forward-looking
statements and projections concerning future expectations. Such statements are based on current expectations and are
subject to certain qualifying risks and uncertainties, such as market demand, sales levels of firearms, anticipated
castings sales and earnings, the need for external financing for operations or capital expenditures, the results of
pending litigation against the Company including lawsuits filed by mayors, attorneys general and other governmental
entities and membership organizations, and the impact of future firearms control and environmental legislation, any
one or more of which could cause actual results to differ materially from those projected. Readers are cautioned not to
place undue reliance on these forward-looking statements, which speak only as of the date made. The Company
undertakes no obligation to publish revised forward-looking statements to reflect events or circumstances after the
date such forward-looking statements are made or to reflect the occurrence of subsequent unanticipated events.
PART I
ITEM 1 BUSINESS
Company Overview
Sturm, Ruger & Company, Inc. (the Company ) is principally engaged in the design, manufacture, and sale of firearms
and precision investment castings. The Company s design and manufacturing operations are located in the United
States. Substantially all sales are domestic.
The Company has been in the business since 1949 and was incorporated in its present form under the laws of
Delaware in 1969. The Company offers products in all four industry product categories rifles, shotguns, pistols, and
revolvers. The Company s firearms are sold through a select number of independent wholesale distributors, principally
to the commercial sporting market.
Investment castings are manufactured from steel alloys. Investment castings are sold either directly to or through
manufacturers representatives to companies in a wide variety of industries. In July 2006, the Company announced the
cessation of titanium castings operations, which is expected to be completed in the first quarter of 2007. The Company
continues to manufacture and sell steel investment castings for a wide variety of customers and end uses.
For the years ended December 31, 2006, 2005, and 2004, net sales attributable to the Company s firearms operations
were approximately, $139.1 million, $132.8 million and $124.9 million or 83%, 86%, and 86%, respectively, of total
net sales. The balance of the Company s net sales for the aforementioned periods was attributable to its investment
castings operations.
Firearms Products
The Company presently manufactures firearm products, under the Ruger name and trademark, in the following
industry categories:

Rifles Shotguns
Single-shot Over and Under
Autoloading Side by Side

Bolt-action
Lever action
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Pistols Revolvers
Rimfire autoloading Single action
Centerfire autoloading Double action

Muzzleloading

Most firearms are available in several models based upon caliber, finish, barrel length, and other features. Many of the
firearms introduced by the Company over the years have become classics which have retained their popularity for
decades and are sought by collectors.
The Company manufactures a wide range of high quality products and does not manufacture inexpensive concealable
firearms, sometimes known as Saturday Night Specials, nor does it sell commercially any firearm included on the list
of assault weapons which was part of anti-crime legislation enacted by Congress in 1994 and since expired.
Rifles
A rifle is a long gun with spiral grooves cut into the interior of the barrel to give the bullet a stabilizing spin after it
leaves the barrel. The Company presently manufactures twelve different types of rifles: the M77 Mark II, the M77
Hawkeye, the M77 Mark Il Magnum, the 77/17, the 77/22, the 10/22, the Model 96/22, the Model 96/44, the Model
96/17, the Mini-14 Ranch Rifle, the Mini Thirty Ranch Rifle, and the No. 1 Single-Shot. Sales of rifles by the
Company accounted for approximately $58.4 million, $58.0 million, and $61.1 million, of revenues for the years
2006, 2005 and 2004, respectively.
Shotguns
A shotgun is a long gun with a smooth barrel interior which fires lead or steel pellets. The Company presently
manufactures two different types of shotguns: the Red Label over-and-under shotgun available in 12, 20, and 28 gauge
and the Gold Label side-by-side shotgun in 12 gauge. Most of the Red Label models are available in special Sporting
Clays, English Field, and engraved versions. Sales of shotguns by the Company accounted for approximately
$5.5 million, $9.7 million, and $6.8 million of revenues for the years 2006, 2005 and 2004, respectively.
Pistols
A pistol is a handgun in which the ammunition chamber is an integral part of the barrel and which is fed ammunition
from a magazine contained in the grip. The Company presently manufactures three different types of pistols: the
Ruger Mark III .22 caliber in Standard, Competition, and Target models, the Ruger 22/45, and the P-Series centerfire
autoloading pistols in various calibers, configurations, and finishes. Sales of pistols by the Company accounted for
approximately $31.9 million, $32.5 million, and $24.8 million of revenues for the years 2006, 2005 and 2004,
respectively.
Revolvers
A revolver is a handgun that has a cylinder that holds the ammunition in a series of chambers which are successively
aligned with the barrel of the gun during each firing cycle. There are two general types of revolvers, single-action and
double-action. To fire a single-action revolver, the hammer is pulled back to cock the gun and align the cylinder
before the trigger is pulled. To fire a double-action revolver, a single trigger pull advances the cylinder and cocks and
releases the hammer. The Company presently manufactures seven different types of single-action revolvers in a
variety of calibers, configurations, and finishes: the New Model Single-Six, New Model Blackhawk, New Model
Super Blackhawk, New Vaquero, Ruger Bisley Old Army Cap & Ball, New Bearcat, and Bisley Hunter revolvers.
The Company presently manufactures four different types of double-action revolvers: the SP101, GP100,

4
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Redhawk, and Super Redhawk. Sales of revolvers by the Company accounted for approximately $37.6 million,

$27.5 million, and $27.2 million of revenues for the years 2006, 2005, and 2004, respectively.

The Company also manufactures and sells accessories and replacement parts for its firearms. These sales accounted
for approximately $4.4 million, $3.9 million, and $4.3 million of revenues for the years 2006, 2005 and 2004,
respectively.

Investment Casting Products

The Company is also engaged in the manufacture of titanium and ferrous investment castings for a wide variety of
markets including sporting goods and commercial and military use. The investment castings products manufactured
by the Company consist of carbon and low alloy steels, stainless steels, air melted nickel and cobalt based alloys, and
ductile iron. The Company produces various products for a number of customers in a variety of industries.

The Ruger Investment Casting Division of the Company located in Prescott, Arizona (  RIC-Prescott Division ) has
engineered and produced titanium and ferrous castings. The Ruger Investment Casting Division of the Company
located in Newport, New Hampshire (  RIC-Newport Division ) (formerly known as Pine Tree Castings) engineers and
produces ferrous castings for a wide range of commercial customers. In July 2006, the Company announced the
cessation of titanium castings operations, which is expected to be completed in 2007. The Company will consolidate
its casting operations in its New Hampshire foundry in 2007. The Company expects to continue to manufacture and
sell steel investment castings for a wide variety of customers and end uses.

Net sales attributable to the Company s investment casting operations (excluding intercompany transactions)
accounted for approximately $28.5 million, $21.9 million, and $20.7 million, or 17%, 14%, and 14% of the Company s
total net sales for 2006, 2005, and 2004, respectively.

Manufacturing

Firearms

The Company produces its rifles, shotguns, and revolvers at the Newport, New Hampshire facility. All pistols, and
one model revolver, are produced at the Prescott, Arizona facility.

Many of the basic metal component parts of the firearms manufactured by the Company are produced by the
Company s castings facilities through a process known as precision investment casting. See Manufacturing-Investment
Castings for a description of the investment casting process. The Company initiated the use of this process in the
production of component parts for firearms in 1953. The Company believes that the investment casting process
provides greater design flexibility and results in component parts which are generally close to their ultimate shape
and, therefore, require less machining. Through the use of investment castings, the Company endeavors to produce
durable and less costly component parts for its firearms.

Third parties supply the Company with various raw materials for its firearms, such as fabricated steel components,
walnut, birch, beech, maple and laminated lumber for rifle and shotgun stocks, various synthetic products and other
component parts. There is a limited supply of these materials in the marketplace at any given time which can cause the
purchase prices to vary based upon numerous market factors. The Company believes that it has adequate quantities of

raw materials in inventory to provide
5
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ample time to locate and obtain additional items at then-current market cost without interruption of its manufacturing
operations. However, if market conditions result in a significant prolonged inflation of certain prices or if adequate
quantities of raw materials can not be obtained, the Company s manufacturing processes could be interrupted and the
Company s financial condition or results of operations could be materially adversely affected.
All assembly, inspection, and testing of firearms manufactured by the Company are performed at the Company s
manufacturing facilities. Every firearm, including every chamber of every revolver manufactured by the Company, is
test-fired prior to shipment.
Investment Castings
To produce a product by the investment casting method, a wax model of the part is created and coated ( invested ) with
several layers of ceramic material. The shell is then heated to melt the interior wax which is poured off, leaving a
hollow mold. To cast the desired part, molten metal is poured into the mold and allowed to cool and solidify. The
mold is then broken off to reveal a near net shape cast metal part.
All of the titanium investment castings and some of the ferrous investment castings products are manufactured by the
Company s RIC-Prescott Division. In July 2006, the Company announced the cessation of titanium castings
operations, which is expected to be completed in the first quarter of 2007. The Company will consolidate its casting
operations in its New Hampshire foundry in 2007.
The Company s RIC-Newport Division manufactures ferrous investment castings.
Raw materials including wax, ceramic material, and metal alloys necessary for the production of investment cast
products are supplied to the Company through third parties. The Company believes that these raw materials are
readily available from multiple sources at competitive prices. However, if market conditions result in a significant
prolonged inflation of certain prices or if adequate quantities of raw materials can not be obtained, the Company s
manufacturing processes could be interrupted and the Company s financial condition or results of operations could be
materially adversely affected.
Marketing and Distribution
Firearms
The Company s firearms are primarily marketed through a network of selected licensed independent wholesale
distributors who purchase the products directly from the Company. They resell to Federally-licensed retail firearms
dealers who in turn resell to legally authorized end-users. All retail purchasers are subject to a point-of-sale
background check by law enforcement. These end-users include sportsmen, hunters, law enforcement and other
governmental organizations, and gun collectors. Each distributor carries the entire line of firearms manufactured by
the Company for the commercial market. Currently, 16 distributors service the domestic commercial market, with an
additional 12 distributors servicing the domestic law enforcement market and two distributors servicing the Canadian
market. Four of the Company s distributors service both the domestic commercial market and the domestic law
enforcement market. In 2006, Lipsey s, Inc. accounted for 13% and 11% of net firearms sales and consolidated sales,
respectively. AcuSport Corporation accounted for approximately 13%, 13%, and 12%, of net firearms sales and 10%,
11%, and 10% of consolidated net sales in 2006, 2005, and 2004, respectively. Jerry s Sport Center accounted for
approximately 12%, and 13%, of the Company s net firearms sales and 10% and 11% of consolidated net sales in
2005, and 2004, respectively. Sports

6
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South Corporation accounted for approximately 13%, 16%, and 13% of net firearms sales in 2006, 2005, and 2004,
respectively, and 11%, 14%, and 11% of consolidated net sales in 2006, 2005, and 2004, respectively. The Company
employs eight employees and one independent contractor who service these distributors and call on dealers and law
enforcement agencies. Because the ultimate demand for the Company s firearms comes from end-users, rather than
from the Company s distributors, the Company believes that the loss of any distributor would not have a material
long-term adverse effect on the Company, but may have a material impact on the Company s financial results for a
particular period. The Company considers its relationships with its distributors to be satisfactory.

The Company also exports its firearms through a network of selected commercial distributors and directly to certain
foreign customers, consisting primarily of law enforcement agencies and foreign governments. Foreign sales were less
than 5% of the Company s consolidated net sales for each of the past three fiscal years. No material portion of the
Company s business is subject to renegotiation of profits or termination of contracts at the election of a government
purchaser.

In prior years, the Company received one cancelable annual order in December from each of its distributors. Effective
December 1, 2006 the Company changed the manner in which distributors order firearms, and began receiving firm,
non-cancelable purchase orders on a frequent basis, with most orders for immediate delivery. As of February 15,
2007, order backlog is approximately $24 million. The significant reduction from the $107 million of order backlog at
March 1, 2006 is directly attributable to the change in the manner in which distributors now order firearms.

The Company does not consider its overall firearms business to be predictably seasonal; however, sales of certain
models of firearms are usually lower in the third quarter of the fiscal year.

Investment Castings

The investment casting segment s principal markets are commercial, sporting goods, and military. Sales are made
directly to customers or through manufacturers representatives. The Company produces various products for a number
of customers in a variety of industries, including over 20 firearms and firearms component manufacturers. The
investment castings segment provides castings for the Company s firearms segment. The Company continues to
evaluate the viability and profitability of the commercial castings market.

Competition

Firearms

Competition in the firearms industry is intense and comes from both foreign and domestic manufacturers. While some
of these competitors concentrate on a single industry product category, such as rifles or pistols, several competitors
manufacture products in all four industry categories (rifles, shotguns, pistols, and revolvers). Some of these
competitors are subsidiaries of larger corporations than the Company with substantially greater financial resources
than the Company, which could affect the Company s ability to compete. The principal methods of competition in the
industry are product innovation, quality, and price. The Company believes that it can compete effectively with all of
its present competitors based upon innovation, high quality, reliability, and performance of its products, and the
competitiveness of its pricing.

Investment Castings
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There are a large number of investment castings manufacturers, both domestic and foreign, with which the Company
competes. Competition varies based on the type of investment castings products and the end-use of the product
(commercial, sporting goods, or military). Many of these competitors are larger corporations than the Company with
substantially greater financial resources than the Company, which could affect the Company s ability to compete with
these competitors. The principal methods of competition in the industry are quality, price, and production lead time.
The Company believes that it can compete effectively with its present domestic competitors. However, it is unknown
at this time if the Company can compete with foreign competitors in the long-term.
Employees
As of February 1, 2007, the Company employed 1,100 full-time employees of which approximately 64% had at least
ten years of service with the Company. In January 2007, 56 of the Company s Newport, New Hampshire employees
accepted the Company s voluntary reduction-in-force program. The associated severance expense is estimated at
$1.0 million and the associated annualized savings are estimated at $2.3 million.
None of the Company s employees are subject to a collective bargaining agreement. The Company has never
experienced a strike during its history and believes its employee relations are satisfactory.
Research and Development
In 2006, 2005, and 2004, the Company spent approximately $0.6 million, $0.8 million, and $0.9 million, respectively,
on research activities relating to the development of new products and the improvement of existing products. As of
February 15, 2007, the Company had approximately 25 employees engaged in research and development activities as
part of their responsibilities.
Patents and Trademarks
The Company owns various United States and foreign patents and trademarks which have been secured over a period
of years and which expire at various times. It is the policy of the Company to apply for patents and trademarks
whenever new products or processes deemed commercially valuable are developed or marketed by the Company.
However, none of these patents and trademarks are considered to be basic to any important product or manufacturing
process of the Company and, although the Company deems its patents and trademarks to be of value, it does not
consider its business materially dependent on patent or trademark protection.
Environmental Matters
The Company is committed to achieving high standards of environmental quality and product safety, and strives to
provide a safe and healthy workplace for its employees and others in the communities in which it operates. The
Company has programs in place that monitor compliance with various environmental regulations. However, in the
normal course of its manufacturing operations the Company is subject to occasional governmental proceedings and
orders pertaining to waste disposal, air emissions, and water discharges into the environment. These regulations are
integrated into the Company s manufacturing, assembly, and testing processes. The Company believes that it is
generally in compliance with applicable environmental regulations and the outcome of any environmental

8
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proceedings and orders will not have a material effect on the financial position of the Company, but could have a
material impact on the financial results for a particular period.

Executive Officers of the Company
Set forth below are the names, ages, and positions of the executive officers of the Company. Officers serve at the

pleasure of the Board of Directors of the Company.
Name Age Position With Company
Michael O. Fifer 49 Chief Executive Officer
Stephen L. Sanetti 57 Vice Chairman of the Board of
Directors, President, and General

Counsel

Thomas A. Dineen 38 Vice President, Treasurer and Chief
Financial Officer

Robert R. Stutler 63  Vice President of Prescott Operations

Thomas P. 46 Vice President of Newport Operations
Sullivan

Christopher J. 48 Vice President of Sales and Marketing
Killoy

Leslie M. Gasper 53 Corporate Secretary
Michael O. Fifer joined the Company as Chief Executive Officer on September 25, 2006, and was named to the Board
of Directors on October 19, 2006. Prior to joining the Company, Mr. Fifer was President of the Engineered Products
Division of Mueller Industries, Inc. Prior to joining Mueller Industries, Inc., Mr. Fifer was President, North American
Operations, Watts Water Technologies.
Stephen L. Sanetti became President on May 6, 2003. Mr. Sanetti has served as General Counsel since 1980. Prior to
May 6, 2003, Mr. Sanetti had been Vice Chairman and Senior Executive Vice President since October 24, 2000.
Mr. Sanetti has been a Director since March 1, 1998. Prior to October 24, 2000, he had been Vice President, General
Counsel of the Company since 1993.
Thomas A. Dineen became Vice President on May 24, 2006. Previously he served as Treasurer and Chief Financial
Officer since May 6, 2003 and had been Assistant Controller since 2001. Prior to that, Mr. Dineen had served as
Manager, Corporate Accounting since 1997.
Robert R. Stutler became Vice President of Operations for the Company s Prescott, Arizona Firearms and Foundry
Divisions on March 17, 2006. Previously he served as General Manager of Prescott Operations since 2002 and
General Manager of Prescott Firearms Division from 1990 to 2002. Mr. Stutler joined the Company in 1987.
Thomas P. Sullivan joined the Company as Vice President of Newport Operations for the Newport, New Hampshire
Firearms and Pine Tree Castings divisions on August 14, 2006. Prior to joining the Company, Mr. Sullivan was Vice
President of Lean Enterprises at IMI Norgren Ltd.
Christopher J. Killoy rejoined the Company as Vice President of Sales and Marketing on November 27, 2006.
Mr. Killoy originally joined the Company in 2003 as Executive Director of Sales and Marketing,
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and subsequently served as Vice President of Sales and Marketing from November 1, 2004 to January 25, 2005.
Leslie M. Gasper has been Secretary of the Company since 1994. Prior to this, she was the Administrator of the
Company s pension plans, a position she held for more than five years prior thereto.
Where You Can Find More Information
The Company is a reporting company and is therefore subject to the informational requirements of the Securities and
Exchange Act of 1934, as amended (the Exchange Act ), and accordingly files its Annual Report on Form 10-K,
Quarterly Reports on Form 10-Q, Definitive Proxy Statements, Current Reports on Form 8-K, and other information
with the Securities and Exchange Commission (the SEC ). The public may read and copy any materials filed with the
SEC at the SEC s Public Reference Room at 100 F Street, NE, Washington, DC 20549. Please call the SEC at
(800) SEC-0330 for further information on the Public Reference Room. As an electronic filer, the Company s public
filings are maintained on the SEC s Internet site that contains reports, proxy and information statements, and other
information regarding issuers that file electronically with the SEC. The address of that website is http://www.sec.gov.
The Company makes its Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Definitive Proxy
Statements, Current Reports on Form 8-K and amendments to those reports filed or furnished pursuant to Section
13(a) or 15(d) of the Exchange Act accessible free of charge through the Company s Internet site after the Company
has electronically filed such material with, or furnished it to, the SEC. The address of that website is
http://www.ruger.com. However, such reports may not be accessible through the Company s website as promptly as
they are accessible on the SEC s website.
Additionally, the Company s corporate governance materials, including its Corporate Governance Guidelines; the
charters of the Audit, Compensation, and Nominating and Corporate Governance committees; and the Code of
Business Conduct and Ethics may also be found under the Stockholder Relations section of the Company s Internet site
at www.ruger.com. A copy of the foregoing corporate governance materials are available upon written request of the
Corporate Secretary at Sturm, Ruger & Company, Inc., Lacey Place, Southport, Connecticut 06890.
ITEM 1A RISK FACTORS
In evaluating the Company s business, the following risk factors, as well as other information in this report, should be
carefully considered.
Firearms L egislation
(The following disclosures within Firearms Legislation are identical to the disclosures within Firearms
Legislation in Item 7-Management s Discussion and Analysis of Financial Condition and Results of Operations.)
The sale, purchase, ownership, and use of firearms are subject to thousands of federal, state and local governmental
regulations. The basic federal laws are the National Firearms Act, the Federal Firearms Act, and the Gun Control Act
of 1968. These laws generally prohibit the private ownership of fully
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automatic weapons and place certain restrictions on the interstate sale of firearms unless certain licenses are obtained.
The Company does not manufacture fully automatic weapons, other than for the law enforcement market, and holds
all necessary licenses under these federal laws. From time to time, congressional committees review proposed bills
relating to the regulation of firearms. These proposed bills generally seek either to restrict or ban the sale and, in some
cases, the ownership of various types of firearms. Several states currently have laws in effect similar to the
aforementioned legislation.
Until November 30, 1998, the Brady Law mandated a nationwide five-day waiting period and background check prior
to the purchase of a handgun. As of November 30, 1998, the National Instant Check System, which applies to both
handguns and long guns, replaced the five-day waiting period. The Company believes that the Brady Law and the
National Instant Check System have not had a significant effect on the Company s sales of firearms, nor does it
anticipate any impact on sales in the future. On September 13, 1994, the Crime Bill banned so-called assault weapons.
All the Company s then-manufactured commercially-sold long guns were exempted by name as legitimate sporting
firearms. This ban expired by operation of law on September 13, 2004. The Company remains strongly opposed to
laws which would restrict the rights of law-abiding citizens to lawfully acquire firearms. The Company believes that
the lawful private ownership of firearms is guaranteed by the Second Amendment to the United States Constitution
and that the widespread private ownership of firearms in the United States will continue. However, there can be no
assurance that the regulation of firearms will not become more restrictive in the future and that any such restriction
would not have a material adverse effect on the business of the Company.
Firearms Litigation
(The following disclosures within Firearms Litigation are identical to the disclosures within Firearms Litigation
in Item 7-Management s Discussion and Analysis of Financial Condition and Results of Operations and Footnote
#6-Contingent Liabilities.)
As of December 31, 2006, the Company is a defendant in approximately four lawsuits allegedly involving its products
and is aware of certain other such claims. Lawsuits and claims fall into two categories:

(i) Those that claim damages from the Company related to allegedly defective product design which stem from a

specific incident. These lawsuits and claims are based principally on the theory of strict liability but also may
be based on negligence, breach of warranty, and other legal theories, and

(i) Those brought by cities, municipalities, counties, and individuals against firearms manufacturers, distributors
and dealers seeking to recover damages allegedly arising out of the misuse of firearms by third-parties in the
commission of homicides, suicides and other shootings involving juveniles and adults. The complaints by
municipalities seek damages, among other things, for the costs of medical care, police and emergency services,
public health services, and the maintenance of courts, prisons, and other services. In certain instances, the
plaintiffs seek to recover for decreases in property values and loss of business within the city due to criminal
violence. In addition, nuisance abatement and/or injunctive relief is sought to change the design, manufacture,
marketing and distribution practices of the various defendants. These suits allege, among other claims, strict
liability or negligence in the design of products, public nuisance, negligent entrustment, negligent distribution,
deceptive or fraudulent advertising, violation of
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consumer protection statutes and conspiracy or concert of action theories. Most of these cases do not allege a

specific injury to a specific individual as a result of the misuse or use of any of the Company s products.
The Company has expended significant amounts of financial resources and management time in connection with
product liability litigation. Management believes that, in every case, the allegations are unfounded, and that the
shootings and any results therefrom were due to negligence or misuse of the firearms by third-parties or the claimant,
and that there should be no recovery against the Company. Defenses further exist to the suits brought by cities,
municipalities, counties, and a state attorney general based, among other reasons, on established state law precluding
recovery by municipalities for essential government services, the remoteness of the claims, the types of damages
sought to be recovered, and limitations on the extraterritorial authority which may be exerted by a city, municipality,
county or state under state and federal law, including State and Federal Constitutions. Also, The Protection of Lawful
Commerce in Arms Act signed into law on October 26, 2005 on its face requires dismissal of such claims.
The only case against the Company alleging liability for criminal shootings by third-parties to ever be permitted to go
before a constitutional jury, Hamilton. et al. v. Accu-tek. et al., resulted in a defense verdict in favor of the Company
on February 11, 1999. In that case, numerous firearms manufacturers and distributors had been sued, alleging
damages as a result of alleged negligent sales practices and industry-wide liability. The Company and its marketing
and distribution practices were exonerated from any claims of negligence in each of the seven cases decided by the
jury. In subsequent proceedings involving other defendants, the New York Court of Appeals as a matter of law
confirmed that 1) no legal duty existed under the circumstances to prevent or investigate criminal misuses of a
manufacturer s lawfully made products; and 2) liability of firearms manufacturers could not be apportioned under a
market share theory. More recently, the New York Court of Appeals on October 21, 2003 declined to hear the appeal
from the decision of the New York Supreme Court, Appellate Division, affirming the dismissal of New York Attorney
General Eliot Spitzer s public nuisance suit against the Company and other manufacturers and distributors of firearms.
In its decision, the Appellate Division relied heavily on Hamilton in concluding that it was legally inappropriate,

impractical, unrealistic and unfair to attempt to hold firearms manufacturers responsible under theories of public

nuisance for the criminal acts of others.
Of the lawsuits brought by municipalities or a state Attorney General, twenty have been concluded: Atlanta dismissal
by intermediate Appellate Court, no further appeal; Bridgeport dismissal affirmed by Connecticut Supreme Court;
County of Camden dismissal affirmed by U.S. Third Circuit Court of Appeals: Miami dismissal affirmed by
intermediate appellate court, Florida Supreme Court declined review; New Orleans dismissed by Louisiana Supreme
Court, United States Supreme Court declined review; Philadelphia U.S. Third Circuit Court of Appeals affirmed
dismissal, no further appeal; Wilmington dismissed by trial court, no appeal: Boston voluntary dismissal with
prejudice by the City at the close of fact discovery; Cincinnati  voluntarily withdrawn after a unanimous vote of the
city council; Detroit dismissed by Michigan Court of Appeals, no appeal: Wayne County dismissed by Michigan
Court of Appeals, no appeal; New York State Court of Appeals denied plaintiff s petition for leave to appeal the
Intermediate Appellate Court s dismissal, no further appeal: Newark Superior Court of New Jersey Law Division for
Essex County dismissed the case with prejudice; City of Camden dismissed on July 7, 2003, not reopened._Jersey
City voluntarily dismissed and not re-filed: St. Louis Missouri Supreme Court denied plaintiffs motion to appeal
Missouri Appellate Court s affirmance of dismissal: Chicago Illinois Supreme Court denied plaintiffs petition for
rehearing; and Los Angeles
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City, Los Angeles County, San Francisco Appellate Court affirmed summary judgment in favor of defendants, no
further appeal; and Cleveland dismissed on January 24, 2006 for lack of prosecution.
The dismissal of the Washington, D.C. municipal lawsuit was sustained on appeal, but individual plaintiffs were
permitted to proceed to discovery and attempt to identify the manufacturers of the firearms used in their shootings as

machine guns under the city s strict liability law. On April 21, 2005, the D.C. Court of Appeals, in an en banc hearing,
unanimously dismissed all negligence and public nuisance claims, but let stand individual claims based upon a
Washington, D.C. act imposing strict liability for manufacturers of machine guns. Based on present information, none
of the Company s products has been identified with any of the criminal assaults which form the basis of the individual
claims. The writ of certiorari to the United States Supreme Court regarding the constitutionality of the Washington,
D.C. act was denied and the case was remanded to the trial court for further proceedings. The defendants subsequently
moved to dismiss the case based upon the Protection of Lawful Commerce in Arms Act, which motion was granted on
May 22, 2006. The individual plaintiffs and the District of Columbia, which has subrogation claims in regard to the
individual plaintiffs, have appealed.
The Indiana Court of Appeals affirmed the dismissal of the Gary case by the trial court, but the Indiana Supreme
Court reversed this dismissal and remanded the case for discovery proceedings on December 23, 2003. Gary is
scheduled to begin trial in 2009. The defendants filed a motion to dismiss pursuant to the Protection of Lawful
Commerce in Arms Act ( PLCAA ). The state court judge held the PLCAA unconstitutional and the defendants filed a
motion with the Indiana Court of Appeals asking it to accept interlocutory appeal on the issue, which appeal was
accepted on February 5, 2007.
In the previously reported New York City municipal case, the defendants moved to dismiss the suit pursuant to the
Protection of Lawful Commerce in Arms Act. The trial judge found the Act to be constitutional but denied the
defendants motion to dismiss the case, stating that the Act was not applicable to the suit. The defendants were given
leave to appeal and in fact have appealed the decision to the U.S. Court of Appeals for the Second Circuit. That appeal
is pending.
In the NAACP case, on May 14, 2003, an advisory jury returned a verdict rejecting the NAACP s claims. On July 21,
2003, Judge Jack B. Weinstein entered an order dismissing the NAACP lawsuit, but this order contained lengthy dicta
which defendants believe are contrary to law and fact. Appeals by both sides were filed, but plaintiffs withdrew their
appeal. On August 3, 2004, the United States Court of Appeals for the Second Circuit granted the NAACP s motion to
dismiss the defendants appeal of Judge Weinstein s order denying defendants motion to strike his dicta made in his
order dismissing the NAACP s case, and the defendants motion for summary disposition was denied as moot. The
ruling of the Second Circuit effectively confirmed the decision in favor of defendants and brought this matter to a
conclusion.
Legislation has been passed in approximately 34 states precluding suits of the type brought by the municipalities
mentioned above. On the Federal level, the Protection of Lawful Commerce in Arms Act was signed by President
Bush on October 26, 2005. The Act requires dismissal of suits against manufacturers arising out of the lawful sale of
their products for harm resulting from the criminal or unlawful misuse of a firearm by a third party. The Company is
pursuing dismissal of each action involving such claims, including the municipal cases described above. On
February 1, 2007, plaintiff s counsel in the previously reported Arnold case advised that plaintiff intends to voluntarily
dismiss the case with prejudice. This will conclude this matter with no payment by the Company.
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Punitive damages, as well as compensatory damages, are commonly demanded in many of the lawsuits and claims
brought against the Company. Aggregate claimed amounts may exceed product liability accruals and applicable
insurance coverage. For claims made after July 10, 2000, coverage is provided on an annual basis for losses exceeding
$5 million per claim, or an aggregate maximum loss of $10 million annually, except for certain new claims which
might be brought by governments or municipalities after July 10, 2000, which are excluded from coverage.
Product liability claim payments are made when appropriate if, as, and when claimants and the Company reach
agreement upon an amount to finally resolve all claims. Legal costs are paid as the lawsuits and claims develop, the
timing of which may vary greatly from case to case. A time schedule cannot be determined in advance with any
reliability concerning when payments will be made in any given case.
Provision is made for product liability claims based upon many factors related to the severity of the alleged injury and
potential liability exposure, based upon prior claim experience. Because our experience in defending these lawsuits
and claims is that unfavorable outcomes are typically not probable or estimable, only in rare cases is an accrual
established for such costs. In most cases, an accrual is established only for estimated legal defense costs. Product
liability accruals are periodically reviewed to reflect then-current estimates of possible liabilities and expenses
incurred to date and reasonably anticipated in the future. Threatened product liability claims are reflected in our
product liability accrual on the same basis as actual claims; i.e., an accrual is made for reasonably anticipated possible
liability and claims-handling expenses on an ongoing basis.
A range of reasonably possible loss relating to unfavorable outcomes cannot be made. Currently, there are no product
liability cases in which a dollar amount of damages is claimed. If there were cases with claimed damages, the amount
of damages claimed would be set forth as an indication of possible maximum liability that the Company might be
required to incur in these cases (regardless of the likelihood or reasonable probability of any or all of this amount
being awarded to claimants) as a result of adverse judgments that are sustained on appeal.
As of December 31, 2006 and 2005, the Company was a defendant in 4 and 6 lawsuits, respectively, involving its
products and is aware of other such claims. During the year ended December 31, 2006 and 2005, respectively, 2 and 3
claims were filed against the Company, 2 and 5 claims were dismissed, and 2 and 1 claims were settled. The average
cost per settled claim was $47,000 and $150,000 in 2006 and 2005, respectively.
During the years ended December 31, 2006 and 2005, the Company incurred product liability expense of $2.5 million
and $4.9 million, respectively, which includes the cost of outside legal fees, insurance, and other expenses incurred in
the management and defense of product liability matters.
The Company monitors the status of known claims and the product liability accrual, which includes amounts for
asserted and unasserted claims. While it is not possible to forecast the outcome of litigation or the timing of costs, in
the opinion of management, after consultation with special and corporate counsel, it is not probable and is unlikely
that litigation, including punitive damage claims, will have a material adverse effect on the financial position of the
Company, but may have a material impact on the Company s financial results for a particular period.
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The Company has reported all cases instituted against it through September 30, 2006 and the results of those cases,
where terminated, to the S.E.C. on its previous Form 10-K and 10-Q reports, to which reference is hereby made.
Balance Sheet Rollforward for Product Liability Reserve

(Dollars in thousands)

Balance
Beginning
of

Year

(a)

2004 $ 6,665

2005 3,132

2006 2,196

Accrued
Legal
Expense

(Reversal)

(b)

($1,598)

2,514

688

Cash Payments

Income Statement Detail for Product Liability Expense

(Dollars in thousands)

2004
2005
2006
Notes

(a) The beginning
and ending
liability
balances
represent
accrued legal
fees only.
Settlements and
administrative
costs are
expensed as
incurred. Only
in rare instances
is an accrual
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Legal
Fees  Settlements
()
($1,935)
(2,935)
(1,000)
Accrued
Legal
Expense
(b)
$(1,598)
2,514
688

Insurance
(d) Premiums
N/A

(515) N/A
(143) N/A

Insurance
Premium
Expense

©)
$ 1,524
1,338

1,141

Admin.
Expense
N/A
N/A

N/A

Admin.
Expense

®

$ 878
1,041

691

Balance

End
of Year

(a)
$ 3,132
2,196

1,741

Total
Product
Liability
Expense
$ 804
4,893

2,520
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(b)

(©)

(d)

(e)

established for
settlements.

The expense
accrued in the
liability is for
legal fees only.

Legal fees
represent
payments t