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PART I — FINANCIAL INFORMATION
ITEM 1. —FINANCIAL STATEMENTS
Colt Defense LLC and Subsidiaries
Consolidated Balance Sheets
(In thousands of dollars)
(Unaudited)
March 31, 2013

December 31, 2012

ASSETS
Current assets:
Cash and cash equivalents
Restricted cash
Accounts receivable, net
Inventories
Other current assets
Total current assets

$

Property and equipment, net
Goodwill
Intangible assets with finite lives, net
Deferred financing costs
Long-term restricted cash
Other assets
Total assets

$

LIABILITIES AND DEFICIT
Current liabilities:
Line of credit
Accounts payable
Accrued expenses
Pension and retirement obligations - current portion
Customer advances and deferred income
Accrued distribution to members
Total current liabilities

$

Long-term debt
Pension and retirement liabilities
Other long-term liabilities
Total long-term liabilities
Total liabilities
Commitments and Contingencies (Note 11)
Deficit:
Accumulated deficit
Accumulated other comprehensive loss
Total deficit
Total liabilities and deficit

17,959
772
38,216
46,481
3,531
106,959
22,286
14,728
5,779
7,228
810
1,562
159,352

—
16,938
23,527
626
9,174
1,418
51,683

$

$

$

247,671
19,790
2,353
269,814
321,497

$

(147,860)
(14,285)
(162,145)
159,352 $

The accompanying notes are an integral part of these consolidated financial statements.
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42,373
777
22,683
40,561
3,416
109,810
22,134
14,947
6,037
7,642
810
1,588
162,968

6
13,055
20,315
626
10,002
—
44,004
247,567
20,261
2,423
270,251
314,255
(137,446)
(13,841)
(151,287)
162,968
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Colt Defense LLC and Subsidiaries
Consolidated Statements of Operations
(In thousands of dollars)
(Unaudited)
For the Three Months Ended
March 31, 2013
April 1, 2012

Net sales
Cost of sales
Gross profit

$

Operating expenses:
Selling and commissions
Research and development
General and administrative
Amortization of purchased intangibles
Total operating expenses
Operating income (loss)

63,849
45,098
18,751

$

3,057
819
3,725
117
7,718
11,033

43,853
36,024
7,829
2,944
1,265
4,304
126
8,639
(810)

Other (income)/expense:
Interest expense
Other income, net
Total other expenses, net

5,994
(712)
5,282

6,100
(238)
5,862

Income (loss) before provision for foreign income taxes
Provision for foreign income taxes
Net income (loss)

5,751
681
5,070

(6,672)
416
(7,088)

$

The accompanying notes are an integral part of these consolidated financial statements.
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Colt Defense LLC and Subsidiaries
Consolidated Statements of Comprehensive Income
(In thousands of dollars)
(Unaudited)
For the Three Months Ended
March 31, 2013
April 1, 2012

Net income (loss)
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustments
Change in pension and retirement benefit plans
Comprehensive income (loss)

$

5,070

$

(7,088)

$

(577)
133
4,626 $

398
1,945
(4,745)

The accompanying notes are an integral part of these consolidated financial statements.
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Colt Defense LLC and Subsidiaries
Consolidated Statements of Changes in Cash Flows
(In thousands of dollars)
(Unaudited)
For the Three Months Ended
March 31, 2013
April 1, 2012

Operating Activities
Net income (loss)
Adjustments to reconcile net loss to net cash used in operating activities
Depreciation and amortization
Amortization of financing fees
Deferred foreign income taxes
Amortization of debt discount
Pension curtailment expense
Other non-cash items
Changes in operating assets and liabilities:
Accounts receivable
Inventories
Prepaid expenses and other assets
Accounts payable and accrued expenses
Accrued pension and retirement liabilities
Customer advances and deferred income
Other
Net cash used in operating activities
Investing Activities
Purchases of property and equipment
Proceeds from disposal of property
Change in restricted cash
Net cash used in investing activities
Financing Activities
Line of credit repayment
Capital lease obligation payments
Purchase of common units
Distribution paid to members
Net cash used in financing activities
Effect of exchange rates on cash
Change in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period
Supplemental Disclosure of Cash Flow Information
Cash paid for interest
Cash paid for foreign income taxes
Accrued distribution to members
Accrued purchase of fixed assets
Non-cash consideration for sale of equipment

$

$
$

5,070

(7,088)

1,162
414
(60)
104
—
13

1,440
413
(99)
94
1,527
20

(15,618)
(6,151)
(91)
7,166
(338)
(711)
5
(9,035)

(1,614)
308
61
29
(58)
(45)
129
(4,883)

(1,265)
—
5
(1,260)

(563)
66
—
(497)

(6)
—
(14,000)
—
(14,006)
(113)
(24,414)
42,373
17,959 $
378
295
1,418
23
7

The accompanying notes are an integral part of these consolidated financial statements.
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$

$

—
(323)
—
(3,343)
(3,666)
90
(8,956)
38,236
29,280
84
1,599
—
—
75
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Notes to Consolidated Financial Statements (unaudited)
(in thousands of dollars)
Note 1 — Basis of Presentation
Basis of Accounting
The accompanying unaudited consolidated financial statements of Colt Defense LLC and Colt Finance Corp. (the “Company”,
“Colt”, “we”, or “us”) have been prepared in accordance with U.S. generally accepted accounting principles (“GAAP”) for interim
financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X. In the opinion of management, all
significant adjustments (consisting of normal recurring accruals) considered necessary for a fair statement of the financial position,
results of operations and cash flows for the three months ended March 31, 2013 and April 1, 2012 have been included. The financial
information included in this quarterly report on Form 10-Q should be read in conjunction with the consolidated financial statements
and notes in the Annual Report on Form 10-K for the fiscal year ended December 31, 2012, which was filed with the Securities and
Exchange Commission on March 26, 2013. The consolidated balance sheet dated December 31, 2012 included in this quarterly report
on Form 10-Q has been derived from the audited consolidated financial statements at that time, but does not include all disclosures
required by GAAP. Operating results for the three months ended March 31, 2013 are not necessarily indicative of the results to be
expected for any subsequent interim period or for the year ending December 31, 2013.
Basis of Consolidation
The accompanying consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries. All
intercompany accounts and transactions have been eliminated.
Reclassification of Prior Period Amounts
We have reclassified certain prior period amounts to conform to our current year’s presentation.
Recent Adopted Accounting Pronouncements
Reporting of Amounts Reclassified Out of Accumulated Other Comprehensive Income - In February 2013, the Financial Accounting
Standards Board (“FASB”) issued ASU 2013-02, which requires disclosure of significant amounts reclassified out of accumulated
other comprehensive income by component and their corresponding effect on the respective line items of net income. This guidance is
effective for the Company beginning in the first quarter of 2013. The adoption of ASU 2013-02 only impacted disclosure requirements
and did not have any effect on our operating results or our financial condition.
Goodwill
The net carrying amount of goodwill may change from period to period as a result of fluctuations in exchange rates at our Canadian
operation.
Prior Period Adjustments
In connection with the preparation of the consolidated financial statements for the year ended December 31, 2012 certain errors were
identified that affected our quarterly reported results in 2012. As previously reported, these errors related to the post-retirement health
plan accounting and a sales transaction recognized in the first quarter of 2012 that should have been recognized in the second quarter
of 2012. As a result of these errors, we concluded that we would revise our consolidated financial statements for the quarter ended
April 1, 2012. Based on an analysis of qualitative and quantitative factors, these errors were deemed immaterial, individually and in
the aggregate, to all of the periods presented.
A description of the errors follows:
Post-retirement health plan accounting - We identified errors related to certain actuarial assumptions used in the calculation of
claims data, administrative fees and a cap on benefits for a certain group of retirees. To correct the error, we incresed cost of sales for
the quarter ended April 1, 2012 by $25.
Sales cut-off — During the first quarter of 2012, we recognized a sales transaction that should have been recognized in the second
quarter of 2012. To correct the error, we decreased net sales by $724 and decreased cost of goods sold by $271 for the quarter ended
April 1, 2012.
Note 2 — Accounts Receivable
Accounts receivable are net of an allowance for doubtful accounts of $6 and $0 at March 31, 2013 and December 31, 2012,
respectively.
7
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Note 3 — Inventories
Inventories consist of:
March 31, 2013

Materials
Work in process
Finished products

$
$

35,776
7,562
3,143
46,481

December 31, 2012

$
$

29,177
7,829
3,555
40,561

Note 4 — Notes Payable and Long-term Debt
Credit Agreement
On September 29, 2011, we entered into a credit agreement (“Credit Agreement”) with Wells Fargo Capital Finance, LLC. Under the
terms of the Credit Agreement, senior secured revolving loans are available up to $50,000, inclusive of $20,000 available for letters of
credit. Revolving loans are subject to, among other things, the borrowing base, which is calculated monthly based on specified
percentages of eligible accounts receivable and inventory and specified values of fixed assets. Under the Credit Agreement, our
obligations are secured by a first-priority security interest in substantially all of our assets, including accounts receivable, inventory
and certain other collateral. The Credit Agreement matures on September 28, 2016.
Borrowings under the Credit Agreement bear interest at a variable rate based on the London Inter-Bank Offer Rate (“LIBOR”), the
Canadian Banker’s Acceptance Rate or the lender’s prime rate, as defined in the Credit Agreement, plus a spread. The interest rate
spread on borrowing varies based on both the rate option selected and our quarterly average excess availability under the Credit
Agreement.
The Credit Agreement limits the Company’s ability to incur additional indebtedness, make investments or certain payments, pay
dividends (other than for payment of taxes) and merge, acquire or sell assets. In addition, certain covenants would be triggered if
excess availability were to fall below the specified level, including a fixed charge coverage ratio requirement. Excess availability is
determined as the lesser of our borrowing base or $50,000, reduced by outstanding obligations under the Credit Agreement and trade
payables that are more than 60 days past due. The Credit Agreement contains customary events of default. The Company was in
compliance with all covenants and restrictions under the Credit Agreement as of March 31, 2013. Letters of credit outstanding under
the Credit Agreement as of March 31, 2013 were $1,949.
On March 22, 2013, we entered into Amendment No. 2 to the Credit Agreement, whereby, among other things, the lenders under the
Credit Agreement consented to the transaction pursuant to the Unit Repurchase Agreement. For additional information about this
transaction, see “Note 6 — Colt Defense LLC Accumulated Deficit” in this Form 10-Q.
Senior Notes
On November 10, 2009, Colt Defense LLC (“Parent”) and Colt Finance Corp, our 100%-owned subsidiary, jointly and severally coissued $250,000 of unsecured senior notes (“Senior Notes”). The Senior Notes bear interest at 8.75% and mature on November 15,
2017. Interest is payable semi-annually in arrears on May 15 and November 15. We issued the Senior Notes at a discount of $3,522
from their principal value. This discount is being amortized as additional interest expense over the life of the indebtedness. No
principal repayments are required until maturity.
The Senior Notes are not guaranteed by any of our subsidiaries and do not have any financial condition covenants that require us to
maintain compliance with any financial ratios or measurements on a periodic basis. The Senior Notes do contain non-financial
condition covenants that, among other things, limit our ability to incur additional indebtedness, enter into certain mergers or
consolidations, incur certain liens and engage in certain transactions with our affiliates. In addition, the indenture restricts our ability
to pay dividends or make other Restricted Payments (as defined in the indenture) to our members, subject to certain exceptions. Such
restrictions are not expected to affect our ability to meet our cash obligations for the next 12 months. The indenture does not restrict
the ability to pay dividends or provide loans to the Parent or the net assets of our subsidiaries, inclusive of the co-issuer, Colt Finance
Corp. Additionally, the Senior Notes contain certain cross default provisions with other indebtedness, if such indebtedness in default
aggregates to $20,000 or more.
The outstanding loan balances at March 31, 2013 and December 31, 2012 were as follows:
8
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March 31, 2013

Senior notes principal amount
Unamortized discount

$
$

December 31, 2012

250,000 $
(2,329)
247,671 $

250,000
(2,433)
247,567

Three Months Ended
March 31, 2013
April 1, 2012

Effective interest rate
Amortization of discount
Amortization of deferred financing costs

$
$

9.0%
104 $
414 $

9.0%
94
413

Note 5 - Income Taxes
As a limited liability company, we are treated as a partnership for U.S. federal and state income tax reporting purposes and therefore,
are not subject to U.S. federal or state income taxes. Our taxable income (loss) is reported to our members for inclusion in their
individual tax returns. Our Canadian operation files separate income tax returns in Canada. We also incur withholding tax on royalty
and interest income as well as our distributions received from our Canadian subsidiary. Our limited liability agreement requires that in
any year in which U.S. taxable income is allocated to the members, we make distributions to members equal to 45% of the highest
taxable income allocated to any one unit, to the extent our Governing Board determines that sufficient funds are available.
The provision (benefit) for foreign income taxes consists of the following:
Three Months Ended
March 31, 2013
April 1, 2012

Current
Deferred
Total

$
$

741 $
(60)
681 $

515
(99)
416

Note 6 — Colt Defense LLC Accumulated Deficit
Our authorized capitalization consists of 1,000,000 common units and 250,000 preferred units. Common units issued and outstanding
as of March 31, 2013 and December 31, 2012 were 101,008 and 132,174, respectively. No preferred units have been issued.
On March 22, 2013, we purchased 31,165.589 common units (“Unit Repurchase”) from Blackstone Mezzanine Partners II-A L.P. and
Blackstone Mezzanine Holdings II USS L.P. (collectively, “Blackstone Funds”) (representing 100% of the Colt Defense common
membership units held by the Blackstone Funds) for an aggregate purchase price of $14.0 million pursuant to an equity purchase
agreement, dated as of March 22, 2013 (“Unit Repurchase Agreement”), by and among Colt Defense and the Blackstone Funds. In
accordance with the Unit Repurchase Agreement, upon consummation of the Unit Repurchase, the Blackstone Funds delivered the
certificates representing the common units held by the Blackstone Funds to Colt Defense for cancellation, and the rights of the
Blackstone Funds under our Amended and Restated LLC Agreement, including appointment rights with respect to Colt Defense’s
Governing Board, were terminated. The Unit Repurchase Agreement provided customary releases and indemnities for Colt Defense
and the Blackstone Funds and provides that, upon certain events occurring prior to September 22, 2013, including an acquisition of
Colt Defense, a purchase by Colt Defense of common units from any of our existing members or a cash distribution (other than a tax
distribution) by Colt Defense to our members, we may be required to pay additional amounts to the Blackstone Funds if the per unit
purchase price in such subsequent transaction exceeds the per unit purchase price paid to the Blackstone Funds.
In March 2013, in addition to the Blackstone payments described above, we recorded a tax distribution, net of withholding taxes, of
$1,418. This amount is reported as accrued distribution to members in our Consolidated Balance Sheets. In March 2012, we paid our
members a tax distribution of $3,343, which had been accrued in December 2011.
9
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Note 7 — Common Unit Compensation
On March 1, 2012, the Governing Board approved the Colt Defense Long Term Incentive Plan (“Plan”). The purpose of the Plan is to
advance the interests of Colt Defense and its equity holders by providing a means to attract, retain and motivate key employees,
advisors and members of the Governing Board. Awards under the Plan may consist of options, restricted units, restricted phantom
units, performance units or other unit-based awards. A total of 18,878 common units have been reserved for issuance in connection
with awards under the Plan.
Under the Plan, the exercise price of option awards is set at the grant date and may not be less than the fair market value per unit on
that date. The term of each option is ten years from the grant date. The vesting periods, which vary by grant, may be time based,
performance based or a combination thereof. Compensation expense equal to the grant date fair value is generally recognized over the
period during which the employee is required to provide service in exchange for the award or as the performance obligation is met.
Fair value was estimated on the date of grant using the Black-Scholes valuation method.
In March 2012, options were granted for 11,325 common units at a weighted-average exercise price of $100.00 (not in thousands). For
the three months ended March 31, 2013 and April 1, 2013, our common unit compensation expense, which is included in general and
administrative expense in our Consolidated Statements of Operations, was immaterial.
Note 8 — Pension, Savings and Postretirement Benefits
We have two noncontributory, domestic defined benefit pension plans that cover substantially all eligible salaried and hourly
U.S. employees.
On March 31, 2012, we agreed to a new two-year collective bargaining unit agreement with Local 376 of the United Auto Workers.
Under the terms of the contract, we froze the pension benefits under the hourly defined benefit plan effective December 31, 2012.
Benefits under the salaried defined benefit plan have been frozen since December 31, 2008. Accordingly, participants retain the
pension benefits that have already accrued. However, no additional benefits will accrue after the effective date of the freeze.
The components of cost recognized in our Consolidated Statements of Operations for our pension plans are as follows:
Three Months Ended
March 31, 2013
April 1, 2012

Service cost
Interest cost
Expected return on assets
Amortization of unrecognized prior service costs
Curtailment of bargaining unit plan
Amortization of unrecognized loss
Net periodic cost

$

$

— $
273
(421)
—
—
105
(43) $

106
269
(393)
42
1,527
220
1,771

We also provide certain postretirement health care coverage to retired U.S. employees who were subject to our collective bargaining
agreement when they were employees. The cost of these postretirement benefits is determined actuarially and is recognized in our
consolidated financial statements during the employees’ active working career. In connection with our collective bargaining
agreement, we have capped certain retirees to approximately $250 (not in thousands) per employee per month.
The components of cost recognized in our Consolidated Statements of Operations for our post-retirement health plan are as follows:
Three Months Ended
March 31, 2013
April 1, 2012

Service cost
Interest cost
Amortization of unrecognized prior service costs
Amortization of unrecognized loss
Net periodic cost
10

$

$

64 $
132
(43)
71
224 $

88
135
(58)
19
184
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Our April 1, 2012 service cost has been revised to correct an error that was identified in connection with the preparation of the
consolidated financial statements for the year ended December 31, 2012. For additional information about the correction of this error,
see “Note 1 — Basis of Presentation in this Form 10-Q.
Note 9- Transactions with Related and Certain Other Parties
We have a financial advisory agreement with Sciens Management LLC (“Sciens Management”), which through its affiliates
beneficially owns a substantial portion of Colt Defense’s limited liability interests and whose managing partner is also a member of
Colt Defense’s Governing Board. Under the terms of the agreement, we also reimburse Sciens Managment for expenses incurred in
connection with the financial advisory services provided. The cost for these advisory services and the expenses are recorded within
general and administrative expenses in our Consolidated Statements of Operations.
We have a license agreement (“License”) with New Colt Holding Corp (“NCHC”) for the use of certain Colt trademarks. Under the
terms of the License, we received a 20-year paid-up license for the use of the Colt trademarks, which expires December 31, 2023.
Thereafter, the License may be extended for successive five-year periods. Consideration for the License included the transfer to
NCHC’s wholly owned subsidiary, Colt’s Manufacturing Company LLC (“Colt’s Manufacturing”), of the Colt Match Target® rifle
line of business, inventories of $18 and cash of $2,000. The total transferred of $2,018 is recorded in other assets and is being
amortized over 20 years. This intangible had an unamortized balance of $1,084 at March 31, 2013 and $1,109 at December 31, 2012.
In August 2012, we signed the Services Agreement — 2012 (“Services Agreement”), under which we will provide certain factory,
administrative and data processing services to Colt’s Manufacturing for an annual fee of $1,766 with annual escalators. Service fee
income is included in other (income) expense, net in the Consolidated Statements of Operations. In addition, under the terms of the
Services Agreement, we invoice Colt’s Manufacturing each month for the cost of their actual electricity usage. These amounts are
included in cost of sales and operating expenses in the Consolidated Statements of Operations. The Services Agreement will remain in
effect until October 27, 2013 and will be automatically extended for additional one-year periods unless either party gives at least three
months prior written notice of termination.
During 2012, we entered into a contract to supply the M45A1 Close Quarters Battle Pistol to the United States Marine Corps and we
have begun offering this product to our international customers. This product is manufactured and supplied to us by Colt’s
Manufacturing pursuant to purchase orders. Our outstanding accounts payable to Colt’s Manufacturing were $649 and $249 as of
March 31, 2013 and December 31, 2012, respectively.
In May 2011, we signed a memorandum of understanding (“MOU”) with Colt’s Manufacturing to jointly coordinate the marketing
and sales of rifles into the commercial market. In April 2013, we amended our MOU with Colt’s Manufacturing. For additional
information about the amendment, see “Note 16 — Subsequent Events.” Accounts receivable for product sales to Colt’s
Manufacturing were $8,846 and $12,448 at March 31, 2013 and December 31, 2012, respectively.
Transactions with Colt’s Manufacturing were as follows:
Three Months Ended
March 31, 2013
April 1, 2012

Net sales to Colt’s Manufacturing
Purchases from Colt’s Manufacturing
Administration and services fees

$

22,351
994
506

$

7,486
17
107

We also lease our West Hartford facility from a related party and we sublease a portion of our facility to Colt’s Manufacturing. In
addition, Colt Security LLC (“Security”), a wholly owned subsidiary of Employee Plan Holding Corp., provides security guard
services to us.
Note 10 — Accrued Expenses
Accrued expenses consisted of:
11
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March 31, 2013

Accrued compensation and benefits
Accrued taxes
Accrued interest
Accrued commissions
Other accrued expenses

$

$

December 31, 2012

4,836
4,484
8,319
1,091
4,797
23,527

$

$

5,770
5,293
3,230
1,229
4,793
20,315

Note 11 - Commitments and Contingencies
A summary of standby letters of credit issued principally in connection with performance and warranty bonds established for the
benefit of certain international customers is as follows:
March 31, 2013

Standby letters of credit secured by restricted cash
Standby letters of credit secured by Credit
Agreement
Guarantees of standby letters of credit established
by a sales agent on behalf of Colt

$

December 31, 2012

1,251

$

1,253

1,949

1,715

702

702

At March 31, 2013 and December 31, 2012, we had unconditional purchase obligations related to capital expenditures for machinery
and equipment of $1,408 and $2,357, respectively.
We also had certain Industrial Cooperation Agreements, which stipulate our commitments to provide offsetting business to certain
countries that have purchased our products. We generally settle our offset purchase commitments under Industrial Cooperation
Agreements through on-going business and/or cooperating with other contractors on their spending during the related period.
Additionally, we identify future purchases and other satisfaction plans for the remainder of the offset purchase commitment period and
should there be a projected net purchase commitment after such consideration, we accrue the estimated cost to settle the offset
purchase commitment.
Our remaining gross offset purchase commitment is the total amount of offset purchase commitments reduced for claims submitted
and approved by the governing agencies. At March 31, 2013 and December 31, 2012, our remaining gross offset purchase
commitments totaled $62,463 and $68,180, respectively. We have evaluated our settlement of our remaining gross offset purchase
commitments through probable planned spending and other probable satisfaction plans to determine our net offset purchase
commitment. We have accrued $1,696 and $1,804 as of March 31, 2013 and December 31, 2012, respectively, based on our estimated
cost of settling the remaining net offset purchase commitment.
We are involved in various legal claims and disputes in the ordinary course of our business. As such we accrue for such liabilities
when it is both (i) probable that a loss has occurred and (ii) the amount of the loss can be reasonably estimated in accordance with
ASC 450, Contingencies. Our management evaluates, on a quarterly basis, developments affecting various legal claims and disputes
that could cause an increase or decrease in the amount of the liability that has been previously accrued. It is possible that we could
incur losses in excess of any amounts accrued. At this time, management does not anticipate any such loss would have a material
adverse impact on our consolidated financial position, results of operations or cash flows.
Note 12 —Segment Information
Our small arms weapons systems segment represents our core business, as all of our operations are conducted through this segment.
The small arms weapons systems segment consists of two operating segments, weapons systems and spares/other. These operating
segments have similar economic characteristics and have been aggregated into our only reportable segment. The small arms weapons
systems segment designs, develops and manufactures small arms weapons systems for military and law enforcement personnel both
domestically and internationally. In addition, we manufacture and sell rifles and carbines to Colt’s Manufacturing, which sells them
into the commercial market.
Adjusted EBITDA consists of income (loss) before interest, income taxes, depreciation and amortization and other expenses as noted
below. Management uses Adjusted EBITDA to evaluate the financial performance of and make operating decisions for the small arms
weapons systems segment. See the footnotes that follow the reconciliation tables below for additional information regarding the
adjustments made to arrive at Adjusted EBITDA of the small arms weapons systems segment.
The following table represents a reconciliation of adjusted EBITDA to net income (loss):
12
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March 31, 2013

Statement of Operations Data:
Net income (loss)
Provision for foreign income taxes
Depreciation and amortization (i)
Interest expense, net
Sciens Management fees and expenses (ii)
Pension curtailment expense (iii)
Other income, net (iv)
Adjusted EBITDA
(i)
(ii)
(iii)
(iv)

$

April 1, 2012

5,070 $
681
1,162
5,994
108
—
(270)
12,745 $

$

(7,088)
416
1,440
6,100
108
1,527
(131)
2,372

Includes depreciation and amortization of intangible assets.
Includes fees and expenses pursuant to our financial advisory agreement with Sciens Management.
Noncash expense associated with the curtailment of our bargaining unit pension plan.
Includes income and/or expenses such as transaction costs incurred in connection with our contemplated merger and acquisition
activities, foreign currency exchange gains or losses and other less significant charges not related to on-going operations.

Geographical Information
Geographic external revenues are attributed to the geographic regions based on the customer’s location of origin. Our reported net sales
in the United States include revenues that arise from sales to the U.S. Government under its Foreign Military Sales program, which
involve product that is resold by the U.S. Government to foreign governments and that we generally ship directly to the foreign
government.
The table below presents net sales for specific geographic regions:
Three Months Ended
March 31, 2013
April 1, 2012

United States
Canada
Asia/Pacific
Europe
Middle East/Africa
Latin America/Caribbean

$

$

35,708
10,751
15,020
1,331
1,001
38
63,849

$

$

12,515
11,573
15,207
2,344
1,573
641
43,853

Major Customer Information
For the three months ended March 31, 2013 and April 1, 2012, sales to Colt’s Manufacturing, represented 35% and 17% of net sales,
respectively. For the three months ended March 31, 2013, sales to one domestic customer, the U.S. Government, represented 12% of
net sales.
For the three months ended March 31, 2013, two direct foreign customers accounted for 23% and 16% of net sales, respectively. For
the three months ended April 1, 2012, two direct foreign customers accounted for 34% and 20% of net sales, respectively.
Note 13 - Concentration of risk
Accounts Receivable
Financial instruments, which potentially subject us to concentration of credit risk, consist primarily of accounts receivable. At
March 31, 2013, the largest individual trade receivable balances accounted for 39%, 23% and 20% of total accounts receivables,
respectively. At December 31, 2012, the two largest individual trade receivable balances accounted for 55% and 25% of total accounts
receivables.
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Labor
The Union represents approximately 70% of our U.S. workforce. On March 31, 2012, we and the Union agreed to a new, two-year
collective bargaining agreement.
Note 14 — Fair Value of Financial Instruments
The fair value of an asset or liability is the amount at which the instrument could be exchanged or settled in a current transaction
between willing parties where neither is compelled to buy or sell. The carrying values for cash and cash equivalents, accounts
receivable, accounts payable, accrued expenses and other current assets and liabilities approximate their fair value due to their short
maturities. The carrying value of our long-term debt of $247,671 and $247,567 at March 31, 2013 and December 31, 2012,
respectively, was recorded at amortized cost. The estimated fair value of long-term debt of approximately $165,000 and $161,250 at
March 31, 2013 and December 31, 2012, respectively, was based on quoted market prices, which are Level 1 inputs.
Fair value is 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. The inputs used to measure fair value fall into the following hierarchy:
Level 1: Unadjusted quoted prices in active markets for identical assets or liabilities.
Level 2: Unadjusted quoted prices in active markets for similar assets or liabilities, or unadjusted quoted prices for identical or similar
assets or liabilities in markets that are not active, or inputs other than quoted prices that are observable for the asset or liability.
Level 3: Unobservable inputs for the asset or liability.
As of March 31, 2013 and December 31, 2012, we did not have any financial assets and liabilities reported at fair value and measured
on a recurring basis or any significant nonfinancial assets or nonfinancial liabilities. Therefore, we did not have any transfers of assets
and liabilities between Level 1 and Level 2 of the fair value measurement hierarchy during the three months ended March 31, 2013.
Note 15 — Accumulated Other Comprehensive Loss
The components of accumulated other comprehensive loss were as follows:
Unrecognized
Prior Service
Cost

Unrecognized
Loss

Balance, December 31, 2011
Changes in pension and post-retirement health
liabilities
Currency translation
Balance, April 1, 2012

$

378

$

(15,723) $

2,215

$

561
—
939

$

1,384
—
(14,339) $

Balance, December 31, 2012
Change in pension and post-retirement health
liabilities
Currency translation

$

825

$

(17,399) $

Balance, March 31, 2013

$

(43)
—
782

Foreign
Currency
Translation

176
—
$

(17,223) $

Total

$

(13,130)

—
398
2,613

$

1,945
398
(10,787)

2,733

$

(13,841)

—
(577)
2,156

133
(577)
$

(14,285)

Note 16 — Subsequent Events
On April 26, 2013, we signed an amendment to our commercial rifle MOU with Colt’s Manufacturing (“Amended MOU”). The
Amended MOU, which is effective May 1, 2013, extends the terms of the original MOU until at least March 31, 2014. The Amended
MOU clarifies product service obligations for rifles sold thereunder. In addition, the Amended MOU extends the Services Agreement
and sublease between Colt Defense and Colt’s Manufacturing under the existing terms until March 31, 2014.
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ITEM 2. — MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS
This Form 10-Q, including the documents that we incorporate by reference, contain forward-looking statements within the meaning of
Section 21E of the Securities Exchange Act of 1934, as amended, that are subject to the “safe harbor” created by those sections. Any
statements about our expectations, beliefs, plans, objectives, assumptions or future events or our future financial performance and/or
operating performance are not statements of historical fact and reflect only our current expectations regarding these matters. These
statements are often, but not always, made through the use of words such as “may,” “will,” “expect,” “anticipate,”“believe,”
“intend,” “predict,” “potential,” “estimate,” “plan” or variations of these words or similar expressions. These statements inherently
involve a wide range of known and unknown uncertainties. Our actual actions and results may differ materially from what is expressed
or implied by these statements. Factors that could cause such a difference include, but are not limited to, those set forth as “Risk
Factors” under Section 1A herein and in our Annual Report on Form 10-K for the fiscal year ended December 31, 2012, which was
filed with the Securities and Exchange Commission on March 26, 2013. Given these factors, you should not rely on forward-looking
statements, assume that past financial performance will be a reliable indicator of future performance nor use historical trends to
anticipate results or trends in future periods. We expressly disclaim any obligation or intention to provide updates to the forwardlooking statements and estimates and assumptions associated with them.
Certain monetary amounts, percentages and other figures included in this section have been subject to 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 aggregated may not be the arithmetic
aggregation of the percentages that precede them.
Overview of Our Business
We are one of the world’s leading designers, developers and manufacturers of small arms weapons systems. Our end customers include
U.S. and foreign military forces, law enforcement and security agencies and through an arrangement with Colt’s Manufacturing,
domestic sporting and hunting enthusiasts. We have supplied small arms weapons systems to more than 80 countries by expanding our
portfolio of products and services to meet evolving military and law enforcement requirements around the world. Our products have
proven themselves under the most severe battle conditions. We also modify our rifles and carbines for civilian use and sell them to
Colt’s Manufacturing, which sells them into the commercial market.
Our development and sales of M4 carbines and the 50 years of sales of M16 rifles have resulted in a global installed base of more than
7 million M16/M4 small arms weapons systems. We are also the Canadian military’s exclusive supplier of the C8 carbine and C7 rifle,
and a supplier of other small arms weapons systems to U.S., Canadian and international law enforcement agencies. Our expertise in
designing and manufacturing small arms weapons systems enables us to integrate new technologies and features to upgrade our large
installed base, develop international co-production opportunities and capitalize on our experience building to stringent military
standards to make commercial rifles and carbines of exceptional reliability, performance and accuracy.
Our facilities in West Hartford, Connecticut and Kitchener, Ontario, Canada manufacture and sell military and law enforcement rifles,
carbines, machine guns and related products and services world-wide as well as commercial model products in the United States.
Results of Operations
The following table sets forth our results of operations in dollars and as a percentage of total net sales for the periods presented (dollars
in thousands):
March 31, 2013

Statement of Operations Data:
Net sales
Cost of sales
Gross profit

$

Operating expenses:
Selling and commissions
Research and development
General and administrative
Amortization of purchased intangibles
Total operating expenses
Operating income (loss)

63,849
45,098
18,751
3,057
819
3,725
117
7,718
11,033

Other expense/(income):
Interest expense
Other income, net
Total other expense, net

5,994
(712)
5,282

Income (loss) before provision for foreign
income taxes
Provision for foreign income taxes
Net income (loss)

5,751
681
5,070

$

15

Three Months Ended
%
April 1, 2012

100.0% $
70.6
29.4

43,853
36,024
7,829

%

100.0%
82.1
17.9

4.8
1.3
5.8
0.2
12.1
17.3

2,944
1,265
4,304
126
8,639
(810)

6.7
2.9
9.8
0.3
19.7
(1.8)

9.4
(1.1)
8.3

6,100
(238)
5,862

13.9
(0.5)
13.4

(6,672)
416
(7,088)

(15.2)
0.9
(16.2)%

9.0
1.1
7.9% $
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Three Months Ended March 31, 2013 Compared to the Three Months Ended April 1, 2012
Net Sales
The following table shows net sales for the three months ended March 31, 2013 and April 1, 2012, respectively by product category
(dollars in thousands):
March 31, 2013

Weapons systems
Spares / other
Total

$
$

Three Months Ended
April 1, 2012

53,532 $
10,317
63,849 $

27,944
15,909
43,853

% Change

91.6%
35.1%
45.6%

Net sales for the three months ended March 31, 2013 were $63.8 million, an increase of $20.0 million, or 45.6%, from $43.9 million in
the comparable prior year period.
Weapon system sales increased by $25.6 million in the first three months of 2013 compared to the same period in 2012. Strong market
demand drove a $16.9 million increase in LE/Commercial sales. In the first quarter of 2013, U.S. Government sales increased by $5.7
million as we increased shipments of the M240 and the M45A1, which just began shipping in the fourth quarter of 2012. International
weapons systems sales also increased by $3.0 million in the first quarter of 2013. This increase was mainly attributable to a mix shift as
one long-term international customer purchased more weapons systems and less spares compared to the same period in 2012.
Spares/other sales decreased $5.6 million due to a decline in international sales, which was largely due to a long-term international
customer purchasing less spares in the first quarter of 2013.
Cost of Sales/Gross Profit
Our cost of sales consists of direct labor and benefits, materials, subcontractor costs and manufacturing overhead, including
depreciation and amortization, utilities, and maintenance and repairs. Gross margin for the three months ended March 31, 2013
increased to 29.4% from 17.9% for the three months ended April 1, 2012. The increase in gross margin was mainly driven by higher
throughput and efficiency, the benefits of which more than offset a less favorable product mix. In the first quarter of 2012, cost of sales
also included $1.5 million of expense related to the curtailment of our bargaining unit pension plan. This non-recurring expense
decreased our gross margin for the first quarter of 2012 by 3.4%.
Selling and Commissions Expense
Selling expense consists primarily of compensation, advertising, promotions, travel, trade shows, consulting fees and marketing
materials. In addition, we pay commissions to independent foreign sales representatives on certain direct foreign sales and to domestic
representatives on most LE/Commercial sales, which generally are a percentage of the selling price. For the three months ended
March 31, 2013, selling and commission expenses increased by $0.1 million compared to the same period in 2012. The increase was
primarily due to $0.3 million of higher commission expense related to our higher sales volume in 2013. The increase in commissions
was partially offset by slightly lower selling expenses, mainly consulting and advertising.
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Research and Development
Research and development expenses consist primarily of compensation and benefit expenses and experimental work materials for our
employees who are responsible for the development and enhancement of new and existing products. Research and development
expenses decreased by $0.4 million during the first three months of 2013 as compared to the first three months of 2012. The decrease
was partially due to the increased use of our engineering resources to provide billable engineering services in 2013. In addition,
research and development expenses were higher in the first quarter of 2012 due to product development efforts related to the timing of
large competitive bids.
General and Administrative Expense
General and administrative expense consists of compensation and benefits, professional services and other general office administration
expenses. These costs do not change proportionately with changes in sales. During the three months ended March 31, 2013, general
and administrative costs decreased by $0.6 million over the comparable period of 2012. This year over year decrease was mainly
driven by a $0.7 million accrual for a dispute in the first quarter of 2012, which was settled in the second quarter of 2012.
Interest Expense
Our interest expense for the three months ended March 31, 2013 decreased slightly to $6.0 million from $6.1 million for the three
months ended April 1, 2012.
Other Income, net
For the three months ended March 31, 2013, we had other income of $0.7 million compared to other income of $0.2 million for the
three months ended April 1, 2012. In 2013, other income was favorable by $0.4 million due to a gain on an international transaction. In
addition, service fee income from Colt’s Manufacturing increased by $0.3 million due to the new contract that was signed in July 2012.
These favorable variances were partially offset by a $0.2 million unfavorable foreign exchange variance in the first quarter of 2013.
Income Taxes
As a limited liability company, we are treated as a partnership for U.S. federal and state income tax purposes and therefore, we are not
subject to U.S. federal or state income taxes. Our taxable income (loss) is reported to our members for inclusion in their individual tax
returns. The income tax that we incurred results from Canadian federal and provisional income taxes as well as withholding tax
required on the royalty and interest income received from our Canadian subsidiary. For the first quarter of 2013, we had foreign
income tax expense of $0.7 million compared to $0.4 million for the first quarter of 2012.
Liquidity and Capital Resources
Our primary liquidity requirements are for debt service, working capital and capital expenditures. We have historically funded these
requirements through internally generated operating cash flow. In order to support the growth in our working capital requirements
related to our expanding international and LE/Commercial businesses, on September 29, 2011, we entered into a Credit Agreement with
Wells Fargo Capital Finance, LLC. Under the terms of the Credit Agreement, senior secured revolving loans are available up to $50.0
million, inclusive of $20.0 million available for letters of credit. Revolving loans are subject to, among other things, the borrowing
base, which is calculated monthly based on specified percentages of eligible accounts receivable and inventory and specified values of
fixed assets. Under the Credit Agreement, our obligations are secured by a first-priority security interest in substantially all of our
assets, including accounts receivable, inventory and certain other collateral. The Credit Agreement matures on September 28, 2016.
Borrowings under the Credit Agreement bear interest at a variable rate based on the London Inter-Bank Offer Rate (“LIBOR”), the
Canadian Banker’s Acceptance Rate or the lender’s prime rate, as defined in the Credit Agreement, plus a spread. The interest rate
spread on borrowing varies based on both the rate option selected and our quarterly average excess availability under the Credit
Agreement.
The Credit Agreement limits our ability to incur additional indebtedness, make investments or certain payments, pay dividends and
merge, acquire or sell assets. On March 22, 2013, we entered in to Amendment No. 2 to the Credit Agreement, whereby, among other
things, the lenders under the Credit Agreement consented to the transactions pursuant to the Unit Repurchase Agreement. For additional
information about this transaction, see “Note 6 — Colt Defense LLC Accumulated Deficit” in this Form 10-Q.
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In addition, certain covenants would be triggered if excess availability were to fall below the specified level, including a fixed charge
coverage ratio requirement. Excess availability is determined as the lesser of our borrowing base or $50.0 million, reduced by
outstanding obligations under the Credit Agreement and trade payables that are more than 60 days past due. The Credit Agreement
contains customary events of default. As of March 31, 2013, we were in compliance with all covenants and restrictions under the
Credit Agreement. Letters of credit outstanding under the Credit Agreement were $1.9 million at March 31, 2013.
On November 10, 2009, Colt Defense LLC and Colt Finance Corp, our 100%-owned subsidiary, jointly and severally co-issued $250
million of unsecured senior notes. The Senior Notes bear interest at 8.75% and mature November 15, 2017. Interest is payable semiannually in arrears on May 15 and November 15. We issued the Senior Notes at a discount of $3.5 million from their principal value.
This discount is being amortized as additional interest expense over the life of the indebtedness. No principal repayments are required
until maturity.
The Senior Notes are not guaranteed by any of our subsidiaries and do not have any financial condition covenants that require us to
maintain compliance with any financial ratios or measurements on a periodic basis. The Senior Notes do contain non-financial
condition covenants that, among other things, limit our ability to incur additional indebtedness, enter into certain mergers or
consolidations, incur certain liens and engage in certain transactions with our affiliates. In addition, the indenture restricts our ability
to pay dividends or make other Restricted Payments (as defined in the indenture) to our members, subject to certain exceptions. Such
restrictions are not expected to affect our ability to meet our cash obligations for the next 12 months. The indenture does not restrict
the ability to pay dividends or provide loans to the Parent or the net assets of our subsidiaries, inclusive of the co-issuer, Colt Finance
Corp. Additionally, the Senior Notes contain certain cross default provisions with other indebtedness if such indebtedness in default
aggregates to $20.0 million or more.
Our cash used in or provided by operating activities is generally a reflection of our operating results adjusted for non-cash charges or
credits such as depreciation and amortization and changes in working capital including accounts receivable and our investment in
inventory. Changes in accounts receivable and inventory can cause significant fluctuations in our cash flow from operations. U.S.
Government receivables are generally collected within 20 days. Payment terms for international orders are negotiated individually
with each customer. As a result, international receivables tend to experience a longer collection cycle. However, LE/Commercial
receivables are generally collected within 10 days as distributors take advantage of payment terms. To date, we have not experienced
any significant credit losses.
Our renewed emphasis on the international and Commercial/LE markets have caused increased fluctuations and an overall increase in
our inventory levels. Certain large international orders tend to ship upon completion of large production runs, which can cause greater
fluctuations in our inventory levels. In addition, we need to maintain higher inventory levels to support our expanded product lines.
Historically, tax distributions to our members have been made in amounts equal to 45% of our taxable income, as defined, for the
applicable period. Our Governing Board may also declare other distributions to our members from time to time. In addition, our cash
requirements and liquidity could be impacted by potential acquisitions.
At March 31, 2013, we had cash and cash equivalents totaling $18.0 million. We believe that our existing cash balances, Credit
Agreement availability and forecasted operating cash flows are sufficient to meet our obligations for the next twelve months. We are
not aware of any significant events or conditions that are likely to have a material impact on our liquidity.
Cash Flows
The following table sets forth our consolidated cash flows for the three month ended March 31, 2013 and April 1, 2012, respectively
($ in millions):
Three Months Ended
March 31, 2013
April 1, 2012

Cash used in operating activities
Cash used in investing activities
Cash used in financing activities

$

(9.0)
(1.3)
(14.0)

$

(4.9)
(0.5)
(3.7)

Cash Flows Provided by Operating Activities
Net cash used by operating activities for the three months ended March 31, 2013 was $9.0 million, compared to net cash used by
operations of $4.9 million for the three months ended April 1, 2012. Although we had net income of $5.1 million in the first quarter
of 2013 compared to a net loss of $7.1 million in the first quarter of 2012, our favorable income variance was more than offset by
significantly higher funding requirements for operating assets and liabilities in the first quarter of 2013.
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During the first three months of 2013, we used $15.7 million of cash to fund changes in operating assets and liabilities as compared to
$1.2 million used to fund changes in operating assets and liabilities during the first three months of 2012. In the first quarter of 2013,
we used $15.6 million to fund an increase in accounts receivable, primarily due to a large international shipment in late March.
Increasing sales volume drove a $6.2 million increase in inventory. This use of cash was partially offset by a $7.2 million increase in
accounts payable and accrued expenses, which was mainly due to a volume-related increase in accounts payable and additional
accrued interest on our debt due to the timing of our semi-annual payments.
In the first quarter of 2012, we used $1.2 million to fund changes in operating assets and liabilities. Accounts receivable increased
$1.6 million, mainly due to higher international receivables, which tend to have a longer collection period. The increase in accounts
receivable was partially offset by a $0.3 million decrease in inventory.
Cash Flows Used in Investing Activities
Net cash used in investing activities for both periods presented were principally for capital expenditures. Capital expenditures for the
three months ended March 31, 2013 were $1.3 million compared to $0.6 million for the three months ended April 1, 2012. In both
years, capital expenditures were primarily for new product production and capacity expansion. We expect our full-year capital
expenditures for 2013 to be approximately $5.0 — $7.0 million, which is an increase from our 2012 capital expenditure level. This
anticipated increase reflects the additional investment required to support higher production levels.
Cash Flows Used in Financing Activities
In the first quarter of 2013, we used $14.0 million of cash to repurchase all of our common units held by the Blackstone Funds. In
2012, net cash used in financing activities was primarily to fund a $3.3 million distribution to our members. In the first three months
of 2012, we also used $0.3 million to make payments on our capitalized leases.
Backlog
Because a substantial portion of our business is of a build-to-order nature, we generally have a significant backlog of orders to be
shipped. Our backlog increased by 55% from $165.9 million at December 31, 2012 to $256.4 million at March 31, 2013, primarily
due to strong international and Commercial/LE bookings in the first quarter. We expect approximately 98% of our backlog of orders
as of March 31, 2013 to be shipped over the next twelve months.
Recently Issued Accounting Standards
Reporting of Amounts Reclassified Out of Accumulated Other Comprehensive Income - In February 2013, the Financial Accounting
Standards Board (“FASB”) issued ASU 2013-02, which requires disclosure of significant amounts reclassified out of accumulated
other comprehensive income by component and their corresponding effect on the respective line items of net income. This guidance is
effective for the Company beginning in the first quarter of 2013. The adoption of ASU 2013-02 only impacted disclosure requirements
and did not have any effect on our operating results or our financial condition.
Critical Accounting Policies and Estimates
The preparations of our financial statements requires us to make estimates and assumptions that affect the reported amounts of assets
and liabilities at the date of the financial statements and the reported amounts of income and expenses during the reporting period. The
Company reaffirms the significant accounting policies as disclosed in Note 2 of the Notes to the Consolidated Financial Statements in
our Annual Report on Form 10-K for the fiscal year ended December 31, 2012, which was filed with the Securities and Exchange
Commission on March 26, 2013.
Contractual Obligations
As of March 31, 2013, there have been no material changes to our contractual obligations outside the ordinary course of our business
since December 31, 2012.
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Foreign Currency Exposure
We are subject to foreign currency exchange risks relating to receipts from customers, payments to suppliers and some intercompany
transactions. As a matter of policy, we do not engage in currency speculation and therefore, we have no derivative financial
instruments to hedge this exposure. In our Statements of Operations, we reported foreign currency losses of $0.1 million for the three
months ended March 31, 2013 and foreign currency gains of $0.1 million for the three months ended April 1, 2012. The foreign
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currency amounts reported in the Statement of Operations may change materially should our international business continue to grow
or if changes in the Canadian dollar or Euro versus the U.S. dollar fluctuate materially.
Interest Rate Exposures
We had no variable rate debt outstanding at March 31, 2013.
ITEM 4. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures
Management, including our Chief Executive Officer, Chief Financial Officer and Vice President of Finance and Administration, has
evaluated the effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities
Exchange Act of 1934 (“Exchange Act”), as amended), as of March 31, 2013. Based on such evaluation, they have concluded that as
of such date, our disclosure controls and procedures are effective, in all material respects, and designed to provide reasonable
assurance that information required to be disclosed by us in reports that we file or submit under the Exchange Act is recorded,
processed, summarized and reported within the time periods specified in applicable SEC rules and forms.
In designing and evaluating our disclosure controls and procedures, management recognizes that any control, no matter how well
designed and operated, can provide only reasonable, not absolute, assurance of achieving the desired control objectives. Due to
inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that misstatements due to error or
fraud will not occur or that all control issues and instances of fraud, if any, within the Company have been detected.
Changes in Internal Control Over Financial Reporting
There were no changes in our internal control over financial reporting during the first quarter of 2013 that have materially affected or
are reasonably likely to materially affect our internal control over financial reporting.
PART II. OTHER INFORMATION
Item 1.

Legal Proceedings

We are involved in various legal claims and disputes in the ordinary course of our business. As such, we accrue for such liabilities
when it is both (i) probable that a loss has occurred and (ii) the amount of the loss can be reasonably estimated in accordance with
ASC 450, Contingencies. Our management evaluates, on a quarterly basis, developments affecting various legal claims and disputes
that could cause an increase or decrease in the amount of the liability that has been previously accrued. It is possible that we could
incur losses in excess of any amounts accrued. While management does not anticipate any such loss would have a material adverse
impact on the our consolidated financial position; however, it is possible that the final outcome could have a material impact on the
Company’s results of operations or cash flows in any given period.
Item 1A.

Risk Factors

In addition to the information set forth in this report, you should carefully review and consider the information discussed in
Part I, Item 1A. “Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2012, which could materially
affect our business, financial condition or future results. These are not the only risks facing our Company. Additional risks and
uncertainties not currently known to us or that we currently deem immaterial also may materially adversely affect our business,
financial condition or future results.
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Item 6. Exhibits
The following list of exhibits includes exhibits submitted with this Form 10-Q as filed with the Securities and Exchange Commission
and those incorporated by reference to other fillings.
10.1

Amendment of Commercial Rifle MOU, by and between Colt Defense LLC and Colt’s Manufacturing LLC, dated
April 26, 2013*

31.1

Certification of Gerald R. Dinkel pursuant to Section 302 of the Sarbanes-Oxley Act of 2002*

31.2

Certification of Scott B. Flaherty pursuant to Section 302 of Sarbanes-Oxley Act of 2002*

31.3

Certification of Leslie S. Striedel pursuant to Section 302 of the Sarbanes-Oxley Act of 2002*

101.INS

XBRL Instance Document**

101.SCH

XBRL Taxonomy Extension Schema Document**

101.CAL

XBRL Taxonomy Extension Calculation Linkbase Document**

101.DEF

XBRL Taxonomy Extension Definition Linkbase Document**

101.LAB

XBRL Taxonomy Extension Label Linkbase Document**

101.PRE

XBRL Taxonomy Extension Presentation Linkbase Document**

*
**

Filed electronically herewith
Furnished and not filed herewith

Notes to Exhibits List:
Attached as Exhibit 101 to this report are the following formatted in XBRL (Extensible Business Reporting Language):
(i) Consolidated Balance Sheets at March 31, 2013 and December 31, 2012, (ii) Consolidated Statements of Operations for the three
months ended March 31, 2013 and April 1, 2012, (iii) Consolidated Statements of Comprehensive Loss for the three months ended
March 31, 2013 and April 1, 2012, (iv) Consolidated Statements of Cash Flows for the three months ended March 31, 2013 and
April 1, 2012 and (v) Notes to the Consolidated Financial Statements. In accordance with Rule 406T of Regulation S-T, the XBRL
related information in Exhibit 101 to this Quarterly Report on Form 10-Q shall not be deemed to be “filed” for purposes of Section 18
of the Exchange Act, or otherwise subject to the liability of that section, and shall not be part of any registration statement or other
document filed under the Securities Act or the Exchange Act, except as shall be expressly set forth by specific reference in such filing.
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Signatures
Pursuant to the requirements of the Securities Act of 1934, the registrants have duly caused this report to be signed on its behalf by the
undersigned, hereunto duly authorized, in West Hartford, Connecticut, on the 1st day of May, 2013.
COLT DEFENSE LLC
COLT FINANCE CORP.
By: /s/ Scott B. Flaherty
Scott B. Flaherty
Senior Vice President and Chief Financial Officer
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Exhibit 10.1
Amendment of Commercial Rifle MOU (the “Agreement” or the “Amendment”)
Effective Date: May 1, 2013
Preamble: In order to preserve continuity of business beneficial to both companies, Colt Defense LLC (“Colt Defense” or “CD”) and
Colt’s Manufacturing LLC (“CMC”) wish to extend the current commercial sales relationship for a period of time necessary to
conclude a more permanent agreement governing the sale of Colt Defense rifles in the commercial market.
The Original MOU remains in effect with the following changes:
1.
Term. The Original MOU is extended through December 31, 2013. After that date, either party may terminate the
Agreement (the original MOU as amended by this Amendment) without cause on not less than 90 days written notice to the other.
Unless terminated by either party giving at least 90 days notice to the other, the Agreement shall continue in force on a month-tomonth basis after December 31, 2013, subject to either party having a right to terminate on not less than 90 days prior written notice.
If either New Colt Holding Corp. or CMC enter into a definitive agreement to sell the business to a third party, CD shall have the right
to terminate this agreement and cease supplying Rifles on 60 days prior written notice. For the avoidance of doubt, a financing that
does not involve (a) a change of control or (b) a competitor of CD shall not be deemed to be selling the business to a third party
referred to above.
2.
Law Enforcement Sales. Commencing as of May 1, 2013: (a) CD will pay CMC 5% of the distributor price of each Colt
rifle shipped to law enforcement distributors, except for rifles as to which CD can provide proof that the rifle actually was sold by the
distributor to a law enforcement agency. Such payment or proof shall not be required with respect to any rifle drop shipped by Colt
Defense to a law enforcement agency; and (b) CD may not directly sell “commercial” non-military Rifles under the Colt brand to
individual law enforcement officers, first responders and military personnel.
3.
Audit Rights. CMC shall have audit rights with respect to CD to confirm the amount and value of Colt rifles shipped by
CD, after April 30, 2013, by customer, to distributors and to law enforcement agencies and to confirm that CD has not breached
Section 2. CD shall have audit rights with respect to CMC’s sale of Rifles after April 30, 2013 and the payment to CD of amounts
owed arising from such sales. Each side will hold all information disclosed during the audit confidential and will use it only for
purposes of the audit and the confidential enforcement of this Agreement. Audits will be conducted by an independent third party (it
being agreed that Almeda Corp. is not an independent third party).The party seeking to audit the other shall bear the cost of the audit
and shall give not less than 30 days prior written notice of the audit, and during the course of the audit shall not disrupt the business
and operations of the party being audited. A party being audited by the other pursuant to this paragraph will cooperate with the auditor
(s) in good faith.
4.
Product Service. The parties will confer in good faith and arrive at a formula for the equal division of the actual average
costs associated with customer service and product service work on all Rifles produced

by CD beginning May 1, 2013, and CD will reimburse CMC for its share; or alternatively, the parties can mutually agree that CD will
assume responsibility for product service with respect to Rifles produced by CD. In the event that the Parties are unable to reach
agreement within 30 days of the commencement of good faith discussions, the determination of actual average costs shall be
determined by a mutually agreeable party, whose determination shall be final and binding.
5.
Indemnity. In addition to all other rights of indemnification they may have, CD, for itself, its successors and assigns, shall
indemnify and hold CMC harmless from any and all foreseen and unforeseen liabilities to third parties, including any claim, damage,
loss, expense or other injury (including reasonable attorney’s fees and other fees and costs) (collectively, “Losses”), arising during or
after the term of this Agreement in any way arising out of CD’s activities hereunder, including, without limitation, any actual or
alleged (i) breach or violation by CD of this Agreement; (ii) defect in any Rifle sold pursuant to this Agreement, or its packaging,
whether latent or patent, including failure of a Rifle or its packaging, distribution, promotion, sale or exploitation to meet any Federal,
state or local laws or standards; (iii) claim by any and all employees or subcontractors permitted by CD to produce or participate in the
production of the Rifles; and (iv) improper reproduction or use of CMC’s trademarks or of any copyright, service mark, confidential
information and privacy, publicity or other rights.
CMC, for itself, its successors and its assignees, agrees to indemnify and hold CD harmless from and against any and all
foreseen and unforeseen Losses, arising during or after the term of this Agreement in any way arising out of or connected with a claim
that CD’s use of any CMC or New Colt Holding Corp. trademark infringes on the rights of any other party or any actual or alleged
breach or violation by CMC of this Agreement.
Each party shall give the other party prompt written notice of any claim that is, or, is reasonably likely to become an
indemnification obligation under this Section 5 (each, a “Claim”). The failure to give such notice in a timely fashion shall not reduce
the indemnification obligations of the party required to provide indemnity under this Section 5 (the “Indemnifying Party”), except
where such failure is on the part of the party entitled to receive indemnification (the “Indemnified Party”), and such failure prejudices
the defense to be provided by the Indemnifying Party in a material respect. The Indemnifying Party shall provide and control, at its
own expense, and with counsel of its choosing, the defense of all Claims. Should the Indemnifying Party refuse or fail to defend a
Claim, then the Indemnified Party shall choose counsel and control the defense of such Claim, at the expense of the Indemnifying
Party. Should the Indemnifying Party timely assume the defense of a Claim, the Indemnified Party may, at its option, participate in
such defense, with counsel of its own choosing and at its own expense. Neither party may settle or compromise a Claim without the
prior written consent of the other party, such consent not to be unreasonably withheld or delayed.
CMC and Colt Defense will each furnish proof of $5 million of insurance coverage.
6.
Management of Commercial Sales Channel. CD shall use commercially reasonable efforts to sell Rifles and will continue to
manage the commercial sales channel for its rifles, including marketing, advertising, and payment of representatives. Allocation of
rifles will be the responsibility of Colt Defense.

7.
Quality Approvals. CD will use commercially reasonable efforts to protect the integrity of the Colt brand and its image in
the marketplace. The CEOs of CD and CMC will communicate on a regular basis with respect to such protection. In addition to all of
New Colt Holding Corp’s rights under the License Agreement of December 19, 2003, CMC’s purchases of any Rifle under this
Agreement shall be in accordance with applicable law, including the UCC.
8.
Amendment to Certain Other Agreements. The Intercompany Services Agreement and the sublease between CMC and CD
are hereby extended on the same terms and conditions until March 31, 2014.
9.
Other Brands. CD or its subsidiaries or affiliates will give CMC at least 60 days prior notice before advertising, marketing,
or selling a Rifle in the U.S. commercial market under any brand other than Colt.
10.
Sales prior to May 1, 2013. CD waives all rights to payments under the original MOU based on sales by CMC of Rifles not
manufactured by CD for the Term of the original MOU. CMC waives all right to payments from CD based on sales by CD outside the
markets permitted to it under the License Agreement of December 19, 2003, and the original MOU, for the period up to and including
April 30, 2013.
11.
Other. “Rifles” as used in the Agreement are limited to firearms built on an AR-15 platform. Unless otherwise expressly
defined herein, terms shall have the meanings ascribed to them in the original MOU. In the event of a conflict between the terms of
this Amendment and the original MOU, the terms of this Amendment shall control. Nothing in this Amendment shall be deemed to
restrict, limit or otherwise narrow the rights and remedies of New Colt Holding Corp. under the License Agreement, dated as of
December 19, 2003. This Amendment together with the original Commercial Rifle MOU are each legally binding and enforceable
agreements of each party hereto.
Agreed to this 26th day of April, 2013.
COLT DEFENSE LLC

COLT’S MANUFACTURING COMPANY LLC

By: /s/ Gerald Dinkel
Gerald Dinkel
CEO

By: /s/ Dennis Veilleux
Dennis Veilleux
CEO

NEW COLT HOLDING CORP.
By: /s/Donald Zilkha
Name: Donald Zilkha

Exhibit 31.1
Certification of Chief Executive Officer
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
I, Gerald R. Dinkel, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Colt Defense LLC and Colt Finance Corp;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and we have:
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared;
b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation;
and
c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) than has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):
a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal control over financial reporting.
Date: May 1, 2013
/s/ Gerald R. Dinkel
Gerald R. Dinkel
President and Chief Executive Officer
1

Exhibit 31.2
Certification of Chief Financial Officer
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
I, Scott B. Flaherty, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Colt Defense LLC and Colt Finance Corp;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and we have:
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared;
b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation;
and
c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) than has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):
a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal control over financial reporting.
Date: May 1, 2013
/s/ Scott B. Flaherty
Scott B. Flaherty
Senior Vice President and Chief Financial Officer
1

Exhibit 31.3
Certification of Vice President of Finance and Administration
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
I, Leslie S. Striedel, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Colt Defense LLC and Colt Finance Corp;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and we have:
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared;
b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation;
and
c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) than has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):
a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal control over financial reporting.
Date: May 1, 2013
/s/ Leslie S. Striedel
Leslie S. Striedel
Vice President of Finance and Administration
1

coltdef-20130331.xml

coltdef-20130331.xsd

coltdef-20130331_cal.xml

coltdef-20130331_def.xml

coltdef-20130331_lab.xml

coltdef-20130331_pre.xml

