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While we were pleased to report year-over-year revenue growth, 2006 proved to be a challenging year for 

our Company and for our industry overall. In our primary business segment of motorized recreational 

vehicles, wholesale shipments and retail sales fell for the second consecutive year and overshadowed 

gains made in the towable segment of our business. We reported revenue of $1.3 billion in 2006, 

including $208.6 million in R-Vision revenue, an overall increase of 5 percent compared to 2005. 

As we look back on 2006, despite the challenging motorized markets, we accomplished a great deal 

that is benefiting us now and will continue to reward us for years to come.

Plant Reconfigurations and Consolidations

During 2006, we made a decision to manufacture all of our high-end motorized products in Oregon, 

and our mid- to low-priced products in Indiana. By shifting some models between our two manufactur-

ing locations, we have been able to gain efficiencies in production, purchasing and engineering. These 

changes have also made it easier for us to adjust our production run rates and mix of similarly priced 

models to meet wholesale and retail demand. This, in turn, helps to keep our inventories, as well as 

our dealer partners’ inventories, in check. We are confident that the long-term benefits from this 

reorganization will far outweigh our investment.

We also examined all of our sub-assembly operations to uncover areas that could be consolidated and 

improved in response to our lower production run rates. The Company combined its two Oregon 

fiberglass operations into one unit, and the two wood shops into one. We also moved our solid surface 

production to our main complex in Coburg, Oregon. These moves allow us to better utilize our 

remaining facilities yielding significant benefits in efficiency and product quality. 

Product Development and Innovation

Product development and innovation have been the primary drivers of our Company’s growth and 

success throughout the years. In 2006, we renewed our commitment to leading the industry in this 

area and to that end, we recently introduced new value-priced models in all our product segments, 

Class A, B, and C vehicles, as well as towables. These new products received excellent reviews by our 

dealers at our industry trade show in late 2006, and we are confident that these less expensive models 

will help us gain additional shelf space throughout our dealer network, as well as attract customers 

earlier in the RV buying cycle. We believe this will result in increased market share for the Company 

not only in the short-term, but also in the long-term as these new customers work their way up the 

Monaco Coach Corporation product line.

TO OUR FELLOW STOCKHOLDERS:

PICT UR ED ON LEF T:
Kay L. Toolson

Chairman of the Board and CEO

PICT UR ED ON RIGHT:
John W. Nepute

President
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Hear what our owners have to say:

“It is difficult to 
adequately convey 

how grateful I feel to have chosen a 
Monaco Coach Corporation product.” 

Gary, Cleone & 
Buster Crooks 
Golden, CO

“The Monaco Coach Corp. people are 
excellent, stand behind their product…  

and I don’t think 
every manufacturer 
can say that.”

PICTURED ABOVE  :

A convenient entertainment center  

with built-in desk is available in several  

of our towable floorplans and takes  

advantage of the interior layout to increase  

spaciousness inside the unit. 

PICTURED AT RIGHT:

The comfortable captain’s chairs help you 

relax and take in the scenery wherever your 

journey takes you. Overhead there is even 

more to like thanks to a 32" LCD TV  

and home theater system. 

PICTURED AT BOTTOM :

A luxurious and contemporary new interior. 

Natural cherry flat panel cabinetry,  

tile floors, designer fabrics and frosted  

glass all add to the elegance.

Jim Kussy 
Via email
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Towables

With the R-Vision acquisition in late 2005 and the increased importance towables are having on our 

results, we decided to run this segment as a totally separate business unit. With management, product 

development and engineering teams exclusively devoted to towables, we are seeing a lot of new and 

innovative ideas coming from this group. Our new Dodge-branded fifth wheel and travel trailers are a 

good example. We also introduced new lightweight and low cost models for the Holiday Rambler, 

McKenzie and R-Vision lineups. And we are improving our West Coast distribution of these towable 

products through the utilization of a new assembly line in our Oregon plant. 

Strengthening Dealer Partner Relationships

In 2006, we fine-tuned our dealer franchising program making it more flexible and dealer friendly. 

When our Company launched its Franchise for the Future program in 2005, it was the first in the 

industry. It was designed to help our dealers sell more Monaco Coach Corporation motorhomes more 

profitably, by capitalizing on customer admiration and recognition of our brands in the marketplace. 

We also launched Monaco Financial Services (MFS) in combination with GE Capital Solutions and 

GE Consumer Finance. MFS allows us to work closely with our dealers to provide wholesale flooring 

for their inventory, make retail financing to their customers more affordable and create a revenue 

stream for our Company.

Motorhome Resorts Properties 

Offering luxury resort properties to owners of upscale recreational vehicles is another way we are 

expanding our market opportunities. The resorts feature amenities comparable to other five-star prop-

erties, including clubhouses, swimming pools, tennis courts, golf courses and restaurants. 

Our two luxury motorhome resorts, Outdoor Resorts of Las Vegas and Outdoor Resorts Motorcoach 

Country Club located in Indio, California, are now fully developed and will be substantially sold out 

by the end of the second quarter of 2007. The Company currently has two additional properties in the 

early stages of development near La Quinta, California, and in Naples, Florida. We expect to be able 

to offer lots for sale in the first quarter of 2008. And as opportunities present themselves, we hope to 

expand this segment of our business even further. 

Chassis Joint Venture

In early 2007, we entered into a joint venture with International Truck and Engine Corporation, the 

principal operating unit of Navistar International. This manufacturing venture brings significant 

“Driving Your Dream”

Monaco motorhomes have long been 
associated with exceptional performance 
and luxury. This sense of style and  
performance has been incorporated 
throughout our diesel product lineup 
and leads the way for our gas products. 
Recognized as a premium brand, 
Monaco is driven to provide the highest 
quality, most elegant motorhomes on 
the road. 

“This is Living”

For over 50 years, Holiday Rambler has 
been an RV industry innovator, from 
the use of aluminum framing to the 
introduction of kitchen slide-out rooms. 
The brand’s broad range of products, 
from value-priced to high-end towables 
and from modestly priced gas through 
beautiful diesel motorhomes, Holiday 
Rambler has always appealed to a wide 
range of owners, from families to retirees. 

“Different by Design”

The Beaver brand has become synony-
mous with magnificent interiors, boasting 
some of the RV industry’s most lavish 
features and plush materials. World-
renowned for its handcrafted woodwork 
and cabinetry, Beaver motorhomes 
appeal to the senses. Beaver focuses and 
delivers in the high end of the diesel 
motorhome market. 
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“We’ve had great 
success with our 

motorhome. If you like to travel and see 
the country, a Monaco motorhome makes 
it easy—you’ve got your pet, your food, 
your own bed.”

Jan Williams  
Midwest City, OK

France Betten, NJ

“We decided on Monaco Coach Corporation 
for three reasons: the product, the company’s 

employees and the family 
of Monaco owners.”
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benefits and opportunities to our Company. The agreement consolidates all of our diesel chassis  

production into the joint venture, which will improve operations and efficiencies and significantly 

enhance our buying and cost structure. It also provides opportunities to grow our chassis manufacturing 

business beyond the RV market, expanding into areas such as school bus and other commercial fleets. 

However, our proprietary Roadmaster motorhome chassis will continue to be exclusively available to 

Monaco Coach Corporation’s family of diesel motorhomes. We will continue to manufacture the best 

motorhome chassis in the RV industry.

Focus on Quality and Service

Reflecting our commitment and dedication to manufacturing quality, customer service and innovation, 

Monaco Coach Corporation received the prestigious 2006 RVDA Quality Circle Award. We are 

extremely pleased to have been selected for this highly coveted industry award recognizing top  

performing manufacturers according to RVDA’s annual Dealer Satisfaction Index survey. 

We will strive to continue to deliver an outstanding level of service and quality of products to our 

dealer partners and our mutual customers and are confident that the steps we have taken to strengthen 

the Company in 2006 will show continuing benefits and growth throughout 2007 and beyond. 

Discipline

Our focus on production levels assisted the Company in keeping our balance sheet and liquidity 

strong. Cash flows generated by operating activities allowed us to reinvest in our business, pay dividends 

to our stockholders and reduce debt by almost $30 million. 

In the face of these challenges, our accomplishments have taken an enormous amount of effort and 

hard work by everyone connected with Monaco Coach Corporation. We are very proud of our man-

agement team and every one of our 5,400 employees. We also are indebted to our entire Board of 

Directors for their valuable insight and guidance; to our suppliers and dealer partners for our ongoing 

positive relationships; and most of all, we thank you, our stockholders, for your continued support. 

Sincerely,

Kay L. Toolson						      John W. Nepute

Chairman of the Board and Chief Executive Officer		  President 

“Live out loud”

Unique and individual describes Safari 
coaches. The brand has several inno
vative and truly one-of-a-kind models. 
Safari is committed to building on its 
uniqueness and broadening the product 
lineup to include entry-level diesel,  
low-end gas, motorized toy haulers, 
Class C and Class B units. 

“Behind Every Adventure”

McKenzie towables are known for qual-
ity and selection. The brand is broadly 
positioned from the lower priced travel 
trailer segment to the high end of the 
fifth-wheel market. McKenzie features 
industry-leading construction methods 
and materials at every price point.  
As one of the newest editions to the 
Monaco family of brands McKenzie  
is poised for growth. 

R-Vision is an industry leader in the 
lightweight towable market. Towables 
manufactured by R-Vision are accessible 
to the vast majority of RV enthusiasts. 
The Trail-Lite name is recognized as 
one of the best values in the towable 
market. R-Vision’s passion for light-
weight products has carried over to  
its introduction of several successful 
Class B and Class C models. 

TOTAL RV UNIT SALESREVENUES
($ in  mi l l ions)
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The following table sets forth financial data of Monaco Coach Corporation for the years indicated (in thousands of dollars, 
except share and per share data and consolidated operating data):

Fiscal Year

2002 2003 2004 2005 2006

Consolidated Statements of Income Data:
Net sales $1,212,385 $1,158,083 $1,386,269 $1,236,238 $1,297,986
Cost of sales 1,050,270 1,019,423 1,217,457 1,111,468 1,173,443

Gross profit 162,115 138,660 168,812 124,770 124,543
Selling, general, and administrative expenses 86,115 100,709 109,145 113,179 120,465
Plant relocation costs 0 0 0 4,370 269

Operating income 76,000 37,951 59,667 7,221 3,809
Other income, net 105 260 343 255 615
Interest expense (2,752) (2,968) (1,547) (1,820) (4,430)

Income (loss) before income taxes and  
discontinued operations 73,353 35,243 58,463 5,656 (6)

Provision for (benefit from) income taxes,  
continuing operations 28,794 13,220 21,914 1,687 (992)

Income from continuing operations 44,559 22,023 36,549 3,969 986
Income (loss) from discontinued operations,  

net of tax provision (44) 177 156 (1,321) 18

Net income $� 44,515 $� 22,200 $� 36,705 $� 2,648 $� 1,004

Earnings (loss) per common share:
Basic from continuing operations $� 1.55 $� 0.75 $� 1.24 $� 0.13 $� 0.03
Basic from discontinued operations 0.00 0.01 0.01 (0.04) 0.00

Basic $� 1.55 $� 0.76 $� 1.25 $� 0.09 $� 0.03

Diluted from continuing operations $� 1.51 $� 0.74 $� 1.22 $� 0.13 $� 0.03
Diluted from discontinued operations 0.00 0.01 0.01 (0.04) 0.00

Diluted $� 1.51 $� 0.75 $� 1.23 $� 0.09 $� 0.03

Weighted average common shares outstanding:
Basic 28,812,473 29,062,649 29,370,455 29,516,794 29,712,957
Diluted 29,573,420 29,567,012 29,958,646 29,858,036 29,902,830

Cash dividends per common share $� 0.00 $� 0.00 $� 0.20 $� 0.24 $� 0.24

Consolidated Operating Data:
Units sold (includes discontinued operations):

Motor coaches 8,005 7,051 8,199 6,221 5,762
Towables 3,206 2,593 4,621 9,337 19,861

December 28, 
2002

January 3, 
2004

January 1, 
2005

December 31, 
2005

December 30, 
2006

Consolidated Balance Sheet Data:
Working capital $� 114,241 $� 121,231 $� 141,907 $� 127,191 $� 109,806
Total assets 547,417 478,669 540,238 587,467 558,150
Long-term borrowings, less current portion 30,333 15,000 0 34,786 29,071
Total stockholders’ equity 260,627 286,248 319,616 316,732 315,321

Five-Year selected financial data
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management’s discussion and analysis of  
financial condition and results of operations

OVERVIEW

This annual report contains forward-looking statements within the meaning of Section 27A of the Securities Act  
of 1933, as amended, and Section 21E of the Securities Act of 1934, as amended. These statements include without  
limitation those below marked with an asterisk (*). In addition the Company may from time to time make oral forward-
looking statements through statements that include the words “believes,” “expects,” anticipates,” or similar expressions. 
Such forward-looking statements involve known and unknown risks, uncertainties and other factors that may cause 
actual results, performance or achievements of the Company to differ materially from those expressed or implied by 
such forward-looking statements, including those set forth below under “Risk Factors” within Management’s Discussion 
and Analysis of Financial Condition and Results of Operations. The Company cautions the reader; however, that  
these factors may not be exhaustive. 

Background
Monaco Coach Corporation (the “Company”) is a leading manufacturer of premium recreational vehicles including 
Class A, B, and C motor coaches, as well as towable recreational vehicles. The Company also develops and sells luxury 
motorcoach resort facilities. These three operations, while closely tied into the recreational lifestyle, are segmented for 
reporting purposes as the Motorized Recreational Vehicle (MRV) segment, the Towable Recreational Vehicle (TRV) 
segment, and the Motorhome Resort (MR) segment.

Motorized and Towable Recreational Vehicle Segment Products
Our products range in suggested retail price from $45,000 to $600,000 for motor coaches and from $11,000 to $80,000 
for towables. Based upon retail registrations in 2006, we believe we had a 23.8% share of the market for diesel  
Class A motor coaches, a 7.7% share of the market for gas Class A motor coaches, a 16.0% share of the market for  
all Class A motor coaches, a 2.6% share of the market for all Class C motor coaches, a 4.2% share of the market  
for fifth wheel towables and a 4.6% share of the market for travel trailers.

Motorhome Resort Segment
In addition to the manufacturing of premium recreational vehicles, the Company also owns and operates two motor
home resort properties (the “Resorts”), located in Las Vegas, Nevada, and Indio, California. In addition, the Company 
has acquired a piece of property in La Quinta, California, and has a second piece of property in Naples, Florida under 
contract for future developments. The Resorts offer sales of individual lots to owners, and also offer a common interest 
in the amenities at the resort. Lot prices at the two resorts range from $79,900 to $339,900. Amenities at the Resorts 
include clubhouse facilities, tennis, swimming, and golf. The Resorts provide destination locations for premium Class A 
recreational vehicle owners, and help to promote the recreational vehicle lifestyle.

Business Changes
We have conducted a series of acquisitions during our history. Beginning in March 1993, we commenced operations  
by acquiring substantially all of the assets and liabilities of a predecessor company that had been formed in 1968. In 
March 1996, we acquired the Holiday Rambler Division of Harley-Davidson, Inc., a manufacturer of a full line of  
Class A motor coaches and towables. In August 2001, we acquired SMC Corporation, manufacturer of the Beaver and 
Safari brand Class A motorhomes. In November 2002, we acquired from Outdoor Resorts of America (“ORA”) three 
luxury motorcoach resort properties being developed by ORA in Las Vegas, Nevada, Indio, California, and Naples, 
Florida. In September 2003, we sold the property in Naples, Florida. In November of 2005, we acquired R-Vision, Inc., 
R-Vision Motorized, LLC, Bison Manufacturing, LLC, and Roadmaster, LLC, (referred to as “R-Vision”), manufacturers 
of R-Vision, Bison, and Roadmaster motorized and towable products. The R-Vision acquisition was accounted for using 
the purchase method of accounting, through a cash offer on November 18, 2005. All operations of R-Vision have been 
incorporated for the period of November 18, 2005 through December 30, 2006 in the consolidated annual financial 
statements of the Company.
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During the third quarter of 2005, the Company announced the closure of its Royale Coach operations in Elkhart, 
Indiana. Royale Coach produced Prevost bus conversion motor coaches with price points in excess of $1.4 million. 
Royale Coach sold approximately 20 coaches per year and was not a significant portion of the Company’s overall business. 
As of the end of 2006, the Company had sold all remaining assets of Royale Coach. In accordance with Statements  
of Financial Accounting Standards No. 142, “Accounting for Goodwill and Other Intangible Assets” (“SFAS 142”), no 
goodwill amortization has been recorded for any of the Company’s acquisitions for the years of 2004, 2005, or 2006. 
Instead, SFAS 142 requires annual testing of goodwill for impairment at the reporting unit level. We completed our 
annual testing of goodwill during the third quarter of 2006 as required by SFAS 142 and determined that there has 
been no impairment requiring a write-down. See Note 1 of Notes to the Company’s Consolidated Financial Statements.

RESULTS OF OPERATIONS

The following table sets forth our results of continuing operations for the fiscal years ended December 31, 2005, and 
December 30, 2006 (dollars in thousands):

2005 % of Sales 2006 % of Sales $ Change % Change

Net sales $�1,236,238 100.0% $�1,297,986 100.0% $� 61,748 5.0%
Cost of sales 1,111,468 89.9% 1,173,443 90.4% (61,975) (5.6)%

Gross profit 124,770 10.1% 124,543 9.6% (227) (0.2)%
Selling, general, and administrative expenses 113,179 9.2% 120,465 9.3% (7,286) (6.4)%
Plant relocation costs 4,370 0.3% 269 0.0% 4,101 93.8%

Operating income $� 7,221 0.6% $� 3,809 0.3% $�(3,412) (47.3)%

Performance in 2006

Motorized and Towable Recreational Vehicle Segments
The beginning of 2006 began with a temporary upswing in the motorized wholesale markets. Our dealer partners were 
optimistic that the slowdowns in the industry that occurred in 2005 were behind them and, accordingly, they increased 
their orders. However, as the first quarter came to a close and headed into the second quarter, which is usually the  
most robust for motorhome sales, it became evident that the retail markets were still lagging wholesale shipments. As a 
result, the second half of the year, and particularly the third quarter, were below expectations. Similar to the motorized 
segment, the towable segment, which had been very strong in 2005, began to show signs of slowing. The heated pace 
that was in part fueled by the hurricane season of 2005, which resulted in a huge demand for travel trailers, slowed at 
the beginning of the second quarter. Due to these market constraints, we used this opportunity to focus on aligning 
our plants and component facilities to meet lower demands, while still optimizing manufacturing facility utilization.

While 2006 was challenging on several fronts, we worked aggressively to introduce new and innovative products such 
as our full slide options on several models, and a new lower priced front-end diesel motorized coach. We also worked 
with the R-Vision management team to leverage their expertise in low cost manufacturing processes, and introduced 
these processes into our legacy towable plants.

The recreational vehicle industry is extremely competitive, and retail customers have many choices available to them. 
To distinguish ourselves within the industry, we introduced our Franchise For The Future (FFTF) program in June of 
2005. This program is designed to introduce the concept to our dealer partners that our specific brands have intrinsic 
values as a selling tool. To support this, and to encourage our dealers to participate in FFTF, we worked with outside 
marketing consultants to develop brand signage, informational computer kiosks, and brand specific displays that are 
placed within our various independent dealer locations. In 2006, we followed this up with Monaco Financial Services 
(MFS). MFS is a branded financing program from General Electric Commercial Distribution Finance (GECDF) and 
General Electric Consumer Finance (GECF). Through MFS, our dealer partners earn rebates from GECDF and GECF 
for wholesale floor planning, and retail financing for customers. We believe that these concepts, along with other features 
designed to encourage our dealers to focus selling efforts on our various product offerings, will assist them in their sales 
efforts through the strength of improved brand identity.
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Motorhome Resorts Segment
While 2006 was difficult for the recreational vehicle industry, our motorhome resort properties sales and profits were 
strong contributors to our operations. Both our properties in Las Vegas, Nevada and Indio, California continued to 
attract new owners, and we anticipate selling through most of the remaining lots in the first half of 2007.* In addition, 
we expect to develop two new projects, one in southern California and the other in southern Florida during 2007, with 
lots available at these new resorts sometime late in the fourth quarter of 2007, or early 2008.*

2006 Compared With 2005
Net sales increased 5.0% from $1.236 billion in 2005 to $1.298 billion in 2006. Gross diesel motorized revenues were 
down 4.8%, gas motorized revenues were down 25.3%, and towable revenues were up 79.5%. For 2006, gross diesel 
motorized sales accounted for 65.3% of sales, gas motorized sales accounted for 8.2% of sales, and towables accounted 
for 26.6% of sales. For 2005, gross diesel motorized sales accounted for 72.7% of sales, gas motorized sales accounted for 
11.6% of sales, and towables accounted for 15.7% of sales. The Company’s overall average unit selling price decreased 
from $78,000 in 2005, to $50,000 in 2006. The reduction in average selling price resulted from a combination of 
increased sales of the Company’s towable products, the acquisition of R-Vision (which sells predominantly lower priced 
towables) and the sale of 874 lower priced towable products to the Federal Emergency Management Association 
(FEMA) in the first half of 2006.

Gross profit decreased by $227,000 from $124.8 million in 2005 to $124.5 million in 2006 and gross margin decreased 
from 10.1% in 2005 to 9.6% in 2006. Changes in the components of cost of sales are set forth in the following table 
(dollars in thousands):

2005 % of Sales 2006 % of Sales
Change in 
% of Sales

Direct materials $� 769,823 62.3% $� 802,631 61.8% (0.5)%
Direct labor 125,943 10.2% 134,654 10.4% 0.2%
Warranty 28,861 2.3% 38,884 3.0% 0.7%
Other direct 71,525 5.8% 77,154 5.9% 0.1%
Indirect 115,316 9.3% 120,120 9.3% 0.0%

Total cost of sales $�1,111,468 89.9% $�1,173,443 90.4% 0.5%

•	� Direct material decreases in 2006, as a percent of sales, were $6.5 million. This decrease was a result of the 
Company’s purchasing initiatives associated with motorized and towable production. The overall total dollar 
increase in direct materials of $32.8 million was related to sales volume increases.

•	� Direct labor increases in 2006, as a percent of sales, were $2.6 million. This increase was the result of ineffi-
ciencies in our plants as we realigned production facilities to meet demand. The remaining portion of the 
overall total dollar increase of $8.7 million in direct labor was the result of sales volume increases.

•	� Increases in warranty expense in 2006, as a percent of sales, were $9.0 million. These increases were the  
result of higher warranty costs associated with some of our current model year motorized products. The 
remaining portion of the overall total dollar increase in warranty costs of $10.2 million was the result of sales 
volume increases.

•	� Increases in other direct costs in 2006, as a percent of sales, were $1.3 million. This increase was the result of 
increased fuel prices which raised delivery costs. The remaining portion of the overall total dollar increase in 
other direct costs of $4.3 million was the result of sales volume increases.

•	� Indirect costs in 2006, as a percent of sales, were essentially unchanged. The overall total dollar increase of 
$4.8 million was the result of sales volume increases.
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Selling, general, and administrative expenses (S,G,&A) increased by $7.3 million from $113.2 million in 2005 to $120.5 
million in 2006 and increased as a percentage of sales from 9.2% in 2005 to 9.4% in 2006. Increases in spending over 
the prior year, as a percentage of sales, are set forth in the following table (dollars in thousands):

2005 % of Sales 2006 % of Sales
Change in 
% of Sales

Salaries, bonus, and benefit expenses $� 18,521 1.5% $� 24,416 1.9% 0.4%
Selling expenses 42,849 3.4% 41,072 3.2% (0.2)%
Settlement expense 9,635 0.8% 10,000 0.8% 0.0%
Marketing expenses 11,679 1.0% 9,795 0.8% (0.2)%
Other 30,495 2.5% 35,182 2.7% 0.2%

Total S,G,&A expenses $�113,179 9.2% $�120,465 9.4% 0.2%

•	� Increases in salaries, bonus and benefit expenses in 2006 were $5.9 million. This increase was due to the addi-
tion of $3.1 million in wages and salaries associated with the acquisition of R-Vision, as well as to the addition 
of approximately $2.6 million in stock-based compensation expense. The remaining portion of the overall 
total dollar increase was related to increases in management bonus expense.

•	� Decreases in selling expenses in 2006 were $1.8 million. This decrease was due to lower costs for selling  
programs at our dealers’ facilities of $5.1 million, that were offset by higher compensation to our sales staff of 
$3.3 million.

•	� Settlement expense (litigation settlement expense) in 2006 increased by $365,000. The total dollar increase 
was the result of slight increases in the number of litigation cases in 2006 versus 2005.

•	� Decreases in marketing costs in 2006 were $2.6 million. These reductions were the result of savings due to 
lower expenses associated with shows and rallies of $1.0 million, and lower expenses for printing and advertising 
of $823,000.

•	� Increases in other expenses in 2006 were $4.7 million. This increase was due to $2.6 million in costs associated 
with the implementation of our ERP system. The remaining portion of the overall total dollar increase was 
related to variable expenses associated with sales volume increases.

Operating income decreased $3.4 million from $7.2 million in 2005 to $3.8 million in 2006. The Company’s higher 
level of selling, general, and administrative expense as a percentage of sales combined with the decreases in the 
Company’s gross margin, resulted in a decrease in operating margin from 0.6% in 2005 to 0.3% in 2006.

Net interest expense increased from $1.8 million in 2005 to $4.4 million in 2006. This increase was related to higher 
debt levels during 2006. Increases in debt were mostly due to debt incurred with the acquisition of R-Vision. The 
Company’s interest expense included $173,000 in 2005 and $203,000 in 2006 related to the amortization of debt issuance 
costs recorded in conjunction with the Company’s credit facilities.

The Company reported a benefit for income taxes from continuing operations of $992,000, on a pre-tax loss of $6,000, 
for 2006 compared to a provision for income taxes from continuing operations of $1.7 million, on pre-tax income of  
$5.7 million, for 2005. The 2006 tax benefit includes a deferred tax benefit of $367,000 attributable to a change in state 
income tax laws and a tax benefit of $445,000 associated with the reversal of federal and state tax reserves no longer 
required. The 2005 provision included a tax benefit associated with the reversal of federal and state tax reserves no  
longer required of $277,000.
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Net income for 2006 was $1.0 million (including income from discontinued operations of $18,000, net of taxes, related 
to the closure of the Royale Coach facility, and pre-tax charges of $269,000 for the relocation of the Beaver facility) 
compared to net income of $2.6 million in 2005 due to a lower gross margin, and increases in S,G,&A expenses. This 
was partially offset by a decrease in the effective tax rate. The Company did not expense stock options granted in 2005 
and earlier periods, however, if option expensing had been required, the effect on net income for 2005 for all previously 
granted options would have been a decrease of $3.2 million. See Note 16 of the Company’s consolidated financial statements 
for information regarding the calculation of the impact of expensing stock options. The Company has reflected the cost of  
stock-based awards in its results of operations beginning in 2006. 

2006 Versus 2005 for the Motorized Recreational Vehicle Segment
The following table sets forth the results of the MRV segment for the fiscal years ended December 31, 2005, and 
December 30, 2006 (dollars in thousands):

2005 % of Sales 2006 % of Sales $ Change % Change

Net sales $�1,017,766 100.0% $�941,657 100.0% $�(76,109) (7.5)%
Cost of sales 925,014 90.9% 869,110 92.3% 55,904 6.0%

Gross profit 92,752 9.1% 72,547 7.7% (20,205) (21.8)%
Selling, general, and administrative expenses 46,331 4.6% 44,306 4.7% 2,025 4.4%
Corporate overhead allocation 43,148 4.2% 34,172 3.6% 8,976 20.8%
Plant relocation costs 4,370 0.4% 269 0.0% 4,101 93.8%

Operating loss $� (1,097) (0.1)% $�(6,200) (0.6)% $�(5,103) (465.2)%

Total net sales for the MRV segment were down from $1.0 billion in 2005, to $941.7 million in 2006. Gross diesel 
motorized revenues were down 4.8% and gas motorized revenues were down 25.3%. Diesel products accounted for 88.9% 
of the MRV segment’s 2006 gross revenues while gas products were 11.1%. The overall decrease in revenues reflected 
continuing challenges in the marketplace as dealers sought to lower their current inventories because of softened retail 
demand and higher interest costs associated with their floorplan borrowings. Our MRV segment unit sales were down 
7.3% year over year from 6,211 units in 2005 to 5,756 units in 2006. Diesel motorized unit sales were down 3.9% to 
4,297 units and gas motorized unit sales were down 16.2% to 1,459 units. Total average MRV segment unit selling prices 
remained at $165,000 for 2005 and 2006.

Gross profit for 2006 decreased to $72.5 million, down from $92.8 million in 2005, and gross margin decreased from 9.1% in 
2005 to 7.7% in 2006. Changes in the components of cost of sales are set forth in the following table (dollars in thousands):

2005 % of Sales 2006 % of Sales
Change in 
% of Sales

Direct materials $� 638,188 62.7% $�5 91,365 62.8% 0.1%
Direct labor 102,903 10.1% 97,206 10.3% 0.2%
Warranty 24,737 2.4% 29,603 3.1% 0.7%
Other direct 53,944 5.3% 50,278 5.4% 0.1%
Indirect 105,242 10.4% 100,658 10.7% 0.3%

Total cost of sales $�925,014 90.9% $�869,110 92.3% 1.4%
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•	� Direct material increases in 2006, as a percent of sales, were $942,000. This increase was due to changes in the 
mix of products produced in 2006 versus 2005. The overall decrease in total dollars associated with direct 
materials of $46.8 million was due to lower sales volumes in 2006 as compared to 2005.

•	� Direct labor increases in 2006, as a percent of sales, were $1.9 million. This increase was the result of inefficien-
cies in our plants as we realigned production facilities to meet demand. The overall decrease in total dollars 
associated with direct labor of $5.7 million was due to lower sales volumes in 2006 as compared to 2005.

•	� Increases in warranty costs in 2006, as a percent of sales, were $6.6 million. These increases were the result of 
combining production lines and shifting the plant locations where units were built. The remaining impact to 
warranty expense is a result of lower sales volumes in 2006 as compared to 2005.

•	� Increases in other direct costs in 2006, as a percent of sales, were $942,000. This increase was due to increases 
for fuel costs associated with the delivery of our products to our dealers. The overall decrease in total dollars 
associated with other direct costs of $3.7 million was due to lower sales volumes in 2006 as compared to 2005.

•	� Increases in indirect costs in 2006, as a percent of sales, were $2.8 million. The increase in indirect costs are 
related to inefficiencies in our plants as we ran lower production rates in 2006 versus 2005. The overall decrease 
in total dollars associated with indirect costs of $4.6 million was due to lower sales volumes in 2006 as compared 
to 2005.

S,G,&A expenses for the MRV segment increased as a percent of sales due to lower sales levels and increases in selling 
expenses. In addition, in the fourth quarter of 2006 we completed a study on the allocation of corporate overhead, and 
allocated certain costs on an activity basis. These costs are now classified in S,G,&A expense versus corporate over-
head allocation. Prior periods are shown as previously reported as reclassification is impractical. Corporate overhead 
allocation is comprised of certain shared services such as executive, financial, information systems, legal, and investor 
relations expenses.

Plant relocation costs reflect the costs incurred to relocate the Bend, Oregon manufacturing operations to the Coburg, 
Oregon plant. We believe this relocation will ultimately result in improved margins for the Oregon operations.*

Operating loss increased as both a percent of sales and in total dollars due to lower gross margins, which was offset by a 
decrease in S,G,&A and corporate overhead allocation as a percent of sales.

2006 Versus 2005 for the Towable Recreational Vehicle Segment
The following table sets forth the results of the TRV segment for the fiscal years ended December 31, 2005, and 
December 30, 2006 (dollars in thousands):

2005 % of Sales 2006 % of Sales $ Change % Change

Net sales $�185,433 100.0% $�324,342 100.0% $�138,909 74.9%
Cost of sales 174,242 94.0% 292,876 90.3% (118,634) (68.1)%

Gross profit 11,191 6.0% 31,466 9.7% 20,275 181.2%
Selling, general, and administrative expenses 5,603 3.0% 15,323 4.7% (9,720) (173.5)%
Corporate overhead allocation 7,588 4.1% 14,737 4.5% (7,149) (94.2)%

Operating income (loss) $�(2,000) (1.1)% $� 1,406 0.5% $� 3,406 170.3%

Total net sales for the TRV segment were up from $185.4 million in 2005, to $324.3 million in 2006. The overall 
increase in revenues reflected the impact of the R-Vision acquisition in November 2005. Our unit sales were up 112.7% 
in 2006 to 19,861 units. Average unit selling prices declined from $20,000 in 2005 to $17,000 in 2006. The decrease in 
average selling price was mostly due to the full year of sales from R-Vision. Sales of these units are not expected to 
continue in the future.
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Gross profit for 2006 increased to $31.5 million, up from $11.2 million in 2005, and gross margin increased to 9.7% in 2006, 
up from 6.0% in 2005. Changes in the components of cost of sales are set forth in the following table (dollars in thousands):

2005 % of Sales 2006 % of Sales
Change in 
% of Sales

Direct materials $� 119,424 64.4% $� 200,846 61.9% (2.5)%
Direct labor 23,039 12.4% 36,912 11.4% (1.0)%
Warranty 4,124 2.2% 9,281 2.8% 0.6%
Other direct 17,581 9.5% 26,814 8.3% (1.2)%
Indirect 10,074 5.5% 19,023 5.9% 0.4%

Total cost of sales $�174,242 94.0% $�292,876 90.3% (3.7)%

•	� Direct material decreases in 2006, as a percent of sales, were $8.1 million. This decrease was due to the impact 
of a full year of R-Vision products which have a lower material cost as a percentage of sales. The overall 
increase in total dollars associated with direct materials of $81.4 million is the result of the increase of sales 
volumes in 2006 compared to 2005.

•	� Direct labor decreases in 2006, as a percent of sales, were $3.2 million. The decrease in labor was the result of 
the improvements in our facilities from integrating the R-Vision acquisition, and using some of their production 
processes in our legacy plants. The overall increase in total dollars associated with direct labor of $13.9 million 
is the result of the increase of sales volumes in 2006 compared to 2005.

•	� Increases in warranty expense in 2006, as a percent of sales, were $1.9 million. This increase was due to a  
shift in the mix of towables produced. In 2005, there was a large amount of FEMA travel trailer production 
that carried very little warranty cost associated with their sales. The overall increase in total dollars associated 
with warranty costs of $5.2 million is the result of the increase of sales volumes in 2006 compared to 2005.

•	� Decreases in other direct costs in 2006, as a percent of sales, were $3.9 million. This decrease was the result of 
the inclusion of a full year’s sales of R-Vision products, which have a lower direct cost structure than our legacy 
products. The overall increase in total dollars associated with other direct costs of $9.2 million is the result of 
the increase of sales volumes in 2006 compared to 2005.

•	� Increases in indirect costs in 2006, as a percent of sales, were $1.3 million. These increases relate to inefficiencies 
in some of our plants as we reduced output in the second half of 2006. The overall increase in total dollars asso-
ciated with indirect costs of $8.9 million is the result of the increase of sales volumes in 2006 compared to 2005.

S,G,&A expenses for the TRV segment increased as both a percent of sales and in total dollars due to increases in  
selling expenses. In addition, in the fourth quarter of 2006 we completed a study on the allocation of corporate  
overhead, and allocated certain costs on an activity basis. These costs are now classified in S,G,&A expense versus 
corporate overhead allocation. Prior periods are shown as previously reported as reclassification is impractical. 
Corporate overhead allocation is comprised of certain shared services such as executive, financial, information systems, 
legal, and investor relations expenses.

Operating income changed from a loss in 2005 to a profit in 2006 due to higher revenues coupled with improved gross 
margins that were only partially offset by increases in S,G,&A expenses as a percentage of sales.
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2006 Versus 2005 for the Motorhome Resorts Segment
The following table sets forth the results of the MR segment for the fiscal years ended December 31, 2005, and 
December 30, 2006 (dollars in thousands):

2005 % of Sales 2006 % of Sales $ Change % Change

Net sales $� 33,039 100.0% $� 31,987 100.0% $� (1,052) (3.2)%
Cost of sales 12,212 37.0% 11,457 35.8% 755 6.2%

Gross profit 20,827 63.0% 20,530 64.2% (297) (1.4)%
Selling, general, and administrative expenses 7,606 23.0% 8,236 25.8% (630) (8.3)%
Corporate overhead allocation 2,903 8.8% 3,691 11.5% (788) (27.1)%

Operating income $� 10,318 31.2% $� 8,603 26.9% $� (1,715) (16.6)%

Net sales decreased 3.2% to $32.0 million compared to $33.0 million for 2005. Sales of lots in 2006 were impacted by 
newly developed lots not being available until the second half of the year as well as access issues at our Las Vegas  
location due to nearby construction.

Gross profit for the MR segment increased to 64.2% of sales in 2006, compared to 63.0% of sales in 2005. This was the 
result of the sales of higher margined lots in the final phases of the development.

S,G,&A expenses increased due to increases in spending associated with marketing costs. In addition, in the fourth 
quarter of 2006 we completed a study on the allocation of corporate overhead, and allocated certain costs on an activity 
basis. These costs are now located in S,G,&A expense. Prior periods are shown as previously reported as reclassification 
is impractical. Corporate overhead allocation is comprised of certain shared services such as executive, financial, infor-
mation systems, legal and investor relations expenses.

Operating income decreased due to lower sales levels and higher S,G,&A and corporate overhead costs.

2005 Compared with 2004
The following table sets forth our results of operations for the fiscal years ended January 1, 2005, and December 31, 
2005 (dollars in thousands):

2004 % of Sales 2005 % of Sales $ Change % Change

Net sales $�1,386,269 100.0% $�1,236,238 100.0% $�(150,031) (10.8)%
Cost of sales 1,217,457 87.8% 1,111,468 89.9% 105,989 8.7%

Gross profit 168,812 12.2% 124,770 10.1% (44,042) (26.1)%
Selling, general, and administrative expenses 109,145 7.9% 113,179 9.2% (4,034) (3.7)%
Plant relocation costs 0 0.0% 4,370 0.3% (4,370) 0.0%

Operating income $� 59,667 4.3% $� 7,221 0.6% $�(52,446) (87.9)%

Net sales decreased 10.8% from $1.386 billion in 2004 to $1.236 billion in 2005. Gross diesel motorized revenues were 
down 12.7%, gas motorized revenues were down 36.3%, and towable revenues were up 38.5%. For 2005, gross diesel 
motorized sales accounted for 72.7% of sales, gas motorized sales accounted for 11.6% of sales, and towables accounted 
for 15.7% of sales. For 2004, gross diesel motorized sales accounted for 73.8% of sales, gas motorized sales accounted for 
16.1% of sales, and towables accounted for 10.0% of sales. The Company’s overall average unit selling price decreased 
from $107,000 in 2004, to $78,000 in 2005. The reduction in average selling price resulted from a combination of 
increased sales of the Company’s towable products, the acquisition of R-Vision (which sells predominantly lower priced 
towables), and the sale of lower priced towable products to the Federal Emergency Management Association (orders 
added approximately 3,275 sales of units to our towable production in the third and fourth quarters of 2005 combined.
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Gross profit decreased by $44.0 million from $168.8 million in 2004 to $124.8 million in 2005 and gross margin decreased 
from 12.2% in 2004 to 10.1% in 2005. Changes in the components of cost of sales are set forth in the following table 
(dollars in thousands):

2004 % of Sales 2005 % of Sales
Change in 
% of Sales

Direct materials $� 865,822 62.4% $� 769,823 62.3% (0.1)%
Direct labor 139,205 10.0% 125,943 10.2% 0.2%
Warranty 34,126 2.5% 28,861 2.3% (0.2)%
Other direct 66,456 4.8% 71,525 5.8% 1.0%
Indirect 111,848 8.1% 115,316 9.3% 1.2%

Total cost of sales $�1,217,457 87.8% $�1,111,468 89.9% 2.1%

•	� Direct material decreases in 2005, as a percent of sales, were due in part to purchasing initiatives, increases in 
products that have a lower material cost as a percentage of sales (such as for FEMA travel trailers, and our 
resort property lots), as well as increases in the sale of motorcoach resort properties, which have a lower cost of 
sale related to direct materials.

•	� Direct labor increases in 2005, as a percent of sales, were predominantly due to plant inefficiencies caused by 
lower production run rates in 2005 versus 2004.

•	� Decreases in warranty expense in 2005, as a percent of sales, were due mostly to quality improvement projects, 
and improvements in recoveries from vendors for warranty claims.

•	� Increases in combined other direct and indirect costs in 2005, as a percent of sales, were due mostly to ineffi-
ciencies within the plants as a result of reduced plant utilization. In addition, due to higher fuel costs, delivery 
expense for recreational vehicles also increased.

Selling, general, and administrative expenses (S,G,&A) increased by $4.1 million from $109.1 million in 2004 to $113.2 
million in 2005 and increased as a percentage of sales from 7.9% in 2004 to 9.2% in 2005. Increases in spending over 
the prior year, as a percentage of sales, are set forth in the following table (dollars in thousands):

2004 % of Sales 2005 % of Sales
Change in 
% of Sales

Salaries, bonus, and benefit expenses $� 24,348 1.8% $� 18,521 1.5% (0.3)%
Selling expenses 35,896 2.6% 42,849 3.4% 0.8%
Settlement expense 11,045 0.8% 9,635 0.8% 0.0%
Marketing expenses 12,447 0.9% 11,679 1.0% 0.1%
Other 25,409 1.8% 30,495 2.5% 0.7%

Total S,G,&A expenses $� 109,145 7.9% $� 113,179 9.2% 1.3%

•	� Decreases in salaries, bonus, and benefit expenses in 2005 were mostly the result of lower management bonus 
due to reduced profitability of the Company.

•	� Increases in selling expenses in 2005, as a percent of sales, were due to a weaker market in 2005 versus 2004, 
and the implementation of the Company’s “Franchise For The Future” (FFTF) program. As a result, the Company 
increased spending to maintain market share, and to maximize available sales.

•	� Decreases in settlement expense (litigation settlement expense) in 2005 was due to a slight decrease in the 
amount of new cases added, as well as favorable resolutions of cases during the 2005 year.

•	� Decreases in marketing expenses in 2005 were the result of management reducing spending in this area to 
contain costs.

•	� Increases in other expenses were a combination of expenses related to the implementation of the Company’s 
enterprise resource planning (ERP) system, as well as certain fees for consulting services related to the launch 
of the FFTF program.
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Operating income decreased $52.4 million from $59.7 million in 2004 to $7.2 million in 2005. The Company’s higher 
level of S,G,&A expense as a percentage of sales combined with the decreases in the Company’s gross margin, partially 
offset by improved results from our motorhome resort property segment, resulted in a decrease in operating margin from 
4.3% in 2004 to 0.6% in 2005.

Net interest expense increased from $1.5 million in 2004 to $1.8 million in 2005. This increase was related to higher 
debt levels during 2005. Increases in debt were mostly due to debt incurred with the acquisition of R-Vision in the 
fourth quarter of 2005. The Company’s interest expense included $430,000 in 2004 and $173,000 in 2005 related to the 
amortization of debt issuance costs recorded in conjunction with the Company’s credit facilities.

The Company reported a provision for income taxes from continuing operations of $1.7 million, or an effective tax rate 
of 29.8%, for 2005, compared to $22.0 million, or an effective tax rate of 37.5% for 2004. The decrease in the effective 
tax rate was primarily attributable to the impact of lower income levels in 2005, including lower federal and state statu-
tory rates and a larger percentage impact from state income tax credits and other tax benefit items. The provision also 
includes a tax benefit of $277,000 associated with the reversal of federal and state tax reserves no longer required.

Net income for 2005 was $2.6 million (including losses from discontinued operations of $1.3 million, net of taxes, related 
to the closure of the Royale Coach facility, and pre-tax charges of $4.4 million for the relocation of the Beaver facility) 
compared to net income of $36.7 million in 2004, due to a decrease in sales combined with a lower operating margin, 
and increases in S,G,&A expenses. This was partially offset by a decrease in the effective tax rate. The Company did 
not expense stock option grants in 2005 and earlier periods, however, if option expensing had been required, the effect 
on net income for 2005 for all previously granted options would have been a decrease of $3.2 million. See Note 16 of the 
Company’s consolidated financial statements for information regarding the calculation of the impact of expensing stock options. 
The Company has reflected the cost of stock-based awards in its results of operations beginning in 2006.

2005 Versus 2004 for the Motorized Recreational Vehicle Segment
The following table sets forth the results of the MRV segment for the fiscal years ended January 1, 2005, and December 31, 
2005 (dollars in thousands):

2004 % of Sales 2005 % of Sales $ Change % Change

Net sales $�1,234,233 100.0% $�1,017,766 100.0% $�(216,467) (17.5)%
Cost of sales 1,080,972 87.6% 925,014 90.9% 155,958 14.4%

Gross profit 153,261 12.4% 92,752 9.1% (60,509) (39.5)%
Selling, general, and administrative expenses 38,566 3.1% 46,331 4.6% (7,765) (20.1)%
Corporate overhead allocation 51,470 4.2% 43,148 4.2% 8,322 16.2%
Plant relocation costs 0 0.0% 4,370 0.4% (4,370) 0.0%

Operating income (loss) $� 63,225 5.1% $� (1,097) (0.1)% $�(64,322) (101.7)%

Total net sales for the MRV segment were down from $1.234 billion in 2004, to $1.018 billion in 2005. Gross diesel 
motorized revenues were down 12.7% and gas motorized revenues were down 36.3%. Diesel products accounted for 86.2% 
of the MRV segment’s 2005 gross revenues while gas products were 13.8%. The overall decrease in revenues reflected 
continuing challenges in the marketplace as dealers sought to lower their current inventories because of softened retail 
demand and higher interest costs associated with their floorplan borrowings. Our MRV segment unit sales were down 
24.1% year over year from 8,178 units in 2004 to 6,211 units in 2005. Diesel motorized unit sales were down 16.9% to 
4,470 units and gas motorized unit sales were down 37.9% to 1,741 units. Total average MRV segment unit selling prices 
increased to $165,000 for 2005, up from $151,000 in 2004. Increases in average selling prices are mostly the result of 
changes in product mix between diesel and gas motorized coaches.
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Gross profit for 2005 decreased to $92.8 million, down from $153.3 million in 2004, and gross margin decreased from 
12.4% in 2004 to 9.1% in 2005. Changes in the components of cost of sales are set forth in the following table (dollars 
in thousands):

2004 % of Sales 2005 % of Sales
Change in 
% of Sales

Direct materials $� 766,924 62.1% $� 638,188 62.7% 0.6%
Direct labor 122,298 9.9% 102,903 10.1% 0.2%
Warranty 30,058 2.4% 24,737 2.4% 0.0%
Other direct 56,232 4.6% 53,944 5.3% 0.7%
Indirect 105,460 8.6% 105,242 10.4% 1.8%

Total cost of sales $�1,080,972 87.6% $�925,014 90.9% 3.3%

•	� Direct material increases in 2005, as a percent of sales, were mostly due to increases in commodities pricing 
during 2005 for key items such as metals, petroleum products, and lumber materials.

•	� Direct labor increases in 2005, as a percent of sales, were predominantly due to inefficiencies in the production 
lines related to plant consolidations and lower production run rates.

•	� Increases in other direct costs in 2005, as a percent of sales, were due mostly to increases in employee health 
benefits, and delivery expense for the Company’s products.

•	� Increases in indirect costs, as a percent of sales, were due mostly to increased overhead costs per unit within 
the production facilities due to lower run rates in 2005 versus 2004. In addition, employee benefits (related to 
workers’ compensation) and factory supplies increased, causing an overall increase in total dollars spent.

S,G,&A expenses for the MRV segment increased both as a percent of sales and in total dollars due in part to lower 
sales levels and increases in selling expenses. Corporate overhead allocation decreased due to lower management bonus 
levels allocated to the MRV segment as a result of lower profits. Corporate overhead allocation is comprised of certain 
shared services such as executive, financial, information systems, legal, and investor relations expenses.

Plant relocation costs reflect the costs incurred to relocate the Bend, Oregon manufacturing operations to the Coburg, 
Oregon plant. We believe this relocation will ultimately result in improved margins for the Oregon operations.*

Operating income (loss) decreased as both a percent of sales and in total dollars due to lower gross margins, increases 
in S,G,&A expenses and costs of the relocation of the Bend, Oregon operations to the Coburg, Oregon facility.

2005 Versus 2004 for the Towable Recreational Vehicle Segment
The following table sets forth the results of the TRV segment for the fiscal years ended January 1, 2005, and December 31, 
2005 (dollars in thousands):

2004 % of Sales 2005 % of Sales $ Change % Change

Net sales $�129,331 100.0% $�185,433 100.0% $�5 6,102 43.4%
Cost of sales 123,314 95.4% 174,242 94.0% (50,928) (41.3)%

Gross profit 6,017 4.6% 11,191 6.0% 5,174 86.0%
Selling, general, and administrative expenses 4,827 3.7% 5,603 3.0% (776) (16.1)%
Corporate overhead allocation 5,393 4.2% 7,588 4.1% (2,195) (40.7)%

Operating loss $�(4,203) (3.3)% $�(2,000) (1.1)% $� 2,203 52.4%

Total net sales for the TRV segment were up from $129.3 million in 2004, to $185.4 million in 2005. The overall 
increase in revenues reflected both the impact of the R-Vision acquisition in November 2005 as well as strong sales to 
FEMA related to hurricane Katrina. Our unit sales were up 102.1% in 2005 to 9,337 units. Average unit selling prices 
declined from $30,000 in 2004 to $20,000 in 2005. The decrease in average selling price was mostly due to sales of 
lower priced products to FEMA.
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Gross profit for 2005 increased to $11.2 million, up from $6.0 million in 2004, and gross margin increased to 6.0% in 
2005, up from 4.6% in 2004. Changes in the components of cost of sales are set forth in the following table (dollars  
in thousands):

2004 % of Sales 2005 % of Sales
Change in 
% of Sales

Direct materials $� 85,727 66.3% $� 119,424 64.4% (1.9)%
Direct labor 16,908 13.1% 23,039 12.4% (0.7)%
Warranty 4,067 3.2% 4,124 2.2% (1.0)%
Other direct 10,225 7.9% 17,581 9.5% 1.6%
Indirect 6,387 4.9% 10,074 5.5% 0.6%

Total cost of sales $�123,314 95.4% $�174,242 94.0% (1.4)%

•	� Direct material decreases in 2005, as a percent of sales, were mostly due to increased sales of products with 
lower material cost as a percentage of sales (such as for FEMA travel trailers). This improvement was offset by 
higher commodity pricing for metals, petroleum products, and lumber materials.

•	� Direct labor decreases in 2005, as a percent of sales, were predominantly due to higher production run rates in 
our plants in part due to FEMA orders.

•	� Decreases in warranty expense in 2005, as a percent of sales, were due mostly to an improvement in the warranty 
experience on current year models.

•	� Increases in other direct costs in 2005, as a percent of sales, were due mostly to increases in employee health 
benefits and delivery expense for the Company’s products.

•	� Increases in indirect costs in 2005, as a percent of sales, were due mostly to increased overhead costs per unit 
related to FEMA production. In addition, costs of employee benefits (related to workers’ compensation) and 
factory supplies increased, causing an overall increase in total dollars spent.

S,G,&A expenses for the TRV segment decreased as a percent of sales due in part to higher sales levels for which  
additional administrative costs were not incurred. Corporate overhead allocation increased slightly due to higher levels 
allocated to the TRV segment as a result of the growth in this segment. Corporate overhead allocation is comprised of 
certain shared services such as executive, financial, information systems, legal, and investor relations expenses.

Operating loss decreased as both a percent of sales and in total dollars due to improved gross margins and decreases  
in S,G,&A expenses as a percentage of sales.

2005 Versus 2004 for the Motorhome Resorts Segment
The following table sets forth the results of the MR segment for the fiscal years ended January 1, 2005, and  
December 31, 2005 (dollars in thousands):

2004 % of Sales 2005 % of Sales $ Change % Change

Net sales $�22,705 100.0% $� 33,039 100.0% $�10,334 45.5%
Cost of sales 13,171 58.0% 12,212 37.0% 959 7.3%

Gross profit 9,534 42.0% 20,827 63.0% 11,293 118.4%
Selling, general, and administrative expenses 4,194 18.5% 7,606 23.0% (3,412) (81.4)%
Corporate overhead allocation 4,695 20.7% 2,903 8.8% 1,792 38.2%

Operating income $� 645 2.8% $�10,318 31.2% $�9,673 1,499.7%

Net sales increased 45.5% to $33.0 million compared to $22.7 million for 2004. This increase was mostly the result of 
continued strong demand for our resort properties and the need within the industry for quality destination locations for 
RV owners.
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Gross profit for the MR segment increased to 63.0% of sales in 2005, compared to 42.0% of sales in 2004. This was due 
to a heavier absorption of infrastructure costs in earlier phases sold in 2004. These costs were expensed in earlier phases 
due to uncertainties as to the ultimate completion and sale of the entire projects. The result was an improvement in 
the gross margins in the later phases of the developments, and most particularly in 2005.

S,G,&A expenses increased due to real estate commissions paid on the sales of lots. Additional increases were due to 
accruals for profit-sharing payments which will be made to Outdoor Resorts of America upon completion of the project. 
Corporate overhead allocation is comprised of certain shared services such as executive, financial, information systems, 
legal and investor relations expenses.

Operating income increased due to improvements in sales and gross margins that were only slightly offset by higher 
S,G,&A costs.

LIQUIDITY AND CAPITAL RESOURCES

The Company’s primary sources of liquidity are internally generated cash from operations and available borrowings 
under its credit facilities. During 2006, the Company generated cash of $45.3 million from operating activities and had 
a net cash balance of $5.0 million at December 30, 2006. The Company recognized $17.9 million from net income and 
non-cash expenses such as depreciation, amortization, and stock-based compensation. Major sources of cash flows from 
operating activities include a decrease in accounts receivable of $21.1 million, a decrease in inventories of $27.4 million, 
a decrease in resort lot inventories of $1.1 million, an increase in the warranty reserve of $902,000, an increase in deferred 
revenue of $883,000, an increase in accrued expenses and other liabilities of $7.2 million, and a decrease in assets from 
discontinued operations of $4.9 million. The uses of cash in 2006 included an increase of $1.9 million in net deferred 
income tax assets, an increase of $16.3 million in land held for development, an increase of $1.3 million in prepaid 
expenses, a decrease of $5.7 million in trade accounts payable, a decrease of $3.7 million in product liability reserves, 
and an increase in income tax receivables of $6.7 million. Decreases in accounts receivable are mostly the result of 
lower shipments of products near the end of 2006 versus the same period in 2005. Decreases in inventory levels were the 
result of the Company reducing production output in the fourth quarter of 2006, and actively seeking to draw down 
finished goods inventories. Decreases in resort lot inventories are the result of the continued sell through of the Company’s 
resort properties. Increases in warranty reserves were the result of increases in experience for warranty costs on some  
of our current model year products. Increases in deferred revenues are related to revenue associated with Monaco Financial 
Services that the Company accrued during the year and will amortize over the length of the contract with GECDF and 
GECF. Increases in accrued expenses and other liabilities are associated with increases for accruals for promotions and 
advertising. Decreases in assets related to discontinued operations are for the sales of all remaining Royale Coach discon-
tinued products. Increases in net deferred tax assets are due to the reversal of certain tax reserves. Increases in land held 
for sale are related to the purchase of a piece of property in La Quinta, California for a future resort property development. 
Increases in prepaid expenses include increases in prepaid insurance as well as deposits on properties under contract 
related to the resort property projects. Decreases in trade accounts payable relate to the reductions in purchases for  
raw materials near the end of 2006 versus 2005. In 2006, material was brought into the plants prior to the regularly 
scheduled shutdown and was paid for before the end of the year.

On November 18, 2005, the Company amended its credit facilities to borrow $40.0 million of term debt (the “Term 
Debt”) to complete the acquisition of R-Vision. The revolving line of credit remains at $105.0 million. At the end of 
the 2006 year, borrowings outstanding on the revolving line of credit (the “Revolving Loan”) were $2.0 million, and 
Term Debt borrowings were $34.8 million. At the election of the Company, the Revolving Loan and the Term Debt 
bear interest at varying rates that fluctuate based on the Prime rate or LIBOR, and are determined based on the 
Company’s leverage ratio. The Company also pays interest quarterly on the unused available portion of the Revolving 
Loan at varying rates, determined by the Company’s leverage ratio. The Revolving Loan is due and payable in full on 
November 17, 2009 and requires interest payments quarterly. The Term Debt requires quarterly interest payments and 
quarterly principal payments of $1.4 million, with a final balloon payment of $12.9 million due on November 18, 2010. 
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Both the Revolving Loan and Term Debt are collateralized by all the assets of the Company and the credit facilities include 
various restrictions and financial covenants. The Company was in compliance with these covenants at December 30, 
2006. The Company utilizes “zero balance” bank disbursement accounts in which an advance on the line of credit is 
automatically made for checks clearing each day. Since the balance of the disbursement account at the bank returns  
to zero at the end of each day, the outstanding checks of the Company are reflected as a liability. The outstanding 
check liability is combined with the Company’s positive cash balance accounts to reflect a net book overdraft or a net 
cash balance for financial reporting. The cash balance at December 30, 2006 is the cash maintained in the R-Vision 
bank accounts held with a different financial institution and thus not combined with the Company’s net book  
overdraft balance.

In November 2005, the Company obtained a term loan of $500,000 from the State of Oregon in connection with the 
relocation of jobs to the Coburg, Oregon production facilities from the Bend, Oregon facility. The principal and interest 
is due on April 30, 2009. The loan bears a 5% annual interest rate.

The Company’s principal working capital requirements are for purchases of inventory and financing of trade receivables. 
Many of the Company’s dealers finance product purchases under wholesale floorplan arrangements with third parties,  
as described below. At December 30, 2006, the Company had working capital of approximately $109.8 million, a 
decrease of $17.4 million from working capital of $127.2 million at December 31, 2005. The Company has been using 
short-term credit facilities and operating cash flow to finance its capital expenditures.

The Company believes that cash flow from operations and funds available under its anticipated credit facilities will be 
sufficient to meet the Company’s liquidity requirements for the next 12 months.* The Company’s capital expenditures 
were $9.3 million in 2006, which included costs related to additions of automated machinery in many of its production 
facilities, upgrades to its information systems infrastructure, and other various capitalized upgrades to existing facilities. 
The Company anticipates that capital expenditures for all of 2007 will be approximately $10 to $12 million, which 
includes expenditures to purchase additional machinery and equipment in both the Company’s Coburg, Oregon and 
Wakarusa, Indiana facilities, as well as upgrades to existing information systems infrastructures.* The Company may 
require additional equity or debt financing to address working capital and facilities expansion needs, particularly if the 
Company significantly increases the level of working capital assets such as inventory and accounts receivable. The 
Company may also from time to time seek to acquire businesses that would complement the Company’s current busi-
ness, and any such acquisition could require additional financing. There can be no assurance that additional financing 
will be available if required or on terms deemed favorable by the Company.

As is typical in the recreational vehicle industry, many of the Company’s retail dealers utilize wholesale floorplan 
financing arrangements with third party lending institutions to finance their purchases of the Company’s products. 
Under the terms of these floorplan arrangements, institutional lenders customarily require the recreational vehicle 
manufacturer to agree to repurchase any unsold units if the dealer defaults on its credit facility from the lender, subject 
to certain conditions. The Company has agreements with several institutional lenders under which the Company  
currently has repurchase obligations. The Company’s contingent obligations under these repurchase agreements are 
reduced by the proceeds received upon the sale of any repurchased units. The Company’s obligations under these repur-
chase agreements vary from period to period up to 15 months. At December 30, 2006, approximately $566.7 million  
of products sold by the Company to independent dealers were subject to potential repurchase under existing floorplan 
financing agreements with approximately 6.6% concentrated with one dealer. Historically, the Company has been suc-
cessful in mitigating losses associated with repurchase obligations. During 2006, the losses associated with the exercise 
of repurchase agreements were approximately $232,000 ($79,000 and $600,000 in 2005 and 2004, respectively). Gross 
repurchase amounts for 2006, 2005, and 2004, were $4.5 million, $2.7 million, and $6.5 million, respectively. Dealers 
for the Company undergo credit review prior to becoming a dealer and periodically thereafter. Financial institutions 
that provide floorplan financing also perform credit reviews and floor checks on an ongoing basis. We closely monitor 
sales to dealers that are a higher credit risk. The repurchase period is limited, usually to a maximum of 15 months. We 
believe these activities help to minimize the number of required repurchases. Additionally, the repurchase agreement 
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specifies that the dealer is required to make principal payments during the repurchase period. Since the Company 
repurchases the units based on the schedule of principal payments, the repurchase amount is typically less than the 
original invoice amount. This lower repurchase amount helps mitigate our loss when we offer the inventory to another 
dealer at an amount lower than the original invoice as incentive for the dealer to take the repurchased inventory. This 
helps minimize the losses we incur on repurchased inventory.

OFF-BALANCE SHEET ARRANGEMENTS

As of December 30, 2006, the Company did not have any off-balance sheet arrangements that have, or are reasonably 
likely to have, a current or future material effect on the Company’s consolidated financial condition, results of opera-
tions, liquidity, capital expenditures or capital resources.

CONTRACTUAL OBLIGATIONS

As part of the normal course of business, the Company incurs certain contractual obligations and commitments which 
will require future cash payments. The following tables summarize the significant obligations and commitments.

PAYMENTS DUE BY PERIOD

Contractual Obligations 1 year or less 1 to 3 years 4 to 5 years Thereafter Total

(in thousands)
Lines of credit(1) $� 0 $� 2,036 $� 0 $� 0 $� 2,036
Long-term debt(2) 5,714 11,928 17,143 0 34,785
Operating leases(3) 1,839 1,629 1,402 1,768 6,638

Total contractual cash obligations $� 7,553 $� 15,593 $�18,545 $�1,768 $� 43,459

AMOUNT OF COMMITMENT EXPIRATION BY PERIOD

Other commitments 1 year or less 1 to 3 years 4 to 5 years Thereafter Total

(in thousands)
Lines of credit(4) $� 0 $� 102,964 $� 0 $� 0 $� 102,964
Guarantees(3) 14,302 0 0 0 14,302
Repurchase obligations(5) 0 566,749 0 0 566,749
Purchase commitment(6) 0 19,945 0 0 19,945

Total commitments $�14,302 $�689,658 $� 0 $� 0 $�703,960

(1)	 See Note 8 of Notes to the Consolidated Financial Statements. The amount listed represents the outstanding balance at December 30, 2006.
(2)	 See Note 9 of Notes to the Consolidated Financial Statements.
(3)	 See Note 14 of Notes to the Consolidated Financial Statements.
(4)	� See Note 8 of Notes to the Consolidated Financial Statements. The amount listed represents available borrowings on the line of credit at December 30, 2006.
(5)	 Reflects obligations under manufacturer repurchase commitments. See Note 19 of Notes to the Consolidated Financial Statements.
(6)	See Note 20 of Notes to the Consolidated Financial Statements.

INFLATION

During 2005 and to a lesser extent in 2006, we experienced increases in the prices of certain commodity items that we 
use in the manufacturing of our products. These include, but are not limited to, steel, copper, aluminum, petroleum, 
and wood. While these raw materials are not necessarily indicative of widespread inflationary trends, they had an 
impact on our production costs. Accordingly, in the second half of 2006, we adjusted selling prices to compensate for 
increases in commodity pricing. Also, due to increases in fuel prices, particularly in 2006, our cost of delivering coaches 
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to our dealers has risen. Accordingly, we have increased our delivery charges subsequent to the end of 2006 to offset 
these rising costs. While we do not anticipate additional price increases, we may from time to time increase our prices 
to maintain gross profit margins. If we should continue to experience adverse trends in these prices it could have a 
material adverse impact on our business going forward. See “Results of Operations 2006 Compared with 2005.”

CRITICAL ACCOUNTING POLICIES

The discussion and analysis of our financial condition and results of operations are based upon our consolidated finan-
cial statements, which have been prepared in accordance with accounting principles generally accepted in the United 
States of America. The preparation of these financial statements requires us to make estimates and judgments that 
affect the reported amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent assets and 
liabilities. On an on-going basis, we evaluate our estimates, including those related to warranty costs, product liability, 
and impairment of goodwill. We base our estimates on historical experience and on various other assumptions that are 
believed to be reasonable under the circumstances. Actual results may differ from these estimates under different 
assumptions or conditions. We believe the following critical accounting policies and related judgments and estimates 
affect the preparation of our consolidated financial statements.

Warranty Costs
Estimated warranty costs are provided for at the time of sale of products with warranties covering the products for  
up to one year from the date of retail sale (five years for the front and sidewall frame structure, and three years on  
the Roadmaster chassis). These estimates are based on historical average repair costs, as well as other reasonable 
assumptions as have been deemed appropriate by management.

Product Liability
The Company provides an estimate for accrued product liability based on current pending cases, as well as for those 
cases which are incurred but not reported. This estimate is developed by legal counsel based on professional judgment, 
as well as historical experience.

Impairment of Goodwill 
The Company assesses the potential impairment of goodwill in accordance with Financial Accounting Standards Board 
(FASB) Statement No. 142. This annual test involves management comparing the fair value of each of the Company’s 
reporting units, to the respective carrying amounts, including goodwill, of the net book value of the reporting unit, to 
determine if goodwill has been impaired. The Company uses an estimate of discounted future cash flows to determine 
fair value for each reporting unit.

Inventory Allowance 
The Company writes down its inventory for obsolescence, and the difference between the cost of inventory and its  
estimated fair market value. These write-downs are based on assumptions about future sales demand and market  
conditions. If actual sales demand or market conditions change from those projected by management, additional  
inventory write-downs may be required.

Income Taxes 
In conjunction with preparing its consolidated financial statements, the Company must estimate its income taxes in each 
of the jurisdictions in which it operates. This process involves estimating actual current tax expense together with 
assessing temporary differences resulting from differing treatment of items for tax and accounting purposes. These  
differences result in deferred tax assets and liabilities, which are included in the consolidated balance sheets. The 
Company must then assess the likelihood that the deferred tax assets will be recovered from future taxable income, and 
to the extent management believes that recovery is not likely, a valuation allowance must be established. Significant 
management judgment is required in determining the Company’s provision for income taxes, deferred tax assets and 
liabilities, and any valuation allowance recorded against net deferred tax assets. A discussion of the income tax provision 
and the components of the deferred tax assets and liabilities can be found in Note 12 to the Company’s consolidated 
financial statements.
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Repurchase Obligations
Upon request of a lending institution financing a dealer’s purchases of the Company’s product, the Company will  
execute a repurchase agreement. The Company has recorded a liability associated with the disposition of repurchased 
inventory. To determine the appropriate liability, the Company calculates a reserve, based on an estimate of potential 
net losses, along with qualitative and quantitative factors, including dealer inventory turn rates, and the financial 
strength of individual dealers.

risk factorS

We have listed below various risks and uncertainties relating to our businesses. This list is not inclusive of all the risks and 
uncertainties we face, but any of these could cause our actual results to differ materially from the results contemplated 
by the forward-looking statements contained in this report or that we may issue from time to time in the future.

The Expected Benefits of Our Recent Acquisition of R-Vision and Affiliates May Not Be Realized
On November 18, 2005, we acquired Indiana-based towable and motorhome manufacturer R-Vision, Inc., R-Vision 
Motorized, LLC, Bison Manufacturing, LLC, and Roadmaster, LLC (collectively “R-Vision”). The process of integrating 
R-Vision into our company operations may result in unforeseen operating difficulties and expenditures and may absorb 
significant management attention that would otherwise be available for the ongoing development of our business. This 
may cause an interruption or a loss of momentum in our operating activities, which in turn, could have a material 
adverse affect on our operating results and financial condition. Moreover, the acquisition involves a number of addi-
tional risks, such as the loss of key employees of R-Vision as a result of the acquisition, the incorporation of acquired 
products into our existing product line, and the difficulty of integrating disparate corporate cultures. Accordingly, the 
anticipated benefits may not be realized or the acquisition may have a material adverse affect on our operating results 
and financial condition.

We May Experience Unanticipated Fluctuations in Our Operating Results for a Variety of Reasons
Our net sales, gross margin, and operating results may fluctuate significantly from period to period due to a number of 
factors, many of which are not readily predictable. These factors include the following:

•	 The varying margins associated with the mix of products we sell in any particular period.

•	 The fact that we typically ship a large amount of products near quarter end.

•	 Our ability to utilize and expand our manufacturing resources efficiently.

•	 Shortages of materials used in our products.

•	 The effects of inflation on the costs of materials used in our products.

•	� A determination by us that goodwill or other intangible assets are impaired and have to be written down to 
their fair values, resulting in a charge to our results of operations.

•	 Our ability to introduce new models that achieve consumer acceptance.

•	� The introduction, marketing and sale of competing products by others, including significant discounting 
offered by our competitors.

•	 The addition or loss of our dealers.

•	 The timing of trade shows and rallies, which we use to market and sell our products.

•	 Factors affecting the recreational vehicle industry as a whole, including economic and seasonal factors.

•	 Our inability to acquire and develop key pieces of property for ongoing resort activity.

•	 Fluctuations in demand for our resort lots due to changing economic and other conditions.

Our overall gross margin may decline in future periods to the extent that we increase the percentage of sales of lower 
gross margin towable products or if the mix of motor coaches we sell shifts to lower gross margin units. In addition, a 
relatively small variation in the number of recreational vehicles we sell in any quarter can have a significant impact on 
total sales and operating results for that quarter.
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Demand in the recreational vehicle industry generally declines during the winter months, while sales are generally 
higher during the spring and summer months. With the broader range of products we now offer, seasonal factors could 
have a significant impact on our operating results in the future. Additionally, unusually severe weather conditions in 
certain markets could delay the timing of shipments from one quarter to another.

We attempt to forecast orders for our products accurately and commence purchasing and manufacturing prior to receipt 
of such orders. However, it is highly unlikely that we will consistently be able to accurately forecast the timing, rate, 
and mix of orders. This aspect of our business makes our planning inexact and, in turn, affects our shipments, costs, 
inventories, operating results, and cash flow for any given quarter.

The Recreational Vehicle Industry Is Cyclical and Susceptible to Slowdowns in the General Economy
The recreational vehicle industry has been characterized by cycles of growth and contraction in consumer demand, 
reflecting prevailing economic, demographic, and political conditions that affect disposable income for leisure-time 
activities. Our business is particularly influenced by cycle swings in the Class A market. While there has been strong 
secular demand for recreational vehicles since the early ’90s it has been driven by demand for towable recreational products. 
Since 2004 there has been a notable divergence in growth rates between towable and motorized recreational vehicles.

Class A unit shipments peaked at approximately 37,300 units in 1994 and declined to approximately 33,000 units in  
1995. The Class A segment then went on a steady climb and in 1999 recorded the highest year, in recent history,  
of Class A shipments, approximately 49,400. Over the next 2 years motorhome shipments declined to 33,400 in 2001.  
Class A shipments then rose for the next 3 years and in 2004 reached 46,300. Over the last 2 years however shipments 
of Class A motorhomes have dropped reaching a pre-1994 level of 32,700 in 2006.

The towable segment moved through many of the same cyclical peaks and troughs historically. The shipment level peaked 
in 1994 at 201,100 dropping-off to 192,200 in 1996 and then growing to 249,600 in 1999. Towable unit shipments suffered  
a two-year drop-off like Class A motorhomes in 2000 and 2001, dropping to 207,600. Since then the market has expanded 
significantly reaching 334,600 in 2006. Unlike the Class A market, the towables segment did not experience a slowdown 
over the last 2 years because manufacturers have successfully introduced popular new models and the segment was  
significantly aided by units sold to support the hurricane relief efforts in the Gulf Coast.

Our business is subject to the cyclical nature of this industry and principally the Class A segment. Some of the factors 
that contribute to this cyclicality include fuel availability and costs, interest rate levels, the level of discretionary spend-
ing, and availability of credit and overall consumer confidence. Increasing interest rates and fuel prices over the last 2 
years have adversely affected the Class A recreational vehicle market. An extended continuation of these conditions 
would materially affect our business, results of operations, and financial condition.

We Rely on a Relatively Small Number of Dealers for a Significant Percentage of Our Sales
Although our products were offered by over 700 dealerships located primarily in the United States and Canada as of 
December 30, 2006, a significant percentage of our sales are concentrated among a relatively small number of independent 
dealers. For fiscal years 2005 and 2006, sales to one dealer, Lazy Days RV Center, accounted for 10.9% and 8.5%, 
respectively, of total sales. For fiscal years 2005 and 2006, sales to our 10 largest dealers, including Lazy Days RV Center, 
accounted for a total of 38.7% and 33.2% of total sales, respectively. The loss of a significant dealer or a substantial 
decrease in sales by any of these dealers could have a material impact on our business, results of operations, and  
financial condition.

We May Have to Repurchase a Dealer’s Inventory of Our Products in the Event that the Dealer 
Does Not Repay Its Lender
As is common in the recreational vehicle industry, we enter into repurchase agreements with the financing institutions 
used by our dealers to finance their purchases of our products. These agreements require us to repurchase the dealer’s 
inventory in the event that the dealer defaults on its credit facility with its lender. Obligations under these agreements 
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vary from period to period, but totaled approximately $566.7 million as of December 30, 2006, with approximately 6.6% 
concentrated with one dealer. If we were obligated to repurchase a significant number of units under any repurchase 
agreement, our business, operating results, and financial condition could be adversely affected.

Our Accounts Receivable Balance Is Subject to Risk
We sell our product to dealers who are predominantly located in the United States and Canada. The terms and conditions 
of payment are a combination of open trade receivables and commitments from dealer floorplan lending institutions. For 
our RV dealers, terms are net 30 days for units that are financed by a third party lender. Terms of open trade receivables 
are granted by us, on a very limited basis, to dealers who have been subjected to evaluative credit processes conducted 
by us. For open receivables, terms vary from net 30 days to net 180 days, depending on the specific agreement. Agreements 
for payment terms beyond 30 days generally require additional collateral, as well as security interest in the inventory 
sold. As of December 30, 2006, total trade receivables were $81.6 million, with approximately $49.5 million, or 60.7% 
of the outstanding accounts receivable balance concentrated among floorplan lenders. The remaining $32.1 million of 
trade receivables were concentrated substantially all with one dealer. For resort lot customers, funds are required at the 
time of closing.

We May Experience a Decrease in Sales of Our Products Due to an Increase in the Price or a 
Decrease in the Supply of Fuel
An interruption in the supply, or a significant increase in the price or tax on the sale, of diesel fuel or gasoline on a 
regional or national basis could significantly affect our business. Diesel fuel and gasoline have, at various times in the 
past, been either expensive or difficult to obtain.

We Depend on Single or Limited Sources to Provide Us With Certain Important Components that 
We Use in the Production of Our Products
A number of important components for our products are purchased from a single or a limited number of sources. These 
include turbo diesel engines (Cummins and Caterpillar), substantially all of our transmissions (Allison), axles (Dana) 
for all diesel motor coaches, and chassis (Workhorse and Ford) for gas motor coaches. We have no long-term supply 
contracts with these suppliers or their distributors, and we cannot be certain that these suppliers will be able to meet 
our future requirements. Consequently, the Company has periodically been placed on allocation of these and other  
key components. The last significant allocation occurred in 1997 from Allison, and in 1999 from Ford. An extended 
delay or interruption in the supply of any components that we obtain from a single supplier or from a limited number  
of suppliers could adversely affect our business, results of operations, and financial condition.

Our Industry Is Very Competitive. We Must Continue to Introduce New Models and New Features 
to Remain Competitive
The market for our products is very competitive. We currently compete with a number of manufacturers of motor 
coaches, fifth wheel trailers, and travel trailers. Some of these companies have greater financial resources than we have 
and extensive distribution networks. These companies, or new competitors in the industry, may develop products that 
customers in the industry prefer over our products.

We believe that the introduction of new products and new features is critical to our success. Delays in the introduction 
of new models or product features, quality problems associated with these introductions, or a lack of market acceptance 
of new models or features could affect us adversely. For example, unexpected costs associated with model changes have 
affected our gross margin in the past. Further, new product introductions can divert revenues from existing models and 
result in fewer sales of existing products.

Our Products Could Fail to Perform According to Specifications or Prove to Be Unreliable, Causing 
Damage to Our Customer Relationships and Our Reputation and Resulting in Loss of Sales
Our customers require demanding specifications for product performance and reliability. Because our products are complex 
and often use advanced components, processes and techniques, undetected errors and design flaws may occur. Product 
defects result in higher product service, warranty and replacement costs and may cause serious damage to our customer 
relationships and industry reputation, all of which would negatively affect our sales and business.
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Our Business Is Subject to Various Types of Litigation, Including Product Liability  
and Warranty Claims
We are subject to litigation arising in the ordinary course of our business, typically for product liability and warranty 
claims that are common in the recreational vehicle industry. While we do not believe that the outcome of any pending 
litigation, net of insurance coverage, will materially adversely affect our business, results of operations, or financial  
condition, we cannot provide assurances in this regard because litigation is an inherently uncertain process.*

To date, we have been successful in obtaining product liability insurance on terms that we consider acceptable. The 
terms of the policy contain a self-insured retention amount of $500,000 per occurrence, with a maximum annual aggre-
gate self-insured retention of $3.0 million. Overall product liability insurance, including umbrella coverage, is available 
to a maximum amount of $100.0 million for each occurrence, as well as in the aggregate. We cannot be certain we  
will be able to obtain insurance coverage in the future at acceptable levels or that the costs of such insurance will be 
reasonable. Further, successful assertion against us of one or a series of large uninsured claims, or of a series of claims 
exceeding our insurance coverage, could have a material adverse effect on our business, results of operations, and  
financial condition.

In Order to Be Successful, We Must Attract, Retain and Motivate Management Personnel and Other 
Key Employees, and Our Failure to Do So Could Have an Adverse Effect on Our Results of Operations
The Company’s future prospects depend upon retaining and motivating key management personnel, including Kay L. 
Toolson, the Company’s Chairman and Chief Executive Officer, and John W. Nepute, the Company’s President. The 
loss of one or more of these key management personnel could adversely affect the Company’s business. The prospects of 
the Company also depend in part on its ability to attract and retain highly skilled engineers and other qualified techni-
cal, manufacturing, financial, managerial, and marketing personnel. Competition for such personnel is intense, and 
there can be no assurance that the Company will be successful in attracting and retaining such personnel.

Our Recent Growth Has Put Pressure on the Capabilities of Our Operating, Financial, and 
Management Information Systems
In the past few years, we have significantly expanded the size and scope of our business, which has required us to hire 
additional employees. Some of these new employees include new management personnel. In addition, our current  
management personnel have assumed additional responsibilities. The increase in our size over a relatively short period 
of time has put pressure on our operating, financial, and management information systems. If we continue to expand, 
such growth would put additional pressure on these systems and may cause such systems to malfunction or to experi-
ence significant delays.

We May Experience Unexpected Problems and Expenses Associated With Our Manufacturing 
Equipment Automation Plan
As we continue to work towards involving automated machinery and equipment to improve efficiencies and quality, we 
will be subject to certain risks involving implementing new technologies into our facilities.

The expansion into new machinery and equipment technologies involves risks, including the following:

•	� We must rely on timely performance by contractors, subcontractors, and government agencies, whose perfor-
mance we may be unable to control.

•	� The development of new processes involves costs associated with new machinery, training of employees, and 
compliance with environmental, health, and other government regulations.

•	 The newly developed products may not be successful in the marketplace.

•	� We may be unable to complete a planned machinery and equipment implementation in a timely manner, 
which could result in lower production levels and an inability to satisfy customer demand for our products.
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We May Experience Unexpected Problems and Expenses Associated With Our Enterprise Resource 
Planning System (ERP) Implementation
During 2006, we began to implement a new ERP system and will be subject to certain risks including the following:

•	 We must rely on timely performance by contractors whose performance we may be unable to control.

•	� The implementation could result in significant and unexpected increases in our operating expenses and  
capital expenditures, particularly if the project takes longer than we expect.

•	 The project could complicate and prolong our internal data gathering and analysis processes.

•	 We may need to restructure or develop our internal processes to adapt to the new system.

•	� We could require extended work hours from our employees and use temporary outside resources, resulting in 
increased expenses, to resolve any software configuration issues or to process transactions manually until issues 
are resolved.

•	 As management focuses attention on the implementation, they could be diverted from other issues.

•	� The project could disrupt our operations if the transition to the ERP system creates new or unexpected difficulties 
or if the system does not perform as expected.

Our Stock Price Has Historically Fluctuated and May Continue to Fluctuate
The market price of our Common Stock is subject to wide fluctuations in response to quarter-to-quarter variations in oper-
ating results, changes in earnings estimates by analysts, announcements of new products by us or our competitors, gen-
eral conditions in the recreational vehicle market, and other events or factors. In addition, the stocks of many recreational 
vehicle companies have experienced price and volume fluctuations which have not necessarily been directly related to  
the companies’ operating performance, and the market price of our Common Stock could experience similar fluctuations.

NEW ACCOUNTING PRONOUNCEMENTS

See “New Accounting Pronouncements” in Note 1 of Notes to the Company’s Consolidated Financial Statements.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to market risks related to fluctuations in interest rates on our borrowings. We do not currently use  
rate swaps, futures contracts or options on futures, or other types of derivative financial instruments. Our line of credit 
permits a combination of fixed and variable interest rate options which allows us to minimize the effect of rising  
interest rates by locking in fixed rates for periods of up to 6 months. We believe these features of our credit facilities 
help us reduce the risk associated with interest rate fluctuations.

GOVERNANCE CERTIFICATIONS

The most recent certifications by our Chief Executive Officer and Chief Financial Officer pursuant to Section 302 of the 
Sarbanes-Oxley Act of 2002 are included as exhibits to the Company’s 2006 annual report on Form 10-K filed with  
the SEC on March 15, 2007. In addition, on June 13, 2006, the Company filed with the NYSE the most recent Annual 
CEO certification as required by Section 303A.12(1) of the New York Stock Exchange Listed Company Manual.
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market for the registrant’s common equity,  
Related Stockholder Matters, and Issuer Purchases  
of Equity Securities

The Company’s Common Stock is traded on the New York Stock Exchange under the symbol “MNC.” The following 
table sets forth for the periods indicated the high and low sale prices for the Common Stock (rounded to the nearest 
$.01 per share).

High Low

2006
First Quarter $14.84 $12.50
Second Quarter $14.53 $11.62
Third Quarter $13.22 $10.02
Fourth Quarter $15.28 $10.87

2005
First Quarter $20.80 $15.70
Second Quarter $17.24 $12.90
Third Quarter $18.52 $14.01
Fourth Quarter $15.51 $11.85

As of March 13, 2007, there were approximately 855 holders of record of the Company’s Common Stock.

The Company began paying quarterly dividends at the rate of $.05 per share on its Common Stock in March 2004.  
In February 2005, the Company declared an increased dividend of $.06 per share on all Common Stock owned by 
holders of record as of March 1, 2005. The Company has paid quarterly cash dividends at this rate since March 2005 
and currently expects that comparable cash dividends will be paid on a quarterly basis going forward, however, the 
Company reserves the right to alter or discontinue this practice at any time depending on its economic performance 
and financial condition.*
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performance graph

The following line graph shows a comparison of cumulative total stockholder return for our Common Stock, the New 
York Stock Exchange Composite Index and a peer group of companies selected by the Company (the “Peer Group”), 
whose primary business is recreational vehicles. The Peer Group consists of Coachmen Industries, Inc., National RV 
Holdings, Inc., Fleetwood Enterprises, Inc., Thor Industries, Inc., and Winnebago Industries, Inc. The graph assumes 
that $100 was invested on December 31, 2001 at the closing price for our Common Stock on such date, and that all 
dividends are reinvested. In accordance with the guidelines of the SEC, the stockholder return for each entity in the 
Peer Group has been weighted on the basis of market capitalization as of each measurement date set forth in the graph. 
Historic stock price performance should not be considered indicative of future stock price performance.
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consolidated balance sheets
(in thousands of dollars, except share and per share data)

December 31, 
2005

December 30, 
2006

ASSETS
Current assets:

Cash $�5 86 $� 4,984
Trade receivables, net 102,666 81,588
Inventories, net 183,292 155,871
Resort lot inventory 9,135 7,997
Prepaid expenses 4,364 5,624
Income taxes receivable 206 6,901
Deferred income taxes 36,345 38,038
Discontinued operations 4,922 0

Total current assets 341,516 301,003
Property, plant, and equipment, net 159,304 153,895
Land held for development 0 16,300
Debt issuance costs net of accumulated amortization of $678 and  

$912, respectively 695 540
Goodwill 85,952 86,412

Total assets $�587,467 $�558,150

LIABILITIES
Current liabilities:

Book overdraft $� 14,550 $� 16,626
Current portion of long-term debt 5,714 5,714
Line of credit 25,000 2,036
Accounts payable 78,299 72,591
Product liability reserve 19,275 15,764
Product warranty reserve 32,902 33,804
Accrued expenses and other liabilities 37,732 44,364
Discontinued operations 853 298

Total current liabilities 214,325 191,197
Long-term debt, less current portion 34,786 29,071
Deferred income taxes 21,624 21,678
Other long-term liabilities 0 883

Total liabilities 270,735 242,829

STOCKHOLDERS’ EQUITY
Preferred stock, $.01 par value; 1,934,783 shares authorized, no shares outstanding
Common stock, $.01 par value; 50,000,000 shares authorized, 29,561,766 and 

29,769,356 issued and outstanding, respectively 296 298
Additional paid-in capital 59,005 63,722
Retained earnings 257,431 251,301

Total stockholders’ equity 316,732 315,321

Total liabilities and stockholders’ equity $�587,467 $�558,150

The accompanying notes are an integral part of these consolidated financial statements.
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consolidated statements of income
for the years ended January 1, 2005, December 31, 2005, and December 30, 2006  
(in thousands of dollars, except share and per share data)

2004 2005 2006

Net sales $�1,386,269 $�1,236,238 $�1,297,986
Cost of sales 1,217,457 1,111,468 1,173,443

Gross profit 168,812 124,770 124,543
Selling, general, and administrative expenses 109,145 113,179 120,465
Plant relocation costs 0 4,370 269

Operating income 59,667 7,221 3,809
Other income, net 343 255 615
Interest expense (1,547) (1,820) (4,430)

Income (loss) before income taxes and discontinued operations 58,463 5,656 (6)
Provision for (benefit from) income taxes from continuing operations 21,914 1,687 (992)

Income from continuing operations 36,549 3,969 986
Income (loss) from discontinued operations, net of tax  

provision (benefit) 156 (1,321) 18

Net income $� 36,705 $� 2,648 $� 1,004

Earnings (loss) per common share:
Basic from continuing operations $� 1.24 $� 0.13 $� 0.03
Basic from discontinued operations 0.01 (0.04) 0.00

Basic $� 1.25 $� 0.09 $� 0.03

Diluted from continuing operations $� 1.22 $� 0.13 $� 0.03
Diluted from discontinued operations 0.01 (0.04) 0.00

Diluted $� 1.23 $� 0.09 $� 0.03

Weighted average common shares outstanding:
Basic 29,370,455 29,516,794 29,712,957
Diluted 29,958,646 29,858,036 29,902,830

The accompanying notes are an integral part of these consolidated financial statements.
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consolidated statements of stockholders’ equity
for the years ended January 1, 2005, December 31, 2005, and December 30, 2006 
(in thousands of dollars, except share data)

Common Stock Additional Retained
Shares Amount Paid-in Capital Earnings Total

Balances, January 3, 2004 29,246,143 $�292 $�54,919 $�231,037 $�286,248
Issuance of common stock 179,644 2 2,045 2,047
Tax benefit of stock options exercised 490 490
Dividends paid (5,874) (5,874)
Net income 36,705 36,705

Balances, January 1, 2005 29,425,787 294 57,454 261,868 319,616
Issuance of common stock 135,979 2 1,420 1,422
Stock-based compensation expense 16 16
Tax benefit of stock options exercised 115 115
Dividends paid (7,085) (7,085)
Net income 2,648 2,648

Balances, December 31, 2005 29,561,766 296 59,005 257,431 316,732
Issuance of common stock 207,590 2 1,797 1,799
Stock-based compensation expense 2,759 2,759
Tax benefit of stock options exercised 161 161
Dividends paid (7,134) (7,134)
Net income 1,004 1,004

Balances, December 30, 2006 29,769,356 $�298 $�63,722 $�251,301 $�315,321

The accompanying notes are an integral part of these consolidated financial statements.
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consolidated statements of cash flows
for the years ended January 1, 2005, December 31, 2005, and December 30, 2006  
(in thousands of dollars)

2004 2005 2006

Increase (Decrease) in Cash:
Cash flows from operating activities:

Net income $� 36,705 $� 2,648 $� 1,004
Adjustments to reconcile net income to net cash provided by  

(used in) operating activities:
Depreciation and amortization 10,670 10,678 14,177
Loss on disposal of assets 229 276 14
Deferred income taxes 2,833 (2,943) (1,900)
Stock-based compensation expense 16 2,759
Change in assets and liabilities:

Trade receivables, net (38,231) 39,203 21,078
Inventories (42,743) (2,916) 27,421
Resort lot inventory 6,663 145 1,138
Land held for development 0 0 (16,300)
Prepaid expenses (2,172) 1,422 (1,270)
Accounts payable 14,737 (5,947) (5,708)
Product liability reserve (489) (1,619) (3,762)
Product warranty reserve 2,631 (4,486) 902
Income taxes receivable (1,308) (2,293) (6,664)
Deferred revenue 0 0 883
Accrued expenses and other liabilities 5,242 805 7,224
Discontinued operations 317 (662) 4,271

Net cash provided by (used in) operating activities (4,916) 34,327 45,267

Cash flows from investing activities:
Additions to property, plant, and equipment (12,305) (17,718) (9,324)
Proceeds from sale of assets 1,936 123 215
Payment for business acquisition, net of cash acquired 0 (54,601) 0
Discontinued operations (9) (4) 0

Net cash used in investing activities (10,378) (72,200) (9,109)

Cash flows from financing activities:
Book overdraft 1,432 12,475 2,076
Borrowings (payments) on line of credit, net 34,062 (9,062) (22,964)
Borrowings (payments) on long-term notes payable (30,000) 40,500 (5,715)
Dividends paid (5,874) (7,085) (7,134)
Issuance of common stock 2,536 1,537 1,799
Tax benefit of stock options exercised 0 0 161
Debt issuance costs (416) (298) (79)
Discontinued operations 156 392 96

Net cash provided by (used in) financing activities 1,896 38,459 (31,760)

Net change in cash (13,398) 586 4,398
Cash at beginning of period 13,398 0 586

Cash at end of period $� 0 $� 586 $� 4,984

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

1.	 Business and Significant Accounting Policies:

Business
Monaco Coach Corporation and its subsidiaries (the “Company”) manufacture premium motor coaches and towable 
recreational vehicles at manufacturing facilities in Oregon and Indiana. These products are sold to independent dealers 
primarily throughout the United States and Canada. In addition, the Company owns two motor coach resort prop-
erties, the developed lots are sold to retail customers, and one parcel of land that will be developed into a resort.

The Company’s core business activities are comprised of three distinct operations. The first is the design, manufacture, 
and sale of motorized recreational vehicles. The second is the design, manufacture, and sale of towable recreational 
vehicles. The third is the development and sale of motor coach recreation resort lots. Accordingly, the Company 
has presented segmented financial information for these three segments at Note 11 of the Company’s Notes to 
Consolidated Financial Statements.

Consolidation Policy
The accompanying consolidated financial statements include the accounts of the Company and its wholly-owned  
subsidiaries. All material intercompany transactions and balances have been eliminated. The Company has no 
material variable interest in any variable interest entities.

Fiscal Period
The Company follows a 52/53 week fiscal year period ending on the Saturday closest to December 31. Interim  
periods also end on the Saturday closest to the calendar quarter end. The fiscal periods were 52 weeks long for 
2004, 2005, and 2006. All references to years in the consolidated financial statements relate to fiscal years rather 
than calendar years.

Estimates and Industry Factors
Estimates—The preparation of financial statements in conformity with accounting principles generally accepted  
in the United States of America requires management to make estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial state-
ments and the reported amounts of revenues and expenses during the reporting period. The Company bases estimates 
on various assumptions that are believed to be reasonable under the circumstances. Management is continually 
evaluating and updating these estimates, and it is possible that these estimates will change in the near future.

Credit Risk—The Company distributes its motorized and towable recreational vehicles through an independent 
dealer network for recreational vehicles. Sales to one customer were approximately 11% of net revenues for fiscal 
year 2004, 11% for 2005, and 9% for 2006. The net revenues generated from this customer are reported in the 
motorized and towable segments. No other individual dealers represented over 10% of net revenues in 2004, 2005, 
or 2006. The loss of a significant dealer or a substantial decrease in sales by such a dealer could have a material 
adverse effect on the Company’s business, results of operations, and financial condition. The terms and conditions 
of payment are a combination of open trade receivables and commitments from dealer floorplan lending institu-
tions. For resort lot customers, funds are required at the time of closing. For our RV dealers, terms are net 30 days 
for units that are financed by a third party lender. For open receivables, terms vary from net 30 days to net 180 
days, depending on the specific agreement. Terms beyond 30 days generally require additional collateral, as well  
as security interest in the inventory sold.
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As of December 30, 2006, total trade receivables were $81.6 million, net of $708,000 for allowance for doubtful 
accounts ($102.7 million, net of $781,000 at December 31, 2005). At December 30, 2006, approximately $49.5 million, 
or 60.7% of the outstanding accounts receivable balance is concentrated among floorplan lenders. The remaining 
open $32.1 million of secured trade receivables were concentrated substantially all with one dealer. Terms of open 
trade receivables are granted by the Company, on a very limited basis, to dealers who have been subjected to evalua-
tive credit processes conducted by the Company. These processes include evaluating the strength of the dealership’s 
balance sheet, how long the dealership has been in existence, reputation within the industry, and credit references.

Concentrations of credit risk exist for accounts receivable and repurchase agreements (see Note 19), primarily for 
the Company’s largest dealers. As of December 30, 2006, the Company had one dealer that comprised 35% of the 
outstanding trade receivables. The Company generally sells to dealers throughout the United States and there is 
no geographic concentration of credit risk.

Product Warranty Reserve—Estimated warranty costs are provided for at the time of sale of products with warranties 
covering the products for up to one year from the date of retail sale (five years for the front and sidewall frame struc-
ture, and three years on the Roadmaster chassis). These estimates are based on historical average repair costs, as well 
as other reasonable assumptions deemed appropriate by management. The adjustments are related to the R-Vision 
acquisition. The following table discloses significant changes in the product warranty reserve:

2004 2005 2006

(in thousands)
Beginning balance $� 29,252 $� 31,884 $� 32,902
Expense 34,126 28,861 38,884
Payments (31,494) (33,348) (37,982)
Adjustments 0 5,505 0

Ending balance $�31,884 $�32,902 $�33,804

Product Liability Reserve—Estimated litigation costs are provided for at the time of sale of products or at the 
time a determination is made that an estimable loss has occurred. These estimates are developed by legal counsel 
based on professional judgment, and historical experience. The adjustments are related to the R-Vision acquisition. 
The following table discloses significant changes in the product liability reserve:

2004 2005 2006

(in thousands)
Beginning balance $� 20,723 $� 20,233 $� 19,275
Expense 11,044 9,635 10,000
Payments (11,534) (11,254) (13,689)
Adjustments 0 661 178

Ending balance $�20,233 $�19,275 $�15,764

Inventories
Inventories consist of raw materials, work-in-process, and finished recreational vehicles and are stated at the lower of 
cost (first-in, first-out) or market. Cost of work-in-process and finished recreational vehicles includes material, labor, 
and manufacturing overhead costs.
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Inventory Allowance
The Company writes down its inventory for obsolescence, and the difference between the cost of inventory and its  
estimated market value. These write-downs are based on assumptions about future sales demand and market conditions. 
If actual sales demand or market conditions change from those projected by management, additional inventory  
write-downs may be required.

Resort Lot Inventory
Resort lot inventories consist of construction-in-progress on motor coach properties, as well as fully developed motor 
coach properties. These properties are stated at the lower of cost (specific identification) or market. Costs of land, 
construction, and interest incurred during construction are capitalized as the cost basis for lots available for sale. The 
cost of land is allocated to each phase of the total project based on acreage used. Allocated land cost plus all other 
costs of construction for each phase have been allocated to each developed lot on a pro rata basis, using individual 
lot selling prices as a percent of total sales for the total development.

Land Held for Development
In June 2006, the Company acquired undeveloped land near La Quinta, California for $16.3 million. The 80 acre  
parcel will be developed into a motorhome resort with approximately 400 lots available for sale beginning late 2007  
or early 2008.

Property, Plant, and Equipment
Property, plant, and equipment, including significant improvements thereto, are stated at cost less accumulated depre-
ciation and amortization. Cost includes expenditures for major improvements, replacements and renewals and the net 
amount of interest cost associated with significant capital additions during periods of construction. Maintenance and 
repairs are charged to expense as incurred. Replacements and renewals are capitalized. When assets are sold, retired 
or otherwise disposed of, the cost and accumulated depreciation are removed from the accounts and any resulting 
gain or loss is reflected in income.

The cost of plant and equipment is depreciated using the straight-line method over the estimated useful lives of the 
related assets. Buildings are generally depreciated over 39 years and equipment is depreciated over 3 to 10 years. 
Leasehold improvements are amortized under the straight-line method based on the shorter of the lease periods or 
the estimated useful lives.

At each balance sheet date, management assesses whether there has been any triggering events that might indicate 
permanent impairment in the value of property, plant, and equipment assets. The amount of any such impairment 
is determined by comparing anticipated undiscounted future cash flows from operating activities with the associated 
carrying value. The factors considered by management in performing this assessment include current operating 
results, trends and prospects, as well as the effects of obsolescence, demand, competition, and other economic factors.

Brand Elements and Signage
As part of its franchise program for dealers, the Company places certain fixed assets at independent dealerships. 
These assets are comprised of informational computer kiosks, brand island displays, furniture and fixtures, as well  
as outdoor storefront signage. These assets are leased to dealers over 10 years through an operating lease, and the 
Company depreciates the assets over their respective economic useful lives, generally 3 years. As of December 31, 
2005 and December 30, 2006, the brand elements and signage assets have a balance of approximately $3.1 million 
and $4.9 million, respectively (net of accumulated depreciation of approximately $95,000 and $1.7 million, respec-
tively). These assets are classified with property, plant, and equipment.
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Debt Issuance Costs
Unamortized debt issuance costs of $695,000, and $540,000 (at December 31, 2005, and December 30, 2006, respec-
tively), are being amortized on a straight-line basis over the terms of the related loans.

Goodwill
Goodwill represents the excess of the cost of acquisition over the fair value of net assets acquired. Total goodwill of 
$86.4 million as of December 30, 2006, included $55.3 million of goodwill arising from the various acquisitions of 
assets and operations prior to January 1, 2005. The Company recorded $30.7 million of goodwill associated with the 
November 18, 2005 acquisition of R-Vision. In 2006, the Company recorded additional goodwill of $490,000 related 
to adjustments to the allocation of the purchase price of R-Vision. In 2006, the Company also recorded a reduction 
of $30,000 for the tax benefit realized in 2006 on the excess of tax-deductible goodwill over goodwill for financial 
reporting purposes related to R-Vision.

During 2006, the Company reorganized its reporting structure which resulted in the splitting of the RV segment 
information of the Motorized Recreational Vehicle reporting segment and the Towable Recreational Vehicle report-
ing segment. The allocation of goodwill to the reporting segments was based on relative fair values in each segment. 

The amount of goodwill assigned to each reportable segment and changes in carrying amounts of such is as follows 
(all dollars represented are in thousands):

Recreational 
Vehicle 

Segment

Motorhome 
Resorts 

Segment

Motorized 
Recreational 

Vehicle 
Segment

Towable 
Recreational 

Vehicle 
Segment Total

Balance, January 1, 2005 $�55,254 $�0 N/A N/A $�55,254
Allocation of goodwill due to reorganization of  

reporting structure (55,254) 0 $� 46,966 $� 8,288 0
Goodwill acquired 0 0 0 30,698 30,698

Balance, December 31, 2005 N/A 0 46,966 38,986 85,952
Adjustment to allocation of purchase price  

of R-Vision 0 0 0 490 490
Excess of tax deductible goodwill 0 0 0 (30) (30)

Balance, December 30, 2006 $�N /A $�0 $�46,966 $�39,446 $�86,412

SFAS 142 requires that management assess at least annually whether there has been permanent impairment in the 
value of goodwill at the individual reporting unit basis. To assess whether or not there has been impairment, the 
Company’s management compares the fair value of each reporting unit to its carrying amount, including goodwill, 
of net book value to determine if goodwill has been impaired. The Company determines the fair value of each 
reporting unit using an estimate of discounted future cash flows. As required by SFAS 142, management completed 
its annual testing during 2004, 2005, and 2006 and has determined that there was no impairment of goodwill.

Deferred Revenue
Deferred revenue of $883,000 as of December 30, 2006 is related to the $1 million received from GE Commercial 
Distribution Finance Corporation (GECDFC) related to the Monaco Financial Services agreement. The deferred 
earnings are a nonrefundable incentive payment received from GECDFC for use of the Company’s name in branding 
and are being recognized over the term of the agreement, which is five years.
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Stock-Based Award Plans
At December 30, 2006, the Company had three stock-based award plans (see Note 16). As of January 1, 2006, the 
Company adopted the provisions of FAS 123R, “Share-Based Payments” (the “Statement”). The Statement replaces 
FAS 123, “Accounting for Stock-Based Compensation,” and supersedes APB Opinion No. 25, “Accounting for Stock 
Issued to Employees.” The Statement establishes fair value as the measurement objective in accounting for share-based 
payment arrangements and requires a fair-value-based measurement method in accounting for share-based payments 
to employees, except for equity instruments held by employee share ownership plans. We elected to adopt the 
modified prospective application method of the Statement.

Prior to the adoption, the Company accounted for stock-based employee compensation plans under the recognition 
and measurement principles of APB Opinion No. 25. No stock-based employee compensation cost related to these 
options were reflected in net income of prior periods, as all options granted under those plans had an exercise 
price equal to the market value of the underlying Common Stock on the date of grant.

Income Taxes
Deferred taxes are recognized based on the difference between the financial statement and tax basis of assets and 
liabilities at enacted tax rates in effect in the years in which the differences are expected to reverse. Deferred tax 
expense or benefit represents the change in deferred tax asset/liability balances. A valuation allowance is estab-
lished for deferred tax assets when it is more likely than not that the deferred tax asset will not be realized.

The Company has elected to utilize the practical transition option provided by FAS 123R to determine its pool of 
windfall tax benefits that are available to absorb tax deficiencies recognized subsequent to the Company’s adoption 
of FAS 123R.

Revenue Recognition
The Company recognizes revenue from the sale of recreational vehicles upon shipment and recognizes revenue from 
resort lot sales upon closing. The title and risk of loss pass to the dealers upon shipment of recreational vehicles. 
The Company does not offer any rights of return to our dealers, or resort lot customers.

In December 2003, the Securities and Exchange Commission issued Staff Accounting Bulletin (SAB) No. 104, 
“Revenue Recognition in Financial Statements.” SAB No. 104 provides guidance for revenue recognition under 
certain circumstances. The Company has complied with the guidance provided by SAB No. 104 for fiscal years 
2004, 2005, and 2006.

Repurchase Obligations
Upon request of a lending institution financing a dealer’s purchases of the Company’s product, the Company may 
execute a repurchase agreement. The Company has recorded a liability associated with the disposition of repurchased 
inventory. To determine the appropriate liability, the Company calculates a reserve based on an estimate of potential 
net losses and qualitative and quantitative factors, including dealer inventory turn rates and the financial strength 
of individual dealers.

Advertising and Printing Costs
The Company expenses advertising and printing costs as incurred, except for prepaid show costs, which are expensed 
when the event takes place. Advertising and printing costs, including retail programs, are recorded as selling, general 
and administrative expenses, while discounts off of invoice, or sales allowances (including wholesale volume incen-
tives), are recorded as adjustments to net sales. During 2006, approximately $9.8 million ($12.4 million in 2004 
and $11.6 million in 2005) of advertising and printing costs were expensed.
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Research and Development Costs
Research and development costs consist of salaries and employee benefits, contract services fees, utilities, materi-
als and operating supplies and are charged to expense as incurred and were $1.9 million in 2006 ($1.3 million in 
2004 and $1.5 million in 2005).

New Accounting Pronouncements

FIN 48
In June 2006, the Board issued FIN 48, “Accounting for Uncertainty in Income Taxes” (the “Interpretation”). The 
Interpretation clarifies the accounting for uncertainty in income taxes recognized in accordance with FASB 109, 
“Accounting for Income Taxes” by defining a criterion that an individual tax position must be met for any part of  
the benefit to be recognized in the financial statements. The Interpretation is effective for fiscal years beginning 
after December 15, 2006.

We have reviewed the provisions of FIN 48, and believe there will be no significant impact to the financial statements. 
We will adopt the Interpretation for the fiscal year beginning 2007.

FAS 157
In September 2006, the Board issued FAS 157, “Fair Value Measurements.” The Statement defines fair value, estab-
lishes a framework for measuring fair value, and expands disclosure requirements regarding fair value measurements.

FAS 157 is effective for fiscal years beginning after November 15, 2007. We are reviewing the provisions of the 
Statement and will adopt it for the fiscal year beginning 2008.

FAS 159
In February 2007, the Board issued FAS 159, “Fair Value Option for Financial Assets and Financial Liabilities.” This 
statement permits entities to choose to measure many financial instruments and certain other items at fair value 
that are not currently required to be measured at fair value.

FAS 159 is effective for fiscal years beginning after November 15, 2007. We are reviewing the provisions of this state-
ment and will adopt it for the fiscal year beginning 2008.

SAB 108
On September 13, 2006, the SEC staff issued SAB 108 which provides guidance for companies with respect to 
quantifying financial statement misstatements. Specifically, SAB 108 addresses immaterial differences and how 
they relate to the balance sheet as well as the income statement. We adopted SAB 108 without any impact to  
the financial statements.

Supplemental Cash Flow Disclosures 2004 2005 2006

(in thousands)
Cash paid during the period for:

Interest $� 964 $�1,355 $�4,099
Income taxes 19,531 6,160 7,708

2.	 Acquisition:

R-Vision
The Company announced on November 9, 2005 that it had reached an agreement to acquire the Indiana-based  
R-Vision companies and affiliates in an all cash transaction. The acquisition was completed on November 18, 2005. 
The R-Vision companies and affiliates consist of R-Vision, Inc., R-Vision Motorized, LLC, Bison Manufacturing, LLC, 
and Roadmaster, LLC collectively known as “R-Vision.” R-Vision manufactures towable and motorized recreational 
vehicle products, and the acquisition was primarily to strengthen the Company’s towable recreational vehicle segment. 
R-Vision’s results of operations for the period November 18, 2005 to December 31, 2005 are included in the consoli-
dated financial statements of the Company.
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The cash paid for R-Vision, including transaction costs of $584,985, totaled $54,623,512, net of cash acquired. All 
the goodwill associated with the R-Vision acquisition was allocated to the towable recreational vehicle segment. 
This was based on the conclusion that the purchase price allocated to the motorized portion of R-Vision, based on 
relative fair values, did not exceed its carrying amount of net book value. Of the total goodwill acquired, $32.7 
million is expected to be deductible for tax purposes as of December 30, 2006. The total R-Vision assets acquired 
and liabilities assumed of R-Vision based on estimated fair values at November 18, 2005, is as follows:

(in thousands)

Receivables $� 14,571
Inventories 18,160
Prepaids and other assets 618
Property and equipment 12,945
Goodwill 31,188

Total assets acquired 77,482

Accounts payable 8,769
Accrued liabilities 12,142
Current deferred tax liability 1,184
Long-term deferred tax liability 808

Total liabilities assumed 22,903

Total assets acquired and liabilities assumed $�54,579

The purchase price was derived from a calculation of a multiple of earnings before interest, taxes, depreciation and 
amortization for a trailing 12-month period (adjusted for certain non-recurring expense items), which exceeded 
the book value of R-Vision and generated goodwill of $30.7 million. The allocation of the purchase price and the 
related goodwill has been adjusted in 2006 for the resolution of pre-acquisition contingencies of $490,000 for esti-
mates for reserve amounts related to product litigation and deferred taxes established to account for certain book 
to tax basis differences as of the acquisition date.

The following unaudited pro forma information presents the consolidated results as if the acquisition had occurred 
at the beginning of the period and giving effect to the adjustments for the related interest on financing the pur-
chase price, goodwill and depreciation. The pro forma information does not necessarily reflect results that would 
have occurred nor is it necessarily indicative of future operating results.

2004 
Unaudited

2005 
Unaudited

(in thousands, except per share data)
Net sales $�1,599,030 $�1,455,189
Net income 38,743 12,079
Diluted earnings per common share $� 1.29 $� 0.40

3.	 Discontinued Operations:

During the third quarter of 2005, the Company announced that it planned to close its Royale Coach operations  
in Elkhart, Indiana. Royale Coach produces Prevost bus conversion motor coaches with price points in excess of  
$1.4 million. Royale Coach sold approximately 20 coaches per year and was not a significant portion of the 
Company’s overall business. Plant closure costs of approximately $1.3 million (net of tax) were recognized in 2005. 
The net income (loss) from discontinued operations for the fiscal years ended January 1, 2005, December 31,  
2005 and December 30, 2006 is net of a tax expense of $94,000, tax benefit of $868,000, and tax expense of 
$28,000, respectively.
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The operating results of Royale Coach are presented in the Company’s Consolidated Statements of Income as discon-
tinued operations, net of income tax, and all prior periods have been reclassified. The components of discontinued 
operations for the periods presented are as follows.

2004 2005 2006

(in thousands)
Net sales $�10,974 $�5 ,452 $�4,835
Cost of sales 9,660 5,923 4,916

Gross profit (loss) 1,314 (471) (81)
Selling, general and administrative expenses 1,064 1,718 (127)

Income (loss) from discontinued operations before income taxes 250 (2,189) 46
Income tax expense (benefit) 94 (868) 28

Income (loss) from discontinued operations $� 156 $�(1,321) $� 18

4.	Pla nt Relocation:

During the second quarter of 2005, the Company announced plans to close the Bend, Oregon production operations 
and relocate them to the Coburg, Oregon facility. The Bend, Oregon operations ceased as of June 15, 2005. The 
Company recognized pre-tax charges in 2005 and 2006 of $4.4 million and $269,000, respectively. The charges 
were primarily for the impairment of property, plant and equipment and future rental expense related to the facility.

The accrued liability for restructuring reserves consists of the following:

December 31, 
2005

December 30, 
2006

(in thousands)
Lease commitment $� 753 $� 29
Impairment of property, plant and equipment 510 0
Other 155 107

$�1,418 $�136

5.	 Inventories, Net:

Inventories consist of the following:

December 31, 
2005

December 30, 
2006

(in thousands)
Raw materials $� 91,028 $� 84,069
Work-in-process 61,393 55,473
Finished units 43,134 26,773
Raw material reserves (12,263) (10,444)

$�183,292 $�155,871
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6.	P roperty, Plant, and Equipment:

Property, plant, and equipment consist of the following:

December 31, 
2005

December 30, 
2006

(in thousands)
Land $� 15,146 $� 15,226
Buildings 127,974 128,073
Equipment 42,837 45,341
Furniture and fixtures 18,529 22,397
Vehicles 3,510 3,473
Leasehold improvements 2,504 2,002
Brand elements and signage 3,147 6,617
Construction in progress 6,675 3,398

220,322 226,527
Less accumulated depreciation and amortization 61,018 72,632

$�159,304 $�153,895

7.	 Accrued Expenses and Other Liabilities:

Accrued expenses and other liabilities consist of the following:

December 31, 
2005

December 30, 
2006

(in thousands)
Payroll, vacation, payroll taxes and related accruals $� 15,363 $� 15,997
Promotional and advertising 7,693 13,594
Health insurance reserves and premiums payable 5,943 5,997
Resorts profit sharing accruals 1,865 3,700
Other 6,868 5,076

$� 37,732 $� 44,364

8.	 Line of Credit:

The Company’s credit facilities consist of a revolving line of credit of up to $105.0 million. At the end of the 2006 
fiscal year, borrowings outstanding on the revolving line of credit (the “Revolving Loan”) were $2.0 million. At the 
election of the Company, the Revolving Loan bears interest at varying rates that fluctuate based on the prime rate 
or LIBOR and are determined based on the Company’s leverage ratio. The Company also pays interest quarterly  
on the unused available portion of the Revolving Loan at varying rates, determined by the Company’s leverage 
ratio. The Revolving Loan is due and payable in full on November 17, 2009 and requires monthly interest payments. 
The Company also has an unused letter of credit of $2.8 million outstanding as of December 30, 2006.

The weighted-average interest rate on the outstanding borrowings under the Revolving Loan was 5.4% and 6.8% for 
2005 and 2006, respectively. Interest expense on the unused available portion of the line was $178,000 or 1.0% and 
$229,000 or 1.3% of weighted-average outstanding borrowings for 2005 and 2006, respectively. The Revolving Loan  
is collateralized by substantially all the assets of the Company. The agreement contains restrictive covenants as to 
the Company’s leverage ratio, current ratio, fixed charge coverage ratio, and tangible net worth. As of December 30, 
2006, the Company was in compliance with these covenants.
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9.	 Long-term Note Payable:

In November 2005, the Company amended its credit facilities to borrow $40.0 million of term debt (the “Term 
Debt”) to effect the acquisition of R-Vision (see Note 2). In January 2007, the Company amended its credit facilities 
agreement to modify certain restrictive covenants. At the end of the 2006 year, borrowings outstanding were $34.3 
million. At the election of the Company, the Term Debt bears interest at varying rates that fluctuate based on the 
prime rate or LIBOR and are determined based on the Company’s leverage ratio. The Term Debt requires quarterly 
interest payments and quarterly principal payments of $1.4 million, with a final balloon payment of $12.9 million due 
on November 18, 2010. As of year end 2006, the weighted-average interest rate on the Term Debt was 7.1%. The 
Term Debt is collateralized by all the assets of the Company. The agreement contains restrictive covenants as to the 
Company’s leverage ratio, current ratio, fixed charge coverage ratio, and tangible net worth. As of December 30, 
2006, the Company was in compliance with these covenants.

In November 2005, the Company obtained a term loan of $500,000 from the State of Oregon in connection with 
the relocation of jobs to the Coburg, Oregon production facilities from the Bend, Oregon facility. The principal 
and interest is due on April 30, 2009. The loan bears a 5% annual interest rate.

The following table displays the scheduled principal payments by year that will be due in thousands on the term loans.

Year
Amount of  

payment due

2007 $�5 ,714
2008 5,714
2009 6,214
2010 17,143

$�34,785

10.	Preferred Stock:

The Company has authorized “blank check” preferred stock (1,934,783 shares authorized, $.01 par value) (“Preferred 
Stock”), which may be issued from time to time in one or more series upon authorization by the Company’s Board 
of Directors. The Board of Directors, without further approval of the stockholders, is authorized to fix the dividend 
rights and terms, conversion rights, voting rights, redemption rights and terms, liquidation preferences, and any 
other rights, preferences, privileges, and restrictions applicable to each series of the Preferred Stock. There were no 
shares of Preferred Stock outstanding as of December 31, 2005 or December 30, 2006.

11.	Se gment Reporting:

The Company is a leading manufacturer of premium Class A, B and C motor coaches (Motorized Recreational 
Vehicle Segment) and towable recreational vehicles (Towable Recreational Vehicle Segment). Our product line cur-
rently consists of a broad line of motor coaches, fifth wheel trailers, travel trailers, and specialty trailers under the 
“Monaco,” “Holiday Rambler,” “Beaver,” “Safari,” “McKenzie,” “R-Vision,” “Bison,” and “Roadmaster” brand names.

In addition to the manufacturing of premium recreational vehicles, the Company also owns and operates two 
motorhome resort properties (Motorhome Resort Segment) located in Las Vegas, Nevada, and Indio, California. In 
addition to these two resorts, the Company has also acquired a piece of property in southern California, and has 
two pieces of property under contract in southern Florida. These properties are planned to be developed and sold 
over the next two to five years. The resorts offer sales of individual lots to recreational vehicle owners and also 
offer a common interest in the amenities at the resort. The resorts provide destination locations for premium  
Class A recreational vehicle owners and help to promote the recreational vehicle lifestyle.
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The following table provides the results of operations of the three segments of the Company for the years 2004, 
2005, and 2006, respectively.

2004 2005 2006

Motorized Recreational Vehicle Segment (in thousands)

Net sales $�1,234,233 $�1,017,766 $�941,657
Cost of sales 1,080,972 925,014 869,110

Gross profit 153,261 92,752 72,547
Selling, general and administrative expenses 38,566 46,331 44,306
Corporate overhead allocation 51,470 43,148 34,172
Plant relocation costs 0 4,370 269

Operating income (loss) $� 63,225 $� (1,097) $�(6,200)

Towable Recreational Vehicle Segment
Net sales $� 129,331 $� 185,433 $�324,342
Cost of sales 123,314 174,242 292,876

Gross profit 6,017 11,191 31,466
Selling, general and administrative expenses 4,827 5,603 15,323
Corporate overhead allocation 5,393 7,588 14,737

Operating income (loss) $� (4,203) $� (2,000) $� 1,406

Motorhome Resorts Segment
Net sales $� 22,705 $� 33,039 $� 31,987
Cost of sales 13,171 12,212 11,457

Gross profit 9,534 20,827 20,530
Selling, general, and administrative expenses 4,194 7,606 8,236
Corporate overhead allocation 4,695 2,903 3,691

Operating income $� 645 $� 10,318 $� 8,603

2004 2005 2006

(in thousands)
Reconciliation to Net Income
Operating income (loss):

Motorized recreational vehicle segment $� 63,225 $� (1,097) $� (6,200)
Towable recreational vehicle segment (4,203) (2,000) 1,406
Motorhome resorts segment 645 10,318 8,603

Total operating income 59,667 7,221 3,809
Other income, net 343 255 615
Interest expense (1,547) (1,820) (4,430)

Income (loss) before income taxes and discontinued operations 58,463 5,656 (6)
Provision for (benefit from) income taxes from continuing operations 21,914 1,687 (992)

Income from continuing operations 36,549 3,969 986
Income (loss) from discontinued operations, net of tax provision (benefit) 156 (1,321) 18

Net income $� 36,705 $� 2,648 $� 1,004
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The following table provides information for the respective segments related to assets:

Assets of the Recreational Vehicle and Motorhome Resorts Segments
December 31, 

2005
December 30, 

2006

(in thousands)
Motorized recreational vehicle segment $� 342,790 $� 306,196
Towable recreational vehicle segment 83,754 87,153
Motorhome resorts segment 9,826 25,954

Total segment assets $�436,370 $�419,303

The Company includes the total of inventories and resort lot inventory in the measure of the segments’ assets that 
are used for decision making purposes. Property, plant, and equipment specific to the segments are also included 
in the measure of the segments’ assets for decision making purposes. Remaining assets are accounted for at the 
corporate level and are not allocated out to the business segments. Total depreciation expense is allocated among 
the segments either based on the associated assets being allocated to the segment or through the corporate overhead 
allocation of expenses. Corporate overhead is comprised of certain shared services, and is allocated to the respective 
segments based on a combination of activities performed for the segment as well as the relative segment’s percentage 
of sales for the Company in total.

The following table reconciles assets of the segments to total consolidated assets:

Reconciliation of Segment Assets to Total Assets
December 31, 

2005
December 30, 

2006

(in thousands)
Total assets allocated to segments $� 436,370 $� 419,303
Assets not allocated to segments:

Cash 586 4,984
Trade receivables, net 102,666 81,588
Prepaid expenses 4,364 5,624
Income taxes receivable 206 6,901
Deferred income taxes 36,345 38,038
Discontinued operations 4,922 0
Property, plant, and equipment, net 1,313 1,172
Debt issuance costs, net 695 540

Total assets $�587,467 $�558,150

The following table provides information for the respective segments related to capital expenditures:

Capital Expenditures of the Recreational Vehicle and 
Motorhome Resort Segments

December 31, 
2005

December 30, 
2006

(in thousands)
Motorized recreational vehicle segment $� 17,470 $�7,589
Towable recreational vehicle segment 159 736
Motorhome resorts segment 89 999

Total capital expenditures $�17,718 $�9,324
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The following table provides information for the respective segments relating to depreciation expense:

Depreciation Expense for the Recreational Vehicle and  
Motorhome Resort Segments 2004 2005 2006

(in thousands)
Motorized recreational vehicle segment $� 9,592 $� 9,603 $� 11,871
Towable recreational vehicle segment 585 818 1,951
Motorhome resorts segment 42 74 111

Total depreciation expense $�10,219 $�10,495 $�13,933

12.	Income Taxes:

The provision for income taxes for continuing operations is as follows:

2004 2005 2006

(in thousands)
Current:

Federal $� 17,116 $� 4,729 $� 970
State 1,908 (169) 258

19,024 4,560 1,228
Deferred:

Federal 2,414 (2,573) (1,249)
State 476 (300) (971)

Provision for (benefit from) income taxes $�21,914 $� 1,687 $� (992)

The reconciliation of the provision for income taxes at the U.S. federal statutory rate to the Company’s effective 
income tax rate is as follows:

2004 2005 2006

(in thousands)
Expected U.S. federal income taxes at statutory rates $� 20,462 $� 1,923 $� (2)
State and local income taxes, net of federal benefit 1,982 (305) (788)
Change in valuation allowance (433) 0 284
Meals expense disallowance 217 204 152
Subsidiary stock basis adjustment 0 634 625
Stock-based compensation 0 0 130
Domestic manufacturing deduction 0 (90) (51)
Export sales benefit (356) (495) (807)
Reversal of federal and state tax reserves no longer required 0 (277) (445)
Other 42 93 (90)

Provision for (benefit from) income taxes $�21,914 $� 1,687 $� (992)
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The components of the current net deferred tax asset and long-term net deferred tax liability are:

December 31, 
2005

December 30, 
2006

(in thousands)
Current deferred income tax assets:

Warranty liability $� 10,342 $� 11,308
Product liability 7,725 6,244
Inventory allowances 4,784 3,902
Franchise and other incentive accruals 6,943 10,532
Compensation and related accruals 2,342 2,030
Insurance accruals 3,024 2,637
Resort lot inventory 1,316 602
Other accruals (269) 490
Net operating loss (NOL) carryforward 138 293

$�36,345 $�38,038

Long-term deferred income tax liabilities:
Depreciation $� 16,306 $� 15,835
Amortization 5,584 6,859
Compensation and related accruals 0 (734)
Net operating loss (NOL) carryforward (143) (263)
State tax credit carryforward (123) (303)
Valuation allowance on state tax credit carryforward 0 284

$�21,624 $�21,678

Management believes that the temporary differences which gave rise to the deferred income tax assets will be real-
ized in the foreseeable future, except for a portion of the benefits arising from the state tax credit carryforward. 
Accordingly, management has provided a valuation allowance for the portion of the state tax credit carryforward 
that may not be fully realized. Net operating loss carryforwards expire between 2015 and 2026 and state tax 
credits expire between 2008 and 2014.

13.	Earnings Per Share:

Basic earnings per common share is based on the weighted-average number of shares outstanding during the 
period. Diluted earnings per common share is based on the weighted-average number of shares outstanding during 
the period, after consideration of the dilutive effect of outstanding stock-based awards. For the fiscal year ending 
2006, there were 819,500 anti-dilutive options excluded from the diluted earnings per share calculation (zero and 
385,890 for the fiscal years ending 2004 and 2005, respectively). The weighted-average number of common shares used 
in the computation of earnings per common share for the years ended January 1, 2005, December 31, 2005, and 
December 30, 2006 are as follows:

2004 2005 2006

Basic
Issued and outstanding shares (weighted-average) 29,370,455 29,516,794 29,712,957

Effect of Dilutive Securities
Stock-based awards 588,191 341,242 189,873

Diluted 29,958,646 29,858,036 29,902,830

2004 2005 2006

Cash dividends per common share $  0.20 $  0.24 $  0.24

Cash dividends paid (in thousands) $5,874 $7,085 $7,134
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14. Leases:

The Company has commitments under certain noncancelable operating leases. Total rental expense for the fiscal 
years ended January 1, 2005, December 31, 2005, and December 30, 2006 related to operating leases amounting to 
approximately $3.6 million, $3.6 million, and $3.4 million, respectively. The Company’s most significant lease is  
an operating lease for an aircraft that expired in February 2006. The Company has signed an extension of the 
lease through May 14, 2007 and is negotiating a new lease. The future minimum rental commitment under the 
extension of this lease is $740,000 in 2007. The Company has guaranteed up to $14.3 million of any deficiency in 
the event that the lessor’s net sales proceeds from the aircraft are less than $15.7 million. The Company has com-
mitments under certain noncancelable subleases. As of December 30, 2006, the total minimum sublease rental 
income to be received in the future is $2.4 million. Sublease rental income will be recognized ratably over the 
next eight years.

Approximate future minimum rental commitments under these leases at December 30, 2006 are summarized as follows:

Fiscal Year (in thousands)

2007 $1,839
2008 888
2009 741
2010 701
2011 701
2012 and thereafter 1,768

15. Bonus Plan:

The Company has a discretionary bonus plan for certain key employees. Bonus expense included in selling, general, 
and administrative expenses for the years ended January 1, 2005, December 31, 2005, and December 30, 2006 was 
$8.9 million, $607,000, and $2.2 million, respectively.

16. Stock-based Award Plans:

The Company has an Employee Stock Purchase Plan (the “Purchase Plan”)–1993, a non-employee 1993 Director 
Stock Plan (the “Director Plan”), and an amended and restated 1993 Stock Plan (the “Stock Plan”). The compen-
sation expense recognized in 2006 for the plans was $2.8 million with an income tax benefit of $1.1 million. The 
amount of cash received from the exercise of stock options, stock issued under the Stock Purchase Plan, and stock 
issued in lieu of some directors’ cash retainer was $1.8 million. The tax benefit realized from stock options exercised 
in 2006 was $161,000.

Stock Purchase Plan
The Purchase Plan qualifies under Section 423 of the Internal Revenue Code. The Company has 683,438 shares  
of Common Stock reserved for issuance under the Purchase Plan, of which 592,878 shares were issued as of 
December 30, 2006. During the years ended December 31, 2005 and December 30, 2006, 57,989 shares and 69,644 
shares, respectively, were issued under the Purchase Plan. The weighted-average fair value of purchase rights granted 
in 2005 and 2006 was $18.24 and $11.28, respectively. Under the Purchase Plan, an eligible employee may purchase 
shares of Common Stock from the Company through payroll deductions of up to 10% of base compensation, at a 
price per share equal to 85% of the lesser of the fair market value of the Company’s Common Stock as of the first 
day (grant date) or the last day (purchase date) of each six-month offering period under the Purchase Plan.
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The Purchase Plan is administered by a committee appointed by the Board of Directors. Any employee who is  
customarily employed for at least 20 hours per week and more than five months in a calendar year by the Company, 
or by any majority-owned subsidiary designated from time to time by the Board of Directors, and who does not 
own 5% or more of the total combined voting power or value of all classes of the Company’s outstanding capital 
stock, is eligible to participate in the Purchase Plan.

Director Plan
Effective May 17, 2006, no further awards will be made under the Director Plan, but it will continue to govern 
awards previously granted thereunder. Subsequent equity awards to directors are being made under the Stock Plan. 
The Board of Directors and the stockholders had authorized a total of 352,500 shares of Common Stock for issuance 
pursuant to the Director Plan. On May 17, 2006, authorization for 76,924 shares were transferred from the Director 
Plan to the Stock Plan, which represented the number of shares reserved under the Director Plan that had not 
been issued pursuant to awards granted under the plan plus the number of shares reserved that were not subject to 
any outstanding awards granted under the plan.

Options granted under the Director Plan to non-employee directors on the date the optionee first became a direc-
tor vest ratably over a five-year period, while subsequent annual grants vest in full on the fifth anniversary of their 
grant date. The exercise price of all options granted under the Director Plan was equal to the fair market value of 
a share of the Company’s Common Stock on the date of grant. The maximum term of these options is 10 years. 
As of December 30, 2006, 112,950 options had been exercised, and options to purchase 146,550 shares of Common 
Stock were outstanding. As of December 30, 2006, 5,265 shares of Common Stock had been issued in lieu of some 
directors’ cash retainer as allowed by the Director Plan up to May 17, 2006.

Stock Plan
The Stock Plan, as amended on May 17, 2006, provides for the grant of stock-based awards to employees, directors and 
consultants who provide services to the Company and its affiliates. Allowed awards include stock options, restricted 
stock, restricted stock units, stock appreciation rights, performance shares, performance units, dividend equivalents and 
other stock awards. A total of 5,534,737 shares of Common Stock have been reserved for issuance under the Stock 
Plan, which includes the transfer of unused share authorizations under the Director Plan on May 17, 2006.

The stock options issued subsequent to May 16, 2002, the restricted stock units and the performance share awards 
include a retirement eligible provision. Employees and directors who reach the retirement age of 62 and have pro-
vided five years of service meet the provision. The recognition of compensation expense associated with these 
awards is accelerated based upon this criteria and is derived by the use of the non-substantive vesting period 
approach. This approach was followed under APB 25 and subsequently with the adoption of FAS 123R.

Stock Options
A component of the Stock Plan permits the Company to grant stock options. As of December 30, 2006, 1,589,633 
options had been exercised, and options to purchase 1,160,300 shares of Common Stock were outstanding. These 
options vest ratably over five years commencing with the date of grant.

The exercise price of all stock options granted under the Stock Plan must be at least equal to the fair market value 
of a share of the Company’s Common Stock on the date of grant. With respect to any participant possessing more 
than 10% of the voting power of the Company’s outstanding capital stock, the exercise price of any incentive 
stock option granted must equal at least 110% of the fair market value on the grant date, and the maximum term 
of the option must not exceed five years. The terms of all other options granted under the Stock Plan may not 
exceed ten years. Options outstanding to participants who meet the retirement eligible provision vest upon actual 
retirement or the normal vesting period, whichever is earlier.
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In the fourth quarter of 2005, the Company elected to accelerate all non-vested stock options outstanding with an 
exercise price greater than $16 per share. The purpose of the acceleration was to enable the Company to avoid 
recognizing compensation expense associated with these options in future periods in its consolidated statements  
of income pursuant to Financial Accounting Standards Board Statement No. 123R. Under FAS No. 123R, the 
Company began applying the expense recognition provisions relating to stock options beginning in the first quar-
ter of fiscal 2006. In approving the acceleration, the Company considered its impact on future financial results, 
stockholder value and employee retention. The Company believes that the acceleration was in the best interest of 
stockholders as it reduces the Company’s reported compensation expense in periods subsequent to fiscal 2005  
in light of these accounting regulations. The compensation expense in future periods that is eliminated as a 
result of the acceleration of the vesting of these options is approximately $3.7 million. This acceleration did not 
result in a charge to the Company’s expenses in the consolidated statements of income in fiscal 2005.

Option transactions involving the Director Plan and the Stock Plan are summarized with the corresponding  
weighted-average exercise prices as follows:

Shares
Weighted-Average 

Exercise Price

Weighted-Average 
Remaining 

Contractual Term
Aggregate 

Intrinsic Value

(in thousands)
Outstanding at January 3, 2004 1,237,171 $�11.63

Granted 197,800 26.28
Exercised (120,398) 8.95

Outstanding at January 1, 2005 1,314,573 14.08
Granted 292,020 16.13
Exercised (72,078) 5.87
Forfeited (65,240) 18.14

Outstanding at December 31, 2005 1,469,275 14.71
Granted 0 0
Exercised (128,475) 7.44
Forfeited (33,950) 20.01

Outstanding at December 30, 2006 1,306,850 $�15.28 5.2 $19,974

Exercisable at December 30, 2006 1,215,430 $�15.54 5.0 $18,884

The total intrinsic value of options exercised during fiscal years 2004, 2005, and 2006 was approximately $2.1 million, 
$739,000, and $819,000, respectively. The pro forma weighted-average grant-date fair value of options granted in 
2004 and 2005 was $7.20 and $5.41, respectively.

There was $441,089 of stock option related compensation expense recognized from the combination of the Stock 
Plan, the Purchase Plan and the Director Plan during the fiscal year ended December 30, 2006. The total remaining 
expense to be recognized in future periods for outstanding non-vested stock options is approximately $297,000. 
The expense is expected to be recognized over a weighted-average period of 2.2 years.

Restricted Stock Unit Grant
A component of the Stock Plan permits the Company to grant shares of restricted stock units (RSU’s). These grants 
are compensation expense under the rules of FAS 123R, and are required to be recognized in the Company’s con-
solidated statements of income. The valuation of the RSU’s is based on the closing market price of the Common 
Stock on the date of grant. The RSU’s vest ratably over four years or cliff vest at four years for employees and  
cliff vest at three years for directors. RSU’s outstanding to participants who meet the retirement eligible provision 

3_Monaco_06FN18008.indd   50 3/29/07   9:03:55 AM



Monaco Coach Corporation	5 1

vest upon actual retirement or the normal vesting period, whichever is earlier. Under Section 162(m) of the Internal 
Revenue Code of 1986, as amended, RSU’s granted to certain employees require performance criteria to be met in 
order for the units to cliff vest at three years. The performance criteria is based on the return on equity. As of 
December 30, 2006, there are 72,695 RSU’s outstanding that require the attainment of the performance criteria.

The performance based RSU’s were issued in 2006 and the associated compensation expense recognized in 2006 
was approximately $725,000. During the fiscal years ended 2005 and 2006, $16,341 and $1,336,770 was recorded as 
compensation expense related to all RSU’s. A forfeiture rate is applied to the majority of the RSU’s granted to 
employees based on the historical forfeiture experience with stock options. The total remaining expense to be 
recognized in future periods for outstanding non-vested RSU’s is approximately $2.2 million. The expense is 
expected to be recognized over a weighted-average period of 2.9 years.

Restricted stock unit transactions under the Stock Plan are summarized with the weighted-average grant-date fair 
value as follows:

Restricted  
Stock Units

Weighted-Average 
Grant-Date Fair Value

Non-vested at January 1, 2005 0 $� 0.00
Granted 53,250 14.73

Non-vested at December 31, 2005 53,250 14.73
Granted 254,159 12.71
Forfeited (27,500) 14.67

Non-vested at December 30, 2006 279,909 $�12.90

Performance Share Awards
A component of the Stock Plan also permits the Company to grant performance share awards (PSA’s). Grants were 
effective as of the date of approval of the Stock Plan by the shareholders on May 17, 2006 and included target payouts 
to participants of a total of 164,909 shares under a two-year performance plan and 164,909 shares under a three-year 
performance plan. Both plans require the achievement of performance based on Return on Net Assets - adjusted 
(RONA) and Total Shareholder Return (TSR) compared to a group of peer companies. Depending on the ranking 
of the Company’s performance against the peer group, the participants could earn from 0% up to 200% of the target 
payout of performance shares. A participant who retires during a performance period and meets the retirement eligible 
provision is entitled to receive 100% of the award that would have otherwise been earned had the participant remained 
employed through the end of the performance period. The award to such a participant will be settled at the end of  
the normal performance period.

The fair value of share awards requiring achievement of the goal based on TSR is estimated on the date of grant 
using a lattice-based valuation model that uses assumptions noted in the following table. Because lattice-based 
option valuation models incorporate ranges of assumptions for inputs, those ranges are disclosed. Expected volatili-
ties were based on historical volatility of the Company’s stock and the average of the competitor companies’ stock, 
as well as other factors. The Company used historical data to estimate employee termination within the valuation 
model. The expected term of awards granted was derived from the output of the option valuation model and repre-
sents the period of time that awards granted are expected to be outstanding. The risk-free interest rate is based on  
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interest rates on total constant maturity U.S. Treasury notes with lives consistent with the expected lives of the 
related option. The grant-date fair value of the TSR related awards is $10.62 and $11.99 per share for the two-year 
and three-year performance plan, respectively.

2006

Risk-free interest rate 4.97% to 5.00%
Expected life (in years) 2 to 3
Expected volatility of the Company 40.40%
Expected dividend yield 1.90%
Peer companies’ average volatility experience 33.90%

The fair value of the share awards requiring achievement of the goal based on RONA is the Common Stock  
market price at grant date, which was $12.73 for the awards granted in 2006. The recognition of compensation 
expense is initially based on the probable outcome of the performance condition and adjusted for subsequent 
changes in the estimated or actual outcome. The Company reassesses at each reporting date whether achievement 
of the performance condition is probable. The assessment involves comparing the Company’s forecasted RONA 
for the performance period to the historical RONA achieved by a group of peer companies.

The TSR goal is based on the market price of the Company’s Common Stock as compared to the peer group. This 
is considered a market condition under FAS 123R, thus compensation expense recognized is not reversed if the  
goal is not achieved by the end of the performance period. The compensation expense related to share awards that 
are forfeited is reversed. If the performance goal related to RONA is not met, no compensation expense is recognized 
and any recognized compensation expense is reversed as of the end of the plan period. A total of $981,346 of  
compensation expense was recorded during the fiscal year ended 2006 relating to the performance share awards. 
As of December 30, 2006, it was not probable that the RONA goal would be met at the end of the performance 
periods and thus compensation expense recognized throughout 2006 was reversed. The total remaining expense 
expected to be recognized in future periods for outstanding PSA’s is approximately $883,000. The expense is 
expected to be recognized over a weighted-average period of 1.6 years. The total number of PSA’s granted during 
2006 and non-vested as of December 30, 2006 was 329,818 shares at target payout. The weighted-average grant-
date fair value of these shares is $12.02.

The following table illustrates the effect on net income and earnings per share if the Company had applied the fair 
value recognition provisions of FAS 123 to stock-based compensation in the fiscal years ended 2004 and 2005 compared 
to the fair value recognition provisions of FAS 123R that are applied to the stock-based payment arrangements in 
the fiscal year ended 2006.

 2004 2005 2006

(in thousands, except per share data)
Net income before stock-based compensation expense $� 36,705 $� 2,648 $�2,690
Deduct: Total stock-based compensation expense determined under fair value based  

method for all awards, net of related tax effects (1,569) (3,219) (1,686)

Net income* $�35,136 $� (571) $�1,004

Earnings (loss) per share:
Basic - as reported $� 1.25 $� 0.09 $� 0.03
Basic - with stock-based compensation $� 1.20 $� (0.02) $� 0.03

Diluted - as reported $� 1.23 $� 0.09 $� 0.03
Diluted - with stock-based compensation $� 1.17 $� (0.02) $� 0.03

*Net income prior to 2006 are pro forma for the effect of FAS 123R.
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For purposes of the above information, the fair value of each option grant was estimated at the date of grant using 
the Black-Scholes option pricing model based on the weighted-average assumptions noted in the following table. 
There were no options granted in 2006. Expected volatilities were based on historical volatility of the Company’s 
Common Stock, and other factors. The Company used historical data to estimate option exercise and employee 
termination within the valuation model. The expected term of options granted was derived from the output of  
the option valuation model and represents the period of time that options granted are expected to be outstanding. 
The risk-free interest rate is based on interest rates on total constant maturity U.S. Treasury notes with lives con-
sistent with the expected lives of the related option.

2004 2005

Risk-free interest rate 3.54% 4.03%
Expected life (in years) 6.09 6.69
Expected volatility 36.31% 31.25%
Expected dividend yield 1.00% 1.70%

17.	Fai r Value of Financial Instruments:

The fair value of the Company’s financial instruments are presented below. The estimates require subjective  
judgments and are approximate. Changes in methodologies and assumptions could significantly affect estimates.

Line of Credit—The carrying amount outstanding on the revolving line of credit is $25.0 million and $2.0 million 
at December 31, 2005 and December 30, 2006, respectively, which approximates the estimated fair value as this 
instrument requires interest payments at a market rate of interest plus a margin. 

Long-Term Notes Payable—The carrying amount outstanding on the long-term notes payable is $34.8 million 
(including $5.7 million of current payable) at December 30, 2006, which approximates the estimated fair value as 
these instruments require interest payments at a market value rate of interest plus a margin.

18.	401(K) Defined Contribution Plan:

The Company sponsors a 401(k) defined contribution plan covering substantially all full-time employees. Company 
contributions to the plan totaled approximately $879,000 in 2004, $880,000 in 2005, and $787,000 in 2006.

19.	Commitments and Contingencies:

Repurchase Agreements
Many of the Company’s sales to independent dealers are made on a “floorplan” basis by a bank or finance company 
which lends the dealer all or substantially all of the wholesale purchase price and retains a security interest in the vehi-
cles. Upon request of a lending institution financing a dealer’s purchases of the Company’s product, the Company may 
execute a repurchase agreement. These agreements provide that, for up to 15 months after a unit is shipped, the 
Company will repurchase a dealer’s inventory in the event a dealer defaults on its floorplan credit arrangement with 
its lender. It has been the Company’s experience that the chance of default by dealers has been very low.

The Company’s liability under repurchase agreements is limited to the unpaid balance owed to the lending institu-
tion by reason of its extending credit to the dealer to purchase its vehicles, reduced by the resale value of vehicles 
which may be repurchased. The risk of loss is spread over numerous dealers and financial institutions.
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Losses of approximately $600,000, $79,000, and $232,000 were incurred in 2004, 2005, and 2006, respectively. 
The approximate amount subject to contingent repurchase obligations arising from these agreements at December 
30, 2006 is $566.7 million, with approximately 6.6% concentrated with one dealer. The Company has recorded a 
liability of approximately $462,000 for potential losses resulting from guarantees on repurchase obligations for 
products shipped to dealers. If the Company were obligated to repurchase a significant number of units under any 
repurchase agreement, its business, operating results, and financial condition could be adversely affected.

Product Liability
The Company is subject to regulations which may require the Company to recall products with design or safety 
defects, and such recall could have a material adverse effect on the Company’s business, results of operations, and 
financial condition.

The Company has from time to time been subject to product liability claims. To date, the Company has been  
successful in obtaining product liability insurance on terms the Company considers acceptable. The terms of the 
policy contain a self-insured retention amount of $500,000 per occurrence, with a maximum annual aggregate self-
insured retention of $3.0 million. Overall product liability insurance, including umbrella coverage, is available to a 
maximum amount of $100.0 million for each occurrence, as well as in the aggregate. There can be no assurance 
that the Company will be able to obtain insurance coverage in the future at acceptable levels or that the cost of 
insurance will be reasonable. Furthermore, successful assertion against the Company of one or a series of large 
uninsured claims, or of one or a series of claims exceeding any insurance coverage, could have a material adverse 
effect on the Company’s business, results of operations, and financial condition.

Litigation
The Company is involved in various legal proceedings which are incidental to the industry and for which certain  
matters are covered in whole or in part by insurance or otherwise. The Company has recorded accruals for probable 
settlements. Management believes that any ultimate liability which may result from these proceedings will not have 
a material adverse effect on the Company’s consolidated financial statements.

20.	Subsequent Events:

Joint Venture
On February 25, 2006, the Company closed a transaction with International Truck and Engine Corporation to 
form a joint venture to manufacture substantially all of the Company’s rear engine diesel chassis. The terms of the 
agreement grant the Company a 49% ownership in the joint venture, known as Custom Chassis Products, LLC 
(CCP). We contributed $4.7 million of capital consisting of inventories, fixed assets, and cash to CCP.

Purchase Commitment
Subsequent to December 30, 2006, the Company issued purchase orders to Cummins (the Company’s major supplier of 
diesel engines) in the amount of $19.9 million. The Company will consume these engines during the 2007 fiscal year.

3_Monaco_06FN18008.indd   54 3/29/07   9:03:56 AM



Monaco Coach Corporation	55

21.	 Quarterly Results (Unaudited):

1st 2nd 3rd 4th
Year ended December 31, 2005 Quarter Quarter Quarter Quarter

(in thousands, except per share data)
Net sales $328,813 $304,512 $296,953 $305,960
Gross profit 35,896 32,987 24,619 31,268
Operating income (loss) 8,939 1,655 (7,375) 4,002
Net income (loss):

Continuing operations 5,364 965 (4,355) 1,995
Discontinued operations (41) (210) (1,608) 538

$� 5,323 $� 755 $�(5,963) $� 2,533

Earnings (loss) per share - basic:
Continuing operations $� 0.18 $� 0.03 $� (0.15) $� 0.07
Discontinued operations 0.00 0.00 (0.05) 0.02

Basic $� 0.18 $� 0.03 $� (0.20) $� 0.09

Earnings (loss) per share - diluted:
Continuing operations $� 0.18 $� 0.03 $� (0.15) $� 0.06
Discontinued operations 0.00 0.00 (0.05) 0.02

Diluted $� 0.18 $� 0.03 $� (0.20) $� 0.08

1st 2nd 3rd 4th
Year ended December 30, 2006 Quarter Quarter Quarter Quarter

(in thousands, except per share data)
Net sales $385,068 $321,283 $292,473 $299,163
Gross profit 48,449 30,491 18,533 27,071
Operating income (loss) 14,470 793 (10,941) (512)
Net income (loss):

Continuing operations 8,293 479 (7,098) (687)
Discontinued operations 0 (107) 0 125

$� 8,293 $� 372 $�(7,098) $� (562)

Earnings (loss) per share - basic:
Continuing operations $� 0.28 $� 0.01 $� (0.24) $� (0.02)
Discontinued operations 0.00 0.00 0.00 0.00

Basic $� 0.28 $� 0.01 $� (0.24) $� (0.02)

Earnings (loss) per share - diluted:
Continuing operations $� 0.28 $� 0.01 $� (0.24) $� (0.02)
Discontinued operations 0.00 0.00 0.00 0.00

Diluted $� 0.28 $� 0.01 $� (0.24) $� (0.02)

(1)	�Third quarter 2005 amounts have been revised for a reclassification of tax credit from net income from discontinued operations to net income 
from continuing operations of $49,000.
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report of independent registered public accounting firm

To the Stockholders and Board of Directors of
Monaco Coach Corporation

We have completed integrated audits of Monaco Coach Corporation’s consolidated financial statements and of its 
internal control over financial reporting as of December 30, 2006, in accordance with the standards of the Public 
Company Accounting Oversight Board (United States). Our opinions, based on our audits, are presented below.

Consolidated financial statements
In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income, 
stockholders’ equity and of cash flows present fairly, in all material respects, the financial position of Monaco Coach 
Corporation and its subsidiaries (the “Company”) at December 30, 2006 and December 31, 2005, and the results of 
their operations and their cash flows for each of the three years in the period ended December 30, 2006 in conformity 
with accounting principles generally accepted in the United States of America. These financial statements are the 
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements 
based on our audits. We conducted our audits of these statements in accordance with the standards of the Public 
Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit  
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit of 
financial statements includes examining, on a test basis, evidence supporting the amounts and disclosures in the finan-
cial statements, assessing the accounting principles used and significant estimates made by management, and evaluat-
ing the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

As described in Note 1 to the consolidated financial statements, the company changed the manner in which it 
accounts for share-based compensation in 2006.

Internal control over financial reporting
Also, in our opinion, management’s assessment, included in the accompanying Management’s Report on Internal 
Control Over Financial Reporting, that the Company maintained effective internal control over financial reporting as 
of December 30, 2006 based on criteria established in Internal Control—Integrated Framework issued by the Committee 
of Sponsoring Organizations of the Treadway Commission (“COSO”), is fairly stated, in all material respects, based  
on those criteria. Furthermore, in our opinion, the Company maintained, in all material respects, effective internal 
control over financial reporting as of December 30, 2006, based on criteria established in Internal Control—Integrated 
Framework issued by the COSO. The Company’s management is responsible for maintaining effective internal control 
over financial reporting and for its assessment of the effectiveness of internal control over financial reporting. Our 
responsibility is to express opinions on management’s assessment and on the effectiveness of the Company’s internal 
control over financial reporting based on our audit. We conducted our audit of internal control over financial reporting 
in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards  
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require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over 
financial reporting was maintained in all material respects. An audit of internal control over financial reporting includes 
obtaining an understanding of internal control over financial reporting, evaluating management’s assessment, testing 
and evaluating the design and operating effectiveness of internal control, and performing such other procedures as we  
consider necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinions. 

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding 
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance 
with generally accepted accounting principles. A company’s internal control over financial reporting includes those 
policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly 
reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that transac-
tions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted 
accounting principles, and that receipts and expenditures of the company are being made only in accordance with 
authorizations of management and directors of the company; and (iii) provide reasonable assurance regarding preven-
tion or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a  
material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. 
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inad-
equate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

March 14, 2007
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management’s report on internal control over  
financial reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting as defined 
in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934. The Company’s internal control over 
financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting 
and the preparation of financial statements for external purposes in accordance with generally accepted accounting 
principles. Internal control over financial reporting includes those policies and procedures that:

•	� pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions 
and dispositions of the assets of the Company;

•	� provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial 
statements in accordance with generally accepted accounting principles, and that receipts and expenditures  
of the Company are being made only in accordance with authorizations of management and directors of the 
Company; and

•	� provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or  
disposition of the Company’s assets that could have a material effect on the financial statements.

Management assessed the effectiveness of the Company’s internal control over financial reporting as of December 30, 
2006. In making this assessment, management used the criteria set forth in Internal Control—Integrated Framework 
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).

Based on its assessment of internal controls over financial reporting, management has concluded that, as of December 30, 
2006, the Company’s internal control over financial reporting was effective to provide reasonable assurance regarding 
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance 
with generally accepted accounting principles.

Management’s assessment of the effectiveness of internal control over financial reporting as of December 30, 2006 has 
been audited by PricewaterhouseCoopers LLP an independent registered public accounting firm.
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