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% manufacturers of recreational vehicles (RVs) and systems-built single- Inside:
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Founded in Middlebury, Indiana in 1964, Coachmen Industries, Inc.,

through its prominent industry subsidiaries, is one of America’s leading

% family homes and commercial buildings. The Coachmen RV Group
produces a complete line of RVs, including Class A and Class C
motorhomes, fifth wheels, travel trailers and folding camping
trailers, at its manufacturing facilities in Indiana, Georgia and

Michigan.

The RV Group markets its products through a network of . S
G . . Shareholders” Message. . .2-5
% independent dealers throughout the United States and Canada. , 8

The Coachmen Housing Group includes All American Homes

LLC and Meod-U-Kraf, which combined are one of the

’Q‘!& nation’s largest builders of systems-built homes. Through
.ﬂ

All American Building Systems, LLC, the Group also

.
\

~ builds apartments, condominiums, dormitories and

-

facilities are located in Colorado, Indiana, Iowa,

%{ hotels. The Housing Group's manufacturing

%3.&9‘ North Carolina, Ohio, and Virginia. A publicly

held company, Coachmen Industries’ stock is

b
', listed on the New York Stock Exchange

"z

under the ticker COA.
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HIGHLIGHTS

(dollars in thousands, except share and per share data)

2006 2005 2004 2003 2002 2001
Net sales $564,382 $702,425 $802,346 $636,891 . $582,921 $479,287
Gross profit 49,421 55,960 112,826 92,395 88,585 62,448
Net income (loss) (31,805) (26,350) 15,334 7,365 9,929 (3.951)
Net income (loss) per share:
Basic (2.03) (1.69} 0.99 0.48 0.62 (0.25)
Diluted (2.03) {1.69) 0.99 0.48 0.62 {0.25)
working capital (1) 62,784 93,308 121,312 95,963 93,574 102,006
Total assets 243,134 322,816 357,723 310,688 293,195 288,560
Long-term debt 3,862 12,913 14,943 9419 10,097 11,001
Shareholders’ equity 160,331 193,803 224 418 211,151 209,426 208,640
Book value per share 10.20 12.30 14.27 13.58 13.37 13.09
Number of employees 2,655 3,677 4416 4,490 4,233 3,788
Net sales and gross profit have been restated to reflect continuing operations onty.
(1) Working capital is defired as current asscts less current liabilities,
SUMMARY OF SALES
{dollars in millions)
2006 % 2005 % 2004 % 2003 % 2002 % 2001 %
Recreational Vehicles _
Moterhomes $266.2 47.2 $350.9 50.0 $421.3 525  $303.6 477 $262.8 451 $197.3 412
Travel Trailers and Fifth Wheels 1184 21.0 1493 212 143.3 17.9 135.1 21,2 1186 203 95.1 19.8
Camping Trailers 13.6 2.4 15.1 2. 22.8 2.8 17.5 27 216" 37 17.2 36
Truck Campers 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.6 0.1
Parts and Supplies 6.5 1.1 6.9 1.0 6.4 0.8 55 0.9 51. 09 5.5 1.2
404.7 71.7 5222 743 5938 740 461.7 725 408.1  70.0 3157 659
Modular Housing and Buildings 159.7 28.3 1862 257 2086 26.0 1752 275 1748 30,0 163.6‘ 34.1
Total $564.4 100 $7024 1000 $802.4 1000 $636.9 1000 $5829 100.0 $479.3 100.0

The summary of sales has been restated to reflect continuing operations only.

COMMON STOCK DATA
High and Low Sales Prices

2006

2005

2004

2003

1st Quarier £13.28 - 510.71
2nd Quarter $11.95 - $10.30
3rd Quarter $12.16 - $ 890

4th Quarter  $12.90 - $10.09

$17.49
$14.11
$14.50

$12.63

- $13.46
- $11.22

- $11.23

$20.19 - $1492  $16.54 - $10.00

$18.01 - $13.70 $13.82 - $10.50

$16.54 - $13.22 $14.30 - $11.45

- $10.76 $17.99 - $13.70 $19.20 - $11.96

Dividends Declared

2006 2005 2004 2003
$0.06 $006  $0.06  $0.06
$0.06 $0.06 3006  $0.06
$0.03  $006  $0.06  $0.06
$0.03 3006  $006  $0.06

‘ .
The Company’'s common stock is traded on the Now York Stock Exchange: symbol COA. The number of shareholders of record as of February 28, 2006 was 1.730.
The total aumber of commén shares issued and outstanding as of February 28, 2007 was 15.7 miflion.




. They may be mixed metaphors, but the
images of the new Pathfinder coach against
the backdrop of a jagged, surf-pounded

coastline seem apt for Coachmen as we
seek to chart a new course for 2007. I'll not
mince words: 2005 and 2006 were dreadful
years for Coachmen, and its still going to be
tough going in 2007. Business conditions in both
of our industry segments were extremely poor in
2006, and they have not yet recovered in 2007.
In RV's, Class A motorized wholesale shipments
declined industry wide for the second year in a row,
falling 18% in 2005 and ancther 13% in 2006. Despite
an early boost due to sale of units for emergency
housing in the wake of Hurricane Katrina, market .
weakness spread to towables in the second half of 2006.

The new 2007 Sportscoach® Pathfinder™ delivers an aggressive premium diesel coach look
and feel with-many upscale features that exceed the expectations of many RV consumers.
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FELLOW SHAREHOLDERS:

It's a time for leadership and growth.

Industry retail sales of towables finished the year with
seven consecutive monthly declines. On the housing
side, the deflating of the housing bubble ultimately
affected all of the markets where we operate. Overall
housing starts were down 12.9% and new home
inventories were up 5.5% in 2006. The housing market
troubles are not yet over; a survey by the National
Association of Business Economists released in February
2007 predicts an almost 15% decline in housing starts
for this year, eclipsing last year's weak performance
and considerably worse than previously predicted as
late as November.

Although we completed the efforts begun in mid-2005
to streamline and simplify our businesses, and in so
doing significantly reduced our cost of operations,




those actions were insufficient to offset these
market conditions. Coachmen revenues from’
continuing operations fell from $802 million in
2004, to $702 million in 2005, and then again to
$564 million in 2006. This is the lowest they have
been since 2001 for continuing operations, and
for the company in over a decade. Correspohdingly,
the Company incurred significant losses in 2005
and 2006, closing 2006 with a book loss of $32
million. While this may not be as bad as it
appears at first blush, because $25 million of this
loss was a non-cash “booked loss” due to
accounting rules requiring the write-down of tax
loss carry forwards, which remain available to
offset future profits, clearly we cannot continue
as we were.

Beginning late in the third quarter of 2006,
the leadership of the Company completely
changed. The change was not just at the top,
but throughout management. In addition to
my appointment as Chief Executive Officer,
Colleen Zuhl, formerly our Vice-President and
Controller, was promoted as our new Chief
Financial Officer. We recruited Rick Bedell,
formerly President of Miller Buildings when it
was a Coachmen subsidiary, to lead our
Housing Group, promoted and widened the
responsibilities of Del Herr in Operations and
Dave Kurth in major projects/field operations,
and recruited Art Breitenstein to lead the
Group’s Marketing and Sales. We also changed
virtually the entire management team al

This 1,970 square foot Canyon View™
Ameri-Log® home features 3 bedrooms and

3 baths. The modular construction process
provides homebuyers the beauty of a log home
with the flexibility of as much or as little wood
as they desire in the interior.

All American of Colorado, and installed a new

assistant general manager at All American of
Jowa. For the RV group, we recruited a new
Vice President of Finance and Strategic Sourcing,
adjusted our product design and management,
and changed the charter of our Georgia division.
Today, we even have different officers leading
Human Resources and serving as Corporate
Secretary than last year.

This new team must return Coachmen to
profitability, regardless of our revenue level,
and regardless of market conditions. While
reducing cost is always important, it basically
means doing the same things better. In
today’s environment of increasingly
sophisticated and well-financed competitors, we
must do things not just better, but differently.
We need to grow. To grow, we must redefine
ourselves and the race we are going to run.

Accordingly, one of the first tasks of the new
leadership team was to articulate a clear path
for the future of our RV business. We have done
so. we have now completed specific brand
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Shareholders’ Message

The Chaparral™ is a light-weight fifth-wheel
designed for the entry-level to mid-level market.

charters for each RV product and model,
clarifying for our employees, our dealers, and
our customers exactly what is the promise and
purpose of each of our brands. We articulated a
new vision for the Rv group. Fundamentally,
we recognized that Rv’ing is all about fun,
and to be fun, the RV experience must be
troublte-free. RVs should be the ultimate in
the easy lifestyle — easy to buy, easy to operate,
easy to enjoy, and easy to maintain.
Coachmen should be easy to do business
with as a company.

Coachmen is committed to offering affordable
RV's, aimed squarely at the entry to mid-level
user, which are reliable, safe and simple to
operate, featuring practical innovations to
enhance the total RV experience.

While we are still in the process of refining
the vision for the Housing Group, certainly
we intend to partner with the best modular
housing builders in the business to recapture
the core markets that built All American Homes,
-and aggressively pursue major multi-unit

continued

residential projects in several different markets.
All of our efforts will fall within the jet stream of
our new vision. In both our product segments,
we will emphasize extracrdinary quality, energy
efficiency and bold, distinctive styling. We are
convinced that quality is a market differentiator
that will increase our customers’ satisfaction,
reduce our costs and lead to increased sales.
We will also continue to re-examine all of our
business processes with the express intention
that we will be easier to do business with,
which will further reduce our costs.

The pace of change at Coachmen has
accelerated. Some of the key steps we have
taken in the past few months include:

® Emphasizing a culture that welcomes and
embraces change. In the process, we have
flattened our decision making structure and
empowered our people to make decisions
affecting their jobs.

¢ “Getting into the field” to talk to — and listen
to - our dealers, builders, employees and
customers. This has already resulted in many
changes in the way we do and approach
business, day-to-day.

. Cdntinuously and relentlessly driving home
to our employees that “quality is our first
priority.” Putting our money where our mouth
is, we installed new quality bonus programs
that reward genuine improvements in
product quality.

¢ Closing on our $55 million credit facility.
This gives us the capital flexibility we need
in difficult economic times and will hellp
fund our growth.

+ Consolidating our RV production facilities

" in Fitzgerald, GA. We gave Georgia's




management team an entirely new charge, focused
100% on “SUT’'s” or “Toy Haulers.”

e Radically changing our product development process
in the RV Group. Some of our products had become
generic, leaving price as the only differentiator. Our
dynamic new process resulted in the development
of several brand new, innovative RV models within
less than 90 days before the Louisville Show,
including the Blast SUT, the Aurora Class A full
wall slide, and the Fast Lane Class C.

e Completely revamping the positioning of Georgie Boy
products and how they will go to market in the
entry Class A and C segments.

® Revising our RV pricing philosophy to respond to
market demands and realities.

® Re-introducing a collection of low-cost, single-
family homes in the Housing Group in response
to our builders’ requests for a tool to recapture
entry-level share in down markets.

® Recruiting a team to capture and execute on majo'r
multi-unit projects, such as military housing,
condominium/apartment complexes and
dormitories.

¢ Completing the 62,000 square-foot, $2.6 million
expansion of the Mod-U-Kraf manufacturing
plant in Virginia in response to growing market
demands.

& Revamping our incentive compensation plans to be
based on earnings, pure and simple, and to reward
significant improvement in the turnaround of our
Company in 2007.

While the current market conditions may cloud the
effects of these changes in the short term, you can
see that our new management team has acted
quickly in several strategic and operational areas
to prepare the Company for 2007 and beyond.

1 will keep you advised of additional changes as
they are made, and look forward to sharing
the results of these efforts with you over the
coming year. In the meantime, I express my
sincerest thanks to our employees and to
our Board members for their support,
and to our shareholders for their support,
as well as their patience as we emerge
from some particularly trying years.

Sincerely,

Richard M. Lavers
Chief Executive Officer
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Mod-U-Kraf
built this 4,100 EEAd a4
square-foot LA
traditional - )
two-story home
in Northern

virginia.
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A POSITIVE NEW

The Recreational Vehicle Group
faced another challenging year in
2006. However, we made a number of

fundamental changes to the way we
operate, setting a positive new direction
for the future. With the continuing difficult
RV market conditions, for the full year, RV sales
fell 22.5 percent to $405 million. Despite the drop

in sales, the group dramatically reduced its pre-tax
loss from continuing operations by $15.4 million

to $25.4 million from $40.8 million in 2005.

As a result of the weakness in the RV market

throughout 2006, RV Group wholesale unit shipments
of all product types decreased by 21.9 percent to 14,298
units. Shipments of
motorized products
fell 22.4 percent lo
3,761 units, while
shipments of non-
motorized products
decreased by 21.7%
to 10,537 units.
Shipments of Travel
Trailers decreased
29.7 percent to 6,151
units due in part to
comparisons which
include orders for
temporary housing
units in hurricane

2006 RV GROUP
REVENUES by PRODUCT TYPE

[} Motormomes - $266.2 million
Travel trailers/Sth wheels - $118.4 milllon

Camping trailers - $13.6 million

Recreational Vehicle Group

The Adrenaline Lite™

is produced by our
Adrenaline “Toy Hauler”
division in Fitzgerald,
Georgia, with aggressive
interior designs
appealing to the entry-
level to mid-level market.
The Adrenaline Lite can
'be easily towed by most’
of the best selling /2 ton
pickups on the road today.

DIRECTION

affected areas in the Gulf region shipped in late 2005. On a

more positive note, the RV Group outperformed the industry

in Class C motorhomes where total unit shipments feit only
1.2 percent to 1,917 units while industry wholesale shipments
fell 3.3 percent,

Shipment of the Company’s other RV products lagged the
industry for much of the year as a result of two primary drivers:
first, the “hangover” issues relating to the sidewall lamination
problems of 2005, and second, weaknesses in the overall
price-value relationship of key product lines. Combined, these
drivers resulted ity lost shelf space, weakened distribution and
wholesale market share erosion. We have addressed the sidewall
issue and changed our sidewall resin materials. Most of the units
impacted were either repaired or sold as is. In addition, we
implemented programs to help dealers liquidate these units from
their inventory. While putting the sidewall issue behind us has
helped to address a significant quality perception problem, we are
resolved to improving our product quality at every step of our
production process Lo ensure that every unit shipped meets or
exceeds the quality expectations of our dealers and customers.

With regard to product line weakness, we've made significant
strides in reducing and improving our product offerings and
ripping out cost-creating complexity. The results are starting
to show. But we are no longer just reducing costs, we are
once again bringing to market new, innovalive products.
At Louisville, our new product development process resulted
in a leap forward in the innovation of our products. Over 30% of
the products on display at Louisville were new and innovative
products developed within the 90 days leading up to the



“Coachmen is one of the most recognized and
respected names in the RV industry, and our brands remain
the bedrock of our strength.”

show. Qver 63% of our display represented new product

offerings introduced for the 2007 model yeat. under the Coachmen® brand, while its diesel-powered
{rear diesel or RD) Class A motorhomes are marketed

Despite the challenges of the past two years, the future of  under the well respected Sportscoach® brand. Sport utility

Coachmen’s RV business is bright. The actions taken trailers are marketed under the brands Adrenaline™

under our restructuring improved our operating costs, and
we made great strides in product development to better
and more quickly meet the needs of our dealers and end
consumers. We still face continued softness in the overall
RV market, but we are in a better position to meet those
challenges than at any time in the past five years.

well as a line of Class C motorhomes for
the entry-level buyer. viking Recreational
Vehicles, LLC is a leading producer of
folding camping trailers.
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To further strengthen the Coachmen brand, ;
we are about to launch a comprehensive ;
markeling campaign unlike anything
we've done in recent years. This program &
will include a modernized logo, a
completely redesigned website, strategic f
advertising, a public relations campaign, a
retail leads program, a dealer recruitment
program and new point of sale marketing.

Most importantly, we analyzed our product lines, our
industry, our strengths and weaknesses, and converging
trends to distill a new vision for the RV Group that is
simple, understood and embraced by our entire
management team. That vision is as follows:

The Coachmen RV Group designs, manufactures and
sells easy-to-own, easy-lo-use and easy-lto-enjoy
towable and motorized recreational vehicles for the

entry-to-mid-level markets. .
Despite the strength of our brands, over the %

last few years a proliferation of products -
and foorplans tended to obscure the

meaning of each of those brands to RV
consumers. We have re-examined each
of our products in the light of our vision ',
and newly defined charters for each of
these brands, eliminated

RV'ing is all about fun.
70 be fun, the RV experience must be trouble-free.

Coachmen Is dedicated to enhancing the total RV experience:

e We will provide affordable Rv's of extraordinary quality
that are reliable, safe and simple to operate, with practical
innovations for convenience and energy efficiency.

e Our RV’s will feature exciting designs and a bold,
distinctive style, presented with “Wow!”

o We will protect the RV experience with friendly
customer care that is prompt, fair and responsive to
our custorners’ needs.

e We will continue to cultivate fong-term relationships
with our customers through extra services that enrich
the use and enjoyment of our products.

o We will help our dealers serve our customers with
industry leading product support, training, easy
business systems, and timely deliveries.

Coachmen - Life should be so easy™

A SHARPER FOCUS

Coachmen is one of the most recognized and respected
names in the RV industry, and our brands remain the
bedrock of our strength. Coachmen Recreational
Vehicle Company, LLC is a full line producer of travel
trailers, fifth wheels, Class C mini-motorhomes and
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=) Upcoming ads that |
will be shown nationwide.
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Class A motorhomes. Its gas-powered Class A's are marketed

and Blast™. Georgie Boy Manufacturing (GBM) markets
a range .of both gas-powered Class A motorhomes, as
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ULTRA LITE

ULTRA LITE TRAVEL TRAILERS
BY COACHMEN

THE EASY LIFE JUST
GOT A LOT EASIER
WITH THE CAPTIVA

ULTRA LITE.

It’s the perfect example

of how we build “easy” into
every Coachmen product.
Who else but Coachmmen
would have thought to move
the water heater away from
the patio area so you and
your family can socialize in
comfort? And who else would
position the bunks so that
adult chatter won't keep
your children up past
their bedtimes?

But that's just the beginning.

» TRAVEL TRAILERS

Taane WA

A {ull line of Easy Iiw‘ting RVS
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Life should be so casy



Recreational Vehicle Group cmuss

products that strayed from those brand charters and
empowered our preduct teams to redesign existing
lines and introduce new lines that complement each of
our brands. With a clear focus and vision for each of our
brands, we have defined not anly the types of products
we will develop, but just as importantly, what products
we will not pursue. The results of this focus and discipline
are evident in the new and innovative products we
introduced in the latter months of 2006. Further, no
longer are our teams bound by rigid processes that
caused new product introductions to lake over a
year, or more. Now, new products can be designed
and introduced in mere months,

A BREATH OF FRESH AIR
The months leading up to the Louisville show in
November 2006 were an exciting time for our entire

The Aurora'™ FWS is our first Class A motorhome
featuring a full wall slide-out as well as many new
features inspired by the marine industry.

product development team. With a new focus, and teams

empowered to make necessary changes in our products,

we worked aggressively to introduce a variety of new
products that leaped
forwatd in innovation.
Our designers and
engineers truly
thought “outside the
box" in coming up
with new ways to
meet the changing
needs of today's
RvVers. We looked at
potential uses beyond
the traditional view
of RV use, and

. borrowed new ideas
from other industries,

2006 RV GROUP SALES
UNITS by PRODUCT TYPE

el

g Motorhomes - 3,761
!’ Travel tralters/Sth wheels - 7,615

Coampfng trailers - 2,922

such as several f(eatures incorporated into new
floorplans from the marine industry.

The results spoke for themselves, with excitement
among our dealers, and a buzz that spread over
Louisville. We introduced many totally new products
and floorplans like nothing else in the industry, which
energized our dealer base and prompted 62 new
dealers to sign up to carry our products. Some of the
highlights include:

e The new Aurora™ FWS gas Class A motorhome with
a full wall slide-out. This motorhome represents our first
full wall slide-out providing consumers with an
expansive interior at an affordable price. Our designers
were inspired by the floorplans in many yachts,
resulting in a new bedroom layout with the bed placed
at an angle in the rear. This new approach to motorhome
layouts enhances the spacious feel of the coach.

* The new Wyoming™ f{ifth wheel was a big step
forward in design presenting a more residential look
and feel to the interior, from the hardwood cabinetry
and wood trim to the gas fireplace and entertainment
center in the “living room.”

* We introduced an exciting new Freelander™ Class C
motorhome with a lounge area that is ideal for
sporting events and other social occasions. This new
floorplan was developed with football and NASCAR®
fans in mind and presents an ideal RV for the
growing rental market.

¢ Our new Adrenaline Sport Utility Trailer (SUT) or
“Toy Hauler” division introduced the Blast™, which
has taken the SUT market by storm. The Blast is a
totally new and innovative product that meets a
distinct need in the market. Unlike many larger toy
haulers, the Blast is shorter, and much lighter, with
a base weight starting at around 3,400 pounds,
enabling owners to tow a Blast with a much lighter
tow vehicle. The size and features make it ideal for
the eastern markets where the use of large pickups
and prevalence of wide open spaces is less
pronounced than in the west.

We are committed to developing more new and
innovative products that meet the needs of our dealers
and end consumers. The new products we introduced
in Louisville are just a {irst step in an ongoing process
of innovation that our product managers are expected
and empowered to achieve.




QUALITY IS OUR FIRST PRIORITY

Those words are an important piece of Coachmen’s Statement
of Business Principles. However, the significant warranty issues
associated with sidewatls and camper lift systems we
encountered beginning in 2005, created a significant quality
perception problem for us. Moreover, market research has
shown that quality remains a challenge for our entire industry.
We view this as an opportunity to create a differentiating
and marketable advantage by elevating the level of our
quality to a new standard. Coachmen will be synonymous
with the highest quality in the industry.

To do this, we implemented a pilot quality incentive program
for our production workforce in September 2006. The goals of
this program were to motivate all Team Members to take full
ownership of the quality of products produced in each plant as
well as to provide concrete, quantifiable measures of quality
that could be applied to ali of cur plants. The results of this
pilot program were so successful, that we took what we
learned from that pilot program and expanded it into a
company-wide quality program that rewards meaningful
continuous improvement in the quality of our products at
each and every production facility and includes all
disciplines of our operations - engineering, production and

The new Wyoming™ fifth wheel was a big step forward
in design and features, offering RVers a more residential
look and feel in its interior.

purchasing. In the new program we refined our
measurements of quality to include external “real market”
voice of the consumer as well as internal “production”
metrics. We structured the program for continuous
improvement so that each plant’s own achievements
become the benchmarks from which they measure
improvement.

Even though 2006 was a daunting year for the
RV Group, as we enter 2007, our team is
energized by a new vision and

sharpened focus. We are eager

. i
Coachmen'’s RV Group Produces the Most Poputar RV types at a Range of Affordable Prices (base retit prlees)ﬂ

The Freelander™ 3130 IS Fast Lane was designed
with sports fans in mind. The lounge area is perfect
for social events, making this model ideal for the
growing RV rental market.

to accomplish the goals we've set for market share gains
through new and innovative products, and producing
RVs with the highest possible quality. We will
continue to reduce operating costs and maintain
the improvements we’ve achieved in our cost
structure since 2005, Our overriding goal is to
grow our market share and achieve
profitability for the RV Group regardless of our
sales levels, and every member of our team

is commitled to achieving that goal.

Sincerely,

Michael R. Terlep, Jr.
President
Coachmen RV Group

]

Closs A Gos Moforhome ~ $70,000 - 118,000  Class A Dlesel Motorheme - §136,000 - $263,000
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This 3 bedroom,
21/2 bath Talmadge
two story features
2,234 square feet of
living area with an open
and spacious kitchen,
breakfast nook and
family room. This is an
ideal floor plan for
entertaining or just
relaxing.
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" HOMES IN ALL SHAPES AND SIZES

“Home" is an essential part of our culture, from a center of family to a place of
warmth and safety as we mature. Our Housing Group fulfills these needs every day
as a leading producer of custom homes and multi-family residential structures.

Our Housing Group is composed of to the Southeastern and Middle Atlantic markets, which
All American Homes, LLC and Mod-U-Kraf  through the first half of the year were relatively immune to
Homes, LLC, which together form one of the  the downturn.
nation’s largest builders of systems-built homes.
In addition, All American Building Systems, LLC ~ Qverall, it was a difficult year for the Housing Group, but we

offers a variety of larger, multi-living unit took aggressive steps to reduce our operating costs and
residential structures such as apartment complexes,  maintain profitability despite lower revenues. Total sales (or the
senior living centers, condominiums, military Housing Group (el 11.4 percent to $159.7 million in 2006, but

housing and other large-scale residential projects.  with tighter control of costs and gains on the sale of assets, the
Group generaled a significant turnaround on the bottom line,
For individual families, our homes can offer shorter  reporting a pre-tax profit of $2.7 million for the year.
building times, quicker occupancy, and a sturdier,
higher quality construction than traditional site builders. A NEW HOME TEAM
For the developer of larger residential projects, systems  Against this backdrop, we installed our new senior management
built structures offer extraordinary flexibility, and quicker  team to lead the Housing Group. At the end of 2006, Rick Bedell
occupancy translates into lower overall construction costs ~ was named Housing Group President, where he can apply his

and a revenue stream that comes on line much sooner, extensive experience in modular construction and management
of larger projects. Del Herr, quite simply one of the best
2006 opérations managers in the business, was promoted to
We faced a declining housing market in 2006, which had a Executive Vice President of Operations, where he will improve
significant impact on our results. While housing starts the efficiency of all of our divisions by implementing many of

declined throughout the natton, the Midwest region served by~ the best practices he perfected as General Manager of our
our plants in lowa, Indiana and Ohio was hit particularly hard.  lowa Division. As Vice President of Field Operations and
The softening of the home markets eventually spread Major Projects, Dave Kurth will use his multiple talents

10
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and varied modular experience to improve delivery and
site operations at major project locations, which will be
essential as this part of our business grows. Shortly after
year-end, Art Breitenstein was named the new Vice
President of Sales and Marketing for the Housing Group.
His many years of sales experience in both modular
homes and consumer goods will be instrumental in
developing new approaches and programs to reinvigorate
our traditional single-family home business. This new
management team assembles years of collective modular
construction experience. Unified in a commen vision for
the future of our Housing Group, they will bring our already
industry leading operational excellence to new heights.

the urban infill market as well as redevelopment of
hurricane impacted areas of the Gulf Region.

NEW SOURCES OF GROWTH

With the softening of the overall housing market, all of our
markets became characterized by sharp discounts and
incentives, and increased levels of new home inventories.
To overcome these conditions, we are placing more
emphasis on providing a total value to builders and
consumers in our products and services. In the fall of 2006,
we introduced two new lower cost model collections to
help recapture the entry-level homebuyers upon which
All American Homes was built. We revamped our
delivery and set procedures to adopt “best practices”
across all of our divisions. We are aggressively making
investments to become easier to do business with, and
are carefully listening to our builders to determine how
to better meet their needs in 2007 and beyond.

This' 4,000 square-foot Mediterranean home by Mod-U-Kraf
features a two-story perch and many huxury amenities such
.as granite countertops and raised panel maple cabinets.

2007 and beyemd.”

In addition to new products for the single-family market,
we have also pursued opportunities to participate in the
reconstruction of the hurricane-affected areas of the Gulf.
In 2006, we received orders for 48 homes for a
neighborhood in New Orleans that was devastated by
Hurricane Katrina. We also spent considerable effort
in educating contractors, government officials and
consumers on the benefits of our systems-built approach
to home construction:

¢ Our manufacturing systems can allow more homes to be
constructed faster than site-built alternatives, allowing
quicker occupancy, less waste during the construction
process, and shorter financing terms.

* Our homes are engineered to comply with all local
building codes, including those for winds in areas
affected by hurricanes.

e Systems-built construction is especially valuable in areas
that experience a shortage of skilled trades people.

¢ Given that our homes must be built to withstand
transport to the home site, they generally offer
greater structural integrity than other alternatives.

» Our homes can easily be set on raised foundations or
piers, which is valuable in flood prone areas.

In addition, we have continued to reduce the Group's
dependence on traditional scattered-lot single-family
housing markets by expanding into-multi-family
residential structures through All American Building
Systems, or AABS. We announced in the third quarter
that AABS was a leading member of a consortium that
was awarded a project for the second phase of barracks
construction at Fort Bliss in Texas. We expect this
second phase to be more than double the size of the
initial $4.5 million first phase of the project, which we
built earlier in 2006. We anticipate more, similar projects
to be released for bid throughout 2007,
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Housing Group e

Mod-U-Kraf creates inner city housing with stylish amenities:
1,200 & 1,500 square foot Town Homes provide comfort for
famnily liﬁng with spacious kitchens, formal dining rooms and
great reoms with fireplaces.

In addition to military construction, we are shifting our strategy
to target “large projects” such as dormitories, condominjiums
and apartment complexes. Qur Virginia operation has already
shifted in that direction in response to the softening of its
regional single-family housing market. We are also positioning
ourselves to better serve niches in urban/suburban in-fill as
well as mid-rise multi-family buyers. Recently, we announced
our partnership to explore renewable energy fuels and “green”
building techniques in the construction of our homes. We are
also in the beginning stages of another initiative, to introduce
contemporary, sleek house designs as an exciting new
alternative for our builders.

As we pursue these new market opportunities,
let there be no question, we will not be
abandoning what has been our bread and
butter traditional single-family business.
One of the important reasons for the
reconfiguration of our management team was
to insure that timely deliveries to our
single-family home builders are not disrupted
by the requirements of major project
construction. To make sure this does not
happen, we must excel in operational
efficiency, flexibility, and productivity. It is
no accident that these are precisely the same
areas of excellence that are required to
properly service our single-family

~ great room with a soaring ceiling.

home builders' increasing need for customization
in order to meet the demands of their home buyers.

For us, operaticnal excellence is not a goal, it is
an imperative.

Unfortunately, the most current forecasts by industry
experts suggest that the housing slump will be deeper,
wider and longer than was widely predicted just a few
months ago. This means we expect to face another
challenging year in the housing market. However,
we will continue to build upon the successes
we achieved in 2006. Enhanced operational
effectiveness, coupled with the new market
initiatives we are implementing, will result in
improved financial performance in 2007.

Sincerely,
’QW

Rick J. Bedell
President

Coachmen Housing Group
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Part 1
Item 1. Business

Coachmen Industries, Inc. (the "Company” or the "Registt’ant") was incorporated under the laws of the State of Indiana on December 31,
1964, as the successor to a proprietorship established earlier that year. All references to the Company include its wholly-owned
subsidiaries and divisions. The Company is publicly held with stock listed on the New York Stock Exchange (NYSE) under the ticker
symbol COA.

The Company operates in two primary business segments, recreational vehicles and housing. The Recreational Vehicle ("RV") Segment
manufactures and distributes Class A and Class C motorhomes, travel trailers, fifth wheels, and camping trailers. The Housing Segment
manufactures and distributes system-built modules for residential buildings.

The.G{l(\)r’:']pan‘y is'one of America's leading manufacturers of recreational vehicles with well-known brand names including Coachmen®,

_,(_}Eorgie-BOy®,‘ Sportscoach®, and Viking®. Through its housing group, Coachmen Industries also comprises one of the nation's largest

“ :producers of system-built homes and residential structures with its All American Homes®, Mod-U-Kraf®, and All American Building

" “Systems™. During 2006 the Company sold all of the operating assets of Prodesign, LLC and its Miller Building Systems subsidiary;

. . therefore these entities, along with the All American Homes of Kansas operation, which was sold in December 2005, are considered
*  discontinued operations and have been reported as such in the accompanying financial statements.

The Company's annual report on Form 10-K, quarterty reports on Form 10-Q, current reports on Form 8-K, and all amendments to those

reports are made available free of charge through the Investor Relations section of the Company's Intemet website

(http://www.coachmen.com) as soon as practicable after such material is electronically filed with or furnished to the Securities and

Exchange Commission.

Recreational Vehicle Segment
RV Segment Products

The RV Segment consists of recreational vehicles. At December 31, 2006, this group consists of the following operating companies:
Coachmen RV Company, LLC; Coachmen RV Company of Georgia, LLC; Viking Recreational Vehicles, LLC; a Company-owned
retail dealership located in Indiana and a service facility located in Chino, California.

The principal brand names for the RV group are Coachmen®, Georgie Boy™, Sportscoach®, Adrenaline™ and Viking®.

Recreational vehicles are either driven or towed and serve as temporary living quarters for camping, travel and other leisure activities.
Recreational vehicles manufactured by the Company may be categorized as motorhomes, travel trailers or camping trailers. A
motorhome 15 a self-powered mobile dwelling built on a special heavy-duty motor vehicle chassis. A travel trailer is a non-motorized .
mobile dwelling designed to be towed behind another vehicle. Camping trailers are smaller towed units constructed with sidewalis that
may be raised up and folded out.

The RV group currently produces recreational vehicles on an assembly line basis in Indiana, Michigan, and Georgia. Components used
in the manufacturing of recreational vehicles are primarily purchased from outside sources. The RV group depends on the availability of
chassis from a limited number of manufacturers. Occasionally, chassis availability has limited the group's production (see Note 12 of
Notes to Consolidated Financial Statements for information concerning the use of converter pool agreements to purchase vehicle
chassis).

RV Segment Marketing

Recreational vehicles are generally manufactured against orders received from RV dealers, who are responsible for the retail sale of the
product. These products are marketed through approximately 530 independent dealers located in 49 states and internationally and
through the Company-owned dealership. Subject to applicable laws, agreements with most of its dealers are cancelable on short notice,
provide for minimum inventory levels and establish sales territories. No dealer or dealer network accounts for 10% or more of the
Company's consolidated net sales.

The RV group considers itsell customer driven. Representatives from sales and service regularly visit dealers in their regions, and
respond to questions and suggestions, Plant charters are established for each manufacturing facility, aligning defined brand charters for
each product line with the manufacturing capabilities of each facility. Dedicated sales teams are assigned to each manufacturing facility
and the products produced in these manufacturing facilities. Divisions host dealer advisory groups and conduct informative dealer
seminars and specialized training classes in areas such as sales and service. Open forum meetings with owners are held at campouts,
providing ongoing focus group feedback for product improvements. Enginecrs and product development team members are encouraged
to travel and vacation in Company recreational vehicles to gain a complete understanding and appreciation for the products.




As a result of these efforts, the RV group believes it has the ability to adapt to changes in market conditions. Most of the manufacturing
facilities can be changed over to the assembly of other existing products in five 10 eight weeks. In addition, these facilities may be used
for other types of light manufacturing or assembly operations. This flexibility enables the RV group to adjust its manufacturing
capabilities in response to changes in demand for its products.

Most dealers’ purchases of RV's from the RV group are financed through "floorplan” arrangements. Under these arrangements, a bank or
other financial institution agrees to lend the dealer all or most of the purchase price of its recreational vehicle inventory, collateralized by
a lien on such inventory. The RV group generally executes repurchase agreements at the request of the financing institution. These
agreements typically provide that, for up to twelve to fifteen months after a unit is financed, the Company will repurchase a unit that has
been repossessed by the financing institution for the amount then due to the financing institution. Risk of loss resulting from these
agreements is spread over the Company's numerous dealers and is further reduced by the resale value of the products repurchased (see
Note 12 of Notes to Consolidated Financial Statements). Resulting mainly from periodic business conditions negatively affecting the
recreational vehicle industry, the Company has previously experienced some losses under repurchase agreements. Accerdingly, the
Company has recorded an accrual for estimated losses under repurchase agreements, In addition, ai December 31, 2006, the group was
contingently liable under guarantees to financial institutions of their loans to independent dealers for amounts totaling approximately
$3.9 million, a decrease of approximately $2.3 million from the $6.2 million in guaraniees at December 31, 2005. The RV group does
not finance retail consumer purchases of its products, nor does it generally guarantee consumer financing.

RY Segment Business Factors

Many recreational vehicles produced by the RV group require gasoline or diescl fuel for their operation. Gasoline and diesel fuel have, at
various times in the past, been difficult to obtain, and there can be no assurance that the supply of gasoline and diesel fuel will continue
uninterrupted, that rationing will not be imposed or that the price of, or tax on, fuel will not significantly increase in the future. Shortages
of gasoline or diesel fuel and significant increases in fuel prices have had a substantial adverse effect on the demand for recreational
vehicles in the past and could have a material adverse effect on demand in the future.

Recreational vehicle businesses are dependent upon the availability and terms of financing used by dealers and retail purchasers.
Consequently, increases in interest rates and the tightening of credit through governmental action, economic conditions or other causes
have adversely affected recreational vehicle sales in the past and could do 50 in the future.

Recreational vehicles are high-cost discretionary consumer durables. In the past, recreational vehicle sales have fluctuated in a generally
direct relationship to overall consumer confidence and economic prosperity.

RV Segment Competition and Regulation

The RV industry is highly competitive, and the RV group has numerous competitors and potential competitors in each of its classes of
products, some of which have greater financial and other resources than the Company. Initial capital requirements for entry into the
manufacture of recreational vehicles, particularly towables, are comparatively small; however, codes, standards, and safety requirements
enacted in recent years may act as deterrents to potential competitors.

The RV group's recreational vehicles generally compete at most price points except the ultra high-end, concentrating on the entry to mid
level. The RV group strives to be a quality and value leader in the RV industry. The RV group emphasizes a quality product and a strong
commitment to competitive pricing in the markets it serves. The RV group cstimates that its current overall share of the recreational
vehicle market is approximately 3.8% of wholesale shipments, on a unit basis.

The recreational vehicle industry is fairly heavily regulated. The National Highway Traffic Safety Administration (NHTSA), the
Transportation Recall Enhancement, Accountability, and Documentation Act (TREAD), state lemon law statutes, laws regulating the
operation of vehicles on highways, state and federal product warranty statutes, and state legislation protecting motaor vehicle dealerships
all impact the way the RV group conducts its recreational vehicle business.

State and federal environmental laws also impact both the production and operation of the Company's products. The Company has an
Environmental Department dedicated to efforts to comply with applicable environmental regulations. To date, the RV group has not
experienced any material adverse effect from existing federal, state, or local environmental regulations. Elkhart County, which is where
most of the recreational vehicle manufacturing facilities of the Company are located, was designated as a non-attainment area, which
could impact future air emissions permitting.

Housing Segment
Housing Segment Products
The Housing Segment consists of residential structures. The Company's housing subsidiaries (the All American Homes group, All

American Building Systems, LLC, and Mod-U-Kraf Homes, LLC} produce system-built modules for single-family residences, multi-
family duplexes, apartments, condominiums, hotels and specialized structures for military use.




All American Homes and Mod-U-Kraf design, manufacture and market system-built housing structures. Al American Homes is one of
the largest producers of system-built homes in the United States and has five operations strategically located in Colorado, Indiana, fowa,
North Carolina and Ohio. Mod-U-Kraf operates from a plant in Virginia. Together these plants serve approximately 482 independent
builders in 32 states. System-built homes are built to the same local building codes as site-built homes by skilled craftsmen in a factory
environment unaffected by weather conditions during production. Production takes place on an assembly line, with components moving
from workstation to workstation for framing, electrical, plumbing, drywall, roofing, and cabinet setting, among other operations. An
average two-module home can be produced in just a few days. As nearly completed homes when they leave the plant, home modules are
delivered to their final locations, typically in two to seven sections, and are crane set onto a waiting basement or crawl space foundation.

All American Building Systems, LLC (AABS) was established by the Company in 2003 to pursue opportunitics beyond the Company’s
core single-family residential housing business. AABS designs and markets system-built living facilities such as single-family home
subdivisions, apartments, condominiums, townhouses, senior housing facilities and military housing facilities manufactured by the
Company’s housing plants. The modules are delivered to the site location for final installation. Due to transportation requirements,
system-built structures are often built with more structural lumber and/or steel than site-assembled structures. Faster construction times
also allow our customers to occupy buildings much sconer when compared to site-built buildings.

On March 31, 2006, the Company sold 100% of its interest in the capital stock of Miller Building Systems, Inc. for $11.5 million,
consisting of cash of $9.0 and a $2.5 million secured note. The note is to be repaid over 5 years and bears interest at the | year LIBOR
rate plus 2.75% per annum with quarterly interest payments beginning September 30, 2006. Principal payments of $125,000 per quarter
commence on June 30, 2009 and continue through the maturity date of March 31, 2011. In addition, the Company accepted a $2.0
million contingent carn-out note, which will be paid to the Company if certain income metrics are achieved by the acquiring entity. In
accordance with Statement of Financial Accounting Standard No. 144, the division qualified as a separate component of the Company’s
business and as a result, the operating results of the division have been accounted for as a discontinued operation. Previously reported
financial results for all periods presented have been adjusted to reflect this business as a discontinued operation. Net sales of Miller
Building Systems, Inc. for the years ended December 31, 2006, 2005 and 2004 were $7.5 million, $41.6 million and $40.1 million,
respectively, and the pre-tax income (loss) for the years ended December 31, 2006, 2005 and 2004 were $1.5 million, $(8.2) miilion and
$(t.7) million, respectively. In connection with the sale of Miller Building Systems, $1.7 million of industrial revenue bonds were paid
off as of March 31, 2006. During April 2006, the Company terminated the $1.5 million and $235,000 interest rate swaps that had been
associated with these revenue bonds,

Housing Segment Marketing

The housing group participates in the system-built or modular subset of the overall housing market. Housing is marketed directly to
approximately 482 builders in 32 states who will sell, rent or lcase the buildings to the end-user.

The housing group regularly conducts builder meetings to review the latest in new design options and component upgrades. These
meetings provide an opportunity for valuable builder input and suggestions at the planning stage. The system-built homes business is
currently concentrated in the rural, scattered lot markets in the geographic regions served. The Company has launched initiatives to
supply product into additional markets, including various forms of single and multi-family residential products for more urban-suburban
markets, group living facilities, military housing, motels/hotels and other residential structures.

To further develop its initiatives to expand into additional markets, in 2003 the Company formed a new subsidiary called All American
Building Systems, LLC. All American Building Systems is responsible for identifying new markets for the Company's products through
channels other than the traditional builder/dealer network.

The success of system-built buildings in the commercial market is the result of innovative designs that are created by listening to
customer needs and taking advantage of advancements in technology. While price is often a key factor in the purchase decision, other
factors may also apply, including delivery time, quality and prior experience with a certain manufacturer. A significant benefit to the
customer is the speed with which system-built buildings can be made available for use compared to on-site construction. The sales staff
calls on prospective customers in addition to maintaining continuing contact with existing customers and assists its customers in
developing building specifications to facilitate the preparation of a quotation, The sales staff, in conjunction with the engineering staft,
maintains ongoing contact with the customer for the duration of the building project.

Housing Segment Business Factors

As a result of transportation costs, the effective distribution range of system-built homes and residential buildings is limited. The normal
shipping area from each manufacturing facility is typically 200 to 300 miles for system-built homes and 600 miles for residential
buildings. ‘

The overall strength of the economy -and the availability and terms of financing used by builders, dealers and end-users have a direct
impact on the sales of the housing group. Consequently, increases in interest rates and the tightening of credit due to government action,
economic conditions or other causes have adversely affected the group's sales in the past and could do so in the future. The housing
group faced a challenging housing market in 2006. The December figures on housing starts from the U.8. Census Bureau show a 24.7%
year-over-year decline in new single-family homes nationwide, and a 26.4% decline in the Midwest region served by the group’s plants
in lowa, Indiana and Ohio. The softening of the home markets has now spread to thc Southeastern and middle Atlantic markets, which
previously were deing relatively well, Single-family housing starts in the South region showed a year-over-year decline of 26.3% in
December.




Housing Segment Competition and Regulation

Competition in the system-built building industry is intense, and the housing group competes with a number of entities, some of which
have greater financial and other resources than the Company. The demand for system-built homes may be impacted by the ultimate
purchaser’s acceptance of system-built homes as an alternative to site-built homes. To the extent that system-built buildings become more
widely accepted as an alternative to conventional on-site construction, competition from local contractors and manufacturers of other
pre-engineered building systems may increase. In addition to the competition from compantes designing and constructing on-site
buildings, the housing group competes with numerous system-built building manufacturers and manufactured home producers that
operatc in particular geographical regions. .

The housing group competes for orders from its customers primarily on the basis of quality, timely delivery, engineering capability,
reliability and price. The group believes that the principal basis on which it competes with on-site construction is the combination of: the
timeliness of factory versus on-site construction, the cost of its products relative te on-site construction, the quality and appearance of its
buildings, its ability to design and engineer buildings to meet unique customer requirements, and reliability in terms of completion time.
Manufacturing efficiencies, quantity purchasing and generally lower wage rates of factory construction, even with the added
transporiation expense, result in the cost of system-built buildings being equal to or lower than the cost of on-site construction of
comparable quality. This process of manufacturing the building modules in a weather-free, controlled environment, while the builder
prepares the site, can significantly reduce the time 1o completion on a customer's project.

Customers of the housing group are generally required to obtain building installation permits from applicable governmental agencies.
Buildings completed by the group are manufactured and installed in accordance with applicable building codes set forth by the particular
state or local regulatory agencies.

State building code regulations applicable to system-built buildings vary from state to state. Many states have adopted codes that apply to
the design and manufacture of system-built buildings, even if the buildings are manufactured outside the state and delivered to a site
within that state's boundaries. Generally, obtaining state approvals is the responsibility of the manufacturer, Some states require certain
customers o be licensed in order to sell or lease system-built buildings. Additionally, certain states require a contractot's license from
customers for the construction of the foundation, building installation, and other on-site work. On occasion, the housing group has
experienced regulatory delays in obtaining the various required building plan approvals. In additicn to some of its customers, the group
actively seeks assistance from various regulatory agencies in order to facilitate the approval process and reduce the regulatory delays.




General
(Applicable to all of the Company's principal markets)
' .
Business Segments

The table below sets forth the composition of the Company's net sales from continuing operations for each of the last three years
(doilar amounts in millions):

2006 2005 2004
Amount %o Amount % Amount Yo
Recreational Vehicles 3 404.7 71.7 $ 522.2 743 § 593.8 74.0
Housing 159.7 28.3 180.2 25.7 208.6 . 26.0
Total 3 564.4 100.0 % 702.4 100.0 3 302.4 100.0

Additional information concerning business segments is included in Note 2 of the Notes to Consolidated Financial Statements.
Seasonality

Historically, the Company has experienced greater sales during the second and third quarters with lesser sales during the first and
fourth quarters. This reflects the seasonality of RV sales for products used during the summer camping season and also the
adverse impact of weather on general construction for the system-built building applications.

Employees

At December 31, 2006, Coachmen employed 2,655 people, 671 of whom are salaried and involved in operations, engineering,
purchasing, manufacturing, service and warranty, sales, distribution, marketing, human resources, accounting and administration.
The Company provides group life, dental. vision services, hospitalization, and major medical plans under which the employee
pays a portion of the cost. In addition, employees can participate in a 401(k) plan and a stock purchase plan. Certain employees
can participate in a stock option plan and in deferred and supplemental deferred compensation plans (see Notes 8 and 9 of Notes
to Consolidated Firancial Statements). The Company considers its relations with employees to be good.

Research and Development

During 2006, the:Company’s continuing operations spent approximately $6.7 million on research related to the development of
new products and improvement of existing products. The amounts spent in 2005 and 2004 were approximately $7.2 million and
£7.0 million, respectively,

[tem 1A. Risk Factors

"o

{References to "we", "us" or "our" in the following discussion refer to the Company.)

Risks Relating to Our Business

If any of the following risks actually occur, they could :ﬁaterial]y and adversely affect our business, financial condition or
operating results.

The recreational vehicle and housing industries are highly competitive, and some of our competitors have significantly
greater resources than us. ) .

The recreational vehicle industry is highly competitive. In the calendar year 2006, sales from the ten largest manufacturers
represented approximately 92.7% of the retail market for motorhomes, while our sales represented approximately 8.0% of the total
retail market The market for motorized products is highly concentrated. This concentration is due in part to the higher barriers to
entry ‘Wwithin the motorized market, including the significant capital required for fixed asset investment, higher level of government
regulation and dependence on a limited number of chassis suppliers.

v 1 . .
In towable products, the ten largest manufacturers accounted for approximately 81.5% of retail sales, while our sales represented
approximately 2.8% of total retail sales in 2006. The towable market is much more fragmented, partially due to the lower barriers
to entry. New competitors enter this market each year, causing increased competitive pressures for existing manufacturers,
Towables made in China are now being offered for sale in the U.S for the first time. Competitive pressures, especially at the entry-
level for travel trailers, have resulted in a reduction of overall profit margins. Increased competition could have a material adverse
effect on our future results of operations.
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Consolidation within the industry may also increase overall competitive pressure. A number of our competitors have made
acquisitions over the last five years that have increased their market share. Existing or new competitors could adversely affect our
revenues and profit margins. For example, these competitors could develop products that are superior to our recreational vehicle
offerings. Or, existing or new competitors’ products could achieve better consumer acceptance than those we offer. Therefore, we
cannot assure that we will maintain our current market share.

The housing industry is also highly competitive. Although we produce system-built homes and residential structures, management
considers competition in the Housing Segment to come from three sources:

e traditional site-built homebuilders,
¢  other system-built housing producers, and
e manufactured home producers.

Among system-built competitors, management believes that we are one of the largest competitors in the industry, which is
characterized by numerous small, local manufacturers throughout the country. Recently, consolidation is an increasing trend
among system-built manufacturers, resulting in competitors that are larger and potentially better capitalized. Less than 2% of total
housing starts are system-built. Therefore, many of the largest nationwide traditional homebuilders are much larger than us, with
much greater access to cash and other resources. As these large competitors expand into our markets, added competitive pressure
may adversely affect revenues and margins in the Housing Segment,

In addition 1o large national competitors, we also compete with smaller local builders. These tocal builders can ofien offer prices
and other products and services that are competitive with those we offer because of their lower fixed asset investment and smaller
cost structure. These competitors may also have an adverse impact on our builder partners in affected markets resulting in reduced
revenues and profitability of the Housing Segment.

Actions taken pursuant to our restructuring plan may have an adverse impact on our earnings and financial position,

In 2005, we outlined a number of actions to restructure the Company under an “Intensive Recovery Plan” which was largely
implemented by the close of 2006 and which included the sale of unprofitable units, the closure or consolidation of production
facilities, the sale of non-operating assets and a reduction in salaried workforce. The success of the Intensive Recovery Plan
depends on our ability to realize estimated cost savings resulting from the restructuring. Inability to realize these cost savings may
materially adversely affect our future operating results and financial position.

The ability to attract and retain qualified senior managers may adversely affect our operating results.

Early in 2006, our President and Chief Operating Officer (COQ), Matthew Schafer was terminated, and as a result, the Chairman
and Chief Executive Officer, Claire Skinner assumed the duties performed by the President and COO on an interim basis.

In August 2006, our Chairman and Chief Executive Officer (CEQ) elected 10 take early retirement. Our Lead Director, William
Johnson, was named Chairman of the Board, our Chief Financial Officer {CFQ),-Richard Lavers was named CEO and our
Controller, Colleen Zuh! was named CFO.

Beginning in late 2006, we named a new senior management team for our housing group. Rick Bedell was named President of the
housing group, effective January 1, 2007. Del Herr was named Executive Vice President of Operations for the housing group,
effective December 12, 2006, We also promoted Dave Kurth to Vice President - Field Operations and Special Projects for the
housing group. Subsequent to the end of 2006, we named Art Breitenstein as Vice President of Sales and Marketing for the
Company's housing group. While we believe these appointments strengthen the Company’s management, there can be no
guarantee they will positively affect our operating results.

. . : . . . . oo MR ORI
The recreational vehicle and housing businesses are cyclical, which can lead to fluctuations in our operating results.

The industries in which we operate are highly cyclical and there can be substantial fluctuations in production, shipments,
wholesale and retail sales and operating results, and the results for any prior period may not be indicative of results for any future
period. Both the recreational vehicle and housing industries are subject to volatility due to external factors such as economic,
demographic and political changes.

We cannot assure that the factors currently adversety affecting our busmess will not continue, or have an adverse effect beyond
their present scope.
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Our businesses are seasonal, leading to fluctuations in sales, production and operating results at various times during the
calendar year.

We have experienced, and will likely continue to experience, significant variability in sales, production and net income as a result
of seasonality in our two business segments. Demand for recreational vehicles and housing generally declines during the winter
season, while sales and profits in both segments are generally highest during the spring and summer seasons. In addition,
unusually severe weather conditions in some markets may cause delays in laying foundations or other site preparation work which
may result in delayed deliveries of our system-built homes. In some markets, so-called “frost laws”™ may limit the size and weight
of vehicles permitted on roadways, thus limiting our ability 1o deliver and set our homes. Consequently, we may experience lower
preduction, revenues and profitability with higher inventory levels in the Housing Segment due to weather and weather-related
factors. '

A rise in the frequency and size of product liability, wrongful death, workers’ compensation and other claims against us
may result in a material adverse effect on our business, operating results and financial condition,

We are frequently subject, in the ordinary course of business, to litigation involving product liability and other claims, related to
personal injury andfor property damage. Our self-insurance retention is $250,000, and we maintain insurance coverage
through our primary insurance carrier, as well as excess carriers, above the self-insurance retention, An increase in frequency in
claims below the self-insurance retention level may adversely affect our financial results. In addition, insurance is not available for
some kinds of claims, such as mold or punitive damages and occasionally an insurance carrier(s) may deny coverage resulting in
potential litigation expenses and additional exposure to losses. Workers’ compensation insurance costs are directly auributable to
experience in the workplace. In the past, we have experienced wrongful death claims and work practices claims arising from
alleged workplace injuries,

We cannot be certain that our insurance coverage will be sufficient to cover all future claims against us. Any increase in the
frequency and size of such claims, as compared to our experience in prior years, may cause the premiums required for insurance
to rise significantly. Further, sizable product liability claims may damage our reputation among dealers, builders and consumers
that may adversely affect our future operating and financial results.

Significant warranty and “lemon law” claims against us may result in a material adverse effect on our business, operating
results and financial condition.

We provide customers of our products with a warranty covering defects in material or workmanship for periods generally ranging
from one to two years in length, and up to ten years on certain structural components, We record a liability based on our estimate
of the amounts necessary to settle future and existing claims on products sold. Such costs are accrued at the time products are sold
and included in the cost of sales. Such claims are gencerally not insurable, and in some cases may give rise to a repurchase of an
RV unit and payment of other damages under “lemon laws.” Should warranty claims arise which exceed our historical experience
and associated accrued liabilities, such costs may have a material adverse effect on our cost of sales and profitability. During
2005, we experienced a $14.0 million increase in warranty costs related 1o continuing operations due to specific warranty reserves
established and costs incurred for the recall of camping trailer lift systems and the repair of laminated sidewalls of certain of our
recreational vehicles. Further, some jurisdictions have laws providing for a multiple recovery on warranty claims in some
circumstances. The possibility for class actions also exists. The sizable product warranty claims relating to sidewalls and camping
trailer lift systems damaged our reputation among RV dealers and consumers, which impacted our operating and financial results
in 2006 and may contintue to do so in the future. ’

Increased costs, including costs of component parts and labor may adversely affect our profitability if such costs cannot be
offset because of market forces or price-protected contracts with builders,

Our financial results may be significantly adversely affected by the availability and pricing of manufacturing components
(particularly those with substantial steel, copper, plastic or lumber content) and labor. We attempt to mitigate the effect of any cost
inflation in raw materials, components and labor by negotiating with current or new suppliers, contract price escalators, increasing
labor productivity or increasing the sales prices of our products. However, we cannot assure that such actions will not have an
adverse impact on the competitiveness of our products and result in declining revenues. If we are unable to successfully offset
increases in manufacturing costs, this could have a material adverse impact on margins, operating income and cash flows. If we
increase prices to offset higher manufacturing costs, the benefit of such increases may lag behind the rise in manufacturing costs.
Specifically, in the Housing Segment, it takes time to implement such price increases. Further, we make a commitment to builders
and consumers to provide a minimum level of price protection during the period when consumers are arranging financing for their
home purchases.

During the period of rapid material cost inflation in early 2004 and again with unusual commodity increases in 2006, our margins
were adversely affected by the number of price protected sales contracts with builders. Although we took steps to mitigate this
risk in the future, there can be no assurance that rapid material or labor cost inflation will not have a negative impact on our future
operating or financial results.




Changes to or increases in the regulations governing our businesses could have a material impact on operating and
financial resuits. '

Both the Recreational Vehicle and Housing Segments are subject io extensive federal, state and local regulations, including:
. | the National Highway Traffic Safety Administration (NHTSA),
e the Transporta-lion Recall Enhancement, Accountability, and Documentation Act (TREAD),
e state lemon law statutes,
" laws regulating the operation of vehicles on highways,
o state and federal product warranty statutes,
s state legislation protecting motor vehicle dealerships, and

e state and local zoning laws and building codes.

Amendments to any of these regulations and the implementation of new regulations could significantly increase the costs of

manufacturing, purchasing, operating or selling our products and could have a material adverse impact on our operating and
financial results. Any failure to comply with present or future regulations could result in fines, potential civil and criminal
liability, suspension of sales or production, or cessation of operations.

Changes in favorable tax laws could adversely affect our results of operations,

Certain U.S. tax laws currently afford favorable tax treatment for the purchase and sale of recreational vehicles that are used as the
equivalent of second homes. These laws and regulations have historically been amended frequently, and it is likely that further
amendments and additional regulations affecting us or our products may be enacted in the future. Amendments to these laws and
regulations and the implementation of new regulations could have a material adverse effect on our results of operations.

We may not be able to fully utilize our deferred tax assets.

We have historically carried as assets on our books tax loss carry-forwards from past results and other deferred tax assets for
continuing operations in the amount of $24.4 million, which can be used to offset taxes on future income for periods of up to 20
years. However, because of the losses incurred over the last two years, financial accounting standards required us to write down
all of these deferred tax assets since we were not certain that we could take full advantage of them over the next few years,
Accordingly, even though we expect to be able to utilize these carry-forwards to reduce taxes against future income prior to their
expiration, in the fourth quarter of 2006 we were required to record a non-cash charge for the full book value of these deferred tax
assets. This resulted in a net income tax cxpense of $19.8 million for the quarter even though there was no associated income tax
payment or any effect on cash. Despite this charge, the tax loss carry-forwards still remain available to the Company for future use
even though their carrying value on our books was reduced to zero. In fact, the majority of the Company’s operating loss carry-
forwards do not begin to expire until 2026, and may continue to be used to offset taxes on income the Company generates unti at
least that time.

Failure to comply with environmental regulations could result in significantly increased costs and capital expenditures.

State and federal environmental laws aiso impact both the production and operation of our products. We have an Environmental
Department dedicated to efforts to comply with applicable environmental regulations. To date, the Company has not experienced
any material adverse effect from existing federal, state, or local environmental regulations. Elkhart County, Indiana, which is
where most of our recreational vehicle manufacturing facilities are located, was designated as a non-attainment area, which could
impact future air emissions permitting. Failure to comply with present or future environmental regulations may result in fines,
potential civil and criminal liability, and suspension of production or operations, alterations to the manufacturing process, costly
cleanup efforts or increased capital expenditures.

Changes in labor practices could adversely affect our labor costs and profitability.

Currently, none of our employees are members of any union or covered under any collective bargaining agreement. We provide
competitive wages and a variety of benefits to our employees, including group life, dental, vision services, hospitalization, and
major medical plans, a 401(k) plan and a stock purchase plan. Although we consider our relations with employees to be good, any
material changes in labor costs or practices, including those resulting from union activity may have a negative impact on our
profitability.




Reduced availability of financing for our dealers or retail customers could adversely affect revenues and margins.

Our RV dealers, as well as retail buyers of RV products, generally secure financing from third party lenders. Any reduction in the
availability of such financing or significant increase in the cost of such financing resulting from higher interest rates may have an
adverse effect on our business. Availability of financing is dependent on the lending practices of financial institutions, financial
markets, governmental policies and economic conditions, all of which are largely beyond our control. For example, in the recent
past, floorplan lenders have tightened credit availability, which has negatively affected the timing and accomplishment of our
sales to our RV dealers, resulting in higher levels of finished goods inventory and associated financing costs. Increasing interest
rates since mid-2004 have negatively impacted demand for our RV products. In response to this lower demand, we offered retail
financing incentives to consumers resulting in increased selling expenses which negatively affected profitability.

Repurchase agreements with floorplan lenders could result in increased costs.

In accordance with customary practice in the RV industry, we enter into repurchase agreements with various financial institutions
under which we agree to repurchase product at declining prices over the term of the agreements (typically 12 months), if an
independent retailer defaults in its obligation to these credit sources. The difference between the gross repurchase price we pay
and the price at which the repurchased product can then be resold, which is typically at a discount to the original sale price,
represents a financial expense to us. As a result, if we were obligated to repurchase a large number of recreational vehicles in the
future, this could increase costs, which could have a negative effect on earnings. A tightening of credit standards by lenders and
more aggressive collection efforts by lenders could result in more defaults by dealers. These defaults could trigger repurchase
obligations on us that may be higher than historical levels. In 2006, we repurchased 93 recreational vehicles at an aggregate
purchase price of $5.0 millton, incurring an additional discount of about $496,000, compared to repurchases of 119 recreational
vehicles at an aggregate gross purchase price of $5.0 million, incurring an additional discount of approximately $176,000 in 2005,

High inventories of recreational vehicles among dealers could continue to negatively affect our sales volume and profit
margins.

The level of recreational vehicle inventories among dealers can have a significant impact on manufacturing, shipments, inventory
levels and operating results. As wholesale shipments of recreational vehicles within the industry exceed retail sales of vehicles,
inventories at the dealer level expand to a point where dealers significantly cut orders from manufacturers. As manufacturers
respond to reduced demand, many offer wholesale and retail discounts and incentives in an effort to maintain production volumes.
As a result, dealer inventories may expand further resulting in increasing need for discounts and incentives, or in the alternative, a
need for dramatic reduction in overall production levels by manufacturers. Both increased discounts and incentives, and reduced
production levels negatively affect our revenues and profitability.

Fuel shortages, or higher prices for fuel, could have a negative effect on sales of recreational vehicles.

Many of the recreational vehicles produced by us require gasoline or diesel fuel for their operation, while our towable products
often require the use of a vehicle requiring gasoline or diesel fuel for their operation. Gasoline and diesel fuel have, at various
times in the past, been difficult to obtain, and there can be no assurance that the supply of gasoline and diesel fuel will continue
uninterrupted, that rationing will not be imposed or that the price of, or tax on fuel will not significantly increase in the future.
Shortages of gasoline and diesel fuel and rapid significant increases in fuel prices have had a significant adverse effect on the
demand for recreational vehicles in the past and could have a material adverse effect on demand in the future. Such a reduction in
overall demand for recreational vehicles could have a materially adverse impact on our revenues and profitability.

Changes in consumer preferences and our ability to effectively adapt to those preferences may adversely affect revenues
and profitability.

Consumer preferences for our recreational vehicles are likely to change over time, and as a result, we continually introduce new
features, designs and models to meet changing consumer demand. Delays in the introduction of new models or product features,
or a lack of market acceptance of new fealures, designs or models, could have a material adverse effect on our business and
operating results. As a result, we may incur significant additional costs in designing or redesigning models that are not accepted in
the marketplace. We may also experience production difficulties, such as inefficiencies in purchasing and increased labor costs, as
new models are introduced. In addition, new product introductions may reduce revenues from existing models and adversely
affect operating results. There can be no assurance that any new models or products will be introduced to the market on time or
that they will be successful when introduced.

New product intreductions may result in unanticipated expenses resulting in reduced earnings.

The introduction of new products is critical to the success of our Recreational Vehicle Segment. We incur additional costs when
new products are introduced, such as research and development costs. engineering costs, and initial labor or purchasing
inefficiencies. Additionally, we may incur unexpected expenses, including those associated with unexpected engineering or design
flaws that will force a recall of a new product. In the past, we have experienced recalls that resulted in temporary plant shutdowns
and disruptions of the supply of finished product to the wholesale market. [n addition, we may be prompted to offer additional
incentives to stimulate the sales of products not adequately accepted by the market, or to stimulate sales of older or obsolete
products. These types of costs could be substantial and could have a significant adverse effect on our financial results.
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We depend on a small group of suppliers for some of our components, and any business interruption among these
suppliers could adversely affect our production costs and profitability.

Most commodity components for both of our business segments are readily available from a variety of sources. However, a small
group of suppliers produce a few proprietary or specialty components, primarily in the case of motorhome chassis. Freightliner is
the primary supplier of diesel powered chassis for Class A diesel motorhomes, while Workhorse Custom Chassis and Ford Motor
Company are the primary suppliers of gasoline powered chassis Class A gas motorhomes. Ford Motor Company and General
Motors Corporation are the primary suppliers of Class C chassis. In the past, we have also experienced supply disruptions among
other suppliers such as appliance manufacturers. Shortages, production delays or labor disputes at such suppliers could have a
material adverse effect on our revenues. The mablluy of us to obtain adequate supplies of neceded components could negatively
impact our revenues and profitability.

The consolidation of distribution channels within the RV industry could have a material negative effect on revenues and
profitability.

Over the last several years, several large scale recreational vehicle dealers have grown to represent a significant presence in the
industry. In addition, one major consolidator of RV dealers has grown through acquisition to 53 retail locations throughout the
United States. Although the chain of dealers is a customer of our RV group, the chain represents less than 10% of the group’s total
RV sales.

The expansion of large scale dealers and the continued consolidation of dealerships among large players may result in increased
pricing pressures in the industry in general and on us in particular. Such pressure exerted by the distribution channel may have a
material adverse effect on the RV group’s revenues and profitability.

The market for our Housing Segment is heavily concentrated in the Midwestern United States, and a continued weakness
in demand in that area could have a material negative effect on revenues and profitability.

Our Housing Segment is geographically concentrated, with three of its largest production facilities located in the Midwest.
Softness in the housing market within the Midwest negatively impacted revenues and profitability at our production facilities in
Ohio, Indiana, and lowa in 2006. Softness in the housing market also spread in 2006 to the Southeast and Middle Atlantic regions,
negatively impacted revenues and profitability at our production facilities in Virginia and North Carolina. We can offer no
assurance that the demand for our homes will not remain weak in the Midwest or other areas in which we have a high sales
concentration (such as the Southeast and Middle Atlantic regions). Any decline in sales could have a material adverse effect
on our revenues and profitability.

|
! The performance of our Housing Segment in new markets may adversely affect revenues and profitability.
Beginning in 2003, our Housing Segment formed All American Building Systems to pursue opportunities beyond its core single-
family housing market. We have limited experience in preducing multi-family residential structures, and limited experience in
managing large-scale construction projects. The ability of the housing group to perform in these new markets presents a number of
risks, including the following:
« potential inability to meet contract specifications and timetables for large-scale projects,
s performance of our business partners and (sub) contractors on large-scale projects, .
e potential increased liability from possible larger claims resulting from large-scale projects, ..
s construction of new products with significantly different designs from single-family homes,
¢ compliance with state and local building codes and zoning laws, and
e  production scheduling to meet demand from existing builders and large projecls.
Further, the per-project risks are higher for large-scale projects than with single- famlly homes. It" we fail to 1dent|fy and mitigate
these risks, they may have a material adverse effect on revenues and profitability. -
Item 1B. Unresolved Staff Comments
[¥] : . . - . - wes M I3 . - . . (N} Ak e

None.




Item 2. Properties

The Registrant owns or leases 2,974,061 square feet of plant and office space, located on 756.0 acres, of which 2,437,941 square
feet are used for manufacturing, 222,476 square feet are used for warehousing and distribution, 46,024 square feet are used for
research and development, 128,940 square feet are used for customer service and 138,680 square feet are offices. Included in
these numbers are 39,310 square feet leased to others and 290,180 square feet available for sale or lease. The Registrant believes
that its present facilities, consisting primarily of steel clad, steel frame or wooed frame construction and the machinery and
equipment contained therein, are well maintained and in good condition.

The following table indicates the location, number and size of the Registrant's properties by segment as of December 31, 2006:

No. of Building Area
Location Acreage Buildings {Sq. Ft.)
Properties Owned and Used by Registrant:
Recreational Vehicle Group
Fitzgerald, Georgia 29.6 5 170,670
Elkhart, [ndiana 6.0 1 29,886
Middlebury, Indiana 170.8 27 1,138,643
Centreville, Michigan 105.0 4 84.865
Subtotal 3114 37 1,424,064
Housing Group
Milliken, Colorado 23.0 1 151,675
Decatur, Indiana 40.0 2 215,995
Dyersville, lowa 20.0 i 168,277
Rutherfordton, North Carolina 37.8 i 169,177
Zanesville, Ohio 23.0 2 129,753
Rocky Mount, Virginia 39.6 5 199,693
Subtotal 183.4 12 1,034,570
Other
Elkhart, [ndiana 16.4 3 53,841
Middlebury. Indiana 1.3 2 4,800
Subtotal 17.7 5 58,641
Total owned and used 5125 54 2,517,275
Properties Leased and Used by Registrant:
Recreational Vehicle Group
Chino, California 4.7 3 84,296
Elkhart, [ndiana 7.8 1 43,000
Total leased and used 12.5 4 127,296




No. of Building Area
Location Acreage Buildings (Sq. Ft.)

Properties Owned by Registrant and Leased to Others:

Other

Crooksville, Ohio 10.0 2 39310
Total owned and leased 10.0 2 39310
Properties Owned by Registrant and Available for Sale or Lease:

Recreational Vehicle Group )
Edwardsburg, Michigan 48.7 6 203,870
Subtotal 48.7 6 203,870

Housing Group
Decatur, Indiana "33 2 86,310
Rocky Mount, Virginia 5.0 - -
Subtotal 8.3 2 86,310

Other
Middlebury, [ndiana 164.0 - -
Subtotal 164.0 - -

Total owned and available for sale or lease 221.0 8 290,180
Total Company 756.0 68 2,974,061




Item 3. Legal Proceedings

During the second quarter of 2004, the Company entered into an agreement to provide financing of up to $4.9 million to a
developer for the construction of a hotel for which the Company was to provide modular units. As of December 31, 2006, the
Company provided $2.3 million in financing to the developer under this arrangement. The loans are collateralized by a first
priority interest in all tangible and intangible property of the borrower. The developer was unable to obtain a building permit, so
the Company is pursuing its legal remedies through litigation to recoup the financing extended to date. No additional funding has
been or will be provided. During the fourth quarter of 2006, the Company obtained title to the real estate that was partial collateral
for this Note. In the event the sale of the property does not generate proceeds sufficient to cover the financing previousty
provided, the Company will continue pursuing its legal remedies to recover any deficiency. As of December 31, 2006, the
Company has reserved an amount for which Management believes the Company may not recover, however, there is a potential for
exposure in excess of the amount reserved.

During 2005, the Company seitled a personal injury suit for $5.0 million, $1.0 miltion of which was paid by the Company’s
primary insurance carrier. The Company’s scif-insured retention is $250,000. During 2003, the Company paid $1.5 million in
addition to the amount paid by its primary carrier and recorded another current liability of $2.5 million to recognize the remaining
amount to be paid on the settlement and the $250,000 retention. During June 2006, the remaining Lability of $2.5 million was
paid. Since the excess carrier initially denied coverage, the Company filed suit against the excess carrier to enforce coverage.
During the first quarter of 2006, the matter was settled for $2.9 million, which the Company received on March 15, 2006 and was
recorded as a reduction to the RV Segment’s general and administrative expenses. There remains ongoing litigation against other
parties to recover the balance over the retention. '

On November 21, 2006 the Company received a summons from the Internal Revenue Service which requires the Company to
produce varicus documents relating to its research and development claims filed with the Intemal Revenue Service for the tax
years 1999 through 2004,

The Company is involved in various other legal proceedings, most of which are ordinary disputes incidental to the industry and
most of which are covered in whole or in part by insurance. Management believes that the ultimate outcome of these matters and
any liabilities in excess of insurance coverage and self-insurance accruals will not have a material adverse impact on the
Company's consolidated financial position, future business operations or cash flows.

[tem 4, Submission of Matters to a Vote of Security Holders

No matters were submitted durfng the quartcf ended December 31, 2006 to a vote of security holders, through the solicitation of
proxies or otherwise.




Executive Officers of the Registrant

The following table sets forth the executive officers of the Company, as of December 31, 2006:

Richard M. Lavers Ch'wiefr Executive Officer
Colleen A. Zuhl Chief Finaﬁcial Officer
Michael R. Terlep, Jr. President, CLI dba Coachmen RV Group and President, Coachmen Recreational Vehicle Company, LLC

Leslie G. Thimlar Vice President, Human Resources -

Richard M. Lavers {age 59) was named Chief Executive Officer of the Company in August 2006, In December 2003, he was
named Chief Financial Officer and Chief Administrative Officer of the Company. Mr. Lavers assumed the position of Executive
Vice President of the Company in May 2000 and served as General Counsel and Secretary of the Company from March 1999. He
joined the Company in October 1997 as General Counsel. From 1994 through 1997 Mr. Lavers was Vice President, Secretary and
General Counsel of RMT, Inc. and Heartland Environmental Hoidmg Company Mr. Lavers earned both his B.A. degree and his
J.D. degree from the University of Michigan.

Colleen A. Zuhl (age 40) assumed the position of Chief Financial Officer in August 2006 and had previously served as the
Company’s Vice President and Controller since joining the Company in April 2004. [n December 2005, Mrs. Zuhl also assumed
the duties of Chief Accounting Officer for the Company. From 1988 to 2004, Mrs. Zuhl was employed by Ernst & Young, LLP,
most recently as a Senior Audit Manager. Mrs. Zuhl earned a B.S. degree from Hillsdale College.

Michael R, Terlep, Jr. (age 45) was appointed President of Coachmen Recreational Vehicle Company in June 1997. Prior to that
he was Executive Vice President of Coachmen RV, with retained responsibility for product development, among other duties,
since 1993. He was given the additional responsibility of General Manager of the Indiana Division in 1995. Prior to his promotion
to Executive Vice President, Mr. Terlep served as Vice President of Sales and Product Development from 1990 to 1993. He has
held several other management positions with the Company since joining Coachmen in 1984. He received his B.A. degree from
Purdue University.

Leslie G. Thimlar {(age 51) was appointed Vice President, Human Resources for Coachmen Industries in 2001. Prior to that, he
was Assistant Vice President, Human Resources from 1996 through 2001 with responsibility for corporate human resource
functions. From 1986 until 1996 Thimlar served as Vice President, Human Resources for Ancilla Health Care. He received his
B.S. and M.P.A. degrees from Indiana University.




Part 11
Ttem 5. Market for Registrant's Common Equity and Related Stockholder Matters

The following table discloses the high and low sales prices for Coachmen's common stock during the past two years as reported
on the New York Stock Exchange, along with information on dividends declared per share during the same periods.

High & Low Sales Prices Dividends Declared
2006 2005 2006 2005
1st Quarter $ 13.28 - 10.71 $ 17.49 - $13.46 5 06 b 06
2nd Quarter . 11.95-10.30 1411 -11.22 .06 06
3rd Quarter 12,16 - 8.90 14.50-11.23 .03 .06
4th Quarter 12.90 - 10.09 7 12.63 - 10.76 .03 - .06

The Company's common stock is traded on the New York Stock Exchange: stock symbol COA. The number of shareholders of
record as of February 28, 2007 was 1,730. :

See Item 12 for the Equity Compensation Table.

The Company did not repurchase any shares of its stock during the fourth quarter of the fiscal year ended December 31, 2006.
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Item 6, Selected Financial Data

Five-Year Summary of Selected Financial Data
-Year Ended December 31-
(in thousands, except per share amounts)

2006 2005 2004 2003 2002

Net sales § 564382 % 702425 § 802346 § 636,891 § 582921
Gross profit 49,421 55,960 112,826 92,395 88,585

Net income (loss) from continuing operations (33,215) (19,360} 14,258 8,443 11,926
Discontinued operations

Loss from operations of discontinued entities (795) (6,370) (659) {1,078) (1,997)

Gain (loss) on sale of assets of discontinued i

entities 2,205 (620) 1,735 - -

Income (loss) from discontinued operations 1,410 (6,990) 1,076 {1,078) (1,997)
Net income {loss) $§ (31,805) % (26350) % 15334 § 7,365 § 9,929
Earnings (loss) per share - Basic

Continuing operations $ (2.12) § (1.24) § 92 3 S5 % .74

Discontinued operations .09 {.45) .07 (.07 (.12)
Net earnings (loss) per share - Basic (2.03) (1.69) .99 A48 .62
Earnings (loss) per share - Diluted

Continuing operations (2.12) (1.24) 92 S5 .74

Discontinued operations .09 (.45) 07 (.07) (.12)
Net eamings (loss) per share - Diluted b (2.03) § (1.69) § 99§ 48 § .62
Cash dividends per share $ BEE 24 8 24 8 24 3 22
At year-end:

Working capital (1) $ 62,784 3 93,308 § 121,312 § 95,963 § 93,574

Total assets 243,134 322,816 357,723 310,688 293,195

Long-term debt 3,862 12,913 14,943 9,419 10,097

Shareholders' equity 160,331 193,803 224,418 211,151 209,426

Book value per share $ 1020 § ~ 1230 § 1427 § 13.58 § 13.37

Number of employees 2,655 3,677 4,416 4,490 4,233

(1) Working capital is defined as current assets less current liabilities.

Note: The Five-Year Summary of Selected Financial Data above has been restated to reflect discontinued operations and should
be read in conjunction with Note |1, Restructuring Charges and Discontinued Operations, of the Notes to the Consolidated
Financial Statements appearing in this report.




Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

The analysis of the Company's financial condition and results of operauons should be read in conjunction with the Selected
Financial Data and the Consolidated Financial Slalemems

EXECUTIVE SUMMARY

The Company was founded in 1964 as a manufacturer of recreational vehicles and began manufacturing system-built homes in
1982. Since that time, the Company has evolved into a leading manufacturer in both the recreational vehicle ("RV") and housing
business segments through a combination of internal growth and strategic acquisitions.

The Company's business segments are subject to certain seasonal demand cycles and changes in general economic and political
conditions. Demand in the RV and certain portions of the Housing Segments generally declines during the winter season, while
sales and profits are generally highest during the spring and summer months. [nflation and changing prices have had minimal
direct impact on the Company in the past in that selling prices and material costs have generally followed the rate of inflation,
However, in 2004, rapid escalation of prices for certain raw materials combined with a number of price protected sales contracts
adversely affected profits in the Housing Segment. The RV Segment was also affected adversely by raw material inflation, but to
a lesser degree due to material surcharges added to the prices of products sold to dealers. Changes in interest rates impact both the
RV and Housing Segments, with rising interest rates potentially dampening sales.

In support of the Housing Segment’s growing demand in the Atlantic and Southeastern states, the Company embarked on a 62,000
square-foot plant expansion of its Virginia operation, which was completed in the third quarter of 2006. The Virginia facility has
encountered production delays and capacity constraints amid surging order flow and backlogs since 2003. The new plant
expansion is expected to increase annual production capacity by approximately 40%.

In order to supplement the Company’s single-family residential housing business, the Housing Segment continues to pursue
opportunities for larger projects in mulii-family residential and commercial markets for 2007 and beyond. The prospects of the
Company’s All American Building Systems (AABS) major projects branch continue 1o improve, but it did not significantly
contribute to earnings in 2006 due to the long incubation periods for new projects. During 2006, AABS was a member of a
consortium that was awarded a contract for the second phase of barracks construction at Fort Bliss in Texas. In addition, a number
of bids involving large military construction projects are in the various stages of review, and management anticipates being
awarded several of these new projects which may have a significant positive impact on operating results beginning in 2007 and
beyond. Another opportunity for the housing group involves the reconstruction of the Gulf Coast regions damaged by the
hurricanes in 2005. As the infrastructure, including basic utilities, vital services and transportation networks are restored, the
Company expects to receive contracts for its modular homes and multi-family structures which offer better costs, structural
integrity and timeliness of completion than other alternatives. The first such contract was signed during 2006 with the housing -
group agreeing to provide two dozen systems-built homes for a neighborhood near New Orleans, with that initial order
subsequently expanded to include twice as many homes.

Intensive Recovery Plan

During 2005, the Company’s Board of Directors approved a comprehensive operational and cost structure realignment and
restructuring plan (the Intensive Recovery Plan), which was largely |mp]ememed by the close of 2006 and is intended to improve
operating performance and ensure financial strength.

Despite the unacceptable bottom line results in 2006, the Company has begun to see positive results from its Intensive Recovery
Plan. The Company has completed the sale of several businesses and other properties, reduced expenses, and improved operating
efficiencies, partially through the consolidation of a number of operations.

When describing the impact of these restructuring plans, all determinations of the fair value of long-lived assets were based upon
comparable market values for similar assets.

During 2005, approximately 140 salaried positions were eliminated throughout the Company. Severance costs related to the
eliminations were approximately $0.7 million, of which $0.5 million was paid by December 31, 2005 and $0.2 million was paid
during 2006.

In September 20035, the Company announced the relocation of Georgie Boy Manufacturing, LLC (GBM) from Edwardsburg,
Michigan to.a newer, more efficient motorhome production facility within its Middlebury, Indiana manufacturing complex. GBM
has continued to control and focus on its independent product design, sales, and marketing efforts to ensure the continued strength
of the GBM brand with consumers and its separate dealer body, while realizing operating and administrative synergies. The
relocation was completed late in the fourth quarter of 2005. This internal restructuring is intended to improve operating
efficiencies and capacity utilization within the RV Segment.
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On January 13, 2006, the Company sold all operating assets of Prodesign, LLC. The total sales price was $8.2 millicn, of which
the Company received $5.7 million in cash, a $2.0 million promissory note and $0.5 million to be held in escrow to cover
potential warranty claims and uncollectible accounts receivable, as defined in the sale agreement. The promissory note is to be
repaid over a period of {0 years, using an amortization period of 15 years, and bears interest at 6% per annum with interest only
payments being required in the first three years. Any funds remaining in the escrow account after a period of 13 months will revert
to the Company. In accordance with Statement of Financial Accounting Standard No. 144, Prodesign qualified as a separate
component of the Company’s business and as a result, the operating results of Prodesign have been accounted for as a
discontinued operation. Previously reported financial results for all periods presented have been restated to reflect this business as
a discontinued operation. In conjunction with the classification of Prodesign as a discontinued operation, management allocated
goodwill of $0.3 millien to the discontinued operations from the Recreational Vehicle Segment goodwill based on the relative fair
value of the discontinued operations to the Recreational Vehicle Segment. The $0.3 million of allocated goodwill has been
included in the calculation of the final gain on sale of assets in the first quarter of 2006. Net sales of Prodesign for the years ended
December 31, 2006, 2005 and 2004 were $0.4 million, $14.2 million and $12.5 million, respectively, and the pre-tax income
(loss) for the years ended December 31, 2006, 2005 and 2004 were $2.0 million, $(0.7) million and $0.3 millien, respectively.

The Company has ceased operations at the All American Homes operation in Springfield, Tennessee. The closure of the
Tennessee location resulted in an asset impairment charge of approximately $1.1 million, which was recorded in the third quarter
of 2005. On December 15, 2006 the Company completed the sale of this property for approximately 3$3.2 million, which resulted
in a pre-tax gain of approximately $1.1 million. [n connection with the sale of this property, $1.2 million of industrial revenue
bonds were paid off as of December 15, 2006. During December 2006, the Company aiso terminated the $1.2 million interest rate
swap that had been associated with these revenue bonds. The closure and sale of the Tennessee facility should have minimal
impact on revenues, as all existing builders in that region will continue to be served by the Company’s housing operations in
Indiana, Ohio and North Carolina, but should improve profitability by eliminating the possibility of further losses at this location.

On December 31, 2005, the Company sold all operating assets of the All American Homes Kansas division. [n accordance with
Statement of Financial Accounting Standard No. 144, the division qualified as a separate component of the Company’s business
and as a result, the operating results of the division have been accounted for as a discontinued operation. Previously reported
financial results for all pertods presented have been restated to reflect this business as a discontinued operation. Net sales of the
Kansas division for the years ended December 31, 2006, 2005 and 2004 were $0.0 million, $9.7 million and $10.2 million,
respectively, and the pre-tax income (loss) for the years ended December 31, 2006, 2005 and 2004 were ($0.4) million, $(2.9)
million and $0.2 million, respectively.

On March 31, 2006, the Company sold 100% of its interest in the capital stock of Miller Building Systems, Inc. for $11.5 million,
consisting of cash of $9.0 and a $2.5 million secured note. The note, which is included in other long-term assets on the
Consolidated Balance Sheet, is to be repaid over 5 years and bears interest at the | year LIBOR rate plus 2.75% per annum with
quarterly interest payments beginning September 30, 2006. Principal payments of $125,000 per quarter commence on June 30,
2009 and continue through the maturity date of March 31, 2011. In addition, the Company accepted a $2.0 million contingent
earn-out note, which will be paid to the Company if certain income metrics are achieved by the acquiring entity. In accordance
with Statement of Financial Accounting Standard No. 144, the division qualified as a separate component of the Company’s
business and as a result, the operating results of the division have been accounted for as a discontinued operation. Previously
reported financial results for all periods presented have been restated to reflect this business as a discontinued operation. Net sales
of Miller Building Systems, Inc. for the years ended December 31, 2006, 2005 and 2004 were 37.5 million, $41.6 miliion and
$40.1 million, respectively, and the pre-tax income (loss) for the years ended December 31, 2006, 2005 and 2004 were $1.5
million, $(8.2) million and $(1.7) million, respectively. In connection with the sale of Miller Building Systems, $1.7 million of
industrial revenue bonds were paid off as of March 31, 2006. During April 2006, the Company terminated the $1.5 million and
$235,000 interest rate swaps that had been associated with these revenue bonds.

In conjunction with the actions noted above, during the fourth quarter of 2005 management allocated goodwill of $0.7 million to
the discontinued operations from the Housing Segment goodwill based on the relative fair value of the discontinued operations to
the entire Housing Segment. The $0.7 million of allocated goodwill consisted of $0.6 million allocated to Miller Building
Systems, which was written off as part of the 2005 loss from operations of discontinued operations and $0.1 million allocated to
All American Homes of Kansas, which was included in the 2005 loss on sale of assets of discontinued operations. During the first
quarter of 2006, an additional $0.3 million of goodwill was allocated to Miller Building Systems based on the final sales price
relative to the fair value of the entire Housing Segment. The additional $0.3 million of allocated goodwill was written off as part
of the 2006 gain on sale of assets of discontinued operations.

On March 31, 2006, the Company completed the sale of a property located in Grapevine, Texas for approximately $2.0 million,
consisting of cash of $1.7 million and a note receivable of $0.3 million and resulting in a pre-tax gain of approximately $1.8
million. ‘Also during the first quarter, the Company completed the sale of vacant farmland in Middlebury, Indiana: for cash of
approximately $1.0 million, resulting in a pre-tax gain of approximately $0.8 million.
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During the third quarter of 2006, a number of smaller properties were sold for a net pre-tax gain of approximately $0.3 million.
On June 8, 2006, the Company completed the sale of its corporate aircraft for approximately $2.3 million, which resulted in a pre-
tax gain of approximately $1.7 million. On June 30, 2006, the Company sold property located in Palm Shores, Florida for $2.5
million, which resulted in a pre-tax gain of approximately $1.2 million. During June 2006, the Company also sold two parcels of
the former Georgie Boy Manufacturing complex for total proceeds of $0.7 million, which resulted in a pre-tax gain of
approximately $0.4 million.

On December 28, 2006 the Company contracted for the sale of a property located in Roanoke, Virginia for approximately $1.3
million, consisting of cash of $0.1 million and a note receivable of $1.2 million, which resulted in pre-tax gain of approximately
$1.2 million.

Housing Segment

The housing group faced a challenging housing market in 2006, which had a significant impact on the group’s results. The
December figures on housing starts from the U.S. Census Bureau show a 24.7% year-over-year decline in new singte-family
homes nationwide, and a 26.4% decline in the Midwest region served by the group’s plants in lowa, [ndiana and Ohio. The
softening of the home markets has now spread to the Southeastern and middle Atlantic markets, which previously were doing
relatively well. Single-family housing starts in the South region showed a year-over-year decline of 26.3% in December.

In the backdrop of such a difficult market, the housing group has seen the weakness in its core Midwestern markets spread into the
Southeast and Middle Atlantic regions, negatively impacting the group’s operations in North Carolina and Virginia. All of group’s
markets have experienced sharp discounts and incentives, and increased levels of new home inventories. As the downward
pressure on new home sales persists, the group will likely see the more aggressive discounts and incentives by home builders
continue. To mitigate these conditions, management is placing more emphasis on providing value to builders and consumers
through the group’s products. To this end, the group introduced two new entry-level home collections in 2006 and will be
introducing two new collections of homes to its builders at the upcoming Builder Meeting in March 2007, Management’s
overriding goal with these actions is to provide the group’s builders with the products and tools they need to best meet the
challenges of their local markets.

The Company also replaced virtually the entire management team at the All American operation in Colorado during 2006 in
response to operating difficulties and inefficiencies.

Management continued to work to mitigate the group’s dependence on traditional scattered-lot single-family housing markets by
expanding into multi-family residential structures through All American Building Systems, or AABS. In 2006, AABS was a
leading member of a consortium that was awarded a project for the second phase of barracks construction at Fort Bliss in Texas.
Management anticipates more similar projects to be released for bid over the first half of 2007. Management also is pursuing
opportunities in the Gulf Coast region, and has orders to provide systems-built homes for a neighborhood near New Orleans. In
addition, the group is shifting its strategy to target “large projects”™ such as dormitories, condominiums and apartment complexes.
The group’s Virginia operation has already shifted in that direction in response to a softening in its local single-family housing
market.

Overall, 2006 was a difficult year for the housing group, but management took aggressive steps to reduce operating costs and
maintain profitability despite lower revenues. At the end of 2006, the group installed a new senior management team with the
talent, experience and drive to lead it forward. Management is aggressively seeking new ways to strengthen the group’s traditional
markets while pursuing growth in new areas.

Recreational Vehicle Segment

Despite the improvements recognized in the RV group’s operations throughout 2006, low sales volumes and production levels
resulted in unacceptable bottom line results for the year. To address the unacceptable level of revenues, the RV group has
embarked on a number of actions to drive revenue growth and enhance profitability.

As clearly evident in the Company’s research, Industry research and other published findings, the customers identify quality
throughout our Industry as an opportunity. Management believes that it can create a differentiating and marketable advantage by
elevating the level of product quality. To accomplish this, the group has launched a number of initiatives. The most important of
these initiatives is the involvement of the entire Team, inclusive of our production workforce. Management implemented a pilot
quality incentive program for the production workforce in September 2006. The goals of this program were to motivate all team
members to take full ownership of the quality of products produced in each plant, as well as, to provide concrete, quantifiable
measures of quality that could be applied to all plants. The results of this pilot program were very successful, not only in the
reduction in the number of defects per unit, but also in the response of dealers. This program has since been expanded into a
company-wide quality program that rewards meaningful continuous improvement in the quality of our products at each and every
preduction facility and includes all disciplines of operations - engineering, production and purchasing.
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In addition, the RV group facility in Georgia consolidated operations into a single plant and entirely changed its focus to the
rapidly growing sport utility trailer (SUT) segment of a market rather than the large variety of different models previously
produced.

With regard to product line weakness, the RV group made significant strides in improving its product offerings and reducing
product complexity. At the National RV Trade Show held annually in Louisville, the Company’s products displayed showed a
substantial improvement in innovation resulting from the group’s new product development process. Over 30% of the products on
display at Louisville were new and innovative products and were developed within the 90 days leading up to the show, including
the all new Aurora Class A featuring a full wall slide-out and the innovative Blast multi-purpose hauler, a light-weight trailer that
is suitable for work during the week and play on the weekends and vacations.

Management believes there are still opportunities to reduce material costs, which is where the majority of the group’s cost of sales
lies. In order 10 bolster strategic sourcing efforts, the RV group recently hired a Vice President of Finance and Strategic Sourcing.
Management is also currently redefining the organizational structure and processes of its strategic sourcing group. In order to
quickly achieve significant results, management has engaged consultants to assist with identifying and executing strategic
sourcing action plans, The ultimate goal of these actions is 1o improve quality and reduce cost in order to improve margins.
Management also intends to apply best practices from this effort to purchasing and material sourcing in the housing group.

Despite the difficult year, management is optimistic that the hard work of its entire team will pay substantial future dividends.

Management will strive to leverage the many changes and improvements that have been made throughout the RV group to
generate improved results and market share gains in 2007 and the years ahead.
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RESULTS OF OPERATIONS

The following table sets forth, for the periods indicated, the percentage of net sales represented by certain items reflected in the
Consolidated Statements of Operations and the percentage change in the dollar amount of each such item from that in the
indicated previous year (in thousands):

Percentage Change

Percentage Percentage Percentage 2006 2005
of of of to 1o
2006 Net Sales 2005  Net Sales 2004  Net Sales 2005 2004
Net sales:
Recreational vehicles
Motorhomes _ $ 266,246  472% S 350,876 50.0 % $ 421,325 52.5% (241 )% (16.7)%
Travel trailers and fifth wheels 118,375 21.0 149,263  21.2 143,253 17.9 (20.7) 4.2
Camping trailers 13,549 24 15,152 2.2 22,776 2.8 (10.6) (33.5)
Truck campers . - - - - ' 4 - - (100.0)
Parts and supplies 6,540 1.2 6,903 1.0 6,396 0.8 (5.3) 7.9
Total recreational vehicles 404,710 71.7 522,194 743 593,754 74.0 (22.5) (12.1)
Housing 159,672  28.3 180,231  25.7 208,592 26.0 (11.4) (13.6)
Consolidated total 564,382 100.0 702,425 100.0 802,346 100.0 (19.7) (12.5)
Gross profit:
Recreational vehicles 13,620 24 15,307 22 57,723 7.2 {11.0) (73.5)
Housing 35,801 6.3 40,653 5.8 54,923 6.8 (11.9) (26.0)
Other reconciling items - - - 180 - - (100.0)
Consolidated total 49,421 8.8 55,960 8.0 112,826 14.1 (1.7 (50.4)
Operaling expenses:
Delivery 29,205 52 32,762 4.7 34,005 4.2 (10.9) 3.7
Selling 23230 4.1 28,320 4.0 28,620 3.6 (18.0) (1.0)
General and administrative 21,328 38 30,794 44 31,543 39 30.7) 24)
Asset impairments - - 1,076 0.2 - - {100.0H 100.0
Gain on sale of assets, net (8,689) (1.5) (163) - (1,448) (0.2) n/m (88.7)
Consolidated total 65,074 11.5 92,789 13.2 92,720 11.6 (29.9) 0.1
Nonoperating (income) expense 1,047 0.2 525 0.1 (745) (0.1) 99.4 (170.5)
Income (loss) from continuing
operations before income taxes (16,700) (3.0) (37,354) (5.3) 20,851 26 553 (279.1)
Income taxes (credit) 16,515 29 (17,994) (2.6) 6,593 0.8 (191.8) (372.9)
Net income (loss) from continuing
operations (33,215) (5.9) (19,360) (2.8) 14,258 1.8 (71.6)  (235.8)
Discontinued operations:
Loss from operations of
discontinued entities (795  (0.1) (6,370)  (0.9) (659) (0.1) 87.5 (866.6)
Gain {loss) on sale of assets of
discontinued entities 2,205 0.4 620y (0.1) 1,735 0.2 453.6 (135.7)
Income {loss} from discontinued 1410 02 (6,990)  (1.0) 1076 O.i 1202 (749.6)
operations
Net income (loss) (31,805) (5.6)% § (26,350) (3.8)% % 15334 1.9% 20.7% (271.8)%

n/m - not meaningful

Note: The Results of Operations above have been restated to reflect discontinued operations and should be read in conjunction
with Note 11, Restructuring Charges and Discontinued Operations, of the Notes to the Consolidated Financial Statements

appearing in this report.
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The following tabie presents key items impacting the results of operations for the periods presented (in thousands):

2006 2005 2004

Warranty - additional expense incurred related to RV sidewall issues and

lift systemn recall (see Note 1) $ - 3 14,000 % -
(Gain) loss on sale of assets:

Continuing operations:

Tennessee facility (All American) (1,061) - -

Virginia property : ‘ {1,202} - -

Texas property (Grapevine, TX) (1,674) - -

Florida property (Palm Shores, FL) (1,180) - -

Michigan property (Georgie Boy) {650) - -

Indiana property (various} (815) - (1,448)

Corporate aircraft (1,792) - -

Other (315) (163) -

Total (8,689) (163) (1,448)

Discontinued operations (see Note 11):

Miller (2,522) - -

Prodesign (1,899) - -

All American Homes - Kansas 76 1,051 -

Colfax - - (2,551)

Total (4,345) 1,051 (2,551)

Total (gain) loss on sale of assets (13.034) 888 (3,999)
Asset impairments:

Miller Building Systems - 7.895 -

All American Homes - Tennessee - 1,077 -

Other ) - 269 -
Total asset impairments ' - 9,241 -
Legal expense recoveries (see Note 12) (3,620) (4.425) n/m

Litigation reserve {see Note 12) 3 * n/m § 4,000 § n/m

n/m - not meaningful




Comparison of 2006 to 2005
NET SALES

Consolidated net sales from continuing operations decreased $138.0 million or 19.7% to $564.4 million in 2006 from $702.4
million in 2005. The Company's RV Segment experienced a net sales decrease from continuing operations of $117.4 million, or
22.5%, from 2005, Throughout 2006, as in 2005, the RV Segment worked through an industry slowdown in retail activity and
higher dealer inventories, in part related to falling consumer confidence and significantly higher fuel costs and interest rates. Full-
year recreational vehicle wholesale unit shipments for the Company were down 21.9% compared to 2005, while the industry
was up 1.6%. For the full year, the Company’s wholesale market share declined from 4.9% to 3.8% across all product types. The
Company’s retail market share for the same period declined from 4.9% to 3.7% across all product types. Detailed market share
data for 2006 and 2005 for each product type are st forth in the following table:

Wholesale Share Retail Share
2006 2003 2006 2005
Class A Motorhomes 5.6% 7.6% 6.5% 7.9%
Gasoline n/a n/a 8.4 10.2
Diesel n/a n/a 47 5.5
Class C Motorhomes 9.5 9.3 10.6 12.5
Travel Trailers . 3.0 4.4 2.7 4.0
Fifth Wheels 1.7 1.7 1.8 2.1
Camping Trailers 8.6 10.0 8.1 9.9
Total - 3.8% 4.9% 3.7% 4.9%

n/a - not available

Wholesale share based on wholesale unit shipment data as reported by the Recreational Vehicle Industry Association.
Retail share based on data provided by Statistical Surveys, Inc.

The decrease in wholesale Class A market share is attributable to an overall slowdown in the Class A market, which declined
13.7% in 2006 following a decline of 18.1% in 2005, as well as, being attributable to the sidewall warranty issue that has damaged
our reputation among RV dealers and consumers. While industry shipments of Class C motorhomes declined 3.3%, the
Company’s Class C shipments declined 1.2%. The non-motorized side of the industry has been very chalienging of late as
wholesale shipments of travel trailers have declined year over year in excess of 30% for each of the last three months. Even
though industry travel trailer shipments were up 3.6% in 2006, comparisons are difficult with the heavy 2005 shipments of
FEMA-related units both by Coachmen and within the industry as a whole. Camping trailers saw an increase in industry
shipments of 3.7%, while the Company experienced a decline in wholesale shipments of approximately 11.8% during 2006, as
issues surrounding the recall of the Company’s products due to the lift mechanism employed in the product negatively impacted
sales. RV backlogs the end of 2006 decreased to 1,628 units from 3,964 in 2005, primarily due to late 2005 hurricane relief related
travel trailer orders. Total travel trailer backlog declined from 2,857 unils at the end of 2003 to 607 units at the end of 2006,

The Housing Segment had a net sales decrease from continuing operations in 2006 of $20.5 million, or 11.4%. Wholesale unit
shipments declined 15.4% compared with the prior year and backlogs at December 31, 2006 decreased to $33.2 million, compared
with $45.4 million at December 31, 2005. The Segment’s results were impacted by continuing weakness in its core Midwest
housing market, which has spread into the Southeast and Middie Atlantic regions. The most recent statistics on new home sales
from the U.S. Census Bureau showed a 2.9% decline in year over year compatrison in the Midwest region, and an 8.9% decline in
the South. This is consistent with the challenges faced at the All American Homes operations in Ohio, Indiana and lowa through
much of 2005 and throughout 2006, and the 2006 challenges faced by the company’s operations in North Carolina and Virginia,
For 2006, the Housing Segment experienced an 11.9% increase in the average sales price per unit largely due to a shift in product
mix, which partially ofTset the decline in unit sales. Historically, the Company's first and fourth quarters are the slowest for sales
in both segments.

GROSS PROFIT

Gross profit from continuing operations was $49.4 million, or 8.8% of net sales, in 2006 compared to $56.0 million, or 8.0% of
net sales, in 2005. For the RV Segment, gross profit in dollars declined in 2006 as a result of decreased sales and corresponding
production volume decrease, resulting in lower utilization of the Company's manufacturing facilities. For the Housing Segment,
gross profit in dollars declined due to the 11.4% decrease in sales combined with higher insurance and workers compensation.
Gross profit as a percentage of sales increased due to expense reductions and operating efficiencies, partially through the
consolidation of a number of operations. Margins were also squeezed by increases in commodity prices that were unusual in terms
of size and number of commodities affected in 2006.
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OPERATING EXPENSES

Operating expenses for continuing operations, consisting of selling, delivery, general and administrative expenses, were $73.8
million and $91.9 million, or as a percentage of net sales,-13.1% for 2006 and 2005. Delivery expenses were $29.2 million in 2006
or 5.2% of net sales, compared with $32.8 million in 2005 or 4.7% of net sales. Delivery expenses were impacted by increases in
fuel costs, offset by reductions in payroll related costs and lower total outside carrier expense due to a reduction in unit sales
volumes. Selling expenses for 2006 were $23.2 million, or 4.1% of net sales, a 0.1 percentage point increase from the $28.3
million, or 4.0% of net sales, experienced in 2005. The $5.1 mitlion decrease in selling expense was primarily the result of
reductions in payroll related expenses and reductions in sales promotions expenses. General and administrative expenses were
$21.3 million in 2006, or 3.8% of net sales, compared with $30.8 million, or 4.4% of net sales, in 2005. The decrease of $9.5
million in general and administrative expenses was primarily related to reductions in professional services and litigation
settlements expense of $6.3 million, plus reductions in payroll related expenses, insurance expenses and property tax expenses.
The litigation expense reduction largely resulted from insurance settlements recovered of approximately $3.6 million.

GAIN ON THE SALE OF ASSETS, NET

In 2006, the Company had gains on the sale of assets of $8.7 million, compared to gains on the sale of assets of $0.2 million in
2005. Gains on the sale of assets in 2006 resulted from the Company’s restructuring plan and resulting asset sales including the
former All American Homes facility in Tennessee resulting in a $1.1 million gain, property from the former Georgie Boy
Manufacturing facilities resulting in a $0.7 million gain, the Company’s aircraft resulting in a $1.7 million gain, and other idle
propemes in Indiana, Virginia, Texas and Florida resulting in a $5.2 million gain. Assets are continually analyzed and every effort
is made to sell or dispose of properties that are determined to be excess or unproductive.

OPERATING LOSS

Operating loss from continuing operations in 2006 of $15.7 million decreased $21.1 million compared with the operating loss of
$36.8 million in 2005, This decrease is the result of the $6.5 mitlion decrease in gross profit offset by a significant decrease in
operating expenses of $18.1 million, a decrease of $1.1 million in asset impairments and an increase in gain on sale of assets of
$8.5 million.

INTEREST EXPENSE

Interest expense from continuing operations for 2006 and 2005 was $3.8 million and $3.2 million, respectively. Interest expense
increased due to the higher amount of average outstanding balances of short-term borrowings incurred by the Company combined
with higher applicable interest rates. During 2006, the Company continued to borrow from its line of credit (39.3 million
outstanding at December 31, 2006) and continued to borrow against the cash surrender value of its investment in life insurance
contracts (§15 million outstanding throughout 2006 and at December 31, 2006).

INVESTMENT INCOME
Investment income from continuing operations for 2006 and 2005 was $1.6 million and $2.2 million, respectively. Investment

income is principally attributable to earnings of the life insurance policies held and in 2003 also included realized gains on the sale
of preferred stock. (see Note 1 of Notes to Consclidated Financial Statements).

PRE-TAX LOSS

Pre-tax loss from continuing operations for 2006 was $16.7 million compared with a pre-tax loss from continuing operations of
$37.4 million for 2005. The Company’s RV Segment generated pre-tax loss from continuing operations of $25.4 million, or 6.3%
of recreational vehicle net sales in 2006, compared with a pre-tax loss from continuing operations of $40.8 million, or 7.8% of the
RV Segment's net sales in 2005, The Housing Segment recorded 2006 pre-tax income from continuing operations of $2.7 million
or 1.7% of segment net sales compared with a pre-tax loss from continuing operations of $2.4 million, or 1.3% of segment net
sales (see Note 2 of Notes to Consolidated Financial Statements). .

INCOME TAXES
The provision for income laxes related to continuing operations was an expense of $16.5 million for 2006 versus a benefit of
$18.0 million for 2005. Given the losses incurred by the Company over the last two years, a non-cash charge from continuing

operations of $24.4 million was recorded to establish a valuation allowance for the full value of its deferred tax assets as of
December 31, 2006. (see Note 10 of Notes to Consolidated Financial Statements).
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DISCONTINUED OPERATIONS

On December 31, 2005, the Company sold all operating assets of the All American Homes Kansas division. In accordance with
Statement of Financial Accounting Standard No. 144, the division qualified as a separate component of the Company’s business
and as a result, the operating results of the division have been accounted for as a discontinued operation. Previously reported
financial results for all periods presented have been restated to reflect this business as a discontinued operation. Net sales of the
Kansas division for the years ended December 31, 2006, 2005 and 2004 were $0.0 million, $9.7 million and $10.2 million,
respectively, and the pre-tax income (loss) for the years ended December 31, 2006, 2005 and 2004 were ${0.4) million, $(2.9)
million and $0.2 million, respectively.

On January 13, 2006, the Company sold all operating assets of Prodesign, LLC. The total sales price was $8.2 million, of which
the Company received $5.7 million in cash; a $2.0 million promissory note and $0.5 million to be held in escrow to cover
potential warranty claims and uncollectible accounts receivable, as defined in the sale agreement. The promissory note is to be
repaid over a period of 10 years, using an amortization period of 15 years, and bears interest at 6% per annum with interest only
payments being required in the first three years. Any funds remaining in the escrow account after a period of 13 months will revert
to the Company. In accordance with Statement of Financial Accounting Standard No. 144, Prodesign qualified as a separate
component of the Company’s business and as a result, the operating results of Prodesign have been accounted for as a
discontinued operation. Previously reported financial results for all periods presented have been restated to reflect this business as
a discontinued operation. In conjunction with the classification of Prodesign as a discontinued operation, management allocated
goodwill of $0.3 million to the discontinued operations from the Recreational Vehicle Segment goodwill based on the relative fair
value of the discontinued operations to the Recreational Vehicle Segment. The $0.3 miltion of allocated goodwill has been
included in the calculation of the final gain on sale of assets in the first quarter of 2006. Net sales of Prodesign for the years ended
December 31, 2006, 2005 and 2004 were $0.4 million, $14.2 miilion and $12.5 million, respectively, and the pre-tax income
{loss) for the years ended December 31, 2006, 2005 and 2004 were $2.0 million, $(0.7) million and $0.3 million, respectively.

On March 31, 2006, the Company sold 100% of 1ts interest in the capital stock of Miller Buiiding Systems, Inc. for $11.5 million, :
consisting "of cash of $9.0 and a $2.5 million secured note. The note, which is included in other long-term assets on the
Consolidated Balance Sheet, is to be repaid over 5 years and bears interest at the 1 year LIBOR rate plus 2.75% per annum with
quarterly interest payments beginning September 30, 2006. Principal payments of $125,000 per quarter commence on June 30,
2009 and continue through the maturity date of March 31, 2011. In addition, the Company accepted a $2.0 million contingent
earn-out note, which will be paid to the Company if certain income metrics are achieved by the acquiring entity. In accordance
with Statement of Financial Accounting Standard No. 144, the division qualified as a separate component of the Company’s
business and as a result, the operating results of the division have been accounted for as a discontinued operation. Previously
reported financial results for atl periods presented have been restated to reflect this business as a discontinued operation. Net sales
of Miller Building Systems, Inc. for the years ended December 31, 2006, 2005 and 2004 were $7.5 million, $41.6 million and
$40.1 million, respectively, and the pre-tax income {loss) for the years ended December 31, 2006, 2005 and 2004 were $1.5
million, $(&.2) million and ${1.7) million, respectively. In connection with the sale of Miller Building Systems, $1.7 mitlion of
industrial revenue bonds were paid off as of March 31, 2006. During April 2006, the Company terminated the $1.5 million and
$235,000 interest rate swaps that had been assoctated with these revenue bonds.

i

NET LOSS

Net loss from continuing operations for the year ended December 31, 2006 was $33.2 million (a loss of $2.12 per diluted share)
compared 1o net loss from continuing operations for the year ended December 31, 2005 of $19.4 million (a loss of $1.24 per 1
diluted shared). Net loss for the year ended December 31, 2006 was $31.8 million (a loss of $2.03 per diluted share) compared to
net loss of $26.4 million (loss of $1.69 per diluted share) for 2005.




Comparisen of 2005 to 2004

NET SALES

Consolidated net sales from continuing operations decreased $99.9 million or 12.5% to $702.4 million in 2005 from $802.3
million in 2004. The Company's RV Segment experienced a net sales decrease from continuing operations of $71.6 million, or
12.1%, from 2004. Throughout 2005, the RV Segment worked through an industry slowdown in retail activity and higher dealer
inventories, in part related to falling consumer confidence and significanily higher fuel costs, and due to a product recalt for
camping trailers. Full-year recreational vehicle wholesale unit shipments for the Company were down 11.9% compared to 2004,
while the industry was up 4.2%. For the full year, the Company’s wholesale market share declined from 5.8% to 4.9% across all
product types. The Company’s retail market share for the same period declined from 5.4% to 4.9% across all product types.
Detailed market share data for 2005 and 2004 for each product type are set forth in the following table:

Wholesale Share Retail Share
2005 2004 2005 2004

Class A Motorhomes : 7.6% 7.9% 7.9% 7.1%

Gasoline n/a n/a 10.2 9.5

Diesel . n/a nfa .55 44
Class C Motorhomes 93 12.5 12.5 12.6
Travel Trailers 44 4.4 4.0 43
Fifth Wheels 1.7 2.1 2.1 24
Camping Trailers : 10.0 14.6 9.9 11.9

Total 4.9% 5.8% 4,9% 5.4%
n/a - not available

Wholesale share based on wholesale unit shipment data as reported by the Recrearional Vehicle Industry Association.
Retail share based on data provided by Statistical Surveys, Inc. :

The decrease in wholesale Class A market share is attributable to an overall slowdown in the Class A market, as well as, the
transition of the Company's Georgie Boy subsidiary to the Coachmen RV complex in Middlebury, Indiana during the fourth
quarter of 2005. Trave] trailer wholesale market share remained constant from 2004 even though units shipped increased 19.5% to
8,638 units due to the market success of its new 2006 models, as well as, increased shipments of FEMA-related units both by
Coachmen and within the industry as a whole. Camping trailers again saw an industry-wide decline in wholesale shipments of
approximately 3.8% during 2005, while the Company experienced a 4.6% decrease in market share. Coachmen’s share of
camping trailers at wholesale declined 4.6 percentage points to 10.0% due mainly to issues surrounding the recall of the
Company’s products due to the lift mechanism employed in the product. The 12.1% decrease in sales dollars for the Recreational
Vehicle Segment was the result of an 11.9% decrease in unit shipments coupled with a decline in the 2005 average sales price per
unit for products sold of 4.8% from the 2004 average per unit price. This decrease is a result of the change in product mix sold
during 20035. RV backlogs in dollars at the end of 2005 were $80.3 million, down from $100.7 million at the end of 2004. Backlog
in units, however, more than doubled to 3,964 from 1,924 in 2004, primarily due to the increase of travel trailer orders. Total
travel trailer backlog rose from 524 units at the end of 2004 to 2,857 units at the end of 2005, with approximately 80% of the
backlog representing dealer retail demand rather than hurricane related orders. '

The Housing Segment had a net sales decrease from continuing operations in 2005 of $28.4 million, or 13.6%. Wholesale unit
shipments declined 20.9% compared with the prior year, but backlogs at December 31, 2005 rose 23.2% to $46.2 million,
compared with $37.5 million at December 31, 2004. The Segment’s results were impacted by continuing weakness in its core
Midwest housing market. The most recent statistics on housing starts from the U.S. Census Bureau showed a 23.8% decline in
new single-family homes in the Midwest region for December, which is consistent with the challenges faced at the All American
Homes operations in Ohio, Indiana and lowa through much of the year. In contrast to the weakness in the Midwest, the Southern
market has been performing well, where Census Bureau data showed a 4.3% increase in single-family housing starts in December
and an 1 1.6% increase for the full year. For 2005, the Housing Segment experienced a 5.8% increase in the average sales price per
unit which partially offset the decline in unit sales. Historically, the Company's first and fourth quarters are the slowest for sales in
both segments. '




GROSS PROFIT

Gross profit from continuing operations was $56.0 million, or 8.0% of net sales, in 2005 compared to $i 12.8 million, or 14.1% of
net sales, in 2004. For the RV Segment, gross profit in dollars and as a percentage of net sales declined in 2005 as a result
of decreased production volume, resulting in lower utilization of the Company's manufacturing facilities, increased retail and
wholesale incentives of $5.9 million, as well as, increased warranty costs of $12.6 million compared to 2004. The increase in
warranty costs is due to specific warranty reserves established related to the recall of camping trailer lift systems and to the repair
of laminated sidewalls of certain of the Company’s recreational vehicles. For the Housing Segment, gross profit in dollars and as a
percentage of net sales declined due to the 13.6% decrease in sales combined with higher insurance, workers compensation and
warranty costs.

OPERATING EXPENSES

Operating expenses for continuing operations, consisting of selling, delivery, general and administrative expenses, were $91.9
million and $94.2 million, or as a percentage of net sales, 13.1% and 11.8% for 2005 and 2004, respectively. Delivery expenses
were $32.8 million in 2005 or 4.7% of net sales, compared with $34.0 million in 2004 or 4.3% of net sales. Increases in fuel costs,
as well as, outsourcing costs negatively affected delivery expense, offset by reductions in payroll related costs and lower setting
expenses due to the reduction in unit sales in the Housing Segment. Selling expenses for 2005 were $28.3 million, or 4.0% of net
sales, a 0.4 percentage point increase from the $28.6 mitlion, or 3.6% of net sales, experienced in 2004. The $0.3 decrease in
selling expense was primarily the result of reductions in payroll related expenses. General and administrative expenses were $30.8
mitlion in 2005, or 4.4% of net sales, compared with $31.5 million, or 3.9% of net sales, in 2004. The decrease of $0.7 million in
general and administrative expenses, while greater as a percentage of sales than 2004, was primarily related to the reduction in
payroll related expenses of $5.0 million (which includes the reversal of expenses accrued related to a long-term incentive
compensation program of $1.4 million) partially offset by an increase of $3.2 million due to litigation settlements and professional
services and an increase of $0.8 million in bad debt expense.

OPERATING LOSS

Operating loss from continuing operations in 2005 of $36.8 million decreased $56.9 million compared with the operating income
of $20.1 million in 2004. This decrease is the result of the $56.9 million decrease in gross profit with no significant decrease in
operating expenses.

ASSET IMPAIRMENT

At December 31, 2005, the Company was in the latter stages of closing the All American Homes operation in Springfield,
Tennessee. The pending cltosure of the Tennessee location resulted in an asset impairment charge of $1.1 million during 2005.

GAIN ON THE SALE OF ASSETS, NET

In 2005, the Company had gains on the sale of properties of $0.2 million, compared to gains on the sale of properties of $1.4
million in 2004. There were no significant gains or losses from property transactions related to continuing operations during
2005. The gains for 2004 resulted primarily from the sale of a 79,000 square-foot facility in Goshen, Indiana and the sale of
various properties that had not been used in production, which were located in Elkhart and Middlebury, Indiana. Assets are
continually analyzed and every effort is made to sell or dispose of properties that are determined to be excess or unproductive.

INTEREST EXPENSE

Interest expense from continuing operations for 2005 and 2004 was $3.2 million and $1.8 million, respectively. Interest expense
increased due to the higher amount of average outstanding balances of short and long-term borrowings incurred by the Company
and the amount borrowed by the Company against the cash surrender value of the Company's investment in life insurance
contracts combined with higher applicable interest rates. During 2004, the Company borrowed from its line of credit ($10 million
outstanding at December 31, 2004), obtained a one-time short-term note ($10 million outstanding at December 31, 2004) and
borrowed against the cash surrender value of its investment in life insurance contracts ($15 million outstanding at December 31,
2004) to meet working capital nceds. These borrowings were generally associated with the increased inventory and accounts
receivable levels maintained by the Company during 2004, along with the investment in two strategic growth initiatives within the
RV Segment during 2004 that were funded primarily from available cash and borrowings. The first growth initiative was the
purchase, tooling and staffing of a business unit that was to have been dedicated to the Coleman® brand of recreational vehicles.
The second initiative was the opening of the Company's new West Coast Service Center in southern California to better serve
customers in the western states. During 2005, the Company continued to borrow from its line of credit {$12.3 million outstanding
at December 31, 2005) and continued to borrow against the cash surrender value of its investment in life insurance contracts (815
million outstanding throughout 2005 and at December 31, 2005).




INVESTMENT INCOME

Investment income from continuing operations for 2005 and 2004 was $2.2 million in both years (see Note | of Notes to
Consolidated Financial Statements).

PRE-TAX INCOME (LOSS)

Pre-tax loss from continuing operations for 2005 was $37.4 million compared with pre-tax income from continuing operations of
$20.9 million for 2004, The Company's RV Segment generated pre-tax loss from continuing operations of $40.8 million, or 7.8%
of recreational vehicle net sales in 2005, compared with pre-tax income from continuing operations of $10.6 million, or 1.8% of
the RV Segment's net sales in 2004, The Housing Segment recorded 2005 pre-tax loss from continuing operations of $2.4 million
or 1.3% of segment net sales compared with pre-tax income from continuing operations of $9.8 million, or 4.7% of segment net
sales (see Note 2 of Notes to Consolidated Financial Statements).

INCOME TAXES

The provision for income taxes related to continuing operations was a benefit of $18.0 million for 2005 versus an expense of $6.6
million for 2004, representing an effective tax rate of (48.2%) for 2005 and 31.6% for 2004. The Company’s effective tax rate
fluctuates based upon income levels, the states where sales occur, the amount of export sales, nontaxable dividends on
investments, nontaxable increases in cash value of life insurance contracts and recognized federal and state tax credits. The impact
of nontaxable income and tax credits in profitable years reduces the effective tax rate; however in loss years the impact of these
items causes an increase in the effective tax rate credit.

The Company’s effective tax rate credit for 2005 was favorably impacted by federal and state research and development (“R&D™)
tax credits for the current year and prior years, all of which were recognized in 2005, During 2005, the Company completed a
project to identify eligible expenditures for purposes of claiming R&D tax credits. As part of this project, the Company filed
amended tax returns for 1999-2003 1o claim federal and state R&D tax credits. In addition, the Company’s 2004 federal and state
income tax returns, which were completed and filed during 2005, reflected $.9 million of federal and state tax credits not
recognized in the 2004 provision. The carryback of the Company’s 2005 net operating loss results in an_alternative mininum tax
(*AMT”) credit carryforward of $.2 million, which can be carried forward indefinitely. Further, at December 31, 20035, the
Company has federal and state R&D tax credit carryforwards of $.4 million and $.2 million, respectively, which can be utilized to
oftset future tax liabilities. The Company has also recognized the tax benefit of certain state net operating loss carryforwards in
states that do not permit carrybacks of net operating losses. In management’s opinion, no valuation allowance for deferred tax
assets is required at December 31, 2005 (see Note 10 of Notes to Consolidated Financial Statements).

NET INCOME (LOSS) .

Net loss from continuing operations for the year ended December 31, 2005 was $19.4 million (a loss of $1.24 per diluted share)
compared to net income from continuing operations for the year ended December 31, 2004 of $14.3 million (earnings of $.92 per
diluted shared). Net loss for the year ended December 31, 2005 was $26.4 million (a loss of $1.69 per diluted share) compared to
net income of $15.3 million (earnings of $.99 per diluted share) for 2004.

DISCONTINUED OPERATIONS

On December 31, 2005, the Company sold all operating assets of the All American Homes of Kansas division. The total sales
price was $1.5 million, which the Company received in cash. The sale resulted in a loss on the sale of discontinued operations of
30.6 million, net of 30.4 million in taxes. Prior to the sale, during the third quarter, an impairment loss of $1.6 million was
recorded in anticipation of the sale of the division. In accordance with Statement of Financial Accounting Standard No. 144, the
division qualified as a separate component of the Company’s business and as a result, the operating results of the division have
been accounted for as a discontinued operation. Previously reported financial results for all periods presented have been restated
to reflect this business as a discontinued operation.
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Liquidity and Capital Resources

The Company generally relies on funds from operations as its primary source of working capital and liquidity. [n addition, the
Company maintains a $55.0 million unsecured line of credit to meet its seasonal working capital needs (see Note 5 of Notes to
Consolidated Financial Statements). At December 31, 2006, 2005 and 2004 there were $9.3 million, $12.3 million and $10.0
million in outstanding borrowings, respectively. In addition to the line of credit borrowings, on December 30, 2004, the Company
entered into an Amendment to the Credit Agreement. The amendment provided for a one-time short-term loan to the Company of
$10.0 million. This short-term loan bore interest at the prime rate and was due and paid on February 28, 2005. At December 31,
2004, there was $10.0 million outstanding on this loan. During 2004, the Company also borrowed against the cash surrender value
of the Company's investment in life insurance contracts. As of December 31, 2006, 2005 and 2004. $15.0 million had been
borrowed against the cash surrender value of Company-owned life insurance contracts.

During 2006 operations used cash of $5.0 million as significant reductions in inventory and accounts receivable were offset by the
net loss, reduction in accounts payable, and a reduction in accrued expenses. The decreases in accounts receivable and inventories
resulted from management’s continued focus on effectively managing these assets. The reduction in accounts payable resulted
from reduced production and inventory levels and the reduced accrued expenses was largely due to warranty repairs made during
2006. During 2005, operations generated cash of $7.6 million as the net loss and increases in accrued expenses, deferred tax assets
and refundable taxes were offset by decreases in accounts receivable and inventories and non-cash charges related to depreciation,
impairments and losses on sales of assets. The decreases in accounts receivable and inventories were a result of management’s
focus on the reduction of these assets. During 2004, mainly as a result of increased inventories and receivables, offset somewhat
by an increase in trade payables, the Company generated a negative cash flow from operations of $22.3 million. For 2004, net
income adjusted for depreciation and a slight increase in trade payables were the significant factors in generating cash flows,
which were offset by larger increases in accounts receivables and inventories.

Investing activities provided cash of $20.4 million in 2006, used cash of $4.4 million in 2005, and $9.8 million in 2004. 1n 2006,
proceeds from sales of assets and properties of $28.1 million offset purchases of property and equipment. In 2005, cash of $5.7
million was used to acquire machinery and equipment for both operating segments while cash of $1.8 million was generated from
the sale of assets. Purchases of investments, net of sales, used cash flows of $0.6 million. In 2004, the investment in the West
Coast Service Center and in the business unit that was to have been dedicated to the Coleman® brand of recreational vehicles
represented major uses of cash, which were offset in part by the sale of the property and equipment of a company-owned
dealership and certain other property and equipment. The sale of marketable sccurities, net of purchases, provided cash flows of
$1.0 million for 2004. These proceeds were used in part to fund the investment in the additional manufacturing facilities. Capital
expenditures in 2004 of $16.5 million consisted of the investment in the West Coast Service Center and the business unit that was
to have been dedicated to the Coleman® brand of recreational vehicles, and investments in machinery and equipment and
transportation equipment for both the Recreational Vehicle Segment and the Housing Segment

In 2006, financing activities used cash flows of $15.5 million. Payments on borrowings on the line of credit, and the long-term
debt, net of borrowings, used cash of $13.4 million. Additionally, $2.8 million in dividends were paid in 2006. In 2003, financing
activities used cash flows of $15.4 million. Payments on borrowings on the line of credit, including a short-term loan from 2004,
and the long-term debt, net of borrowings, used cash of $12.4 million. In addition, dividends of $3.8 million were paid in 2003. In
2004, financing activities provided cash flows of $40.7 million. Proceeds from borrowings on the line of credit, including the
short-term loan, borrowings on the cash surrender value of life insurance polices and proceeds from long-term debt, net of
repayments, provided cash of $43.7 million. Offsetting the cash provided by borrowings in 2004 was the payment of cash
dividends. For a more detailed analysis of the Company's cash flows for each of the last three years, see the Consolidated
Statements of Cash Flows.

The Company's cash and cash equivalents at December 31, 2006 were $2.7 million or a decrease of 30.1 million from 20035, At
December 31, 2006, the Company has $41.2 million available for borrowing under the unsecured line of credit. The Company
anlicipates that available funds, together with anticipated cash flows generated from future operations and amounts available
under its existing credit facilities, will be sufficient to fund future planned capital expenditures and other operating cash
requirements through the end of 2007.

Any downturn in the U.S. economy, decline in consumer confidence and other factors may adversely impact the RV industry.
This may have a negative impact on the Company's sales of recreational vehicles and also increases the Company's risk of loss
under repurchase agreements with lenders to the Company’s independent dealers (see Note 12 of Notes to Consolidated Financial
Statements). Increases in interest rates could also adversely affect the sale of RV's and of single-family homes.

In 2006, working capital decreased $30.5 million, to $62.8 million from $93.3 million. The $69.8 million decrease in current
assets at December 31, 2006 versus December 31, 2005 was primarily due to decreases in trade receivables, inventories, deferred
income taxes, which were impacted by the sale of Miller Building Systems and Prodesign. Current liabilities at December 31,
2006 were $39.3 million tower than at December 31, 2005, primarily due to decreases in accounts payable and accrued expenses,
which were impacted by the sale of Miller Building Systems and Prodesign.

The Company anticipates capital expenditures in 2007 of approximately $6.5 million. The planned capital expenditures for 2007
will be for purchase or replacement of machinery and equipment and transportation equipment to be used in the ordinary course of
business. The Company plans to finance these expenditures with funds generated from operating cash flows.
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Principal Contractual Obligations and Commercial Commitments

The Company's future contractual obligations are summarized as follows (in thousands):

Payment Period

2007 2008 2009 2010 2011 Thereafter Total
Credit facility borrowings $ 92842 % - % -8 - 5 - § - § 92842
Long-term debt 1.077.4 852.2 8194 819.9 770.3 600.0 4,939.2
Floorplan note payable 4,156.4 - - - - - 4,156.4
Operating leases 1,068.4 862.1 842.7 714.5 509.6 4.2 4,001.5
Deferred compensation obligations 1,534.1 531.2 403.1 636.4 450.2 5,701.7 5.256.7
Open pprcl}ase orders and purchase 12.725.8 i ) i i ) 127258
obligations

Interest payments on long-term debt 184.7 143.1 107.8 73.3 40.2 244 573.5
Total $ 30,031.0 $ 23886 $ 21730 $§ 22441 § 17703 § 63303 S 449373
Notes:

- Projected interest payments for variable-rate debt were calculated based on the outstanding principal amounts and
prevailing market rates as of December 31, 2006.

- The open purchase orders and purchase obligations displayed in the table represent amounts the Company anticipates
will become payable within the next year for goods and services it has negotiated for delivery.

The Company's commercial commitments, along with the expected expiration period of the commitment, are summarized as

follows (in thousands):
Amount of

Total Amounts

Commitment

Expiration Per Period

Committed Less Than One Year In Excess of One Year
Letters of credit 5 49890 § 4.989.0 -
Guarantees . 5,260.6 3.870.8 1.389.8
Standby repurchase obligations 203,313.5 187,131.8 16,181.7
Chassis pool obligations 11,362.0 11,362.0 -
Total $ 2249251 b 207,3536 % 17,571.5

Critical Accounting Policies and Estimates

The following discussion of accounting policies is intended to supplement the summary of significant accounting policies
presented in Note 1 of Notes to Consolidated Financial Statements. These policies were selected because they are broadly
applicable within our operating units and they involve additional management judgment due to the sensitivity of the methods,
assumptions and estimates necessary in determining the related income statement, asset and/or liability amounts.

Long-Lived Assets - Long-lived assets held and used by the Company, including property, plant and equipment and intangible
assets are reviewed for impairment whenever events or circumstances indicate that the carrying amount of an asset may not be
recoverable (see Note 11 of Notes to Consolidated Financial Statements for asset impairments recorded in 2005, including
impairments of intangible assets).

Goodwill represents the excess of the purchase price over the fair value of net tangible and identifiable intangible assets of
acquired businesses. Goodwill assets deemed to have indefinite lives are not amortized, but are subject to impairment tests at least
annually in accordance with SFAS No. 142, Goodwill and Other Intangible Assets. The Company reviews the carrying amounts
of goodwill assets annually by segment to determine if such assets may be impaired. If the carrying amounts of these assets are
not recoverable based upon a discounted cash flow analysis, such assets are reduced by the estimated shortfall of fair value to
recorded value. The Company has performed the required annual impairment tests and has determined that there was no
impairment indicated for recorded goodwill. Our estimates of fair value of the reporting units could change as a result of our
actual cash flows differing from our forecasted cash flows, which were used in our estimate of fair value. Further, a variance in
the discount rate used could have an impact on the amount of goodwill impairment recorded.

Revenue Recognition - For the Recreational Vehicle Segment, the shipping terms are free on board ("FOB") shipping point and
title and risk of ownership are transferred to the independent dealers at that time. Accordingly, sales are recognized as revenue at
the time the products are shipped. For the Housing Segment, the shipping terms are generally FOB destination. Title and risk of
ownership are transferred when the Company completes installation of the product. The Company generally recognizes the
revenue at the time delivery and installation are completed. Revenue from final set-up procedures, which are perfunctory, is
deferred and recognized when such set-up procedures are completed.




Warranty Reserves - The Company provides customers of its products with a warranty covering defects in material or
workmanship for periods generally ranging from one to two years in length and up to ten years on certain structural components.
The Company records a liability based on its estimate of the amounts necessary to settle future and existing claims on products
sold as of the balance sheet date. Estimated costs related to product warranty are accrued at the time of sale and included in cost of
sales. General warranty reserves are estimaled based upon past warranty claims and unit sales history and adjusted as required to
reflect actual costs incurred, as information becomes available. Specific warranty reserves are based on specific identified issues
with the amounts accrued based on the estimated cost to correct the problem. While the Company believes this method to be
consistent and appropriate, changes in estimates could materially affect the Company’s recorded liability for loss. Warranty
expense from continuing operations totaled $21.6 million, $34.8 million and $20.8 million in 2006, 2005 and 2004, respectively.
Accrued liabilities for warranty expense at December 31, 2006 and 2005 were $11.1 million and $20.0 million, respectively.

The increase in warranty expense from continuing operations for 2005 of $14.0 million to $34.8 million is primarily the result of
costs associated with the recall of camping trailer lift systems and the repair of laminated sidewalls of certain of the Company’s
recreational vehicles. The sizable product warranty claims relating to sidewalls and camping trailer lift systems damaged our
reputation among RV dealers and consumers, which impacted our operating and financial results in 2006 and may continue to do
so in the future,

Litigation and Product Liability Reserves - At December 31, 2006 the Company had reserves for certain other loss exposures,
such as product liability ($2.5 million) and litigation ($0.3 million) (see Note 12 of Notes to Consolidated Financial Statements).
The Company's litigation reserve is determined based on an individual case evaluation process. The Company is self-insured for a
portion of its product liability and certain other liability exposures. Depending on the nature of the claim and the date of
occurrence, the Company's maximum exposure ranges from $250,000 to $500,000 per claim. The Company accrues an estimated
liability based on various factors, including sales levels, insurance coverage and the amount of outstanding claims. Management
believes the liability recorded (see Note 7 of Notes to Censolidated Financial Statements) is adequate to cover the Company's self-
insured risk. The Company's estimated loss reserves for product liability are determined using loss triangles established by the
Company's management reflecting historical claims incurred by the Company. While the Company believes this method to be
consistent and appropriate, changes in estimates based on historical trends could materially affect the Company's recorded
liabilities for loss.

Income Taxes - The Company recognizes income tax expense in accordance with SFAS No. 109, Accounting for Income Taxes.
Deferred tax assets and liabilities are established for the expected future tax consequences of events that have been included in the
financial statements or tax returns using enacted tax rates in effect for the years in which the differences are expected to reverse
and are subject 10 ongoing assessment of realizabiliiy. Deferred income tax expense (benefit) represents the change in net deferred
tax assets and liabilities during the year. Deferred tax assets may be recognized for temporary differences that will result in
deductible amounts in future periods and for loss carry forwards. A valuation allowance is recognized if, based on the weight of
available evidence, it is more likely than not that some portion or all of the deferred tax asset will not be realized. Primarily due to
the Company’s losses from continuing operations over the last two years, a non-cash charge of $24.4 million was recorded in the
fourth quarter of 2006 10 establish a reserve for its deferred tax assets. Depending on future operating results it is possible the
valuation aflowance could be reversed which would increase deferred tax assets and the Company’s income tax benefit.

New and Pending Accounting Policies

(See New Accounting Pronouncements in Note | of Notes to Consolidated Financial Statements.)
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Forward-Looking Statements

This Form 10-K Report contains certain statermnents that are "forward-looking” statements within the meaning of Section 27A of
the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, as amended. These forward-looking
statements are based on management’s expectations and beliefs concerning future events. Forward-looking statements are subject
to risks and uncertainties, and are dependent on various factors, many of which are outside the control of the Company. These
uncertainties and other factors include, but are not limited to: :

 the ability of the new management team to achieve desired results;

e interest rates, which affect the affordability of the Company's products;

» consumer confidence and the availability of credit;

the Company’s ability to utilize manufacturing resources efficiently;

the Company’s ability to introduce new models that achieve consumer acceptance;

the margins associated with the mix of products the Company sells in a particular peried,

the availability of floorplan financing for the Company's recreational vehicle dealers and corresponding availability of
cash to the Company;

the availability and price of gasoline and diesel fuel, which can impact the sale of recreational vehicles;

the Company's dependence on chassis and other suppliers; '

potential liabilities under repurchase agreements and guarantees;

consolidation of distribution channels in the recreational vehicle industry;

legislation governing the relationships of the Company with its recreational vehicle dealers, which may affect the
Company’s options and liabilities in the event of a general economic downturn;

e the price volatility of materials used in preduction and the ability to pass on rapidly increasing costs of product

components and raw materials to end buyers;

 the availability and cost of real estate for residential housing;

» the increased size and scope of work of military housing projects, and other major projects, as compared to the
Company's traditional single-family homes business, with increased reliance on third parties for performance which
could impact the Company;

the ability of the Housing Segment to perform in new market segments where it has limited experience;

the impact of performance on the valuation of intangible assets;

the supply of existing homes within the Company’s markets;

the impact of home values on housing demand;

uncertainties and timing with respect to sales resulting from recovery efforts in the Gulf Coast.

adverse weather conditions affecting home deliveries;

changing government regulations, including those covering accounting standards;

environmental matters or product warranties and recalls, which may affect costs of operations, revenues, product
acceptance and profitability;

the state of the recreational vehicle and housing industries in the United States;

e changes in property taxes and energy costs;

» changes in federal income tax laws and federal mortgage financing programs;

competition in the industries in which the Company operates;

oil supplies;

further developments in the war on terrorism and related international crises;

uncertainties of matters in litigation and other risks and uncertainties;

the ability of the Company to generate taxable income in future years to utilize deferred tax assets and net operating loss
carryforwards that are available; .

the accuracy of the estimates of the costs to remedy the disclosed recreational vehicle warranty issues;

¢ the Company’s ability to increase gross margins which are critical whether or not there are increased sales;

» the Company’s use of incentives at either the wholesale or retail level,

. &

In addition, investors should be aware that generally accepted accounting principles prescribe when a company must disclose or
reserve for particular risks, including litigation exposures. Accordingly, results for a given reporting period could be significantly
affected if and when a reserve is established for a major contingency. Reported results may therefore appear to be volatile in
certain accounting periods. The foregoing lists are not exhaustive, and the Company disclaims any cobligation to subsequently
revise any forward-looking statements to reflect events or circumstances after the date of such statements.

At times, the Company's actual performance differs materially from its projections and estimates regarding the economy, the
recreational vehicle and building industries and other key performance indicators. Readers of this Report are cautioned that
reliance on any forward-looking statements involves risks and uncertainties. Aithough the Company believes that the assumptions
on which the forward-looking statements contained herein are reasonable, any of those assumptions could prove to be inaccurate
given the inherent uncertainties as 1o the occurrence or nonoccurrence of future events. There can be no assurance that the
forward-looking statements contained in this Report will prove to be accurate. The inclusion of a forward-looking statement
herein should not be regarded as a representation by the Company that the Company's objectives will be achieved.
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Item 7A. Quantitative and Qualitative Disclosures about Market Risk

In the normal course of business, operations of the Company are exposed to fluctuations in interest rates. These fluctvations can
vary the costs of financing and investing yields. During 2006, 2005 and 2004, the Company has utilized its revolving credit
facility to meet short-term working capital needs. The Company had $9.3 million outstanding against the revolving credit facility
on December 31, 2006. In the normal course of business, operations of the Company are exposed to fluctuations in interest rates.
These fluctuations can vary the costs of financing and investing yields. The Company had $12.3 million outstanding against the
revolving credit facility on December 31, 2005 and $10 million outstanding against the revolving credit facility on December 31,
2004. [n addition, on December 30, 2004, the Company entered into an Amendment to the Credit Agreement. The December
amendment provided for a one-time short-term loan to the Company of $10 million. At December 31, 2004, there was $10 million
outstanding on this loan. Accordingly, changes in interest rates would impact both the Company's short and long-term debt. At
December 31, 2006, the Company had £4.9 million of long-term debt, including current maturities. Long-term debt consists
mainly of industrial development revenue bonds of approximately $4.4 million.

At December 31, 2006, the Company had one interest rate swap agreement with a notional amount of $3.0 million that was used
to convert the variable interest rates on an industrial development revenue bond to a fixed rate. In accordance with the terms of the
swap agreement, the Company pays a 3.71% interest rate, and receives the Bond Market Association Index (BMA), calculated on
the notional amount, with net receipts or payments being recognized as adjustments to interest expense. This swap agreement,
along with those terminated in 2006 and 2005, are designated as a cash flow hedge for accounting purposes and effectively
converts a portion of the Company's variable-rate borrowing to a fixed-rate basis through November of 2011, thus reducing the
impact of changes in interest rates on future interest expense. The fair value of the Company's interest rate swap agreement
represents the estimated receipls or payments that would be made 1o terminate the agreements. A cumulative loss of 54,000, net of
taxes, attributable to changes in the fair value of interest rate swap agreements was recorded as a component of accumulated other
comprehensive income (loss) for the year ended December 31,2006. If in the future the interest rale swap agreements were
determined to be ineffective or were terminated before the contractual termination dates, or if it became probable that the hedged
variable cash flows associated with the variable-rate borrowings would stop, the Company would be required to reclassify into
earnings all or a portion of the unrealized losses on cash flow hedges included in accumulated other comprehensive income
(loss).
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All ather schedules are omitted because they are not applicable or the required information is shown in the financial statements or
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholders
Coachmen Industries, Inc.

We have audited the accompanying consolidated balance sheets of Coachmen Industries, Inc. and subsidiaries (the Company) as
of December 31, 2006 and 2005, and the related consolidated statements of operations, shareholders' equity, and cash flows for
each of the three years in the period ended December 31, 2006. Our audits also included the financial statement schedule listed in
the Index at ltem 15(a)(2). These financial statements and schedule are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements and schedule based on our audits.

We conducted our audits 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 includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Coachmen Industries, Inc. and subsidiaries at December 31, 2006 and 2005, and the consolidated results of
their operations and their cash flows for each of the three years in the period ended December 31, 2006, in conformity with U.S.
generally accepted accounting principles. Also, in our opinion, the related financial statement schedule, when considered in
relation to the basic consolidated financial statements taken as a whole, presents fairly, in all material respects, the information set
forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
effectiveness of the Company's internal control over financial reporting as of December 31, 2006, based on criteria established in

Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and
our report dated February 28, 2007 expressed an unqualified opinion thereon.

/s/ Emst & Young LLP

Grand Rapids, Michigan
February 28, 2007
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Report of Independent Registered Public Accounting Firm
On Internal Control Over Financial Reporting

Board of Directors and Shareholders
Coachmen Industries, Inc.

We have audited management's assessment, included in the accompanying Management's Report on Internal Control Over
Financial Reporting, that Coachmen Industries, Inc. and subsidiartes {the Company) maintained effective internal control over
financial reporting as of December 31, 2006, based on criteria established in internal Control—Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission (the COSQ criteria). 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 an opinion on management’s assessment and an opinion on the
effectiveness of the Company's internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States).
These standards 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. Our audit included 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 considered necessary in the circumstances. We believe that our audit
provides a reascnable basis for our opinion.

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
(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of
the assets of the company; (2) 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 (3) 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.

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 inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management’s assessment that Coachmen Industries, Inc. and subsidiaries maintained effective internal control
over financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the COSO criteria. Also, in our
opinion, Coachmen Industries, Inc. and subsidiaries maintained, in all material respects, effective internal control over financial
‘reporting as of December 31, 2006, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheets of Coachmen [ndustries, Inc. and subsidiaries as of December 31, 2006 and 2005, and the related
consolidated statemenis of operations, shareholders' equity, and cash flows for each of the three years in the period ended
December 31, 2006 of Coachmen Industries, Inc. and subsidiaries and our report dated February 28, 2007 expressed an
unqualified opinion thereon.

/s/ Ernst & Young LLP

Grand Rapids, Ml
February 28, 2007
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Coachmen Industries, In¢, and Subsidiaries

Assets
CURRENT ASSETS
" Cash and cash equivalents

Trade receivables, less allowance for doubtful receivables 2006 - $1,134 and 2005 - $1,240

QOther receivables
Refundable income taxes
Inventories

Prepaid expenses and other
Deferred income taxes
Assets held for sale

Total current assets

Property, plant and equipment, net
Goodwill

Cash value of life insurance, net of loans
Deferred income taxes

Other

TOTAL ASSETS

Liabilities and Shareholders' Equity

CURRENT LIABILITIES
Short-term borrowings
Accounts payable, trade
Accrued income taxes
Accrued expenses and other liabilities
Floorplan notes payable
Current maturities of long-term debt

Total current liabilities
Long-term debt
Deferred income taxes
Postretirement deferred compensation benefits

Other

Total liabitities

Consolidated Balance Sheets
as of December 31
(in thousands)

COMMITMENTS AND CONTINGENCIES (Note 12)

SHAREHOLDERS' EQUITY

Common shares, without par value: authorized 60,000 shares; issued 2006 - 21,156 shares and

2005 - 21,134 shares
Additional paid-in capital
Unearned compensation
Accumulated other comprehensive loss
Retained earnings

Treasury shares, at.cost, 2006 - 5,433 shares and 2005 - 5,375 shares

Total shareholders' equity

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

See Notes to Consolidated Financial Statements.
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2006

2005
$ 2651 S 2,780
25,874 47,174
2,332 1,969
10,820 10,284
83,511 121,304
3,957 3,992
; 11,421
288 291
129,433 199,215
57.018 67,581
16,865 17,383
31,119 28,880
; 4279
8,699 5,478

$ 243,134 $ 322816

$ 9284 3 12,276
16,998 31,658
18 533
35.116 54,856
4.156 4,361
1,077 2.223
66,649 105,907
3.862 12,913
4.524 -
7,768 10,182
- 11
82,803 129,013
92,382 92,164
7,648 6,465

- {142)

(10) (6)
119,623 154,246

(59.312) (58,924)
160,331 193,803

S 243,134 S 322816




Coachmen Industries, Inc. and Subsidiaries
Consolidated Statements of Operations
for the years ended December 31
{in thousands, except per share amounts)
2006 2005 2004
Net sales : $ 564,382 % 702,425 § 802,346
Cost of sales 514,961 646,465 689,520
Gross profit 49.421 55,960 112,826
Operating expenses:
Delivery 29,205 32,762 34,005
Selling 23,230 28,320 28,620
General and administrative 21,328 30,794 31,543
Asset impairments - 1,076 -
Gain on sale of assets, net (8,689) (163) (1,448)
' 65,074 92,789 92,720
Operating income (loss) {15,653) (36.829) 20,106
Nonoperating (income) expense:
Interest expense 3,829 3,168 1,794
Investment income (L.617) (2,182) (2,193)
Other (income) expense, net (1,165) (461) (346)
1,047 525 (745)
Income (loss) from continuing operations before income taxes (16,700) (37,354) 20,851
Income taxes (credit) 16,515 {17,994) 6,593
Net income {loss) from continuing operations (33.215) (19,360) 14,258
Discontinued operations
Loss from operations of discontinued entities
{net of tax credits of $(546), $(4,426) and $(303), respectively) (795) (6,370) (659)
Gain (loss) on sale of assets of discontinued entities
(net of taxes (credits) of §2,140, $(431) and $816, respectively) 2,205 {620) 1,735
Income (loss) from discontinued operations 1,410 (6,990) 1,076
Net income (loss) 5 {31,805) § (26,350) § 15,334
Earnings (loss) per share - Basic |
Continuing operations b3 (2.12) § {1.24) 3 92
Discontinued operations .09 (45) .07
Net earnings {loss) per share 2.03) (1.69 59
Earnings (loss) per share - Diluted
Continuing operations (2.12) (1.24) .92
Discontinued operations .09 - (.45) .07
Net earnings (loss) per share h) 2.03) % (1.69) § 99
Number of common shares used in the computation of eamings (loss) per
share:
Basic 15,633 15,551 15,483
Diluted 15,633 15,551 15,551
See Notes to Consolidated Financial Statements.
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Coachmen Industries, Inc. and Subsidiaries
Consolidated Statements of Shareholders’ Equity
for the years ended December 31, 2006, 2005 and 2004

{in thousands, except per share amounts)

Accumulated

Additional hher Total
Comprehensive  Common Shares Paid-In Uncamed Comprehensive  Retained Treasury Shares Sharehelders’
Income (l.oss) Number Amount Capital Compensation _Income(Loss) Earnings Number Amouat Lquity
Balance at January 1, 2004 21086 § 91,539 § 7616 5 (L,136) § 200 % 172,700 (5,533) § (59.858) § 211,151
Net income -8 15,334 - - - . 15334 - - 15,334
Net unrealized loss on securities
net of taxes of 160 (262) (262) - - - (262)
Net unrealized gain on cash flow .
hedges net of taxes of 539 64 - 64 - - 64
Total comprehensive income $ 15,136
Issuance of common shares upon
the exercise of stock options
net of tax benefit of $46 250 34 199 449
Issuance of common shares
under employee stock
purchase plan 2 3 - - 3
Issuance of common shares from
treasury 1,028 (564) 115 657 1,121
Cash dividends of $.24 per
common share - - - . - (3,750) - - (3.750)
Balance at December 31, 2004 21,108 91,850 8,894 (1,700) 92 184,284 {5.384)  (59.002) 224,418
Comprehensive [ncome - 2003
Net loss 5 {26,350 - (26,350} - (26,350)
Reversal of unrealized gain on
securities net of taxes of $116 {188) - . (188) - - (188)
Net unrealized gain on cash flow
hedges net of taxes of $57 90 . - 90 - - 90
Total comprehensive loss $ (26,448)
[ssuance of commeon shares upon
the exercise of stock options
net of tax benefit of $7 . 164 - - 28 165 129
Issuance of common shares
under employee stock
purchase plan 26 114 - - - 314
Issuance (cancellations) of
common shares from treasury - (2,593) 1,558 - (19) (&7 (1,122}
Other - - - 68 - - 68
Cash dividends of $.24 per
common share - - - - . {3.750) - {3,756)
Balance at December 31, 2005 21,134 92,164 6,465 (142) {6y 154,246 (3.375)  (58.924) 193,803
Comprehensive Income - 2006
Net loss $ (311,805 - - (31.805) {31,805)
Net unrealized {loss) on cash
flow hedges net of taxes of $3 (4) - - @) - (4}
Total comprehensive loss $ (31,809
Issuance of common shares upon
the exercise of stock options
net of tax benefit of $25 - 284 - - 64 376 660
Issuance of common shares
under employee stock
purchase plan 22 218 - 218
Issuance {cancellations) of
common shares from treasury - 899 142 - (12 (764) 277
Cash divtdends of .18 per
| common share - - - - - (2.818) - (2.818)
Balance at December 31, 2006 21,156 § 92382 § 7648 § - 8 (10) § 119,623 (5433} % (39312)% 160,331

See Notes to Consolidated Financial Statements.
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Coachmen Industries, Inc. and Subsidiaries

Consolidated Statements of Cash Flows
for the years ended December 31
{in thousands)
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss)
Adjustments to reconcile net income (loss) 1o net cash provided by (used in)
operating activities:
Depreciation
Provision for doubtful receivables
Provision for write-down of assets to net realizable value
Net realized and unrealized (gains) losses on marketable securities and
derivatives
(Gain) loss on sale of properties and other assets, net
Increase in cash surrender value of life insurance policies
Deferred income tax provision (benefit)
Tax benefit from stock options exercised
Other
Changes in certain assets and liabilities, net of effects of acquisitions and
dispositions:
Trade receivables
[nventories
Prepaid expenses and other
Accounts payable, trade
Income taxes - accrued and refundable
Accrued expenses and other liabilities
Net cash provided by (used in) operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sales of marketable securities
Proceeds from sale of properties and other assets
Investments in marketable securities and cash surrender value
Purchases of property and equipment
Other

Net cash provided by (used in) investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from short-term borrowings
Paymenls of short-term borrowings
Proceeds from long-term debt
Payments of long-term debt
Proceeds from borrowings on cash value of life insurance policies
Repay borrowings against cash value of life insurance policies
Issuance of common shares under stock incentive plans
Tax benefit from stock options exercised
Cash dividends paid
Purchases of common shares for treasury
Other
Net cash provided by (used in) financing activities
Increase (decrease) in cash and cash equivalents

CASH AND CASH EQUIVALENTS
Beginning of year
End of year

Supplemental disclosures of cash flow information:
Cash paid during the year for interest
Cash paid (refunded) during the year for income taxes
Operating cash received related to insurance settlement
{Gain) loss on sale of assets - Continuing operations
(Gain) loss on sale of assets - Discontinued operations
Provision for write-down of assets to net realizable value - Continuing operations
Provision for write-down of assets to net realizable value - Discontinued operations

See Notes to Consolidated Financial Statements.

2006 2005 2004
$ (31.805) S (26350) $ 15334
6,533 8,554 9,402
1,631 988 200
; 9,241 .

(4) G311) 93
(13,183) 1,592 (4,305)
(317 (1,142) (1,074)
20,224 (13,198) (892)
25 7 46
127 (848) 2,696
16,642 12,883 (15,076)
25,627 14,784 (34,789)
(582) 152 478
(13,150 . (2,147) 3319
(1,051 (11,986) 366
(15,750) 15,390 1,880
(5,033) 7,609 (22,322)
. 1,933 3,629
28,104 1,846 7,034
(2,574) (2,549) (2,582)
(4,622) (5.696)  (16.477)
(517) 48 (1,377)
20,391 (4,418) (9,773)
11,713 232 39,938
(14910)  (10,581)  (17,952)
255 241 8,036
(10,452) (2,243) (1,307)
. - 20,000

. - (5,000)

878 643 760
(25) (7) (46)
(2.818) (3,756) (3.750)
(129) . -
1 68 ;
(15487) __ (15,403) 40,679
(129) ~ (12,212) 8,584
2,780 14,992 6,408
$ 2651 2,780 § 14,992
$ 1,383 2,314 § 1,460
(127) 2,240 7.114
2.875 2,213 .
(8,689) (163) (1,448)
(4,345 1,051 (2,551)
- 1,077 -
8.164 -




Coachmen Industries, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

1. NATURE OF OPERATIONS AND ACCOUNTING POLICIES.

Nature of Operations - Coachmen Industries, Inc. and its subsidiaries (the "Company”) manufacture a full array of
recreational vehicles and system-built housing. Recreational vehicles are sold through a nationwide dealer network. The
system-built products (single-family homes, multi-family dwellings. military housing, motels/hotels, group living facilities,
and residential subdivisions) are sold to builders/dealers or directly to the end user for certain specialized structures.

Principles of Consolidation - The accompanying consolidated financial statements include the accounts of Coachmen
Industries, Inc. and its subsidiaries, all of which are wholly or majority-owned. All intercompany transactions have been
eliminated in consolidation.

Use of Estimates - The preparation of financial statements in conformity with accounting principles generally accepted in the
United States requires management to make estimates and assumptions that affect the amounts reported in the financial
statements and accompanying notes. Actual results could differ from those estimates.

Revenue Recognition - For the Recreational Vehicle Segment, the shipping terms are free on board ("FOB") shipping point
and title and risk of ownership are transferred to the independent dealers at that time. Accordingly, sales are recognized as
revenue at the time the products are shipped. For the Housing Segment, the shipping terms are generally FOB destination.
Title and risk of ownership are transferred when the Company completes installation of the product. The Company generally
recognizes the revenue at the time delivery and installation are completed. Revenue from final set-up procedures, which are
perfunctory, is deferred and recognized when such set-up procedures are completed.

Cash Flows and Non-cash Activities - For purposes of the consolidated staternents of cash flows, cash and cash equivatents
include cash, cash investments and any highly liquid investments purchased with original maturities of three months or less.

Non-cash investing and financing activities are as follows (in thousands):

2006 2005 2004
lssuance (cancellations) of common shares, at market value, in lieu of cash
compensation $ 125§ (1,122) § 1,121
Notes receivable received in connection with the sale of certain assets (see
Note 1) $ 5920 § - 8 1,600

Concentrations of Credit Risk - Financial instruments that potentially subject the Company to credit risk consist primarily
of cash and cash equivalents and trade receivabiles.

At December 31, 2006 and 2005, cash and cash equivalents invested in money market accounts or certificates of deposit were
less than $0.6 million and $0.1 million, respectively.

The Company has a concentration of credit risk in the recreational vehicle industry, although there is no geographic
concentration of credit risk. The Company performs ongoing credit evaluations of its customers’ financial conditions and sales
10 its recreational vehicle dealers are generally subject to pre-approved dealer floor-plan financing whereby the Company is
paid upon delivery or shortly thereafter. The Company generally requires no collateral from its customers. Future credit losses
are provided for currently through the allowance for doubtful receivables, and actual credit losses are charged to the
allowance when incurred.

Investment income from continuing operations consists of the foltowing for the years ended December 31 (in thousands):

2006 2005 2004

Interest income $ 474 3 510§ 143
Increase in cash value of life insurance policies 1,138 1,116 1.148
Dividend income on preferred stocks 5 54 770
Net realized gains on sale of preferred stocks and bond funds - 505 586
Net realized losses on closed U.S. Treasury bond futures options - (12) (55
Other than temporary unrealized losses on preferred stocks - - (390)
Unrealized gains (losses) on open U.S. Treasury bond futures

options - 9 (9)
Total S 1617 § 2,182 § 2,193
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Coachmen Industries, Inc. and Subsidiaries

Notes to Consolidated Financial Statements, Continued

1. NATURE OF OPERATIONS AND ACCOUNTING POLICIES, Continued.

Fair Value of Financial Instruments - The carrying amounts of cash and cash equivalents, receivables and accounts payable
approximated fair value as of December 31, 2006 and 20035, because of the relatively short maturities of these instruments.
The carrying amount of long-term debt, including current maturities, approximated fair value as of December 31, 2006 and
2005, based upon terms and conditions currently available to the Company in comparison to terms and conditions of the
existing long-term debt. The Company has investments in life insurance contracts principally to fund obligations under
deferred compensation agreements (see Note 9). At December 31, 2006 and 2003, the carrying amount of life insurance
policies, which equaled their fair value, was $31.1 million ($46.1 million, net of $15 million of policy loans) and $28.9
million ($43.9 million, net of $15 million of policy loans), respectively.

SFAS No. 133, Accounting for Dervivative Instruments and Hedging Activities, requires that all derivalive instruments be
recorded on the balance sheet at their fair value. Changes in the fair value of derivatives are recorded each period in current
earnings or other comprehensive income, depending on whether a derivative is designated as part of a hedge transaction and,
if it is, the type of hedge transaction. The Company has entered into various interest rate swap agreements (o manage the
economic risks associated with fluctuations in interest rates by converting a portion of the Company's variable rate debt to a
fixed rate basis, thus reducing the impact of changes in interest rates on future interest expense. These financial instruments
have been designated as cash flow hedges, with changes in fair value being included as a component of other comprehensive
income (loss) within sharehoiders' equity. Hedge effectiveness is evaluated by the hypothetical derivative method and any
hedge ineffectiveness is reported as interest expense. Hedge ineffectiveness was not material in 2006 or 2005.

Inventories - [nventories are valued at the lower of cost (Iirst-in, first-out method) or market.

Property, Plant and Equipment - Property, plant and equipment are carried at cost less accumulated depreciation.
Amortization of assets held under capital leases is included in depreciation and amortized over the estimated useful life of the
asset. Depreciation is computed using the straight-line method on the costs of the assets, at rates based on their estimated
useful lives as follows:

Land improvements 3-15 years
Buildings and improvements 10-30 years
Machinery and equipment 3-10 years
Transportation equipment 2-7 years
Office furniture and fixtures, including capitalized computer software 2-10 years

Upon sale or retirement of property, plant and equipment, including long-lived assets held for sale and rental properties, the
asset cost and related accumulated depreciation is removed from the accounts and any resulting gain or loss is included in
earnings.

Long-Lived Assets - Long-lived assets held and used by the Company, including property, plant and equipment and
intangible assets are reviewed for impairment whenever events or circumstances indicate that the carrying amount of an asset
may not be recoverable (see Note 11 for asset impairments recorded in 2003, including impairments of intangible assets).

Goodwill represents the excess of the purchase price over the fair value of net tangible and identifiable intangible assets of
acquired businesses. Goodwill assets deemed to have indefinite lives are not amortized, but are subject to impairment tests at
least annually in accordance with SFAS No. 142, Goodwill and Other Intangible Assets. The Company reviews the carrying
amounts of goodwill assets annually by segment to determine if such assets may be impaired. [f the carrying amounts of these
assets are not recoverable based upon a discounted cash flow analysis, such assets are reduced by the estimated shortfall of
fair value to recorded value. The Company has performed the required annual impairment tests and has determined that there
was no impairment indicated for recorded goodwill.

The changes in the carrying amount of goodwill for the years ended December 31, 2006 and 2005 are as follows (in

thousands):
Goodwill
Balance at January |, 2005 $ 8,132
Allocation to discontinued operations (749)
Balance at December 31, 2005 $ 17,383
Allocation to discontinued operations (518)
Balance at December 31, 2006 $ 16,865
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Coachmen Industries, Inc. and Subsidiaries

Notes to Consolidated Financial Statements, Continued

1. NATURE OF OPERATIONS AND ACCOUNTING POLICIES, Continued.

Warranty Expense - The Company provides to its customers a variety of warranties on its products ranging from 1 to 2
years in length and up to ten years on certain structural components. Estimated costs related to product warranty are accrued
at the time of sale and included in cost of sales. General warranty reserves are based upon past warranty claims and sales
history and adjusted as required to reflect actual costs incurred, as information becomes available. Specific warranty reserves
are based on specific identified issues with the amounts accrued based on the estimated cost to correct the problem. Warranty
expense from continuing operations totaled $21.6 million, $34.8 million and $20.8 million in 2006, 2005 and 2004,
respectively. The higher warranty expense for 2005 is primarily the result of specific reserves established related to the recall
of camping trailer lift systems and the repair of laminated sidewalls of certain of the Company’s recreational vehicles.

Changes in the Company's warranty liability during the years ended December 31, 2006 and 2005 were as follows (in

thousands):
2006 2005
Balance of accrued warranty at January | 3 20,005 § 10,140
Warranties issued during the period and changes in liability for pre-existing
warranties 21,598 34,771
Cash settlements made during the period (30,504) (24.906)
Balance of accrued warranty at December 31 S 11,099 § 20,005

The decrease in warranty accrual for 2006 of $8.9 million to $11.1 million is primarily the result of specific reserves
established in 2005 related to the recall of defective camping trailer lift systems and the repair of defective material used in
laminated sidewalls of certain of the Company’s recreational vehicles. Most of the claims against these specific reserves were
paid by the Company in 2006.

Stock-Based Compensation - On March 1, 2003, the Company adopted the Performance Based Restricted Stock Plan
initiated to motivate and reward participants for superior achievement of the Company's pre-established long-term financial
performance goals. This new plan, effective as of January 1, 2003, utilizes variable plan accounting, meaning that the cost of
the awards are expensed over the vesting period based upon the fair value of the estimated shares to be earned at the end of
the vesting period. The Company also has stock option plans and an employee stock purchase plan. These plans are described
in more detail in Note §.

Prior to January 1, 2006, the Company accounted for its stock-based compensation plans under the recognition and
measurement provision of APB Opinion No. 25, Accounting for Stock Issued to Employees, and related imerpretations, as
permitted by FASB Statement No. 123, Accounting for Stock-Based Compensation. Effective January 1, 2006, the Company
adopted the fair value recognition provisions of FASB Statement No. 123(R), Share-Based Payment, using the modified-
prospective-transition method and accordingly, the Company has not restated the consolidated results of income from prior
interim periods and fiscal years. Under SFAS 23R, the Company is required to measure compensation cost for all stock-
based awards at fair value on date of grant and recognize compensation expense over the period that the awards are expected
to vest. Restricted stock and stock options issued under the Company’s equity plans, as well as, stock purchases under the
employee stock purchase plan are subject to the provisions of SFAS 123R. Since the adoption of SFAS 123R, there have
been no modifications to cutstanding stock-based awards.

Prior to the adoption of Statement 123(R), the Company presented all tax benefits of deductions resulting from the exercise of
stock options as operating cash flows in the Statement of Cash Flows. Statement 123(R) requires the cash flows resulting
from the tax benefits resulting from tax deductions in excess of the compensation cost recognized for those options (excess
tax benefits) to be classified as financing cash flows. Excess tax benefit for the year ended December 31, 2006 was not
significant.

Stock options generally vest over a four-year service period. The Company has not granted any stock option awards since
2003. The remaining unvested stock options, net of forfeitures, at December 31, 2006 were not significant.

Compensation expense related to the Company's Employee Stock Purchase Plan was not significant for the year ended
December 31, 2006.
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The following table illustrates the effect on net income and earnings per share if the Company had applied the fair value
recognition provisions of SFAS No. 123, decounting for Stock-Based Compensation, to stock-based compensation for the
years ended December 31, 2005 and 2004:

2005 2004
Net income (loss), as reported $ (26,350) 3 15,334
Add: Stock-based compensation expense (credit) under variable plan included in
earnings, net of taxes (865) 584
Deduct: Total stock-based employee compensation (expense) credit determined under
fair value method for all awards, net of taxes 761 (739)
Pro forma net income (loss) 5 (26,454) § 15,179
Earnings (loss) per share:
Basic - as reported (1.69) 99
Basic - pro forma (1.70) 98
Diluted - as reported (1.69) 99
Dituted - pro forma (1.70) 98

The Company did not grant any stock options in 2006 or 2005.

New Accounting Pronouncements - On July 13, 2006, the Financial Accounting Standards Board (FASB) issued
interpretation No. 48, Accounting for Uncertainty in Income Taxes-an interpretation of FASB Statement No. 109 (FIN 48),
FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s financial statements in
accordance with FASB Statement No. 109, Accounting for Income Taxes (SFAS 109). This Interpretation prescribes a
recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax position
taken or expected to be taken in a tax return. This Interpretation also provides guidance on derecognition, classification,
interest and penalties, accounting in interim periods, disclosure, and transition. FIN 48 is effective for fiscal years beginning
after December 15, 2006, Management expects that FIN 48 will not have a material effect on our consolidated financial
statements.

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 157, Fair Value Measurements
(SFAS No. 157). SFAS No. 157 establishes a framework for measuring the fair value of assets and liabilities. This
framework is intended to provide increased consistency in how fair value determinations are made under various existing
accounting standards which permit, or in some cases require, estimates of fair market value. SFAS No. 157 also expands
financial statement disclosure requirements about a company’s use of fair value measurements, including the effect of such
measures on earnings. SFAS No. 157 is required to be adopted at the beginning of the fiscal vear ending December 31, 2008.
Management expects that SFAS No. 157 will not have a material effect on our consolidated financial statements.

Research and Development Expenses - Research and development expenses charged to continuing operations were $6.7
million, $7.2 million, and $7.0 million for the years ended December 31, 2006, 2005 and 2004, respectively.
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Shipping and Handling Costs - The Company records freight billed to customers as sales. Costs incurred related to shipping
and handling of products are reported as delivery expense in operaling expenses.

The Company calculates its gross profit as the difference between its net sales and the associated cost of sales. Cost of sales
consists of direct product costs including inbound freight. The Company classifies the following operating expense categories
separately on its statement of operations: delivery, which consists of outbound shipping and handling costs; selling; general
and administrative; asset impairments and gains (losses) on sales of assets, net.

The Company’s gross profit may not be comparable 10 other entities within our industry whose shipping and handling
expenses are presented as a component of cost of sales. Delivery expense was as follows (in thousands):

2006 2005 2004
Delivery Expense ' ) 29205 § 32,762 § ‘ 34,005
Percentage of Net Sales 5.2% 4.7% 4.2%

Comprehensive Income (Loss) - Comprehensive income (loss) represents net earnings and any revenues, expenses, gains
and losses that, under accounting principles generally accepted in the United States, are excluded from net earnings and
recognized directly as a component of shareholders' equity. The components of accumulated other comprehensive income
(loss) are as follows (in thousands):

Unrealized Accumulated
Unrealized Gains (Losses) Other
Gains {Losses) on Cash Flow Comprehensive
on Securities Hedges Income(Loss)
Balances at January 1, 2004 $ 450 § (160) § 290
Other comprehensive income (loss) (262) 64 (198)
| Balances at December 31, 2004 188 (96) 92
‘ Other comprehensive income (loss) (188) 90 (98)
. Balances at December 31, 2005 - (6) (6)
Other comprehensive income (loss) - {4) G))
Balances at December 31, 2006 b} - 3 (1) § {10)

Volume-Based Sales and Dealer Incentives - The Company nets certain dealer incentives, including volume-based bonuses,
interest reimbursements and other rebates, against revenue in accordance with EITF 00-22 and EITF 01-09.

Income Taxes - The Company recognizes income tax expense in accordance with SFAS No. 109, Accounting for Income
Taxes. Deferred tax assets and liabilities are established for the expected future tax consequences of events that have been
included in the financial statements or tax returns using enacted tax rates in effect for the years in which the differences are
expected to reverse and are subject to ongoing assessment of realizability. Deferred income tax expense (benefit) represents
the change in net deferred tax assets and liabilities during the year. Deferred tax assets may be recognized for temporary
differences that will result in deductible amounts in future periods and for loss carryforwards. A valuation allowance is
recognized if, based on the weight of available evidence, it is more likely than not that some portion or ali of the deferred tax
asset will not be realized. Primarily due to the Company’s losses from continuing operations over the last two years, a non-
cash charge of $24.4 million was recorded in the fourth quarter of 2006 to establish a reserve for its deferred tax assets.

Reclassifications - Certain reclassifications have been made in the fiscal 2005 and 2004 consolidated financial statements
and related footnotes to conform to the presentation used in 2006. '

46




Coachmen Industries, Inc. and Subsidiaries

Notes to Consolidated Financial Statements, Continued

2. SEGMENT INFORMATION.

The Company has determined that its reportable segments are those that are based on the Company's method of internal
reporting, which disaggregates its business by product category. The Company's two reportable segments are Recreational
Vehicles and Housing. The Company evaluates the performance of its segments based primarily on net sales and pre-tax
income and allocates resources to them based on performance. The accounting policies of the segments are the same as those
described in Note 1 and there are no inter-segment revenues, The Company allocates certain corporate expenses to these
segments based on three dimensions: revenues, subsidiary structure and number of employees. In addition, the data excludes
the results of the discontinued operations (see Note 11). Differences between reported segment amounts and cotresponding
consolidated totals represent corporate income or expenses for administrative functions and income, costs ot expenses
relating to property and equipment that are not allocated to segments.

The table below presents information about segments, including product class information within the Recreational Vehicle
Segment, used by the chief operating decision maker of the Company for the vears ended December 31 (in thousands):

2006 2005 2004
Net sales:
Recreational vehicles
Motorhomes . $ 266246 % 350876 § 421,325
Travel trailers and fifth wheels 118,375 149,263 143,253
Camping trailers 13,549 15,152 22,776
Truck campers - - 4
Parts and supplies 6,540 6,903 6,396
Total recreational vehicles 404,710 522,194 593,754
Housing 159,672 180,231 208,592
- Consolidated total $ 564382 § 702,425 § 802,346
Gross profit
Recreational vehicles 3 13,620 § 15307 § 57,723
Housing 35,801 40,653 54,923
Other reconciling items - - 180
Total $ 49421 § 55960 §$ 112,826
Operating expenses
Recreational vehicles b3 38996 § 55,049 % 47,051
Housing 33,152 43,335 45,530
Other reconciling items (7,074) (3,595) 139
Total $ 65,074 § 92,780 § 92,720
Operating income (loss)
Recreational vehicles 3 {25,376 § (39,742) $ 10,672
Housing 2,649 (2,682) 9,393
Other reconciling items 7.074 5,595 41
Total $ (15,653) § (36,829) § 20,106
Pre-tax income (loss) from continuing operations
Recreational vehicles Ky (25,383) § {40,760y $% 10,628
Housing 2,665 (2,403) 9,834
Other reconciling items 6,018 5,809 389
Total $ (16,700 % (37,354) &% 20,851
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2006 2005 2004
Total assets
Recreational vehicles $ 113,627 152,501 $ 174,101
Housing 57,968 - 83,338 111,099
Other reconciling items 71,539 86,977 72,523
Total $ 243,134 322816 % 357,723
Total goodwill
Recreational vehicles $ 3,872 4132 % 4,132
Housing 12,993 13,251 14,000
Total $ 16,865 % 17383 § 18,132

The following specified amounts from continuing operations are included in the measure of segment pre-tax income or loss

reviewed by the chief operating decision maker (in thousands):

2006 2005 2004
Interest expense
Recreational vehicles $ 340 1,171 $ 135
Housing 281 339 212
Other reconciling items 2,708 1,658 1,447
Consolidated total $ 3,829 3,168 § 1,794
Depreciation .
Recreational vehicles ' 8 3,547 3515 % 2,852
Housing 2,522 2,879 3,038
Other reconctling items : 453 709 1,687
Consolidated total S 6,522 7,103 % 7,597
3. INVENTORIES.
Inventories consist of the following (in thousands):
December 31, December 31,
2006 2005
Raw materials
Recreational vehicles ‘ $ 13,874 b 19,770
Housing 6,065 13,643
Total 19,939 33,413
Work in process
Recreational vehicles 15,661 15,515
Housing 3,466 5,280
Total 19,127 20,795
fmproved lots
Housing 221 261
Total 221 261
Finished goods '
Recreational vehicles 35,079 48,935
Housing 9.145 17,900
Total 44 224 66,835
Total 5 83,511 $ 121,304
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Property, plant and equipment consists of the following (in thousands):

2006 2005
.Land and improvements $ 11,562 S 13,255
Buildings and improvements 61,043 68,007
Machinery and equipment 24,798 31,468
Transportation equipment 14,310 16,279
Office fumniture and fixtures 17,481 19,080
Total 129,194 - 148,089
Less, accumulated depreciation 72,176 80,508
Property, p]aﬁl and equipment, net S 57,018 $ 67,581

5. SHORT-TERM BORROWINGS.

On August 2, 2006, the Company executed a $55 million, five-year, secured Revolving Credit Facility with LaSalle Business
Credit, LLC to meet its seasonal working capital needs. At December 31, 2006 there were short-term borrowings of
$9.3 million outstanding against this bank line of credit, and outstanding letters of credit totaling $5.0 million.

At December 31, 2005 there were short-term borrowings of $12.3 million outstanding and outstanding letters of credit
totaling $5.0 million. As of December 31, 2006, and December 31, 2005, $15 million had been borrowed against the cash
surrender value of Company-owned life insurance contracts.

The new five-year credit facility replaces the previous $35 million facility that was due to expire on August 31, 2006, Under
the new facility, available borrowings are based on 85% of eligible accounts receivable plus the lesser of 60% of eligible
inventory or 85% liquidation value of inventory, 70% of appraised value of mortgaged real estate and 80% liquidation value
of equipment. The new agreement, which expires August 2, 2011, also has an accordion feature enabling the credit facility to
be increased by an additional $25 million, subject to customary conditions. Outstanding borrowings under the new
agreement bear interest at rates based on the prime or LIBOR rates as outlined in the agreement. The new credit facility is
secured by substantially all of the assets of the Company. Financial covenant ratios are required to be calculated only in the
event a Funds Control Event occurs, as defined in the agreement. No Funds Control Events occurred during the year ended
December 31, 2006,

At December 31; 2006, the new and used recreational vehicle inventory of the Company-owned dealership was pledued as

collateral on floorplan notes aggregating $4.2 million. The interest rate on these floorplan notes is tiered based on the
outstanding note balance. The effective rate at December 31, 2006 was 7.85%.
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6. LONG-TERM DEBT.
Long-term debt consists of the following (in thousands):

2006 2005

Term Loan, variable rate (5.9% and 7.2% at December 31, 2006 and 2003, respectively},

maturities through 2009 $ - 5 6438
Obligations under industrial development revenue bonds, variable rates (effective

weighted-average interest rates of 4.1% and 3.7% at Decemnber 31, 2006 and 2005,

_ respectively), with various maturities through 2013 4,350 8,035
Obligations under capital leases, interest imputed at rates ranging from 4.7% to 5.4%, with
maturities through 2008 ’ 292 663
Other ' 297 -
Subtotal 4,939 15,136
Less, current maturities of long-term debt 1,077 2,223
Long-term debt | $ 382 $ 12913

Principal maturities of long-term debt during the four fiscal years succeeding 2007 are as follows: 2008 - $852,000; 2609 -
. $820,000; 2010 - $820,000; 2011 - $770,000 and thereafter - $600,000.

In connection with the industrial development revenue bond obligations, the Company obtained, as a credit enhancement for
the bondholders, irrevocable letters of credit in favor of the bond trustees. Under the industrial revenue bond for the Mod-U-
Kraf Homes manufacturing facility in Virginia, the issuer of the letter of credit holds a first lien and security interest on that
facility.

In January of 2003, the Company entered into various interest rate swap agreements that became effective beginning in
October of 2003. These swap agreements are designated as cash flow hedges under the provisions of Statement of Financial
Accounting Standards No. 133, "dccounting for Derivative Instruments and Hedging Activities,” and are used to manage the
economic risks associated with fluctuations in interest rates by converting a portion of the Company's variable-rate debt to a
fixed-rate basis through November of 2011, thus reducing the impact of changes in interest rates on future interest expense.
Hedge effectiveness is evaluated by the hypothetical derivative method. Any hedge ineffectiveness is reported within the
interest expense caption of the statements of income. Hedge ineffectiveness was not material in 2006, 2005 or 2004. The fair
value of the Company's interest rate swap agreements represents the estimated receipts or payments that would be made to
terminate the agreements. If, in the future, the interest rate swap agreements are determined to be ineffective hedges or are
terminated before the contractual termination dates, or if it became probable that the hedged variable cash flows associated
with the vatiable-rate borrowings would stop, the Company would be required to reclassify into earnings all or a portion of
the unrealized amounts on cash flow hedges included in accumulated other comprehensive income (loss) within shareholders’

equity.

At December 31, 2006, the Company had one remaining interest rate swap agreement with a notional amount of $3.0 million
that was used to convert the variable interest rates on certain industrial development revenue bonds to fixed rates. In
accordance with the terms of the swap agreement, the Company pays a 3.71% interest rate, and receives the Bond Market
Association Index (BMA), calculated on the notional amount, with net receipts or payments being recognized as adjustments
to interest expense. The Company recorded a liability for the potential early settlements of these swap agreements in the
amount of $17,000 at December 31, 2006 and $11,000 at December 31, 2005. This exposure represents the fair value of the
swap instruments and has been recorded in the balance sheets in accordance with SFAS No. 133 as a noncurrent liability. The
effective portion of the cash flow hedge has been recorded, net of taxes, as a reduction of shareholders' equity as a component
of accumulated other comprehensive loss.
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7. ACCRUED EXPENSES AND OTHER LIABILITIES.

Accrued expenses and other liabilities at year-end consist of the following (in thousands):

2006 2005

Wages, salaries, bonuses and commissions $ 3,135 % 3,156
Dealer incentives, including volume bonuses, dealer trips, interest reimbursement, co-op '

advertising and other rebates 4,140 4,284
Warranty : 11,099 20,005 1
Insurance-products and general liability, workers compensation, group health and other 7,593 6,833
Customer deposits and unearned revenues 3,865 10,029
Litigation ) " 345 3,740 |
Interest 955 1,980 1
Sales and property taxes 1,226 1,948
Other current liabilities 2,758 2,881

Total § 35116 § 54,856

8. COMMON STOCK MATTERS AND EARNINGS PER SHARE.
Stock Option Plan

The Company has stock option plans, including the 2000 Omnibus Stock Incentive Program (the "2000 Plan"}, which was
approved by the shareholders on May 4, 2000. The 2000 Plan provides for 1.0 million common shares to be reserved for
grants under the Company's stock option and award plans. The Company's stock option plan provides for the granting of
options to directors, officers and eligible key employees to purchase common shares. The 2000 Plan permits the issuance of
either incentive stock options or nonqualified stock options. Stock Appreciation Rights ("SAR's") may be granted in tandem
with stock options or independently of and without relation to options. There were no SAR's outstanding at December 31,
2006 or 2005. The option price for incentive stock options shall be an amount of not less than 100% of the fair market value
per share on the date of grant and the option price for nonqualified stock options shall be an amount of not less than 90% of
the fair market value per share on the date the option is granted. No such options may be exercised during the first year after
grant, and are exercisable cumulatively in four installments of 25% each year thereafier. Outstanding options have terms of
ten years.

The following table summarizes stock option activity (number of shares in thousands):

Weighted-
Average
Number Exercise
of Shares Price
Outstanding, January 1, 2004 546 g 15.05
Granted - -
Canceled : (184) 20.52
Exercised (35) 12.21 ‘r
Outstanding, December 31, 2004 327 12.26
Granted - -
Canceled (15 14.69
Exercised . (28) 11.66
Outstanding, December 31, 2005 284 12.19
Granted - - !
Canceled : an 13.60
Exercised (64) 9.95

Outstanding, December 31, 2006 149 % 12.48
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Options outstanding at December 31, 2006 are exercisable at prices ranging from $10.00 to $18.68 per share and have a
weighted-average remaining contractual life of 4.6 years. The following table summarizes information about stock options
outstanding and exercisable at December 31, 2006 (in thousands):

Options Quistanding Options Exercisable
Range of Number Qutstanding Welﬁtl;(;nAiierage Number Exercisable
Exercise at g Weighted-Average at Weighted-Average
Price December 31, 2006 Contractual Life Exercise Price December 31, 2006 Exercise Price
$10.00-512.00 93 4.1 $10.21 91 $10.18
12.01-17.00 49 53 15.95 47 16.07
17.01 - 18.68 7 53 18.68 7 18.68
149 ' 145

At December 31, 2005 and 2004 there were exercisable options to purchase 252,000 and 245,000 shares, respectively, at
weighted-average exercise prices of $11.85 and $11.54, respectively. There were no options granted during 2006 or 2005. As
of December 31, 2006, 1.4 million shares were reserved for the granting of future stock options and awards, compared with
1.2 million shares at December 31, 2005.

Stock Award Programs

The 2000 Plan also permits the granting of restricted and unrestricted stock awards to the Company’s key employees and non-
employee directors. In accordance with the provisions of the 2000 Plan, the Board of Directors may grant shares of stock to
eligible participants for services to the Company. Restricted shares vest over a period of time as determined by the Board of
Directors and are granted at no cost to the recipient. For restricted shares that are not subject to pre-established Company
performance objectives, compensation expense is recognized over the vesting period at an amount equal to the fair market
value of the shares on the grant date. Compensation expense for discretionary unrestricted stock awards is recognized at date
of grant. There were 21,728, 22,490, and 17,900 restricted non-contingent stock awards granted at a weighted-average per
share grant-date fair value of $11.03, $11.80, and $15.95, in 2006, 2005 and 2004, respectively. Compensation expense of
$238,000, $259,000, and $148,700 was recognized in the years ended December 31, 2006, 2005 and 2004, respectively.

On March 1, 2003, the Company adopted the Performance Based Restricted Stock Plan covering 115,000 shares of common
stock per performance period for officers and other key employees. The purpose of the plan is to permit grants of shares,
subject to restrictions, to key employees of the Company as a means of retaining and rewarding them for long-term
performance and 1o increase their ownership in the Company. Shares awarded under the plan entitle the sharcholder to all
rights of common stock ownership except that the shares may not be sold, transferred, pledged. exchanged or otherwise
disposed of during the restriction period. There is also a requirement to forfeit the award upon certain terminations of
employment, in cases other than death, disability or retirement. During 2005, the Company determined that it was probable
that the requirements for the 2003, 2004 and 2005 plans would not be achieved and as a result, reversed the expenses that had
been previously recorded related to these three plans. For the year 2005, the Company reduced compensation expense, which
is a component of general and administrative expenses, by $1.4 million related to these three plans. The amount expensed
during the year ended December 31, 2004 was $871,000. :

On March 28, 2006, the Company granted Resiricted Stock Awards to certain key employees as a means of retaining and
rewarding them for performance and to increase their ownership in the Company. Participants will earn the restricted shares
awarded to them based on attainment of certain performance goals for the calendar year 2006. A total of 110,000 shares,
assuming 100% of the performance goal is achieved, were granted with a weighted-average grant-date fair value of $11.05
per share. At December 31, 2006, the Company determined that the performance goal was not achieved; therefore, no
compensation expense has been recorded related to this plan for the year ended December 31, 2006. Due to termination of
employment or as a condition to receiving the 2006 Restricted Stock Awards, the participants forfeited all rights to the 99,600
shares and 75,600 shares awarded in 2004 and 2003, respectively, under the Performance Based Restricted Stock Plan. Shares
awarded under this plan in 2003 were forfeited as of December 31, 2005 due to failure to meet the performance goals.
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The following table summarizes the activity of the Performance Based Restricied Stock Awards program (in thousands):

Number
of Shares
Outstanding, January 1, 2004 ' 86,700
Granted 99,600
Forfeited (17,190)
Outstanding, December 31, 2004 169,110
Granted ‘ 75,600
Forfeited (102,410)
Outstanding, December 31, 2005 142,300
Granted 110,000

Forfeited {252,300)

Outstanding, December 31, 2006 -

The following table summarizes, by plan year, the number of contingent shares awarded, forfeited and the remaining

contingent shares outstanding as of December 31, 2006:

Plan Year
2006 2005 2004
Contingent shares awarded 110,000 75,600 99 600
Shares forfeited 110,000 75,600 99.600

Contingent shares outstanding as of December 31, 2006 - -

Stock Purchase Plan

The Company has an employee stock purchase plan under which a total of 800,000 shares of the Company's common stock
are reserved for purchase by full-time employees through weekly payroll deductions. Shares of the Company's common stock
are purchased quarterly by the employees at a price equal to 90% of the market price. The market price was based on the
lower of the beginning or the ending day of the quarter until June 30, 2006, and subsequently is based on the market price at
the end of the quarter. As of December 31, 2006, there were 162 employees actively participating in the plan. Since its
inception, a total of 438,000 shares have been purchased by employees under the plan. The Company sold to employees
21,830, 25,700 and 21,600 shares at weighted fair values of $10.02, $11.07 and $14.48 in 2006, 2005 and 2004, respectively.
Certain restrictions in the plan limit the amount of payroll deductions an employee may make in any one quarter. There are

also limitations as to the amount of ownership in the Company an employee may acquire under the plan.
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Earnings Per Share

Basic earnings per 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 stock options and awards and shares held in deferred compensation plans. Basic and diluted earnings per
share were calculated using the average shares as follows (in thousands):

2006 2005 2004

Numerator:
Net income (loss) available to common stockholders $ (31,805) % (26,350) % 15,334
Denominator: '
Number of shares outstanding, end of period:
Weighted-average number of common shares used in Basic

EPS 15,633 15,551 15,483
Stock options and awards - - 68
Weighted-average number of common shares used in

Diluted EPS 3 15,633 § 15551 - § 15,551

As the Company reported a net loss for the years ended December 31, 2006 and 2005, the dilutive effect of stock options and
awards did not enter into the computation of diluted earnings per share because their inclusion would have been antidilutive.
For the year ended December 31, 2004, 85,400 shares of outstanding stock options were not included in the computation of
diluted earnings per share because their exercise price was greater than the average market prices for the respective periods
and their inclusion would have been antidilutive.

The sum of quarterly earnings per share may not equal year-to-date earnings per share due to rounding and changes in diluted
potential common shares.

Shareholder Rights Plan

On October 21, 1999, the Company's Board of Directors adopted a new shareholder rights plan which became effective
January 12, 2000 (the "Record Date"), provides for a dividend distribution of one common share purchase right (the "Rights")
for each outstanding common share to cach shareholder of record on the Record Date. The Rights will be represented by
commeon share certificates and will not be exetcisable or transferable apart from the common shares until the earlier to occur
of (i) ten (10) business days following a public announcement that a person or group of persons (an "Acquiring Person") has
acquired, or obtained the right to acquire, beneticial ownership of 20% or more of the outstanding common shares or (ii} ten
(10) business days following the commencement of (or announcement of an intention to make) a tender offer or exchange
offer if, upon consummation thereof, such an Acquiring Person would be the beneficial owner of 20% or more of the
outstanding common shares. Upon the occurrence of the certain events and after the Rights become exercisable, each right
would entitle the rightholder (other than the Acquiring Person) to purchase one fully paid and nonassessable common share of
the Company at a purchase price of $75 per share, subject to anti-dilutive adjustments. The Rights are nonvoting and expire
February i, 2010. At any time prior to a person or a group of persons becoming an Acquiring Person, the Company's Board
of Directors may redeem the Rights in whole, but not in part, at a purchase price $.01 per Right.

Share Repurchase Programs

Periodically, the Company has repurchased its common stock as authorized by the Board of Directors. Under the repurchase
program, common shares are purchased from time to time, depending on market conditions and other factors, on the open
market or through privately negotiated transactions. There were no shares repurchased in 2005 or 2004. During August 2006,
the Company announced that the Board of Directors had authorized a share repurchase of up to one million shares. During the
third quarter of 2006, the Company repurchased 11,700 shares for a total cost, including commissions, of $128,516. At
December 31, 2006, there are 988,300 shares remaining authorized for repurchase by the Board of Directors.
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COMPENSATION AND BENEFIT PLANS.
Incentive Compensation

The Company has incentive compensation plans for its officers and other key personnel. The amounts charged to expense for
the years ended December 31, 2006, 20035 and 2004 aggregated $363,000, $920,000, and $3,516,000, respectively.

Deferred Compensation

The Company has established a deferred compensation plan for executives and other key employees. The plan provides for
benefit payments upon termunation of employment, retirement, disability, or death. The Company recognizes the cost of this
plan over the projected service lives of the participating employees based on the present value of the estimated future
payment to be made. The plan is funded by insurance contracts on the lives of the participants. At December 31, 2006 and
December 31, 2003, the carrying amount of thesé policies, which equaled their fair value, was $25.9 mitlion (342.3 million,
net of $15.0 million of policy loans and $1.4 million interest on policy loans) and $24.9 million ($39.9 million, net of $15.0
million of policy loans), respectively. The deferred compensation obligations, which aggregated $5.9 million and $7.6 million
at December 31, 2006 and 2003, respectively, are included in other non-current liabilities, with the current portion ($731,000
and $391,000 at December 31, 2006 and 2005, respectively) included in other current liabilities.

In connection with the acquisition of Mod-U-Kraf Homes in 2000, the Company assumed obligations under existing deferred
compensation agreements. The remaining liability recognized in the consolidated balance sheet related to the Mod-U-Kraf
agreements aggregated $38,000 and $287,000 at December 31, 2006 and 2005, respectively. As part of the Mod-U-Kraf
acquisition, the Company assumed ownership of life insurance contracts and trust accounts established for the benefit of
participating executives, Such assets, which are valued at fair value, aggregated $63,000 and $61,000 at December 31, 2006
and 2005, respectively. : :

Supplemental Deferred Compensation

The Company has established a supplemental deferred compensation plan (Mirror Plan) for key employees as determined by
the Board of Directors. The plan allows participants to defer compensation only after they have deferred the maximum
altowable amount under the Company's 401(k) Plan. The participants select certain mutual funds investments and Company
stock whose performance is tracked by the Company. In addition, the Company matches a certain level of participant
contributions that vests over a five-year period. Under the plan, the investments are not funded directly, including the
matching contributions and investments in Company stock. [nstead, the plan administrator tracks the performance of
investments in mutual funds and Company stock as directed by the participant and a liability to the participants is recorded by
the Corporation based on the performance of the phantom investments. Participant benefits are limited to the value of the
vested benefits recorded on their behalf.

The Company has also established a supplemental deferred compensation plan (Executive Savings Plan) for certain key
executive management as determined by the Board of Directors. This plan allows participants to defer compensation without
regard to participation in the Company's 401(k) plan. The participants select certain mutual funds investments and Company
stock whose performance is tracked by the Company. In addition, the Company matches a certain level of participant
contributions that vests after a five-year period. Under the plan, the investments are not funded directly, including the
matching contributions and investments in Company stock. Instead, the plan administrator tracks the performance of
investments in mutual funds and Company stock as directed by the participant and a liability to the participants is recorded by
the Corporation based on the performance of the phantom investments. Participant benefits are limited to the value of the
vested benefits recorded on their behalf. The plan is funded by insurance contracts on the lives of the participants. At
December 31, 2006 and 2005, the carrying amount of these policies, which equaled their fair value, was $5.0 million and $3.8
million, respectively. Liabilities recorded on the consolidated balance sheets related to these plans as of December 31, 2006
and 2005 are $1.8 million and $2.8 million, respectively.

Employee Benefit Plans

The Company sponsors a retirement plan (the "Plan"), under Section 401(k) of the Internal Revenue Code (IRS) that covers
all eligible employees. The Plan is a defined contribution plan and allows employees to make voluntary contributions up to
20% of annual compensation. Effective January 1, 2005, the Plan was amended to allow for voluntary contributions of up to
50% of annual compensation, not to exceed IRS limits. Under the Plan, the Company may make discretionary matching
contributions on up to 6% of participants' compensation. Expenses under the Plan aggregated $1.0 million, $1.3 million, and
$1.3 million for the years ended December 31, 2006, 2005 and 2004, respectively.
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INCOME TAXES.

Income taxes (benefit) attributable to continuing operations are summarized as follows for the years ended December 31 (in
thousands):

2006 2005 2004
Federal:
Current - ” $ (2,119) $ (8,673) $ 7,090
Deferred 15,255 (5,888) (1,587}
‘ 13,136 : (14,561) 5,503
State: .
Current ' 448 (2,964) 1,192
Deferred 2,931 {469) (102)
3,379 (3,433) 1,090
Total ' 3 16,515 % {17,994y § 6,593

The following is a reconciliation of the provision for income taxes attributable to continuing operations computed at the
federal statutory rate (35% for all years presented) to the reported provision for income taxes (in thousands):

2006 2005 2004

Computed federal income tax at federal statutory rate $ (5845) § (13.074) % 7,298
Changes resulting from: '
Increase in cash surrender value of life insurance contracts {(370) (397) {395)
Loss on sale of stock of Miller Building Systems, Inc. (1,690) - -
Current year state income taxes, net of federal income tax benefit (652) (1,942) 436
Preferred stock dividend exclusion - (9) (189)
Extraterritorial income exclusion - (71) (57)
Tax benefit on prior years' federal and state research and development (R&D)

credits - (2,378) -
Tax benefit of current years' federal R&D tax credit carryforward, AMT credit

carryforward and other credits ‘ - {454) -
Decrease in federal tax reserves, net of additional state tax reserves 325 33 (487)
Valuation allowance for NOL, AMT, deferred tax assets and general business

credits 24,360 - -
Other, net ' 387 278 . (13)
Total $ 16515 § (17,994) § 6,593

The Company accounts for corporate income taxes in accordance with SFAS No. 109, “Accounting for Income Taxes,”
which requires the Company to evaluate the need to establish a valuation allowance to reduce the carrying value of its
deferred tax assets on the balance sheet. Deferred tax assets arise as a result of tax loss carryforwards and various differences
between the book value of assets and the values used for income tax purposes. SFAS No 109 states that a valuation allowance
is generally required if a company has cumulative losses in recent years. Given the losses incurred by the Company over the
last two years, a noncash charge from continuing operations of $24.4 million was recorded to establish a valuation allowance
for the full value of its deferred tax assets as of December 31, 2006, At December 31, 2006 the Company has a tax benefit of
$8.6 million related to Federal net operating loss carryforwards which may be utilized to offset future taxable income, and if
not utilized, will expire in 2026. '
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1L

INCOME TAXES, Continued.
For the year ended December 31, 2003, the effective tax rate was favorably impacted by federal and state R&D tax credits for
the current and prior years, all of which were recognized in 2005. During 2005, the Company completed a project to identify
eligible expenditures for purposes of claiming R&D tax credits. As part of this project, the Company filed amended tax
returns for 1999 - 2003 to claim federal and state R&D tax credits. In addition, the Company’s 2004 federal and state income
tax returns, which were completed and filed during 2005, reflected $.9 million of federal and state tax credits not recognized
on the 2004 -provision. The carryback of the Company’s 2005 net operating loss results in an. alternative minimum tax
(“AMT”) credit carryforward of $171,000, which can be carried forward indefinitely. At December 31, 2005, the Company
has federal and state R&D tax credit carryforwards of $420,000 and $245,000, respectively, which can be utilized to offset
future tax liabilities. The Company has also recognized the tax benefit of state net operating loss carryforwards in states that
do not permit carrybacks of net operating losses. These state net operating loss carryforwards begin Lo expire in certain states
after 5 years. [n management’s opinion, no valuation allowance for deferred tax assets is required at December 31, 2005.
The components of the net deferred tax assets (liabilities) are as follows (in thousands):
2006 2005
Current deferred tax asset (liability):
Accrued warranty expense 3 3,484 § 6,815
Accrued self-insurance ‘ o - 2,137 1,900
Inventories © 959 956
Receivables 431 471
Prepaid insurance _ ' (564) (602}
-Litigation reserve . 131 1421
Other ‘ 278 460
Valuation allowance {(6,856) -
Net current deferred tax asset ‘ $ 23 11,421
Noncurrent deferred tax asset (liability):
Deferred compensation 5 3.548 $ 3.950
Property and equipment and other real estate (1,823) (636)
Intangible assets - (2,557) (2,459)
Notes receivable 348 -
Federal net operating loss carryforward credits 8,597 -
Alternative minimum tax credit carryover 623 171
Federal research and development credit carryover 1,102 420
State net operating loss carryforward credits 3.378 2,777
Other : ’ 135 56
Valuation allowance (17,875) -

Net noncurrent deferred tax asset (liability) (4,524) § 4,279

RESTRUCTURING CHARGES AND DISCONTINUED OPERATIONS.

During 2005, the Company’s Board of Directors approved a comprehensive operational and cost structure realignment and
restructuring plan (the Intensive Recovery Plan), which was largely implemented by the.close of 2006 and is intended to
improve operating performance and ensure financial strength,

When describing the impact of this restructuring plan, determinations of the fair value of long-lived assets were based upon
comparable market values for similar assets.

During 2005, approximately 140 salaried positions were eliminated throughout the Company. Severance costs related to the
eliminations were approximately $0.7 million, of which $0.5 million was paid by December 31, 2005 and $0.2 million was
paid in 2006. .

57




Coachmen Industries, Inc. and Subsidiaries

Notes to Consolidated Financial Statements, Continued

11. RESTRUCTURING CHARGES AND DISCONTINUED OPERATIONS, Continued.

On March 31, 2006, the Company completed the sale of a property located in Grapevine, Texas for approximately $2.0
million, consisting of cash of $1.7 million and a note receivable of $0.3 million and resulting in a pre-tax gain of
approximately $1.8 million. Also during the first quarter, the Company completed the sale of vacant farmland in Middlebury,
Indiana for cash of approximately $1.0 million, resulting in a pre-tax gain of approximately $0.8 million.

During the third quarter of 2006, a number of smaller properties were sold for a net pre-tax gain of approximately $0.3
million. On June 8, 2006, the Company completed the sale of its corporate aircraft for approximately $2.3 million, which
resulted in a pre-tax gain of approximately $1.7 million. On June 30, 2006, the Company sold property located in Palm

" Shores, Florida for $2.5 million, which resulted in a pre-tax gain of approximately $1.2 million. During June 2006, the

Company also sold two parcels of the former Georgie Boy Manufacturing complex for total proceeds of $0.7 million, which
resulted in a pre-tax gain of approximately $0.4 miilion. '

On December 28, 2006 the Company contracted for the sale of a property located in Roancke, Virginia for approximately
$1.3 million, consisting of cash of $0.1 million and a note receivable of $1.2 million, which resulted in pre-tax gain of
approximately $1.2 million.

Housing Segment

The Company has ceased operations at the All American Homes operation in Springfield, Tennessee. The closure of the
Tennessee location resulted in an asset impairment charge of approximately $1.1 million, which was recorded in the third
quarter of 2005. On December 15, 2006 the Company completed the sale of this property for approximately $3.2 million,
which resulted in a pre-tax gain of approximately $1.1 million. In connection with the sale of this property, $1.2 million of
industrial revenue bonds were paid off as of December 15, 2006. During December 2006, the Company also terminated the
$1.2 million interest rate swap that had been associated with these revenue bonds. The closure and sale of the Tennessee
facility should have minimal impact on revenues, as all existing builders in that region will continue to be served by the
Company’s housing operations in Indiana, Ohio and North Carolina, but should improve profitability by eliminating the
possibility of further losses at this focation.

On December 31,-2005, the Company sold all operating assets of the All American Homes Kansas division. In accordance
with Statement of Financial Accounting Standard No. 144, the division qualified as a separate component of the Company’s
business and as a result, the operating results of the division have been accounted for as a discontinued operation. Previously
reported financial results for all periods presented have been restated to reflect this business as a discontinued operation. Net
sales of the Kansas division for the years ended December 31, 2006, 2005 and 2004 were $0.0 million, $9.7 miltion and $10.2
million, respectively, and the pre-tax income (loss) for the years ended December 31, 2006, 2005 and 2004 were $(0.4)
million, $(2.9) million and $0.2 million, respectively.

On March 31, 2006, the Company sold 100% of its interest in the capital stock of Miller Building Systems, Inc. for $11.5
million, consisting of cash of $9.0 and a $2.5 million secured note. The note, which is included in other long-term assets on
the Consolidated Balance Sheet, is to be repaid over 5 years and bears interest at the 1 year LIBOR rate plus 2.75% per
annum with quarterly interest payments beginning September 30, 2006. Principal payments of $125,000 per quarter
commence on June 30, 2009 and continue through the maturity date of March 31, 2011. In addition, the Company accepted a
$2.0 million contingent earn-out note, which will be paid to the Company if certain income metrics are achieved by the
acquiring entity. In accordance with Statement of Financial Accounting Standard No. 144, the division qualified as a separate
component of the Company’s business and as a result, the operating results of the division have been accounted for as a
discontinued operation. Previously reported financial results for all periods presented have been restated to reflect this
business as a discontinued operation. Net sales of Miller Building Systems, Inc. for the years ended December 31, 2006, 2005
and 2004 were $7.5 million, $41.6 million and $40.1 million, respectively, and the pre-tax income (loss) for the years ended
December 31, 2006, 2005 and 2004 were $1.5 million, $(8.2) million and $(1.7) million, respectively. [n connection with this
sale, $1.7 million of industrial revenue bonds were paid off as of March 31, 2006. During April 2006, the Company
terminated the $1.5 million and $235,000 interest rate swaps that had been associated with these revenue bonds.

In conjunction with the actions noted above, during the fourth quarter of 2005 management allocated goodwill of $0.7 million
to the discontinued operations from the Housing Segment goodwill based on the relative fair value of the discontinued
operations to the entire Housing Segment. The $0.7 million of allocated goodwill consisted of $0.6 million allocated to Miller
Building Systems, which was written off as part of the 2005 loss from operations of discontinued operations and $0.1 million
allocated to All American Homes of Kansas, which was included in the 2005 loss on sale of assets of discontinued operations.
During the first quarter of 2006, an additional $0.3 million of goodwill was allocated to Miller Building Systems based on the
final sales price relative to the fair value of the entire Housing Segment. The additional $0.3 million of allocated goodwill
was written off as part of the 2006 gain on sale of assets of discontinued operations.
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11. RESTRUCTURING CHARGES AND DISCONTINUED OPERATIONS, Continued.

Assets and liabilities of All American Homes of Kansas and Miller Building Systems, which are included in the consolidated
balance sheet, were as follows at December 31, 2005 {in thousands):

. 2005

Cash 3 242
Accounts and other receivables 4,401
Prepaid Expenses 510
Inventories 10,423
Other long-term assets 124
Fixed assets ' 34
Accounts payable (1,777
Other current liabilities (5.341)

Net assets held for sale $ 8,616

Recreational Vehicle Segment

On January 13, 2006, the Company sold all operating assets of Prodesign, LLC. The total sales price was $8.2 million, of
which the Company received $5.7 mitlion in cash, a $2.0 million promissory note and $0.5 million 1o be held in escrow to
cover potential warranty claims and uncollectible accounts receivable, as defined in the sale agrecment, The promissory note
is to be repaid over a period of 10 years, using an amortization period of 15 years, and bears interest at 6% per annum with
interest only payments being required in the first three years. Any funds remaining in the escrow account after a period of 13
months will revert to the Company. In accordance with Statement of Financial Accounting Standard No. 144, Prodesign
qualified as a separate component of the Company’s business and as a result, the operating results of Prodesign have been
accounted for as a discontinued operation. Previously reported financial results for all periods presented have been adjusted 10
reflect this business as a discontinued operation. In conjunction with the classification of Prodesign as a discontinued
operation, management aliocated goodwill of $0.3 million to the discontinued operations from the Recreational Vehicle
Segment goodwill based on the relative fair value of the discontinued operations to the Recreational Vehicle Segment. The
30.3 million of allocated goodwill has been included in the calculation of the final gain on sale of assets in the first quarter of
2006. Net sales of Prodesign for the years ended December 31, 2006, 2005 and 2004 were $0.4 million, $14.2 million and
$12.5 million, respectively, and the pre-tax income (loss) for the years ended December 31, 2006, 2005 and 2004 were $2.0
million, $(0.7) million and $0.3 million, respectively.

Assets and liabilities of Prodesign, which are included in the consolidated balance sheet, were as follows at December 31,
2005 (in thousands):

2005

Accounts and other receivables 3 781
Prepaid expenses -51
Inventories %09
Other long-term assets , 437
Fixed assets 4,144
Accounts payable (116)
Other current lLiabilities (495)

Net assets held for sale $ 5,711

On December 31, 2004, the Company sold all operating assets of the Company-owned dealership located in North Carolina.
The total sale price was $11.8 million. The sale resulied in a gain on sale of discontinued operations of $1.7 million, net of $.8
million in taxes. In accordance with SFAS No. 144, the dealership qualified as a separate component of the Company’s
business and as a result, the operating results and the gain on the sale of assets have been accounted for as a discontinued
operation. Previously reported financial results for all periods presented have been adjusted to reflect this business as a
discontinued operation. Net sales of the North Carolina dealership for the year ended December 31, 2004 was $20.0 million,
and the pre-tax income for the year ended December 31, 2004 was $2.8 million.
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Lease Commitments

The Company leases various manufacturing and office facilities under non-cancelable agreements that expire at various dates
through November 2011. Several of the leases contain renewal options and options to purchase and require the payment of
property taxes, normal maintenance and insurance on the properties. Certain office and delivery equipment is also leased
under non-cancelable agreements that expire at various dates through October 2012. The above-described leases are
accounted for as operating leases.

Future minimum annual operating lease commitments at December 31, 2006 aggregated $4.0 million and are payable during
the next 5 years as follows: 2007 - $1.1 million, 2008 - $0.9 million, 2009 - $0.8 miilion, 2010 - $0.7 million, and 2011 - $0.5
million. Total rental expense for the years ended December 31, 2006, 2005 and 2004 aggregated $1.6 mitlion, $1.6 million
and $1.1 million, respectively.

Obligatien to Purchase Consigned Inventories

The Company obtains vehicle chassis for its recreational vehicle products directly from automobile manufacturers under
converter pool agreements. The agreements generally provide that the manufacturer will provide a supply of chassis at the
Company's various production facilities under the terms and conditions as set forth in the agreement. Chassis are accounted
for as consigned inventory until assigned to a unit in the production process. At that point, the Company is obligated to
purchase the chassis and it is recorded as inventory. At December 31, 2006 and 20035, chassis inventory, accounted for as
consigned inventory, approximated $11.4 million and $26.8 million, respectively.

Repurchase Agreements

The Company was contingently liable at December 31, 2006 to banks and other financial institutions on repurchase
agreements in connection with financing provided by such institutions to most of the Company's independent dealers in
connection with their purchase of the Company's recreational vehicle products. These agreements provide for the Company to
repurchase its products from the financing institution in the event that they have repossessed them upon a dealer's default.
Products repurchased from dealers under these agreements are accounted for as a reduction in revenue and cost of sales at the
time of repurchase. Although the estimated contingent liability approximates $187 million at December 31, 2006 ($262
million at December 31, 2005), the risk of loss resulting from these agreements is spread over the Company's numerous
dealers and is further reduced by the resale value of the products repurchased. Based on losses previously experienced under
these obligations, the Company has established a reserve for estimated losses under repurchase agreements. At December 31,
2006 and 2005, $0.3 million and $0.4 million, respectively, was recorded as an accrual for estimated losses under repurchase
agreements.

The Company was also contingently liable at December 31, 2006 to a financial institution on repurchase agreements in
connection with financing provided by the institution to certain of the Company's independent home builders in connection
with their purchase of the Company's housing products. This agreement provides for the Company to repurchase its products
from the financing institution in the event that they have repossessed them upon a builder's default. Products repurchased
from builders under this agreement are accounted for as a reduction in revenue and cost of sales at the time of repurchase.
Although the estimated contingent liability approximates $16.2 million at December 31, 2006 ($15.9 million at December 31,
2005), the risk of loss resulting from these agreements is spread over the Company's numerous builders and is further reduced
by the resale value of the products repurchased. The Company has evaluated the potential for losses under this agreement and
has recorded an acecrual of $0.2 million at December 31, 2006 and December 31, 2005 for estimated losses under the
* repurchase agreement.
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Corporate Guarantees

The Company was contingently liable under guarantees to financial institutions of their loans to independent dealers for
amounts totaling approximately $3.9 million at December 31, 2006 and $6.2 millicn at December 31, 2005. The Contpany
has an agreement with a financial institution to form a private-label financing program to provide wholesale inventory
financing to the Company's dealers in the Recreational Vehicle Segment. The agreement provides for a preferred program
that provides financing that is subject to the standard repurchase agreement described above. In addition, the agreement
provides for a reserve pool whereby the financial institution makes available an aggregate line of credit not to exceed $40
million that will provide financing for dealers that may not otherwise qualify for credit approval under the preferred program.
No dealer being provided financing from the reserve pool can receive an aggregate line of credit exceeding $5 million. In
addition to the standard repurchase agreement described above, as of December 31, 2006 the Company was contingently
liable to the financial institutions up to a maxirmum of $2.1 million of aggregate losses, as defined by the agreement, incurred
by the financial institutions on designated dealers with higher credit risks that are accepted into the reserve pool financing
program. The Company will be liable up to a maximum of $2.1 million of aggregate losses thru June 30, 2007, and thereafter,
the Company will be liable up to a maximum of $2.0 million of aggregate losses. The Company has recorded a loss reserve of
$0.1 million at December 31, 2006 and December 31, 2005 associated with these guarantees.

The Company is liable under an agreement to guarantee the indebtedness incurred by a recreational vehicle dealer towards the
purchase of a dealership facility. The guarantee is in the principal amount of $1 million for a period of five years or until ail
indebtedness has been fully paid, whichever occurs first. The Company has evaluated the potential for losses under this
agreement and has determined that the resolution of any claims that may arise in the future would not materially affect the
Company's financial statements.

In addition, the Company is liable under a guarantee to a financial institution'for model home financing provided to certain
independent builders doing business with the Company's Housing Segment. The amount outstanding under this agreement at
December 31, 2006.is $0.4 million ($0.6 million at December 31, 2005). Any losses incurred under this guarantee would be
offset by the proceeds from the resale of the model home and losses are limited to 20% of the original contract price, and
cannot exceed a total of $2.0 million. As of December 31, 2006, no losses have been incurred by the Company under the
model home financing program.

Financing Obligation

During the second quarter of 2004, the Company entered into an agreement to provide financing of up to $4.9 million to a
developer for the construction of a hotel for which the Company was to provide modular units. As of December 31, 2006, the
Company provided $2.3 million in financing to the developer under this-arrangement. The loans are collateralized by a first
priority interest in all tangible and intangible property of the borrower. The developer was unable to obtain a building permit,
so the Company is pursuing its legal remedies through litigation to recoup the financing extended to date. No additional
funding has been or will be provided. During the fourth quarter of 2006, the Company obtained title to the real estate that was
partial collateral for this Note. In the event the sale of the property does not generate proceeds sufficient to cover the
financing previously provided, the Company will continue pursuing its legal remedies to recover any shortfall. As of
December 31, 2006, the Company has reserved an amount for which Management believes the Company may not recover,
however, there is a potential for exposure in excess of the amount reserved.

Self-Insurance

The Company is self-insured for a portion of its product liability and certain other liability exposures. Depending on the
nature of the claim and the date of occurrence, the Company's maximum exposure ranges from $250,000 to $500,000 per
claim. The Company accrues an estimated liability based on various factors, including sales levels, insurance coverage and
the amount of outstanding claims. Management believes the liability recorded (seec Note 7) is adequate to cover the
Company's self-insured risk.
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12. COMMITMENTS AND CONTINGENCIES, Continued. . . ‘;
1

Change of Control Agreements i

On February 3, 2000, the Company entered into Change of Control Agreements with key executives. Under the terms of these
agreements, in the event of a change in control of the Company, as defined, the Company would be obligated to pay these key
executives for severance and other benefits. These agreements had aggregated obligations of approximately $8.3 mitlion and
$10.4 million based on salaries and benefits at December 31, 2006 and 2005, respectively. In addition, in the event of a
change of control of the Company, all outstanding stock options and SAR’s shall become immediately exercisable,
restrictions are removed from restricted stock, and all stock awards shall immediately be deemed fully achieved.

Also on February 3, 2000, the Company established a rabbi trust, which in the event of a change of control, as defined, will
be funded to cover the Company's obligations under its Change of Control Agreements and its deferred compensation plan.

Litigation

In January 2004, the Company entered into a long-term exclusive licensing agreement with The Coleman Company, Inc. to
design, produce and market a full line of new Coleman® brand recreational vehicles. In November 2004, the judge presiding
over the legal dispute between Fleetwood Enterprises, Inc. and The Coleman Company, Inc. entered an order granting gl
Fleetwood’s request for an injunction against Coleman, prohibiting their use of the trademark registration “Coleman” in the
recreational vehicle industry. To protect its rights under its existing license agreement with Coleman, Consolidated Leisure
Industries, Li.C, doing business as the Coachmen RV Group, filed suit against The Coleman Company, Inc. in federal court
in Kansas City, Kansas, to enforce its rights under the License Agreement.

On March 21, 2005, the Company entered into a settlement agreement with The Coleman Company, Inc. to resolve the
licensing agreement: suit. Pursuant to the settlement agreement, the Company has received $4.4 million from The Coleman
Company, Inc. in exchange for releasing all claims in the suit. The settlement of $4.4 million was paid in two installments of
$2.2 million, one of which was received by the Company on March 23, 2005 and the second of which was received on April
20, 2003, plus interest. [n addition, the agreement provides for the potential of an additional payment of $0.5 million if certain
provisions of the agreement are breached. The settlement of $4.4 million was recorded in the first quarter of 2005 as a
reduction of $1.7 million to cost of sales and a reduction of $0.5 million to operating expenses at the RV Segment plus a
reduction of $2.2 mitlion to the Company’s general and administrative expenses.

During 2005, the Company settled a personal injury suit for $5.0 million, $1.0 million of which was paid by the Company’s
primary insurance carrier. The Company’s self-insured retention is $250,000. During 2005, the Company paid $1.5 million in
addition to the amount paid by its primary carrier and recorded another current liability of $2.5 million to recognize the
remaining amount to be paid on the settlement and the $250,000 retention. During June 2006, the remaining liability of $2.5 i

" million was paid. Since the excess carrier initially denied coverage, the Company filed suit against the excess carrier to
enforce coverage. During the first quarter of 2006, the matter was setiled for $2.875 million, which the Company received on
March 15. 2006 and was recorded as a reduction to the RV Segment’s general and administrative expenses. There remains ;
ongoing litigation against other parties to recover the balance over the retention.

During the first quarter of 2006, the Compiiiy also entered into a partial settlement of another insurance matter for $0.75
million, net of a contingency fee. This amount-was recorded as a reduction to the Company's general and administrative
expenses in the first quarter, The settlement was received during the second quarter of 2006.

The Company finalized arbitration with a housing customer over damages resulting from a construction project during the
third quarter of 2006 and the final settlement did not exceed the amount the Company had previously accrued for this matter.

On November 21, 2006 the Company received a summons from the Internal Revenue Service which requires the Company to
produce various documents refating to its research and development claims filed with the Internal Revenue Service for the tax i
years 1999 through 2004, ;

The Company is involved in various other legal proceedings, most of which are ordinary disputes incidental to the industry

and most of which are covered in whole or in part by insurance. Management believes that the ultimate outcome of these |
matters and any liabilities in excess of insurance coverage and self-insurance accruals will not have a material adverse impact

on the Company's consolidated financial position, future business operations or cash flows.
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13. UNAUDITED INTERIM FINANCIAL INFORMATION, i
Certain selected unaudited quarterly financial information for the years ended December 31, 2006 and 2005 is as follows (in
thousands): ‘ :
o 2006
Quarter Ended
March 31 June 30 September 30 December 31
Net Sales ) 162,554 § 185321 8 130,715 8§ 115,792
Gross profit 14,642 15,987 13,065 5,727
Net income (loss) from continuing '
operations 404 480 (2,733) (31,366)
Net profit (loss) 2910 304 (3,516) (31,503)
Net profit (loss) per common share - Basic )
Continuing operations .03 .03 (.17 (2.00)
Discontinuing operations 16 {.01) {.03) (0.01)
' 19 02 C - (.22) (2.02)
Net loss per common share - Diltuted
Continuing operations .03 03 1 (17) (2.01)
Discontinuing operations 16 (.01) (.05) {0.01)
$ 19§ 02 $ (22) § (2.02)
2005 ,
Quarter Ended
March 31 June 30 September 30 December 31
Net sales b 192249 % 190,031 § 180,168 3 139977
Gross profit 18,785 20,121 13,715 3,338
Net loss from continuing operations (953) (1,660) (6,175) (10,572)
Net loss (1,386) (1.470) (9,346) (14,148)
Net loss per common share - Basic ~ '
Continuing operations (.06) (.10 (.40) (.68)
Discontinuing operations (.03) .01 (.20 (.23)
(.09) (.09) (.60) (91)
Net income (loss) per common share -
Diluted
Continuing operations (.06) (.10} (.40) (.68)
Discontinuing operations - (.03 .01 (.20) (.23)
' $ (09 § (09) § (.60) $ (91)




Item 9.  Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
Not Applicable in 2006.

Item 2A. Controls and Procedures

Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures

The Company's management, with the participation of the Company's Chief Executive Officer and Chief Financial Officer, has
conducted an evaluation, as of December 31, 2006, of the Company's disclosure controls and procedures; as such term is defined
under Exchange Act Rule 13a-15(e). Based on this evaluation, the Company's Chief Executive Officer and Chief Financial Officer
concluded that the Company's disclosure controls and procedures were effective as of the end of the period covered by this annual

report.
Management's Report on Internal Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting. The Company's
internal control over financial reporting is 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.

Our 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 our receipts and expenditures are being made only in
accordance with authorizations of management and directors; and

«  Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of
our 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 inadequate
because of changes in conditions, or that the degree or compliance with the policies or procedures may deteriorate.

Management assessed the effectiveness of the Company's internal control over financial reporting as of December 31, 2006. In
making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO) in Interna! Control-Integrated Framework. Based on our assessment and those criteria, management believes
that the Company maintained effective internal ‘contral over financial reporting as of December 31, 2000.

The Company's independent registered public accounting firm has audited and issued their report on management's assessment of
the Company's internal control over financial reporting, which appears on page 36.

Changes in Internal Control Over Financial Reporting

No change in the Company's internal control over financial reporting (as such term is defined in Exchange Act Rule 13a-15(f))
occurred during the fiscal quarter ended December 31, 2006 that materially affected, or is reasonably likely to materially affect,

the Company's internal control over financial reporting. .
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Par¢ I11. . .
Item 10. Directors and Executive Officers of the Registrant
(a) Identification of Directors

Information regarding the Registrant's directors is contained under the caption "Election of Directors” in the Company's Proxy
Statement dated March 30, 2007 and is incorporated herein by reference.

(b} Executive Officers of the Company

See "Execcutive Officers of the Registrant” contained herein.

{¢) Beneficial Ownership Reporting Compliance

Information for "Section 16(a) Beneficial Ownership Reporting Compliance" is contained under that caption in the Company’s
Proxy Statement dated March 30, 2007 and is incorporated herein by reference.

(d) Code of Ethics -
The Company has adopted a code of ethics that applies to all of its directors, officers (including its chief executive officer, chief

operating officer, chief financial officer, chief accounting officer and any person performing similar functions) and employees.
The Company has made the Code of Ethics available on its website at htip://www.coachmen.com.

(¢) Audit Committee and Financial Expert of the Audit Committee

Information regarding the Registrant's Audit Committee, including the committee members designated as Financial Experts s
contained ‘under the caption "Audit Committee” in the Company's Proxy Statement dated March 30, 2007 and is incorporated
herein by reference,

(f) Nominations for Director

Information regarding the Registrant's procedures for nominations for director is contained under the caption "Nomination for
Director” in the Company's Proxy Statement dated March 30, 2007 and is incorporated herein by reference.

Item 11. Executive Compensation

Information for [tem 11 is contained under the headings "Management Development/Compensation Committee,” “Compensation
Discussion and Analysis,” and "Outside Director Compensation” in the Company's Proxy Statement dated March 30, 2007 and is
incorporated herein by reference. - =

+

Item 12.  Security Ownership of Certain Beneficial Owners and Management

Information for liem 12 is contained under the captions "Directors’ and Officers' Stock Ownership" and "Stock Ownership
Information" in the Company's Proxy Statement dated March 30, 2007 and is incorporated herein by reference.
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The following table summarizes share and exercise price information about the Company's equity compensation plans as of
December 31, 2006: ’

Equity Compensation Plan Information

# of securities # of securities
to be issued Weighted-average remaining
- ' - upon exercise of  exercise price of available for
outstanding outstanding future issuance
options, options, under equity
warrants and warrants and compensation
Plan Category rights rights plans
Equity compensation plans approved by shareholders $ 149,550 3§ 1248 % 1,400,102
Equity compensation plans not approved by shareholders - - -
Total $ 149,550 § 1248 § 1,400,102

Item 13. Certain Relationships and Related Transactions

Information for Ttem 13 is contained under the heading “‘Determination of Independence of Directors™ in the Company’s Proxy
Statement dated March 30, 2007 and is incorporated herein by reference.

Item 14. Principal Accountant Fees and Services

Information regarding the Principal Accountant Fees and Services is contained under the caption "Independent Registered Public
Accounting Firm" in the Company's Proxy Statement dated March 30, 2007 and is incorporated herein by reference.

Part IV.
Item 15. Exhibits and Financial Statement Schedule

(aj The foliowing Financial Statements and Financial Statement Schedule are included in [temn 8 herein,

1. Financial Statements

Reports of Independent Registered Public Accounting Firm

Consolidated Balance Sheets at December 31, 2006 and 2005
Consolidated Statements of Qperations for the vears ended December 31, 2006, 2005 and 2004

Consolidated Statements of Sharchoiders' Equity for the vears ended December 31, 2006, 20035 and 2004
Cansolidated Statements of Cash Flows for the years ended December 31, 2006, 2005 and 2004
Notes to Consolidated Financial Statements

2. Financial Statement Schedule
Schedute Il - Valuation and Qualifving Accounts

All other schedules required by Form 10-K Annua! Report have been omitted because they were inapplicable, included in the
Notes to the Consolidated Financial Statements, or otherwise not required under instructions contained in Regulation SX.

3. Exhibits

See Index to Exhibits.




SCHEDULE 1 . -
VALUATION AND QUALIFYING ACCOUNTS ' -
(in thousands)

Balance at  Additions Charged

Beginning to Costs Payment or Balance at End
Description of Period and Expenses Utilization of Period
I} Fiscal year ended December 31, 2006;
' Allowance for doubtful accounts; b 1,240 § 1,631 $ (1L73%) (A § 1,134
(B)
Product warranty reserves: 5 20,005 % 21,598 £ (30,504) (O) 3% 11,099
Repurchase agreement and Corporate guarantee
loss reserves: 3 775§ 356 ) (496) S 635
Valuation allowance against deferred tax assets; 8 - 5 24,731 (IS - $ 24,731
Fiscal year ended December 31, 2005; !
Allowance for doubtful accounts: $ 919 $ 988 3 (667Y(A) § 1,240
Product warranty reserves: $ 10,140 % 34.77’[l (C)$ (2:11,906) (B) § 20,005
Repurchase agreement and Corporate guarantee ‘ . .
loss reserves: 3 726 § 225 5 "( 176) s 775
Fiscal year ended December 31, 2004: .
Allowance for doubtful accounts: h) 1,208 § 158 i) (447)(A) 3 9_1“5!
Product warranty reserves: $ 8,658 § 22,I89 $ (20,707 (B). $ . 10,149
Repurchase agreement and Corporate guarantee . ‘ .
loss reserves: 3 350 § 564 3 (188) 3 726
{A)  Write-off of bad debts, less recoveries. ‘
(B} Claims paid, less recoveries. -
(C) Reflects increase due to specific warranty issues which occurred in 2005, primarily camping traller Ilﬂ systems and ,
sidewall lamination issues withih the RV Segment. -
(D)  Allowance charged to Continuing Operations $24,360, Discontinued Operations $371.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: March 5, 2007

COACHMEN INDUSTRIES, INC.

/s R. M. Lavers

R. M. Lavers
(Chief Executive Officer)

/sf C. A. Zuhl

C. A. Zuhl
(Chief Financial Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons
on behalf of the Registrant and in the capacities as of March 5, 2007.

/s/ G. B, Bloom

/s/ W. P. Johnson

G. B. Bloom
{Director)

/s/ R. J. Deputy

W. P, Johnson
(Director)

/s/P.G. Lux

R. J. Deputy
(Director)

/s/ J. A, Goebel

P. G. Lux
(Director)

/s/ E. W. Miller

J. A. Goebel
(Director)

/s/ D. W, Hudler

E. W. Miller
(Director)

D. W, Hudler
(Director)




Coachmen Industries, Inc.
" Performance Graph

The following graph sets forth the cumulative total shareholder return of the Company's Common Stock as
compared to the S&P 500 and a group of peer issuers selected by the Company. The stock price performance shown
on the graph below is not necessarily indicative of future price performance. The companies comprising the Peer
Group are Fleetwood Enterprises, Inc., Monaco Coach Corporation, National RV Holdings, Skyline Corporation,
Thor Industries, Inc., and Winnebago Industries, Inc. The total return of each company in the Peer Group has been
weighted according to Coachmen's stock market capitalization as of the beginning of each period.

Comparison of 5 Year Cumulative Total Return
Assumes Initial Investment of $100
{Performance Results through 12/31/06)
250.00
200.00
/\. .
150.00
g A
°
Ol joopo |l -
'3
50.00
0.00 I 1 1 1 n
2001 2002 2003 2004 2005 2006
—m— Coachmen Ingdystries, Inc. —a—S4&P 500 Index —a— Peer Group _l
2001 2002 2003 2004 2005 2006
Coachmen Industries, Inc. $100.00  $133.43  $155.82 $151.59  $105.15 $99.53
S&P 500 [ndex 100.00 77.89 100.23 111.13 116.57 134.98
Peer Group 100.00 104 .32 163:26 193,18 180.57 183.55

Assumes $100 invested at the close of trading on the last trading day preceding the first day of the fifth preceding
fiscal year in Coachmen common stock, S&P 500, and Peer Group. The S&P 500 Index returns were obtained
directly by COACHMEN INDS from the S&P web site, www.standardandpoors.com,

*Cumulative total return assumes reinvestment of dividends.
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BOARD OF DIRECTORS

WILLIAM P. JOHNSON'? age 64

_ Chairman of the Board
Coachmen Industries, Inc.
Chairman of the Board and CEQ
Flying ), LLC

GEOFFREY B. BLOOM?* age 65

Past Chairman of the Board (Retired 2005}

Wolverine World Wide, Inc,

Committee Memberships: (1) Audit  (2) Governance

ROBERT J. DEPUTY ** age ¢8
Past President and CEQ (Retired 2006}
Godfrey Marine

JOHN A. GOEBEL'? age 63
Past President (Retired 2003)
Homecrest Corp.

DONALD W. HUDLER ? age 72
President and CEO .
DDH Investments of Texas

(3} Management Development/Compensation

PHILIP G. LUX** age 78
Past President {Retired 1991)
Coachmen Industries, Inc.

EDWIN W. MILLER' age 61
Chairman of the Board and CEO
Millennium Capital Group

EXECUTIVE MANAGEMENT COMMITTEE

RICHARD M. LAVERS age 59
Chief Executive Officer

COLLEEN A. ZUHL. age 40
Chief Financial Officer

LESLIE G. THIMLAR age 51
Vice President of Human Resources

RICK J. BEDELL age 54
President, Housing Group

MICHAEL R. TERLEP, JR. age 45
President, RV Group; Coachmen
Recreational Vehicle Company, LLC

SUBSIDIARIES

RECREATIONAL VEHICLE GROUP

(Excludes discontinued operations)

Coachmen Recreational vehicle Company, LLC
Middlebury, Indiana

574-825-5821

www.coachmenrv.com

viking Recreational Vehicles, LLC
Centreville, Michigan

269-467-6321

www.vikingrv.com

Coachmen Recreational Vehicle
Company of Georgia, LLC
Fitzgerald, Georgia

229-423-5471

Georgie Boy Manufacturing, LLC
Middlebury, Indiana

877-876-9024

www.georgieboy.com

HOUSING GROUP

(Excludes discontinued cperations)

All American Homes, LLC
Decatur, Indiana
260-724-8044

www allamericanhomes.com

All American Homes of Iowa, LLC
Dyersville, lowa
563-875-242

All American Building Systems, LLC
Decatur, Indiana
260-724-9171

All American Homes of North
Carolina, LLC ,
Rutherfordton, North Carolina
828-245-2140

Mod-U-Kraf Homes, LLC : -
Rocky Mount, Virginia

540-483-0291

www.mod-u-kraf.com

All American Homes of Colorado, LLC
Milliken, Colorado
970-587-0544

All American Homes of Indiana, LLC
Decatur, Indiana
260-724-9171

All American Homes of Ohio, LLC
Zanesville, Ohio
740-450-0500

10-K Furnished:
Securities and Exchange
Commission Form 10-K
is available without
charge to sharcholders
upon written request to

CORPORATE OFFICE:
2831 Dexter Drive
Elkhart, IN 46514

Coachmen Industries, Inc.
Financial Department

P.O. Box 3300

Elkhart, IN 46515

For more information visit| our,
website: www.coachmen.com

Investor Contact:
Jeffery A, Tryka
Corporate Secretary
Director of Planning
& Investor Relations
574-262-0123
jtryka@coachmen.com

Independent
Auditors:

Ernst & Young ELLP
Grand Rapids, MI

COA
[ Listed |

Transfer Agent & Registrar:

National City Bank Stock

Sharcholder Services Operations Symbol: | the Company or

Dept. 5352 via the Internet at

P.O. Box 92301 www.coachmen.com I

Cleveland, OH 44193-0200 I “
|

-
The Company has filed its annual certification to the New York Stock Exchange {NYSE) stating the CEO is not aware of any
violation by the Company of the NYSE corporate governance listing standards.

The Company has filed with the SEC as exhibits to the 2006 Form 10-K the required CEO and CFO certifications (Section 302
and 906 certifications), which are required to be filed with the SEC regarding the quality of the Company’s public disclosures.] |3
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